REPORT OF THE AUDITOR-GENERAL ON CHEMELIL SUGAR 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 Chemelil Sugar Company
Limited set out on pages 1 to 53, which comprise the statement of financial position as at
30 June 2022, and the statement of 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
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financial position of Chemelil Sugar Company Limited as at June 30, 2022, and of its
financial performance and its cash flows for the year then ended, in accordance with
International Financial Reporting Standards and do not comply with the Public Finance
Management Act, 2012 and the Companies Act, 2015.

Basis for Adverse Opinion

1.0 Lack of Trial Balance

The Company did not present a trial balance for audit for the year under review. It is
therefore not clear, and Management did not explain how and where the financial
statements presented for audit were extracted from.

In the circumstances, the accuracy and validity of the financial statements could not be
confirmed.

2.0 Understated Revenue from Sale of Sugar

The statement of comprehensive income reflects revenue balance of Kshs.1,472,817,728
which, as disclosed in Note 6 to the financial statements, includes net sales of sugar net
of Value Added Tax (VAT) amount of Kshs.1,431,768,203. Review of records revealed
that the Company sold 17,223,930 kilograms of sugar during the year, which translates
to a sales price per kilogram before VAT of Kshs.83.13. However, it was noted that during
the year under review, the sugar prices net of VAT averaged Kshs.98.06 per kilogram
which exceeds Kshs.83.13 by Kshs.14,93. Therefore, the amount of Kshs.1,431,768,203
is understated by an unexplained amount of Kshs.257,153,275.

In the circumstances, the accuracy of the net sales of sugar amount of
Kshs.1,431,768,203 could not be confirmed.

3.0 Unsupported Cost of Sales Amount

The statement of comprehensive income reflects cost of sales amount of
Kshs.1,958,695,060 which, as disclosed in Note 7 to the financial statements, includes
an amount of Kshs.1,065,000,234, being the cost of cane milled from the out growers and
an amount of Kshs.59,096,467 from the nucleus farm. However, the following audit issues
were noted:

i. The total volume of cane delivered from out growers to the factory was 246,624.1
tonnes, out of which, 245,785 tonnes were milled, resulting to a loss of cane
amounting to 839.1 tonnes that could not be accounted for. In addition, records
indicated that cane weighing 30,229.4 tonnes was delivered from the nucleus farm to
the Company during the year and cane with a weight of 30,218 tonnes was milled,
which implies a loss of 11.4 tonnes from the nucleus farm. No explanation was
provided for the variance in the tonnage of cane delivered and cane milled.

ii. Management indicated that for every twelve (12) tonnes of cane delivered, the
company produces one (1) tonne of sugar. The industry standard according to the
Sugar Directorate of the Agriculture and Food Authority (AFA), is one milled tonne of
sugar for ten (10) tonnes of cane. However, during the year, the company received
276,853.14 tonnes of cane and produced 17,155.54 tonnes of sugar and 11,905.95
tonnes of molasses, implying that it used more than sixteen (16) tonnes of cane for
one (1) tonne of milled sugar. Based on the company’s assertion on the number of
tonnes of sugar produced from the cane, the company should have produced 23,071.1
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tonnes of sugar from the cane received. The variance of 5,915.16 tonnes between the
amount of sugar produced and what was expected was not explained.

iii. Sugar cane weighing 246,624.10 tonnes was delivered to the company from the out
growers during the year. The total cost incurred on the cane amounted to
Kshs.1,065,000,234. However, Management did not provide details of the cost per
kilogram paid to the out growers. As a result, it was not possible to confirm the
accuracy of the expenditure incurred in the acquisition of cane from the out growers.

In the circumstances, the accuracy of the cost of sales amount of Kshs.1,958,695,060
could not be confirmed.

4.0 Grants from the National Government

The statement of comprehensive income reflects grants from National Government
amount of Kshs.182,017,971 which was to be used in settling farmers whose payments
were in arrears. However, the criteria and basis for identification of the farmers with
arrears and suppliers invited to submit quotations could not be established. Further,
liabilities defrayed by the Company could not be identified in the financial records and the
Management did not provided explanations on the same.

Further, records from the Sugar Directorate provided for audit reflected a total of
Kshs.181,513,629 as having been released to pay farmers and suppliers, resulting to an
unexplained variance of Kshs.495,658.

In the circumstances, the accuracy and use of the grant of Kshs.182,017,971 could not
be confirmed.

5.0 Inaccuracies in the Financial Statements
Review of the financial statements revealed the following inaccuracies:
5.1 Unexplained Variances in Statement of Comprehensive Income

The statement of comprehensive income, and as disclosed in the supporting notes to the
financial statements, reflects balances which differ with corresponding balances shown
in the supporting ledger, resulting to unexplained or unreconciled variances as tabulated
below:

Financial
Statement Ledger

Amount Amount Variance
Item (Kshs.) (Kshs.) (Kshs.)
Cost of Sales:
Cost of Cane Milled: Nucleus 59,096,467 59,062,868 33,599
Agriculture Overheads 40,704,600 40,963,727 (259,127)
Repairs and Maintenance 228,939,386 | 224,750,622 4,188,764
Other Factory Overheads (28,911,323) | (28,976,123) 64,800
Grants from National Government:
Recurrent Grants Received 182,017,971 | 181,586,642 431,329
Administrative Expenses:
Medical Services 7,966,406 8,610,384 (643,978)
Staff Training Expenses 375,727 740,917 (365,190)
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Financial
Statement Ledger

Amount Amount Variance
Item (Kshs.) (Kshs.) (Kshs.)
Bank Charges and Commissions 1,965,742 1,943,419 22,323
Repairs and Maintenance 6,480,364 6,584,023 (103,659)
Stationery, Printing and Photocopying 6,155,052 6,191,343 (36,291)
Travelling and Subsistence 4,009,650 4,005,730 3,920
Bad and Doubtful Debts 4,137,012 4,292,165 (155,153)
Other Administrative Expenses (5,781,904) - | (5,781,904)
Marketing Expenses: -
Product Handling and Distribution 4,851,640 5,062,972 (211,332)
Costs

Further, Notes 7 and 13 to the financial statements reflect manufacturing and
administrative staff costs of Kshs.297,865,976 and Kshs.216,158,486, while the
supporting ledgers show corresponding balances of Kshs.297,021,530 and
Kshs.215,704,915 respectively, resulting to a combined variance of Kshs.1,298,017. In
addition, Note 13(b) to the financial statements reflects staff costs amount of
Kshs.648,869,235 against departments’ staff cost totalling to Kshs.632,410,159, resulting
an unreconciled variance of Kshs.16,459,075.

5.2 Unexplained Variances in Statement of Financial Position

The statement of financial position, and as disclosed in Notes 23(a) and 34 to the financial
statements, reflects balances which differ with corresponding balances shown in the
supporting ledger, resulting to unexplained or unreconciled variances as tabulated below:

Financial
Statement Ledger

Amount Amount Variance
Item (Kshs.) (Kshs.) (Kshs.)
Trade and Other
Receivables:
Deposits and Prepayments 20,983,970 19,410,651 1,573,319
Staff Receivables 24,213,631 23,459,559 754,072
Trade and Other Payables: -
Trade Payables - Cane 492,391,252 478,939,761 13,451,491
Trade Payables - Creditors 320,451,174 314,317,650 6,133,524
Accrued Expenses - Payroll 1,215,481,388 1,241,528,797 (26,047,409)
Accrued Expenses - Staff 5,164,937 5,505,983 (341,046)
Other Payables 136,089,651 138,529,988 (2,440,337)
VAT Payable 1,000,468,324 1,001,755,536 (1,287,212)
WHT Payable 10,827,023 33,370,260 (22,543,237)
ML Payable 1,621,322 3,213,146 (1,591,824)

5.3 Inaccuracy in Statement of Comparison of Budget and Actual Amounts
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The statement of comparison of budget and actual amounts reflects budget amount of
Kshs.3,386,021,000, while recasting revealed an amount of Kshs.3,921,056,152,
resulting to an unexplained variance of Kshs.535,035,152.

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

6.0 Non-revaluation of Fully Depreciated Assets

The statement of financial position reflects property, plant and equipment balance (net
book value) of Kshs.5,056,793,211. Review of the fixed asset register revealed assets
with historical costs totalling to Kshs.78,859,791 which had been fully depreciated.
However, it was noted that the assets were still in use and ought to have been subjected
to a revaluation in line with IAS 16.31.

In the circumstances, the accuracy of property, plant and equipment balance of
Kshs.5,056,793,211 could not be confirmed.

7.0 Undisclosed Intangible Assets

The statement of cash flows reflects nil balance in respect of purchase of intangible assets.
However, information provided for audit revealed that Kshs.6,621,650 was paid to two
firms for maintenance of the Sun-System and Payroll System respectively. The Sun-
System (Financial Module), A Plus Integrated system (Payroll) and Weighbridge System
were being used by the Company in the running of its operations. However, the
expenditure was not expensed in the financial statements. Further, the software’s
acquisition or contract documents were not provided for audit.

In the circumstances, the accuracy of the nil intangible assets amount could not be
confirmed.

8.0 Inaccuracies in the Inventories

The statement of financial position reflects inventories balance of Kshs.248,346,056
which, as disclosed in Note 22 to the financial statements, comprises gross amount of
Kshs.309,955,052, less impairment amount of Kshs.61,636,216. However, the
Kshs.309,955,052 includes field and factory stores balance of Kshs.291,410,910, while
the supporting ledger shows a corresponding balance of Kshs.303,207,817, resulting to
an unexplained variance of Kshs.11,796,907. Further, review of manual stock sheets for
field and factory stores on 28 June, 2022 against recorded amounts revealed a total net
variance of Kshs.5,182,377 in respect of ledgers 13B and 14B, which was not reconciled
or explained. In addition, stock taking reports for the factory stores in support of the
balance of Kshs.291,410,910 were not provided for audit.

In the circumstances, the accuracy of inventories balance of Kshs.248,346,056 disclosed
in the statement of financial position could not be confirmed.

9.0 Trade and Other Receivables

The statement of financial position reflects trade and other receivables balance of
Kshs.249,545,905 which, as disclosed in Note 23(a) to the financial statements,
comprises gross amount of Kshs.761,523,494, less provision for impairment amount of
Kshs.511,977,589. However, the following audit issues were noted:

9.1 Long Outstanding Receivables
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The gross amount of Kshs.761,523,494 includes receivables amounting to
Kshs.672,635,676 (or 88%) which were more than 120 days old, casting doubt on the
effectiveness of debt management in the Company. No evidence in form of demand
notes/letters were provided to indicate measures taken to recover the debts due to the
Company. Further, provision for impairment amount of Kshs.511,977,589 was not backed
by any rate or policy.

9.2 Unsupported Outstanding Imprests Balance

The gross amount of Kshs.761,523,494 also includes staff receivables balance of
Kshs.24,213,631 which further includes outstanding imprests amount of Kshs.2,495,523
whose supporting documents were not provided for audit, and whose recoverability could
therefore not be ascertained.

In the circumstances, the accuracy and completeness of the trade and other receivables
balance of Kshs.249,545,905 could not be confirmed.
10.0 Bank and Cash Balances

The statement of financial position reflects bank and cash balances amount of
Kshs.41,681,834 as disclosed in Note 26 to the financial statements. However, review of
records related to the balance revealed the following anomalies:

10.1 Variance Between Financial Statements and Bank Reconciliation

The balance of Kshs.41,681,834 includes balances which differ with the reconciled cash
book balances as shown below:

Reconciliation Financial

Statement | Statement
Balance Balance Variance
Item (Kshs.) (Kshs.) (Kshs.)
KCB Bank Kisumu Project Account 1 (285,939) (286,850) 911
KCB Bank Kisumu Chemelil -| 24,857,678 | (24,857,678)

Academy Alc

Cooperative Bank Kisumu Main A/c (4,083,572) 4,023,532 (8,107,104)
Cooperative Bank Kisumu Health A/c 12,386 31,736 (19,350)
Coop Bank Kisumu Academy-PTA - 2,104,111 (2,104,111)

10.2 Unsupported Bank Balances

The amount of Kshs.41,394,984 includes balances held in KCB Bank Kisumu Project
Account 2 and KCB Bank Kisumu Project Account 1 of Kshs.5,941,590 and Kshs.286,850
(overdraft) respectively, whose bank certificates were not provided for audit. Further, the
disclosure of a negative balance of Kshs.286,850 is contrary to Paragraph 32 of IFRS 1,
which states that an entity shall not offset assets and liabilities or income and expenses,
unless required or permitted by an IFRS.

10.3 Bank Reconciliation Statements

10.3.1 Payments in Cash Book not in the Bank Statements
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The supporting bank reconciliation statements as at 30 June, 2022 included unpresented
cheques amounting to Kshs.16,767,224. However, bank statements showing when the
unpresented cheques were cleared were not provided for audit.

10.3.2 Receipts in Bank Statements not in the Cash Book

The bank reconciliation statements also reflect receipts in bank statement not yet
recorded in the cash book of Kshs.4,999,667, some dating back to the year 2019. The
nature of these receipts and reasons for not posting them in the cash book was not
provided for audit.

10.3.3 Receipts in Cash Book not in the Bank Statements

Further, the bank reconciliation statements contain unexplained transactions without
details, totalling to Kshs.40,748,968 reflected as receipts in cashbook not in bank
statement and whose details such as source of the receipts and the date cleared in the
bank statement were not provide for audit.

10.3.4 Payments in Bank Statements not in Cash Book

The bank reconciliation statements reflects payments of Kshs.2,501,148 in bank
statements not in cash book, relating to outward payments, whose nature was not
disclosed.

10.4 Cash Count Report

The bank and cash balances amount of Kshs.41,681,834 includes cash in hand balance
of Kshs.737,608. However, examination of cash count report as at 30 June, 2022
revealed a balance of Kshs.750,002 as tabulated below, resulting to an unexplained
variance of Kshs.12,392:

Amount
Cash Item (Kshs.)
Cash on Hand 322,720
Unreimbursed Paid Vouchers 597,142
Cash from Receipts (84,750)
Reimbursed and not Paid (45,940)
Cash Surplus (39,172)
Total 750,000.00

In the circumstances, the accuracy and completeness of bank and cash balance of
Kshs.41,394,984 could not be confirmed.

11.0 Taxation Matters

The statement of financial position reflects tax recoverable amount of Kshs.14,608,376
which, according documents reviewed, relates to instalment tax, withholding tax on
interest income and advance tax on commercial vehicles paid. However, no deferred tax
is disclosed in the financial statements despite the fact that the company had been making
losses for some years now. Further, the Company did not maintain a record of its VAT
input taxes, and only reflects the output VAT.
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In the circumstances, the accuracy and completeness of the tax recoverable amount of
Kshs.14,608,376 could not be confirmed.

12.0 Borrowings

The statement of financial position reflects borrowings balance of Kshs.3,669,131,027
under non-current liabilities, which, as disclosed in Note 31 to the financial statements,
comprises principal amount of Kshs.2,626,916,872 and interest of Kshs.1,042,214,155.
Examination of documents revealed that these were loans advanced from the
Commodities Fund under the Sugar Development Fund which were long overdue, and
no repayments were made during the year under review.

The principal amount of Kshs.2,626,916,872 included an unsecured non-current loan
refundable with no interest of Kshs.40,000,000, received through the Agricultural
Development Corporation and the Commodities Fund in May, 2017. Review of
documents provided for audit revealed that the Company pledged to pay Kshs.6,000,000
per month and clear the debt by April, 2019. Although the corporations had sent out
demand letters for repayment of this amount owed, the Management has not provided
any evidence of servicing the loan which has contributed to an increase in the long-term
liabilities.

Further, the Management did not provide loan agreements for the following outstanding
loans totalling to Kshs.900,593,785:

Principal | Interest Accrued Amount
Details (Kshs.) (Kshs.) (Kshs.)
Cane Development Loan 86,173,188 62,246,720 148,419,907
Farmers Arrears 50,949,412 13,745,883 64,695,295
Farmers Arrears 67,929,953 18,100,609 86,030,562
Farmers Arrears 123,775,682 33,417,859 157,193,541
Factory Rehabilitation 95,000,000 52,168,767 147,168,767
Factory Rehabilitation 156,718,750 114,505,852 271,224,602
Road 25,861,111 - 25,861,111
Total 606,408,096 294,185,689 900,593,785

In addition, the balance of Kshs.3,669,131,027 is classified as a non-current liability, while
all the amounts are due and payable.

In the circumstances, the accuracy and completeness of the borrowings balance of
Kshs.3,669,131,027, and the ability of the Company to settle its loan obligations could not
be confirmed.

13.0 Unsupported Dividends Payable

The statement of financial position reflects dividend payable balance of Kshs.9,699,787
relating to unclaimed dividends of the 2001/2002 financial year, payable to ordinary
shareholders, which remained the same from the prior year. However, Management did
not provide supporting documents for the balance.
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In the circumstances, the accuracy, completeness and validity of the dividend payable
balance of Kshs.9,699,787 could not be confirmed.

14.0 Undisclosed Material Uncertainty Related to Going Concern

The statement of comprehensive income indicates that during the year under review, the
Company incurred an operating loss of Kshs.694,894,756 which, as disclosed in the
statement of financial position, raised accumulated losses from Kshs.8,298,606,998 in
the previous financial year to Kshs.8,993,501,754. Further, the Company, as reflected in
the statement of financial position, had current liabilities amounting to
Kshs.6,217,985,708 compared to current assets of Kshs.554,182,171, resulting to a
negative working capital of Kshs.5,663,803,537.

The financial position of the Company made it unable to service its long-term liabilities of
Kshs.3,669,131,027 which was an increase by Kshs.22,516,936 from the previous year,
an indication that the Company may not be able to operate effectively.

Management has not made specific disclosure in the financial statements in regard to
these matters.

These conditions indicate the existence of a material uncertainty, which may cast
significant doubt on the Company’s ability to continue as a going concern for the
foreseeable future. Therefore, the Company is technically insolvent and its continued
operation as a going concern is dependent on the financial support from the Government
and creditors.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of Chemelil Sugar Company Limited Management
in accordance with ISSAlI 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

Key audit matters are those matters that, in my professional judgement, 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
Budgetary Control and Performance

The statement of comparison of budget and actual amounts budget and actual amounts
reflects total revenue amount of Kshs.1,776,484,790 against an approved budget of
Kshs.3,386,021,000, resulting to a shortfall of Kshs.2,144,571,363 or 55% of the
budgeted revenue. The shortfall was mainly attributed to low sales of 17,246 tonnes of
sugar against the budget of 50,596 tonnes due to lower production caused by stoppage
of factory operations from April to July, 2022 for maintenance of the plant.
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Similarly, the Company had budgeted to spend Kshs.3,151,362,967 but utilized an
amount of Kshs.2,471,379,546, resulting to an under-expenditure of Kshs.679,983,421
(or 22% of the budget). The under-expenditure mainly occurred against use of goods and
services whose budgeted and actual expenditure amounts are Kshs.1,956,832,800 and
Kshs.1,096,033,880 respectively, resulting to an under-expenditure of Kshs.860,798,920.

Further, the revenue and expenditure budget amounts of Kshs.3,386,021,000 and
Kshs.3,151,362,967 respectively, results in a variance of Kshs.234,658,033 which
indicates an unbalanced budget, contrary to Regulation 33(c) of the Public Finance
Management (National Government) Regulations, 2015, which requires the budget to be
balanced.

In addition, the itemized budget provided for audit reflected amounts of Kshs.632,410,159
and Kshs.720,418,571 in respect of use of goods and services and other payments, which
were higher Kshs.530,459,997 and Kshs.587,819,170 respectively, included in the final
expenditure amount of Kshs.2,471,379,546, yet there was no evidence of approvals to
cover the excess budget.

The shortfall in revenue and under-expenditure implies that the Company’s planned
activities were not fully realized during 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 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
1.0 Tax Penalties and Interest on Unremitted Statutory Deductions

The statement of financial position reflects trade and other payables balance of
Kshs.5,815,045,511 which, as disclosed in Note 34 to the financial statements, includes
accrued tax penalties and interest balance of Kshs.1,313,777,324 which arose as a result
of the Company’s failure to remit to the respective statutory bodies the following
deductions from payroll and other taxes amounting to Kshs.2,331,689,786 that had
accumulated over many years:

Amount
Description (Kshs.)
VAT Payable 1,000,468,324
PAYE Payable 844,663,250
Withholding Tax Payable 10,827,023
Sugar Development Levy Payable 474,109,867
Maintenance Levy Payable 1,621,322
Total 2,331,689,786
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In the circumstances, the accrued tax penalties and interest balance of
Kshs.1,313,777,324 is nugatory and could have been avoided.

2.0 Human Resource Management
2.1 Staff in Acting Capacity

As reported in the previous year, the Managing Director has been in an acting capacity
since May, 2017. Further, eighteen (18) staff members continued serving in acting
capacities in various positions for more than six (6) months. This was contrary to Section
C (14)(1) of the Human Resource Policies and Procedures Manual, which states that
acting allowance will not be payable to an officer for more than six (6) months.

In the circumstances, Management was in breach of the law.
2.2 Non-Compliance with One- Third of Basic Salary Rule

Review of the Unionisable Personnel’s payroll for the year under review revealed that in
the month of June, 2022, the net salaries for seven (7) officers were less than one third
of their basic pay. This was contrary to Section C1(3) of the Public Service Commission
(PSC) Human Resource Policies, 2016.

In the circumstances, Management was in breach of Public Service Commission (PSC)
Human Resource Policies.

2.3 Non-Compliance with Affirmative Action on Gender, Ethnicity and Regional
Distribution

Review of the payroll records revealed that the Company had a total of 461 permanent
and pensionable staff members. However, review of staff personal records indicates that
46% of the staff belong to one ethnic community, contrary to the provisions of Section
7(1) and (2) of the National Cohesion and Integration Act, 2008. Further, Human
Resource records revealed that during the year under review, out of the 461 staff
members, 380 (or 82% of the workforce) were male and 81 (or 18%) were female. This
was contrary to the provisions of Section 175 (c) of the Constitution of Kenya, 2010 since
the gender balance was not achieved in the staff composition.

In the circumstances, Management was in breach of the law.
3.0 Direct Procurement

The statement of comprehensive income reflects cost of sales amount of
Kshs.1,958,695,060 which includes Kshs.742,400 paid to a firm for the supply and
delivery of Centrifugal Motor. However, it was noted that the latter amount was incurred
through direct procurement, contrary to the Public Procurement and Asset Disposal
Regulations, 2020. No evidence was provided that the conditions for use of the method
as provided in Sections 90 and 91 of the Public Procurement and Asset Disposal
Regulations, 2020 had been met.

In the circumstances, the Management was in breach of the law.
4.0 Management of Inventories
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As disclosed in Note 22 to the financial statements, the inventories balance of
Kshs.248,346,056 is net of an impairment of Kshs.61,636,216. The impairment, as
explained by the Management, was in respect of obsolete stock in the stores. However,
no annual asset disposal plan was provided for audit review. Further, there is no evidence
of policies or guidelines having been developed and implemented on valuation and
costing of inventories.

In the circumstances, the basis of valuing the inventory totalling to Kshs.248,346,056
could not be confirmed.

5.0 Avoidable Penalty Payment

Review of statutory deductions records revealed that the Management delayed to remit
the monthly NSSF for the month of March, 2022 of Kshs.1,162,300 contrary to Section
27 (1) of the NSSF Act, 2013, which states that if any contribution for which a contributing
employer is required to pay to the Fund is not paid within one month after the end of the
month in which the last day of the contribution period to which it falls, a sum equal to five
per cent of the amount of that contribution shall be added to the contribution for each
month or part of a month that the amount due remains unpaid, and any such additional
amount shall be recoverable at the same time and in the same manner as the contribution
to which it is added. As a result, the non-remittance attracted a penalty of Kshs.523,035.

In the circumstances, the Management was in breach of the law. Also, the penalty of
Kshs.523,035 was a nugatory expense to the Company.

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

1.0 Lack of Board of Directors

As previously reported, review of records provided revealed that the Company operated
without a Board of Directors as the term of the existing Board ended on 22 July, 2020
after it was dissolved, and no reason was provided for non-replacement. As a result, the
Company did not have Board of Directors’ sub-committees such as the Audit Committee,
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Human Resource and Finance Committee and Strategy and Technical Committee to
provide oversight to Management’s activities in line with good corporate governance
practices. Further, the Company had an estimated budget of Kshs.3,386,021,000 as
reflected in the financial statements. However, Management did not explained how the
budget was discussed and approved.

In addition, the financial statements submitted for audit included the Chairman’s report,
Board of Directors’ report and statement of Directors’ responsibilities which were signed
by the Ag. Managing Director on behalf of the Chairman. In addition, the statement of
Directors’ responsibilities indicates that the financial statements were approved on
30 September, 2022 which casts doubt on the authenticity of the financial statements for
the year under review.

In the circumstances, the effectiveness of the Company’s internal controls, risk
management and overall governance could not be confirmed.

2.0 Lack of Audit Committee and a Functional Internal Audit

Review of the internal audit work plans for the year under review revealed that the internal
audit targeted to audit eight (8) audit areas. However, it was noted that the audit covered
only four (4) areas which included Imprest procedures and claims audit, land preparation
audit, nucleus estate audit and security audit. However, evidences of submission of the
reports to the Management and of whether the recommendations were thereafter
implemented were not provided for audit.

Further, it was noted that the term of the Audit Committee Members lapsed on
22 July, 2020 and the Company had been operating without an Audit Committee, contrary
to Section B of the Mwongozo Code of Governance for State Corporations Guidelines. In
the absence of a proper functioning internal audit unit and an established Audit
Committee of the Board, monitoring and review of the effectiveness of the internal audit
processes, review of internal controls, risk management systems and financial statements
among other functions may not have been carried out.

In the circumstances, the effectiveness of the Company’s internal controls, risk
management and overall governance could not be confirmed.

3.0 IT Control Weaknesses

The Code of Governance for State Corporations Guidelines Chapter 3 and The National
Treasury Circular No. 03/2009; Ref: MOF/IAG/033(75) requires that Government entities
or agencies should, among other things, develop and establish Risk Management Policy
and Framework (RMPF) to guide its strategic and operational activities. However, the
Company did not have an IT Strategic Committee; an IT strategic plan which supports
business requirements and ensures that IT spending remains within the approved IT
strategic plan; formally approved IT Security Policy to ensure data confidentiality, integrity
and availability; documented and tested emergency procedures; copies of the IT
continuity plan; and disaster recovery plan.

In the circumstances, the effectiveness of IT internal controls could not be confirmed

4.0 Lack of Standard Costing Method
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Although the Company is a manufacturing entity, the standard costings for its main
product, sugar, was not provided for audit. It was therefore difficult to establish the unit
cost that went into producing one kilogram of sugar.

Under the circumstances, the Company could not be able to monitor its costs effectively.
5.0 Under-Supply of Fuel

Included in Note 7 to the financial statements are other factory overheads amounting to
Kshs.28,911,323 which includes expenses on fuel supplied. Management entered into an
agreement with National Oil Corporation, through Government to Government, for the
supply of oil during the year under review. However, review of delivery records indicated

that the fuel received was less than the orders issued as follows:

Actual

Order Value Receipt| Variance
Order No. GRN No. (Kshs.) (Kshs.) (Kshs.)
POI-0003318 GRN-0004612 2,024,074 1,983,187 40,886
POI-0002918 GRN-0003866 1,905,000 1,879,070 25,930
POI-0003270 GRN-0004540 1,821,667 1,779,667 42,000
POI-0003390 GRN-0004912 1,821,667 1,786,751 35,916
POI-0002993 GRN-0003990 2,116,667 2,041,900 74,767
POI-0003514 GRN-0005073 2,024,074 2,003,833 20,241
Total 201,930

No explanation was provided by the Management for not putting in place effective internal
controls for fuel management.

In the circumstances, the effectiveness of internal controls over fuel management could
not be confirmed.

The audit was conducted in accordance with ISSAI 2315 and ISSAI 2330. The standards
require that | plan and perform the audit to obtain assurance about whether effective
processes and systems of internal control, risk management and 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:

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;

il. 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 Board of Directors
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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 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 Company’s financial reporting
process, reviewing the effectiveness of how the 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 overall
governance and risk management, and ensuring the adequacy and effectiveness of the
control environment.

Auditor-General’s Responsibilities for the Audit

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

In addition to the audit of the financial statements, a compliance audit is planned and
performed to express a conclusion about whether, in all material respects, the activities,
financial transactions and information reflected in the financial statements are in
compliance with the authorities that govern them and that public resources are applied in
an effective way, in accordance with the provisions of Article 229(6) of the Constitution
and submit the audit report in compliance with Article 229(7) of the Constitution.

Further, in planning and performing the audit of the financial statements and audit of
compliance, | consider internal control in order to give an assurance on the effectiveness
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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 control would not necessarily disclose all matters in the internal control 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 control may not prevent or detect
misstatements and instances of non-compliance. Also, projections of any evaluation of
effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the
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 |dentify 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 going concern basis
of accounting and, based on the audit evidence obtained, whether a material
uncertainty exists related to events or conditions that may cast significant doubt on
the Company’s ability to continue as a going concern. If | conclude that a material
uncertainty exists, | am required to draw attention in the auditor’s report to the related
disclosures in the financial statements or, if such disclosures are inadequate, to
modify my opinion. My conclusions are based on the audit evidence obtained up to
the date of my audit report. However, future events or conditions may cause the
Company to cease being a going concern.

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 Company to express an opinion on the financial statements.

e Perform such other procedures as | consider necessary in the circumstances.
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| 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

26 May, 2023
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