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REPORT OF THE AUDITOR-GENERAL ON WESTERN KENYA RICE MILLS LIMITED 
FOR THE YEAR ENDED 30 JUNE, 2023 
 

PREAMBLE 
 

I 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 
 

I have audited the accompanying financial statements of Western Kenya Rice Mills 
Limited set out on pages 1 to 46, which comprise of the statement of financial position as 
at 30 June, 2023, 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. 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. 
 

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 Western Kenya Rice Mills Limited as at 30 June, 2023, 
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and of its financial performance and its cash flows for the year then ended, in accordance 
with International Financial Reporting Standards and comply with the Companies Act, 
2015 and the Public Finance Management Act, 2012. 
 

Basis for Qualified Opinion 
 
1. Long Outstanding Trade and Other Receivables 

 

The statement of financial position reflects trade and other receivables balance of 
Kshs.2,891,579 as disclosed in Note 12 to the financial statements. Review of the debtors 
ageing analysis and debtors’ ledger reflects that the whole amount of trade and other 
receivables is long overdue. The debts have been outstanding between twelve (12) 
months and eighty-four (84) months. However, the Company did not make any general 
provisions for bad debts except a specific bad debt provision of Kshs.17,621 which is 
insignificant considering that the receivables reflected in the statement of financial 
position are long outstanding. 

In the circumstances, accuracy, completeness and recoverability of trade and other 
receivables of Kshs.2,891,579 could not be confirmed.  

2. Unsupported National Irrigation Authority Current Account 
 

The statement of financial position reflects NIA current account balance of 
Kshs.47,722,109  as disclosed in Note 17 to the financial statements. The amount relates 
to historical and current transactions between the Company and  National Irrigation 
Authority. However, the amount was not supported with creditors statements and 
necessary correspondences between the two entities. Further, the amount has been long 
outstanding with a marginal increase of Kshs.26,836 from the previous year balance of 
Kshs 47,695,273. 

In the circumstances, the accuracy and completeness of NIA current account balance of 
Kshs.47,722,109 could not be confirmed. 

3. Long Outstanding Trade and Other Payables  
 

The statement of financial position reflects trade and other payables balance of 
Kshs.7,081,240 as disclosed in Note 18 to the financial statements. The balance includes 
others payables of Kshs.2,660,580 out of which Kshs.1,616,329 are salary arrears 
outstanding for sixteen (16) months. In addition, the balance includes audit fees of 
Kshs.2,706,512, outstanding withholding tax with Kenya Revenue Authority (KRA) of 
Kshs.379,828 which has been outstanding for several years. However, this balance 
reflected in the books of the Company differed with Kenya Revenue Authority’s records 
which reflected outstanding taxes of Kshs.249,970. The resulting difference of 
Kshs.129,858 has not been explained or reconciled. Management has not explained how 
they intend to clear these balances in view of losses made over the years.  

In the circumstances, accuracy, completeness and full settlement of outstanding payables 
of Kshs.7,081,240 could not be confirmed.  
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4. Inconsistencies in Share Capital  
 

The statement of financial position reflects share capital balance of Kshs.35,049,935 as 
disclosed in Note 14 to the financial statements. However, records maintained by the 
Registrar of Companies reflects a balance of Kshs.32,728,600 resulting to an 
unreconciled difference of Kshs.2,321,335.  In addition, the balance includes National 
Irrigation Authority (NIA) shareholding of Kshs.25,200,000 or 71.9% of the total shares 
but the Company’s Board meeting minutes of 23 June, 2020 indicates 76.5% of 310,800 
shares valued at Kshs.31.1 million. Further, the CR 12 to confirm the Company’s directors 
and shareholders as at 30 June, 2023, was not provided for audit. 
 

In the circumstances, the completeness, valuation and ownership of the share capital 
balance of Kshs.35,049,935 could not be confirmed. 
 

The audit was conducted in accordance with International Standards of Supreme Audit 
Institutions (ISSAIs). I am independent of the Western Kenya Rice Mills Limited 
Management in accordance with ISSAI 130 on Code of Ethics. I 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. I believe 
that the audit evidence I have obtained is sufficient and appropriate to provide a basis for 
my qualified opinion.  
 

Emphasis of Matter 
 

1. Failure to Prepare a Memorandum of Understanding  
 

The Chairman’s statement on page xviii to the financial statements reflects that the 
County Government of Kisumu agreed to purchase and install a new rice mill at the 
Company’s premises. Physical inspection in the month of February, 2024 revealed that 
the installation of rice mill had been done though the machine remained idle with no rice 
milling going on.  In addition, there was no Memorandum of Understanding between the 
Company and County Government of Kisumu on the usage of the mill. 
 

In the absence of a Memorandum of Understanding, it was not possible to confirm the 
ownership, rights and obligations related to the donated milling machine. 

2. Unearned Revenue on Basmati Paddy Held in the Stores of the Company  

Physical inspection conducted in the month of February, 2024 revealed that Western 
Kenya Rice Mills Ltd held seven hundred and sixty-six (766) bags of basmati paddy in the 
stores, some harvested in 2018 and held for more than five (5) financial years. However, 
the unsold paddy could have earned the Company a total amount of Kshs.3,734,250                
(766 bags @ Kshs.4,875) if sold as paddy at the prevailing current market price. Further, 
the paddy rice may lose value over time or be destroyed if stored for a very long time. 
3.    Material Uncertainty Related to Going Concern 

 

The statement of financial performance reflects a loss of Kshs.3,895,600 in comparison 

with loss of Kshs.6,777,856 for the comparative period leading to a decline in the retained 

earnings from negative Kshs.75,164,127 in 2021/2022 to negative Kshs.80,231,415 in 

the year under review. This trend has continued since financial year 2016/2017 an 
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indication that the Company may not be able to meet its obligations as and when they fall 

due. 

In the circumstances, the Company’s sustainability for processing and marketing milled 
white rice is heavily dependent on support by the Government and creditors.  
 

4.   Budgetary Control and Performance 

The statement of comparison of budget and actual amount reflects final revenue budget 
and actual on comparable basis of Kshs.38,917,500 and Kshs.254,530 respectively, 
resulting under-collection of revenue of Kshs.38,662,970. Similarly, the Company spent 
Kshs.4,150,130 against the budgeted expenditure of Kshs.38,917,500 resulting to under-
expenditure of Kshs.34,767,370 or 89% of the budget.  
 

The under-collection and under-performance affected the planned activities and may have 
impacted negatively on service delivery to the public. 
 

My opinion is not modified in respect of these matters. 
 

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 
 

Unresolved Prior Year Audit Matters 
 

In the audit report of the previous year, several issues were raised under the Report on 
Financial Statements, Report on Lawfulness and Effectiveness in Use of Public 
Resources, and Report on Effectiveness of Internal Controls, Risk Management and 
Governance. However, Management has not resolved the issues or given any 
explanation for failure to adhere to the provisions of the Public Sector Accounting 
Standards Board templates. 
 

Other Information  
  
The Directors and Management are responsible for the other information, which 
comprises (The Chairman’s Report, Directors’ report, the statement of corporate 
governance, Management discussions and responsibilities, statement of Corporate 
Social Responsibility and the statement of Directors’ responsibilities). The other 
information does not include the financial statements and my auditor’s report thereon.  

My opinion on the financial statements does not cover the other information and I do not 
express any form of assurance or conclusion thereon.  
 

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC 
RESOURCES 
 

Conclusion 
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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, I 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. Lack of Financial Policy on Debt Collection 
 

The statement of financial position reflects trade and other receivables balance of 
Kshs.2,891,579 as disclosed in Note 12 to the financial statements. Included in the 
balance, are trade debtors who owe the Company Kshs.2,857,095.  Review of debt 
collection policies revealed that there was no documentary evidence in the form of an 
approved accounts receivable financial policy and signed by the Board to show how 
overdue debt from customers can be dealt with or addressed.  This was contrary to 
Regulation 165 (1b) of the Public Finance Management (National Government) 
Regulations, 2015 which states that the Accounting Officer shall ensure that the national 
government entity develops a system of risk management and internal control that builds 
robust business operations 

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

2. Non-remission of Statutory Deductions Made Against Employment Income 
 

The statement of financial position and as disclosed in Note 18 reflects an amount of 
Kshs.7,081,240 as trade payables.Review of these  amounts revealed that a total of 
Kshs.135,648 remained outstanding in relation to NSSF and NHIF for periods spanning 
more than thirty (30) days contrary to Regulation 23(2a) of the Public Finance 
Management (National Government) Regulations, 2015 that provides that in addition to 
the responsibilities of Accounting Officers provided for in the Act, an Accounting Officer 
designated under the Constitution, the Act or any other Act, shall comply with any tax, 
levy, duty, pension, commitments and audit commitments as may be provided for by 
legislation. In addition, included in this amount is audit fees amounting to Kshs.2,706,512 
which has been outstanding for long contrary to Section 41. (1) of the Public Audit Act, 
2015 which states that the funds of the Office of the Auditor-General shall consist of— 
(c)audit fees charged at the rates prescribed by the Auditor-General.  

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

The audit was conducted in accordance with ISSAI 4000. The standard requires that I 
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. I believe that the audit evidence I 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, except for the matters described in the Basis for Conclusion on 
Effectiveness of Internal Controls, Risk Management and Governance section of my 
report, I confirm that, nothing else has come to my attention to cause me to believe that 
internal controls, risk management and overall governance were not effective. 
 

Basis for Conclusion 
 

1.   Outstanding Salary Arrears  
 

Included in the balance of trade  payables of Kshs.7,081,240 as disclosed in Note 18 to 
the financial statements is an amount of Kshs.1,616,329 in respect to salary arrears which 
had not been paid to the staff as at 30 June, 2023. Audit inspection carried out revealed 
that the staff had not been paid for over one year, an indicator that, the staff are suffering 
from pecuniary embarrassment as a result not able to meet their financial obligations as 
and when they fall due. 

In the circumstances, low morale of the staff could be affecting productivity and service 
delivery to the citizens.  

2. Lack of an Audit Committee 
 

Review of effectiveness of internal controls revealed that the Company does not have an 
audit committee. Although the Company uses the internal audit function of National 
Irrigation Authority, there is no audit committee to review the work of the internal auditor 
and assess the efficiency and effectiveness of its operational and risk management 
processes.  
 

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

3. Anomalies in Asset Management  
 

Physical inspection conducted in the month of February, 2024 revealed that, two (2) 
vehicles KAE 685E and KBP 447A which were in serviceable condition were grounded. 
It was not clear why the vehicles had private number plates instead of blue number plates 
which are stipulated for state owned corporations. Additionally, it was observed that the 
company’s office block, Security house and ablution block had developed huge cracks 
thus posing danger to the users of those facilities.  
 

In the circumstances, the efficiency and optimal utilization of these assets could not be 
confirmed. 
 

The audit was conducted in accordance with ISSAI 2315 and ISSAI 2330.  The standards 
require that I 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. I believe that the audit evidence I have 
obtained is sufficient and appropriate to provide a basis for my conclusion.  
 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 
 

As required by Companies Act, 2015, I report based on my audit, that: 
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i. I have obtained all the information and explanations which, to the best of my 
knowledge and belief, were necessary for the purpose of the audit; 

 

ii. In my opinion, adequate accounting records have been kept by the Company, so far 
as appears from the examination of those records; and, 

 

iii. The Company’s financial statements are 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 of accounting unless the 
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 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 
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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, I consider internal control in order to give an assurance on the effectiveness 
of internal controls, risk management and overall governance processes and systems in 
accordance with the provisions of Section 7(1)(a) of the Public Audit Act, 2015 and submit 
the audit report in compliance with Article 229(7) of the Constitution. My consideration of 
the internal 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 
Company’s policies and procedures may deteriorate. 
 

As part of an audit conducted in accordance with ISSAIs, I exercise professional 
judgement and maintain professional skepticism throughout the audit. I also:  
 

• 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.  
 

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

• Conclude on the appropriateness of 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 I conclude that a material uncertainty exists, 
I 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 
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report. However, future events or conditions may cause the Company 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 Company to express an opinion on the financial statements.  
 

• Perform such other procedures as I consider necessary in the circumstances. 

I 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.  
 

I also provide Management with a statement that I 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.  
 
 

 
 
FCPA Nancy Gathungu, CBS  
AUDITOR-GENERAL 
 

Nairobi 
 
13 May, 2024 
 

 


