REPORT OF THE AUDITOR-GENERAL ON AGRO CHEMICAL AND FOOD
COMPANY LIMITED 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 Agro Chemical and Food
Company Limited set out on pages 36 to 84, which comprise of the statement of financial
position as at 30 June, 2022, 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 Agro Chemical and Food Company Limited 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 Financial Reporting Standards and do not comply with the Public Finance
Management Act, 2012 and the Companies Act, 2015.

Basis for Adverse Opinion
1. Lack of Audit Trail

The statement of profit or loss and other comprehensive income and as disclosed in Note
11 to the financial statements reflects administrative costs of Kshs.223,308,072. Review
of the ledgers provided for audit together with the other supporting documents revealed
that the ledgers did not contain minimum disclosures such as payee and cheque numbers
(where applicable) and therefore it was not possible to have an audit trail of the
transactions captured in the ledger.

In the circumstances, the completeness and accuracy of the balances reported in the
financial statements could not be confirmed.

2. Unsupported Cost of Sales

The statement of profit and loss and other comprehensive income and as disclosed in
Note 7 to the financial statements reflects an amount of Kshs.1,428,890,914 relating to
cost of sales which includes cost of sales on materials, energy and packing of
Kshs.1,054,044,833, out of which Kshs.922,801,269 was cost incurred in producing
15,006,801 litres of Extra Neutral Spirit (ENS) Premium. Although Management provided
a list of cost of sales summary amounting to Kshs.922,801,269, the details on how the
costs were accumulated was not provided for audit. It was therefore not possible to
attribute the direct costs of Kshs.922,801,269 to the 15,006,801 litres of extra neutral
spirit produced in the year. In addition, the direct unit cost per litre could not be
determined. Further, the cost of the spirit produced during the year has been fully
accounted for as cost of sales while some element was still being held in the closing
stocks.

In the circumstances, the accuracy and completeness of the cost of sales amount of
Kshs.922,801,269 could not be confirmed.

3. Receivables
The statement of financial position reflects a receivables balance of Kshs.823,526,070.

The following was observed in respect to receivables during the year;
3.1 Unsupported Receivables

As disclosed in Note 18 to the financial statements the receivables balance comprise of
trade receivables, prepayments, other debtors and creditors with debit balances of
Kshs.579,008,276, Kshs.16,787,572, Kshs.211,518,192 and Kshs.82,400,571
respectively. However, although a summary listing of the debtors has been presented for
audit, the supporting ledger details of the debtors’ balances, showing the component
balances for each debtor, together with the relevant date when the debt was incurred was
not provided for audit.

In the circumstances, the completeness, accuracy and the recoverability of the debtors
amounting to Kshs.823,526,070 could not be confirmed.
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3.2 Long Outstanding Receivables

Review of a sample of receivables amounting to Kshs.178,078,757 revealed that all of
them were more than 60 days old with receivable from Kimsway Investment, Univac
Traders Ltd, Oleo Chemicals, Kenya Wine Agencies and Africa Spirits Limited of
Kshs.449,960, Kshs.464,628, Kshs.612,773, Kshs.4,988,617 and Kshs.61,711,910
respectively, all totalling to Kshs.68,227,888 being outstanding for more than three (3)
years.

In the circumstances, the recoverability of receivables amounting to Kshs.68,227,889 is
doubtful.

4. Unconfirmed Loan Balances

The statement of financial position, as disclosed in Note 26 to the financial statements
reflects loans balance of Kshs.10,237,918,611. The loan balance comprises of Paris Club
rescheduled loan of Kshs.2,941,884,000, accrued interest on Paris Club loan of
Kshs.6,369,178,806 and interest on GOK paid Loan of Kshs.926,855,805. However, the
Paris Club rescheduled loan remained constant at Kshs.2,941,884,000 and dates of
borrowing and repayment period were not disclosed. In addition, the accrued interest of
Kshs.6,369,178,806 on the loan was not paid and no reason was provided for non-
repayment.

In addition, review of the agreement between the Company and The National Treasury
with respect of interest on GOK paid loan indicates that, The National Treasury was to
re-pay loan arrears of Kshs.2,941,884,000 on behalf of the Company. In turn, the
Company was to repay the loan to the Ministry of Finance through a standing order in
fourteen equal consecutive semi-annual instalments on the 15th day of June and
December each year. However, there is no evidence that the Company complied with the
terms of the agreement. Further, the Company stopped servicing the GOK loan in 2018
contrary to The National Treasury guidelines vide Circular No0.14/2018 dated
27 November, 2018 which required entities to prioritize debt servicing as a first charge on
their revenues. In addition, no evidence was provided to reveal the balances of the
principal loan and the correct accrued interest as at 30 June, 2022.

In the circumstances, the accuracy and completeness of the loan balance of
Kshs.10,237,918,611 could not be confirmed.

5. Unreconciled Variances between the General Ledger and the Financial
Statements’ Balances

Review of the financial statements’ balances revealed variances between the financial
statements and the ledgers presented for audit as detailed below:

Balance as
per the Balance as
Financial per the
Statements in Ledger in | Variances
Details (Kshs.) (Kshs.) (Kshs.)
1. | Other Income 24,475,871 21,740,382 | 2,735,489
2. | Finance Income 52,256,290 46,697,397 | 5,558,893
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3. | Cost of Sales 1,428,890,914 | 1,428,820,120 70,794
4. | Administration Costs 223,308,072 | 223,357,042 48,970
5. | Finance Costs 307,058,537 | 306,712,978 345,559
6. | Depreciation of Property, Plant & 100,631,130 | 100,304,980 326,150
Equipment
7. | Property, Plant & Equipment 2,627,485,728 | 2,626,631,728 854,000
8. | Inventories & Work in Progress 190,795,277 | 190,797,820 2,543
9. | Receivables 823,526,070 | 823,545,789 (19,719)
10. | Accumulated Deficit 8,925,197,695 | 8,922,373,038 | 2,824,657
11. | Trade and Other Payables 648,901,800 | 648,999,300 (97,500)

No explanation or reconciliations were provided to explain these differences.

In the circumstances, the accuracy and completeness of the balances disclosed in these
financial statements could not be confirmed.

6. Unreconciled Variances in Inventory Balances

The statement of financial position and as disclosed in Note 17 to the financial statements
reflects a balance of Kshs.190,795,277 relating to inventories and work in progress.
However, the physical stock take report indicated net variances of Kshs.1,532,288 with
actual stock take which was adjusted as losses against the inventories balance.
Management explained that investigations were to be done for necessary actions to be
taken. However, no action has been taken to investigate the variance.

In the circumstances, the accuracy of inventories and work in progress balance of
Kshs.190,795,277 could not be confirmed.

7. Unsupported Trade and Other Payables

The statement of financial position, as disclosed in Note 24 to the financial statements
reflects a balance of Kshs.648,999,300 in respect of trade and other payables. The
balance includes unsupported balances of Kshs.200,400,680, Kshs.30,098,116,
Kshs.270,146,276 and Kshs.20,700,057 in respect of advances from debtors, accruals
control, excise duty payable and goods received not invoiced respectively.

In addition, Management provided aging analysis for payables amounting to
Kshs.3,901,676 only. The period for which payables amounting to Kshs.645,098,147 had
been outstanding could not be confirmed.

In the circumstances, the completeness and accuracy of the trade and other payables
balance of Kshs.648,999,300 could not be confirmed.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the Agro Chemical and Food Company
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. Except for the matters described in
the Basis for Adverse Opinion section, | have determined that there are no other key audit
matters to communicate in my report.

Other Matter
1. Budgetary Controls and Performance

The Company’s revenue budget amounted to Kshs.2,090,655,150 against actual receipts
of Kshs1,755,131,758 resulting in a budget deficit of Kshs.335,523,392 or 16% of the
budget. Similarly, the Company budgeted to spend a total of Kshs.721,855,728 against
the actual expenditure of Kshs.641,586,832 resulting in an overall under-expenditure of
Kshs.80,268,896 or 11% of the budget.

In the circumstances, the budget deficit and under-expenditure may have affected the
planned activities and may have impacted negatively on service delivery to the public.

2. Uncertainty on Going Concern of the Company

During the year under review, the Company recorded net loss of Kshs.313,901,838 which
increased the accumulated losses to Kshs.8,925,197,695 up from Kshs.8,604,123,495 in
the previous year. In addition, the current liabilities balance of Kshs.10,921,928,086
exceeded the current assets balance of Kshs.1,806,723,283 resulting to a negative
working capital of Kshs.9,115,204,803.

In the circumstances, in the absence of support from the Government and creditors, the
ability of the Company to continue as a going concern is doubtful.

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 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 public resources have not been applied
lawfully and in an effective way.

Basis for Conclusion
1. Incomplete Bio Digester

The statement of financial position reflects a balance of Kshs.2,267,485,728 in respect to
property, plant and equipment which, as disclosed in Note 15A to the financial statements
includes capital work in progress of Kshs.170,927,597. This amount in turn includes
Kshs.124,647,728 relating to the effluent treatment plant. The Company signed a contract
with a contractor on 20 August, 2020 for an effluent treatment plant (engineering, supply,
erection, installation, supervision, testing and commissioning of a biomethamation
reactor) at a contract price of USD 825,000 (approximately Kshs.89,925,000). The eleven
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(11) months contract was to be executed between 20 August, 2020 and 20 July, 2021.
Review of records revealed that a total of USD 553,428.50 (Kshs.63,230,420.65) had
been paid to the contractor as at 30 June, 2022 and the performance security provided
by the contractor from Standard Chartered Bank expired on 31 August, 2021.

Further, the contract completion date had been extended to 15 August, 2022 and later to
2" week of February, 2023 and now to June, 2023. Physical verification in
February, 2023 revealed that the project was incomplete.

In the circumstances, value for money for the expenditure of USD 553,428.50
(Kshs.63,230,420.65) which had already been spent on this project could not be
confirmed and the Management was in breach of the law.

2. Non-Compliance to One Third Basic Salary Rule

Review of the payroll for the month of June, 2022 revealed that one hundred and thirty-
nine (139) employees of the Company earned net salaries that were less than a third of
their respective gross basic salaries. This is contrary to Section 19(3) of the Employment
Act, 2007 which provides that the total amount of all deductions made by an employer
from the wages of his employee at any no time shall not exceed two-thirds of such wages.

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

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, Basis for Conclusion on
Lawfulness and Effectiveness in Use of Public Resources 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

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 control, risk management and overall governance were
operating effectively, in all material respects. | believe that the audit evidence | have
obtained is sufficient and appropriate to provide a basis for my conclusion.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

As required by the Companies Act, 2015, | report based on my audit, that:
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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 Company’s financial statements are not in agreement with the accounting
records and returns.

Responsibilities of Management and those Charged with Governance

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 controls, 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 as a 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.

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

Auditor-General’s Responsibilities for the Audit

The audit objectives are to obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement, whether due to fraud or error,
and to issue an auditor’s report that includes my opinion in accordance with the provisions
of Section 48 of the Public Audit Act, 2015 and submit the audit report in compliance with
Article 229(7) of the Constitution. Reasonable assurance is a high level of assurance, but
IS not a guarantee that an audit conducted in accordance with ISSAIs will always detect
a material misstatement and weakness when it exists. Misstatements can arise from fraud
or error and are considered material if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions of users taken on the basis
of these financial statements.
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In addition to the audit of the financial statements, a compliance audit is planned and
performed to express a conclusion about whether, in all material respects, the activities,
financial transactions and information reflected in the financial statements are in
compliance with the authorities that govern them, and that public resources are applied
in an effective way, in accordance with the provisions of Article 229(6) of the Constitution
and submit the audit report in compliance with Article 229(7) of the Constitution.

Further, in planning and performing the audit of the financial statements and audit of
compliance, | consider internal control in order to give an assurance on the effectiveness
of internal controls, risk management and governance processes and systems in
accordance with the provisions of Section 7(1)(a) of the Public Audit Act, 2015 and submit
the audit report in compliance with Article 229(7) of the Constitution. My consideration of
the internal control would not necessarily disclose all matters in the internal control that
might be material weaknesses under the ISSAIls. A material weakness is a condition in
which the design or operation of one or more of the internal control components does not
reduce to a relatively low level the risk that misstatements caused by error or fraud in
amounts that would be material in relation to the financial statements being audited may
occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions.

Because of its inherent limitations, internal 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 ISSAIls, | 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 controls.

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

e Conclude on the appropriateness of the Management’s use of the going concern basis
of accounting and, based on the audit evidence obtained, whether a material
uncertainty exists related to events or conditions that may cast significant doubt on
the 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 to cease to
continue as a going concern.
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e Evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent the
underlying transactions and events in a manner that achieves fair presentation.

e Obtain sufficient appropriate audit evidence regarding the financial information and
business activities of the to express an opinion on the financial statements.

e 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.

| also provide Management with a statement that | have complied with relevant ethical
requirements regarding independence, and 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

14 June, 2023
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