REPORT OF THE AUDITOR-GENERAL ON NUMERICAL MACHINING COMPLEX
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 Numerical Machining Complex
Limited set out on pages 1 to 52, 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 the Numerical Machining Complex Limited as at 30 June, 2022 and
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of its financial performance and its cash flows for the year then ended, in accordance with
International Financial Reporting Standards (IFRS) and do not comply with the
Companies Act, 2015.

Basis for Adverse Opinion
1.0 Investment Property

As previously reported, and as disclosed in Note 14 to the financial statements, the
statement of financial position reflects a balance of Kshs.290,000,000 in respect to
investment property. However, the following observations were noted;

1.1 Long Outstanding Debtors

As previously reported, the Government of Kenya in 1994 allocated the Company land
measuring approximately 703.59 hectares in Mavoko, Athi River. In 2001, the Company
with the consent of the Government sold part of land measuring 242.89 hectares to
individuals and other entities whose title deeds have not been wholly processed and
released. The Company continued to pay rates based on the original title deed up to
2009. Further, a net amount of Kshs.6,640,310 due from individuals has remained unpaid
since 2001. The recoverability of the debt therefore remained doubtful.

1.2 Encroachment of Land

The remaining portion of the unsold land measuring 460.70 hectares was not fenced and
has been encroached by informal settlers and other parties who have put up permanent
structures. Further, the portion of land was revalued at Kshs.290 million in 2009 and
revaluation gain of Kshs.158,993,190 arising thereon approved by the Board for inclusion
in the financial statements in October 2016. However, the Company has not revalued its
assets in the last thirteen (13) years to take cognizance of the drastic change in value of
its assets. This was contrary to International Accounting Standard No.16 which requires
that property plant and equipment be revalued after every three (3) or five (5) years. The
presence of informal settlers has largely impaired the value of the land.

1.3 Title Deed not Updated

On 14 January, 2003 a new title deed was issued to the Company for a parcel of land
measuring approximately 202.4 hectares which did not match the actual land of 460.70
hectares. A letter from the Ministry of Lands dated 17 February, 2009 indicated that the
tittle had been subdivided and new Land Reference numbers (LR’s) given, however the
Management did not provide the new title deed for audit.

In the circumstances, the accuracy, ownership, valuation and security of the investment
property balance of Kshs.290,000,000 could not be confirmed.

2.0 Lack of a Fixed Assets Register

The statement of financial position and as disclosed under Note 13 to the financial
statements, reflects Kshs.230,590,827 in respect to property, plant and equipment.
However, the balance was not supported with a fixed asset register indicating the
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address, area, dates of acquisition, capital expenditure and other pertinent details as
required under Regulation 143(1) of Public Finance Management (National Government)
Regulations, 2015.

In the circumstances, it could not be confirmed that the assets of the Company had been
properly safeguarded and that the reported property, plant and equipment balance of
Kshs.230,590,827 was fairly stated.

3.0 Trade and Other Payables

As previously reported, and as disclosed in Note 22 to the financial statements, the
statement of financial position reflects a balance of Kshs.171,063,501 in respect to trade
and other payables. However, the following observations were noted;

3.1 Long Outstanding Payables

As previously reported, Note 22 to the financial statements reflects a balance of
Kshs.65,960,009 relating to other payables. Included in the balance is an amount of
Kshs.57,282, 747 relating to a tax liability following an tax assessment by Kenya Revenue
Authority that has been outstanding since 1999 and continued to attract penalties and
interests.

3.2 Unsupported Trade Balances

The trade and other payables balance of Kshs.171,063,501 and as disclosed in Note 22
to the financial statements includes Kshs.82,183,431 made up of Kshs.3,000,000,
Kshs.5,667,261, Kshs.3,490,647, Kshs.57,034,782 and Kshs.12,990,741 in respect of
University of Nairobi advances, sundry creditors, withholding tax, accrued gratuity and
staff expenses respectively for which supporting documents were not provided.

3.3 Undeclared Trade Payables

As previously reported the Company received orders for manufacture of machines for the
Constituency Industrial Development Centres under the Ministry of Industrialization,
Trade and Enterprise Development worth Kshs.26,597,000 some years back. However,
review of the records showed that as at the time of audit, the Company had produced
goods worth Kshs.9,496,329 against paid up orders of Kshs.26,597,000 resulting to a
deficit of Kshs.17,100,671 still owed to the State Department for Industrialization. These
liabilities have not been reported on in the Company’s financial statements as at
30 June, 2022.

In the circumstances, the accuracy and completeness of trade payables balance of
Kshs.171,063,501 could not be confirmed.

4.0 Unsupported Trade and Other Receivables

As previously reported, and as disclosed in Note 16 to the financial statements, the
statement of financial position reflects a balance of Kshs.89,509,647 for trade and other
receivables. The amount was net of provision for bad and doubtful debts of
Kshs.30,546,050. However, the following observations were noted;
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() The balance includes staff receivables amount of Kshs.1,971,336 for salaries
advances from staff who have since left the Company’s service and other
receivables of Kshs.6,753,215 whose analysis was not provided for audit
verification.

(i) As previously reported, the deposits and prepayments includes an amount of
Kshs.1,544,762 relating to deposits for tenders and performance bonds the
Company participated in, however evidence in support of the long outstanding
balances was not provided for review.

(i) Included in trade receivables is a debt of Kshs.17,019,282 due from a local
Company, whose recoverability was doubtful. Further, Management did not provide
analysis of the provision for bad and doubtful debts balance of Kshs.30,546,050.

(iv) The balance of Kshs.89,509,647 as disclosed in Note 16 include credit balances of
Kshs.2,865,830. This is contrary to the provisions of Paragraph 32 of the
International Accounting Standard (IAS) No.1 which states that an entity should not
offset assets and liabilities or income and expenses, unless required or permitted by
an IFRS. This negative balance that reduced the trade and other receivables
balance by an equivalent amount was not explained.

In the circumstances, the accuracy and completeness of the trade and other receivables
balance of Kshs.89,509,647 could not be confirmed.

5.0 Material Uncertainty in Relation to Going Concern

The statement of profit and loss and other comprehensive income reflects a loss of
Kshs.59,193,273 (2020/2021- loss Kshs.40,004,498) during the year under audit. The
loss increased the accumulated loss from Kshs.1,666,924,564 to Kshs.1,726,117,837 as
at 30 June, 2022. However, Management has not explained and provided evidence to
show how the Company intends to turn into profitability.

In the absence of the actions being taken to reverse this loss-making trend, the
Company’s continued existence is dependent upon the financial support of the
Government and its creditors.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the Numerical Machining Complex Limited
Management in accordance with ISSAI 130 on Code of Ethics. | have fulfilled other ethical
responsibilities in accordance with the ISSAI and in accordance with other ethical
requirements applicable to performing audits of financial statements in Kenya. | believe
that the audit evidence | have obtained is sufficient and appropriate to provide a basis for
my adverse opinion.

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

Other Matter
1. Budgetary Control and Performance

The statement of comparison of budget and actual amounts reflects final receipts budget
of Kshs.405,060,000 against actual receipts on comparable basis of Kshs.249,787,000
resulting in a short fall of Kshs.155,273,000 or 38% of the budget.

Similarly, the Company expended Kshs.308,980,000 against the approved budget of
Kshs.400,453,000 resulting to an under-expenditure of Kshs.91,473,000 or 23% of the
budget.

The shortfall of the receipts and the under-expenditure affected the planned activities of
the Company and may have impacted negatively on services delivery to the public.

2. Unresolved Prior Year Matters

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

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC
RESOURCES

Conclusion

As required by Article 229(6) of the Constitution, because of significance of the matters
discussed in the Basis for Adverse Opinion and the Basis for Conclusion on Lawfulness
and Effectiveness in Use of Public Resources section 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 Delays in Inspection and Delivery of Plant and Machinery/Tools and Spares

The statement of financial position and as disclosed under Note 13 to the financial
statements reflects a balance of Kshs.230,590,827 in respect to property, plant and
equipment. Included in this balance is Kshs.175,086,007 relating to plant and
machinery/tools and spares which includes additions for the year valued at
Kshs.38,125,808.

Review of documents however revealed that included in the additions are payments of
Kshs.1,846,800 made to a supplier for the supply and delivery of 18 Tonnes of Foundry
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Coke delivered on 3 August, 2019 with an inspection and acceptance certificate dated
10 September, 2021. The Management has not explained why the inspection and
acceptance report was made two (2) years after the delivery of goods, contrary to the
provisions of Section 48(3) of the Public Procurement and Asset Disposal Act, 2015 which
requires inspections and acceptance committee to inspect goods received immediately
after delivery.

Further examination of documents revealed that the Company, issued an LPO on
15 September, 2018 to a supplier at a cost of Kshs.1,879,200 but according to the
evaluation minutes number two (2) dated 17 April, 2018, the supplier did not supply the
goods six months after the order had been placed on 15 September, 2018 resulting to the
cancellation of LPO no 5984. As a result of the cancellation, new quotations were issued
to three (3) bidders who responded by 15 April, 2019 and a new supplier was awarded a
contract for the supply of 18 tons of foundry coke at cost of Kshs.1,670,400. No
documents have however been provided for verification showing that an LPO was issued
to the new supplier.

In the circumstances, Management was in breach of the law.
2.0 Procurement for the Supply of Office Chairs Outside the Procurement Plan

The statement of financial position and as disclosed in Note 13 to the financial statements
reflects property plant and equipment balance of Kshs.230,590,827 which includes office
equipment, furniture and fittings additions amount of Kshs.1,687,118 relating to purchase
of chairs. Review of the Company’s procurement plan for the year showed that the
Company planned to procure thirty (30) office chairs during the year at a cost of
Kshs.1,622,143. However, verification of documents revealed that ninety-seven (97)
office chairs were procured during the year contrary to the provisions of Section 45(3)(a)
the Public procurement and Asset Disposal Act, 2015 which states that all procurement
processes shall be within the approved budget and annual procurement plan.

In the circumstances, Management was in breach of the law.
3.0 Irregular Procurement of Faulty Universal Tool and Cutter Grinder

The property, plant and equipment schedule balance of Kshs.230,590,827 and as
disclosed in Note 13 to the financial statements includes plant and machinery/tools and
spares additions of Kshs.38,125,808 during the year. This balance includes
Kshs.2,497,103 paid to a supplier for supply and installation of universal tool and cutter
grinder. Review of available documents revealed that the Company contracted another
supplier on 28 April, 2014 for the supply and installation of universal tool and cutter
grinder. However, on 9 February, 2015, the inspection and acceptance committee
inspected the goods and rejected the goods on the basis that the condition of the machine
supplied was not as per the requirements of the tender document which resulted in the
termination of the contract.
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Further examination of records revealed that the supplier did not collect the machine but
offered to repair it at their own cost which led to a reconstitution of the inspection and
acceptance committee.

On 27 January, 2021 an inspection and acceptance committee was constituted which
again rejected the goods repaired on the basis that the coolant tank system was missing
and that there was no tank enclosed within the base of the machine with constant supply
to supply continuous cooling to the grinding wheel. However, on 6 August, 2021 the
inspection and acceptance committee accepted the goods and payment was made under
unclear circumstances.

In the circumstances, the propriety of the expenditure of Kshs.2,497,103 could not be
confirmed and it is not clear whether the Company got value for money from the
procurement.

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

4.0 Irregularities in Administration Costs

The statement of profit and loss and other comprehensive income and as disclosed in
NotelO the financial statements reflects a balance of Kshs.220,250,572 relating to
administration costs. Included in this, is an amount of Kshs.3,757,006 in respect to
transportation, travelling and subsistence which included an amount of
Kshs.1,284,400 paid to persons who are not employees of the Company. The
Management has not explained or provided evidence for verification confirming that the
expenditure was in compliance with the provisions of Section 79(2) of the Public Finance
Management Act, 2012, which provides that a public officer employed in a national
government state organ or public entity shall ensure that the resources within the officer's
area of responsibility are used in a way which is lawful, authorized, effective, efficient,
economical and transparent.

Similarly, review of documents provided revealed that, staff training expenses balance of
Kshs.11,803,499 included an amount of Kshs.735,000 paid to officers from The National
Treasury attending GIMIS workshop however no evidence was provided to support the
expenditure.

In addition, staff training expenses includes a credit balance of Kshs.665,000, contrary to
the provisions of Paragraph 32 of the International Accounting Standard (IAS) No.1 which
provides that an entity shall not offset assets and liabilities or income and expenses,
unless as required or permitted by an IFRS. The Management did not explain what the
balance represents.

In the absence of supporting documents, the propriety of the expenditure of
Kshs.2,019,400 could not be confirmed.

5.0 Unsupported Expenditure for Workshop on Approved HR Instruments
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Property, plant and equipment schedule balance of Kshs.230,590,827 as disclosed in
Note 13 to the financial statements includes plant and machinery/tools and spares
additions during the year amount of Kshs.38,125,808. This amount includes payments
totalling Kshs.1,455,600 to the Company’s officers for human resource department for
discussion of the approved human resource instruments in Nakuru. However, the
Management did not provide the approved human resource instruments for verification.

In the circumstances, the propriety of the expenditure of Kshs.1,455,600 could not be
ascertained.

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

Basis for Conclusion
1.0 Lack of Updated Strategic and Operation Plan

Review of records provided for audit revealed that the Company did not have a strategic
plan and an operational plan in place. However, the Company continued using the
previous strategic plan for the period 2017-2021 which had expired.

The Board did not have tools in place to measure the business operations of the
organization due to lack of a valid strategic plan and an operational plan.

In the circumstances, there was no documented system to measure success, and
demonstrate results, value and performance of the business operations and organization.

2.0 Lack of Audit Committee Reports

The Management did not provide the Audit Committee minutes for audit, contrary to
Regulations 166(2) and 179(1) of the Public Finance Management Regulations, 2015,
which requires the Audit Committee to carry out annual review of independence,
performance and competency of the internal audit unit and comment on their
effectiveness in the annual report and also ensure that the Audit Committee meets at
least once in every three months respectively.
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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, | 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 financial statements are not in agreement with the accounting records and
returns.

Responsibilities of Management and the 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 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 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.
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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
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 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 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.
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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 Company to
cease to continue as 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.

| 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 to communicate with them all relationships
and other matters that may reasonably be thought to bear on my independence and
where applicable, related safeguards.

CPA Nancy Gathungu, CBS
AUDITOR-GENERAL

Nairobi

30 March, 2023
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