REPORT OF THE AUDITOR-GENERAL ON NATIONAL CEREALS AND PRODUCE
BOARD 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
Qualified Opinion

| have audited the accompanying financial statements of National Cereals and Produce
Board set out on pages 1 to 69, 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, except for the effect of the matters described in the Basis for Qualified
Opinion section of my report, the financial statements present fairly, in all material
respects, the financial position of the National Cereals and Produce Board as at
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30 June, 2022 and of its financial performance and its cash flows for the year then ended,
in accordance with International Financial Reporting Standards and the Public Financial
Management Act, 2012.

Basis for Qualified Opinion
1. Property Plant and Equipment

The statement of financial position reflects a balance of Kshs.18,296,564,624 (2021-
Kshs.19,139,275,369) in respect of property, plant and equipment which includes
leasehold land balance of Kshs.5,678,379,935 as disclosed in Note 16 to the financial
statements. However, review of records revealed the following unsatisfactory matters :

1.1. Lack of Ownership Documents on Land

As previously reported, the leasehold land includes thirty-four (34) parcels that do not
have title deeds. In addition, the leases for three (3) plots in Kericho had not been
renewed thus making a total of thirty-seven (37) properties valued at Kshs.581,364,000
whose title documents were not in the custody of the Board. In addition, the following
matters were observed:

(i) The document of title for the land on which the Nakuru Cyprus Bins are located,
was not provided for audit. Although Management explained that the surveyors
had established that the title had been issued at the Land’s Registry, the same
was not in the custody of the Board.

(i)  Further, although the Board has title deeds for five parcels of land in Kisii County,
which have been fenced and marked with the NCPB signpost, there was
encroachment on all the parcels of land.

(ii) In Kericho, there was encroachment on one of the parcels of land and a temporary
structure constructed by a school. Another parcel along Kericho-Kisumu highway
has also been encroached by Kenya National Highways Authority (KENHA) as well
as one of the neighbors whose perimeter wall illegally extended into the Board’s
compound.

(iv) The Board’s land in Sagana Town indicated that the land had been fenced but
there was encroachment on one section of the land whereby commercial and
residential houses have been constructed. However, there was no sign post to
show that the land belongs to the Board.

(v) In addition, it was observed that there is a restraining order on a parcel of land in
Narok that was issued by the High Courtin 2013. Although the Board was allocated
20 acres of this land, it was not possible to physically identify the portion that
belongs to the Board.

(vi) Moreover, the Board’s parcel of land of area 0.500ha, situated in Kapsabet Town
and with a certificate of lease for 99 years starting from 1 July, 1986, has been
encroached and developed with a permanent commercial structure by a developer
who claims ownership of the land. The management reported that they are
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following up the matter with the National Land Commission although the details of
the correspondences were not provided for audit review.

1.2. Unsupported Revaluation Adjustment

Although the statement of financial position reflects a balance of Kshs.18,296,564,624 in
respect of property, plant and equipment, a summary of the assets’ revaluation report
provided for audit indicated a revaluation amount of Kshs.19,523,400,000. However, the
revaluation amount is not reflected in the Note 16, property, plant and equipment fixed
assets schedule.

In the circumstances, the accuracy, completeness, and ownership of property, plant and
equipment balance of Kshs.18,296,564,624 as at 30 June, 2022 could not be confirmed.

2. Failure to Pay Bank Overdraft

As previously reported, the statement of financial position reflects a bank overdraft
balance of Kshs.5,005,248,365 which represents a decrease by 25.6% from prior year’s
balance of Kshs.6,729,563,152. The bank overdraft relates to Government Fertilizer
Subsidy Programme that was being implemented by the Board on behalf of Ministry of
Agriculture. The decrease in the overdraft was attributed to the Board obtaining
concurrence from the National Treasury to use the proceeds from the sale of fertilizer
amounting to Kshs.2,657,852,918 to offset the overdraft. Despite the efforts made, the
Board has since failed to pay the remaining balance, defaulting on the temporary
agreement to freeze the interests and penalties and, therefore, triggering the bank to
continue to charge 12.5% interest and 10% default rate on the outstanding loan.

In the circumstances, the Board continues to incur avoidable default charges and interest
on the bank overdraft balance of Kshs.5,005,248,365 as at 30 June, 2022 which may
affect its liquidity.

3. Long Outstanding Trade and Other Receivables

The statement of financial position reflects trade debtors and prepayments balance of
Kshs.6,775,787,416 as disclosed in Note 19 to the financial statements. The balance
includes trade receivables amounting to Kshs.1,144,003,219 which further includes
debtors totaling Kshs.758,974,328 that had been outstanding for more than eight years.
Although a cumulative bad debts provision of Kshs.992,652,883 had been made in the
financial statements, it was not possible to confirm if the Board will be able to collect these
debts.

Further, the trade and other receivables balance includes a balance of Kshs.118,716,648
in respect to staff debtors that further include an amount of Kshs.88,026,454 that had
been outstanding for more than eight years. Management did not explain how these debts
occurred and the steps being taken by the Board to ensure the recovery of the same.

In the circumstances, the accuracy and recoverability of the long outstanding debts
totalling Kshs.847,000,782 as at 30 June, 2022 could not be confirmed.

4. Long Outstanding Trade and Other Payables
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The statement of financial position reflects a balance of Kshs.8,441,893,908 in respect to
trade creditors and other payables and as disclosed in Note 26 to the financial statements.
The balance includes trade payables, creditors owing to farmers and staff balances
totalling Kshs.1,100,520,349. However, review of the respective creditors ageing analysis
revealed that creditors totalling Kshs.823,330,580 representing 75% of the total trade
payables had remained unpaid for over four (4) years.

Further, the trade creditors and other payables balance includes a balance of
Kshs.412,257,788 in respect to sundry creditors and provisions which further includes a
balance of Kshs.100,361,599 relating to County cess which had remained unremitted to
the respective counties for more than four (4) years. The liability relates to cess deducted
on behalf of the county governments from the payments made to farmers for purchase of
maize. It is not clear why Management has not settled these long outstanding trade
creditors and other payables.

In the circumstances, the accuracy and validity of the trade creditors and other payables
balance of Kshs.8,441,893,908 as at 30 June, 2022 could not be confirmed.

5. Inadequacies with Navision ERP System Ledgers

The statement of financial position reflects intangible assets balance of Kshs.50,350,403
and as disclosed in Note 17 to the financial statements. Review of the expenditure records
revealed that the Board procured and fully paid for the Navision ERP System in the
financial year 2018/2019 at a cost of Kshs.28,694 307. However, review of ledgers
generated from the ERP system revealed that the ledgers did not offer full disclosures
and did not provide audit trail. Further, the ledgers lacked important details such as the
name of the payee, payment voucher number and details/narrations of individual
transactions were not being generated by the system.

In the circumstances, it has not been possible to confirm whether the Board obtained
value of money on the Kshs.28,694,307 spent on the Navision ERP System and the
accuracy and completeness of the ledgers could not be confirmed as at 30 June, 2022.

6. Going Concern

The statement of financial position that reflects total current assets amounting to
Kshs.12,167,510,385 which compared to total current liabilities balance of
Kshs.14,411,907,861 results in a negative working capital of Kshs.2,244,397,476.

In the circumstances, the Board may not be able to meet its obligations as and when they
fall due thus casting doubt on the Board'’s ability to continue as a going concern which will
depend on credits from the suppliers, lenders and the Government.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the National Cereals and Produce Board
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 qualified 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. There were no key audit matters to
report in the year under review.

Other Matter
Budgetary Control and Performance

The statement of comparative budget and actual amounts reflects approved receipts
budget and actual on comparable basis amounting to Kshs.4,239,974,926 and
Kshs.1,601,926,141 respectively, resulting to under collection of Kshs.2,638,048,785 (or
62%) of the total revenue budget. Similarly, the Board spent a total of
Kshs.3,829,783,099 against an approved expenditure budget of Kshs.4,623,719,108
resulting to an under expenditure of Kshs.793,936,009 or 17% of the budget.

The under collection and underperformance affected the planned activities of the Board
and may have impacted negatively on service delivery to the public.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC
RESOURCES

Conclusion

As required by Article 229(6) of the Constitution, based on the audit procedures
performed, except for the matters described in the Basis for Conclusion on Lawfulness
and Effectiveness in Use of Public Resources section of my report, | confirm that, nothing
else has come to my attention to cause me to believe that public resources have not been
applied lawfully and in an effective way.

Basis for Conclusion

1. Creditors due to GoK on Strategic Grain Reserve (SGR) Maize Sales

The statement of financial positions reflects a balance of Kshs.8,441,893,908 in respect
to trade and other payables and as disclosed in Note 26 to the financial statements. The
balance includes an amount of Kshs.3,787,292,972 in respect to creditors due to the
Government on Strategic Grain Reserve maize sales. However, review of the supporting
documentation revealed that the liability was long outstanding and no explanation was
provided for failure to remit the proceeds from the sale of the maize to the State
Department for Crop Development and Agricultural Research.

In the circumstances, failure to remit the proceeds from sale of strategic grain reserve
maize amounting to Kshs.3,787,292,972 has led to increase in liabilities.

2. Supply and Delivery of New Standard B — Twill Jute 50 Kgs Bags

The Board advertised through the local dailies, an international tender notice for the
supply and delivery of two million (2,000,000) new standard B - Twill Jute bags (50 Kgs)

Report of the Auditor-General on National Cereals and Produce Board for the year ended 30 June, 2022

5



on 27 September, 2019. Following an evaluation of responsive bids, the tender
evaluation committee recommended the award of the contract to a contractor at a contract
sum of USD 1,700,000 being the lowest evaluated bidder. The Board and the supplier
subsequently signed a contract agreement on the 19 February, 2020. However, on
15 October, 2020, the supplier requested for termination of the contract citing Covid 19
Pandemic, cyclone and floods that caused shortage of raw materials and costs
escalation. The requests were subsequently granted and approval for the termination of
the contract was issued by the Accounting Officer on 16 October, 2020.

Subsequently, the Board re-advertised the tender in the local dailies on
08 February, 2021. Fourteen (14) bids were received including the previous successful
bidder whose contract was terminated. Following an evaluation of responsive bids, the
tender evaluation committee recommended the award of the contract to supply and
deliver two million (2,000,000) jute bags (50 Kgs) to another contractor at a contract sum
of USD 2,892,800 being the lowest evaluated bidder. Subsequently, both parties signed
a contract agreement on the 20 May, 2021. The delivery period was indicated as within
90 days from the date of receipt of a workable letter of credit and signing of the contract
agreement.

Review of procurement documents and the inspection and acceptance committee report
revealed that out of the two (2) million ordered quantities of jute bags, eight hundred
seventy-five (875) bags were damaged by water and rejected while one thousand (1,000)
bags had not been delivered. However, Management has not demonstrated that they are
pursuing for compensation or replacements of the damaged and non-delivered gunnies
all valued at USD 2,718 (at the rate of USD 1.45 per bag quoted by the supplier).

In the circumstances, the termination of the initial contract led the Board to incur an
additional amount of USD 1,192,800 which could have been avoided and therefore, the
Board may not have obtained value for money on the new contract.

3. Appointment of Board Members

The statement of profit or loss and other comprehensive income reflects administration
costs amount of Kshs.2,772,944,658 which includes expenditure of Kshs.12,096,544 in
respect to directors emoluments and as disclosed at Note 11 to the financial statements.
However, appointment letters for a Director reappointed on 02 May, 2022 and
a Director appointed on 28 October, 2021 were not provided for audit review.

In the circumstances, it was not possible to confirm that the Board is legally and properly
constituted in accordance with Part Il (3) of the National Cereals and Produce Board Act,
2012.

4. Failure to Maintain a Fixed Assets Register

The statement of financial position reflects a balance of Kshs.18,296,564,624 in respect
of property, plant and equipment as disclosed in Note 16 to the financial statements.
However, Management submitted a fixed asset register for audit review which did not
comply with The National Treasury template since it lacked critical information like the
location, status and serial numbers of the assets owned by the Board. This is contrary to
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Paragraph 1 of The National Treasury Circular No. 5/2020 dated 25 February, 2020 that
states that all public entities shall prepare a comprehensive assets and liabilities register
and prescribes the recommended template.

In the circumstances, Management was in breach of The National Treasury circular.

5. Staff Costs

The statement of profit or loss and other comprehensive income reflects administration
costs amount of Kshs.2,772,944,658 which includes staff costs and wages amounting to
Kshs.1,027,504,907 , as disclosed in Note 11b to the financial statements.

Review of records revealed the following anomalies:

5.1. Irregular Recruitments

During the year under review, the Board filled various positions through re-designation
and recruitment. Information provided indicated that at least five (5) personnel who were
engaged were sourced from the data bank available in the human resource office.
However, details pertaining to the criteria used to update and select the suitable
candidates from the databank were not captured in the Human Resources Policy and
Procedures Manual or work instructions. In addition, the data bank is maintained in an
excel work sheet, which is prone to manipulation hence, compromising the security and
integrity of the information in the data bank.

In the circumstances, the fair and competitive recruitment of staff could not be confirmed.
5.2. Non-Compliance with One Third Basic Rule

A sample analysis of the staff payrolls revealed that forty-seven (47), twenty-five (25),
and twenty-two (22) employees earned less than one third of their basic salary in the
months of July, 2021, January, 2022 and June, 2022 respectively. This is contrary to
Section 19(3) of the Employment Act, 2007 which requires that deductions made by an
employer from the wages of his employee at any one 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
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As required by Section 7(1)(a) of the Public Audit Act, 2015, based on the audit
procedures performed, | confirm that, nothing has come to my attention to cause me to
believe that internal controls, risk management and overall governance were not effective.

Basis for Conclusion

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.

Responsibilities of Management and Board of Directors

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with International Financial Reporting Standards and for
maintaining effective internal control as Management determines is necessary to enable
the preparation of financial statements that are free from material misstatement, whether
due to fraud or error and for its assessment of the effectiveness of internal control, risk
management and governance.

In preparing the financial statements, Management is responsible for assessing the
Board’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 terminate the Board 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 Board’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,
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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 controls in order to give an assurance on the effectiveness
of internal controls, risk management and governance processes and systems in
accordance with the provisions of Section 7(1)(a) of the Public Audit Act, 2015 and submit
the audit report in compliance with Article 229 (7) of the Constitution. My consideration of
the internal controls would not necessarily disclose all matters in the internal 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
Board’s 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.
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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 Board’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 Board to cease
to continue as a going concern.

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 Board 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 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

09 June, 2023
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