REPORT OF THE AUDITOR-GENERAL ON EAST AFRICAN PORTLAND CEMENT
PLC FOR THE YEAR ENDED 30 JUNE, 2023

PREAMBLE
| draw your attention to the contents of my report which is in three parts:

A. Report on the Financial Statements which considers whether the financial statements
are fairly presented in accordance with the applicable financial reporting framework,
accounting standards and the relevant laws and regulations which 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
Opinion

The accompanying Group and Company financial statements of East African Portland
Cement PLC set out on pages 26 to 78, which comprise of the Group and the Company’s
statement of financial position as at 30 June, 2023, and the Group and the Company’s
statement of profit or loss and other comprehensive income, statement of changes in
equity and statement of cash flows for the year then ended, and a summary of significant
accounting policies and other explanatory information, have been audited on my behalf
by PricewaterhouseCoopers LLP, auditors appointed under Section 23 of the Public Audit
Act, 2015. The auditors have duly reported to me the results of their audit and on the
basis of their report, | am satisfied that all the information and explanations which, to the
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best of my knowledge and belief, were necessary for the purpose of the audit were
obtained.

In my opinion, the financial statements present fairly, in all material respects, the financial
position of the East African Portland Cement PLC as at 30 June, 2023 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.

Basis for Opinion

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the East African Portland Cement PLC
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 opinion.

Emphasis of Matter
1. Material Uncertainty Related to Going Concern

| draw attention to Note 2(a) in the financial statements, which indicates that the Group
and the Company recorded a net loss for the year of Kshs.1,356,457,000 (2022: Net Profit
Kshs.541,585,000) and Kshs.1,356,457,000 (2022: Net Profit Kshs.541,585,000)
respectively for the year ended 30 June, 2023. Further, the Group’s and the Company’s
current liabilities exceeded the current assets by Kshs.11,824,491,000
(2022: Kshs.12,214,962,000) and Kshs.11,788,168,000 (2022: Kshs.12,240,019,000),
respectively an indication of negative working capital for the Group and the Company.

The Company defaulted on a loan from one of the key lenders in September, 2019 and
obtained approval from shareholders to dispose some of the idle land to pay the debt that
was paid in November, 2022. Additionally, the Company is in the process of signing off a
subsidiary loan agreement with the Government of Kenya relating to the Japanese loan
that was taken over by the Government. Factors that have affected performance have
been explained in the Director’'s Report and Managing Director’s Report. In particular, the
Company continues to operate significantly below capacity due to working capital
constraints.

Further, the Company has significant litigations and claims against it, which if successful,
may result in claims that are unlikely to be settled, given the Company’s current financial
position. Details of the significant claims include employee related claims arising from
unpaid salaries based on the Collective Bargaining Agreement (CBA) terms with an
estimated total exposure of Kshs.1.5 billion, debt claims by suppliers for unpaid bills for
services rendered and /or goods delivered totalling Kshs.310,000,000 and claims arising
from disputed deliveries, breach of distribution contracts and termination of supplier
contracts totalling Kshs.196,000,000. All of these claims have been provided for in the
financial statements.
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In addition, due to the cash flow constraints, the Company has been unable to settle
amounts due to statutory authorities which include Pay As You Earn (PAYE) of
Kshs.1,700,000,000, Value Added Tax (VAT) balance of Kshs.247,000,000 and pension
liabilities of Kshs.159,000,000 being principal, penalties and interests.

These events or conditions, along with other matters as set forth in Note 2(a) to the
financial statements, indicate that a material uncertainty exists that cast significant doubt
on the Group’s and the Company’s ability to continue as a going concern.

The financial statements have been, therefore, prepared on a going concern assumption
that the Company will continue to obtain financial support from the bankers, suppliers and
shareholders.

2. Kenya Revenue Authority Tax Audit

As disclosed in Note 30(i) to the financial statements, Kenya Revenue Authority (KRA)
carried out an audit on the Company covering corporate tax, employees’ taxes,
withholding tax and VAT for the period from 2005 to 2008. KRA raised an assessment of
Kshs.2.6 billion out of which an amount of Kshs.1.7 billion was resolved with KRA. The
Company paid an amount of Kshs.122,000,000 and appealed against an amount of
Kshs.473,000,000 through the Local Tax Committee which ruled in favour of the
Company. KRA later appealed in the High Court against the Local Tax Committee ruling.
The substantive appeal to the High Court had however not been filed by KRA. The
Directors are of the view that no additional liabilities may arise from this matter, however,
if the High Court rules in favour of the KRA, the Company may incur further costs in
settlement, which is recognized as a contingent liability.

My opinion is not modified in respect of the effects of the above matters.
Key Audit Matters

Key audit matters are those matters that, in my professional judgment, were of most
significance in my audit of the financial statements of the current period. These matters
were addressed in the context of the audit of the financial statements as a whole, and in
forming my opinion thereon, and | do not provide a separate opinion on these matters. In
addition to the matter described in the material uncertainty related to going concern
section above, | have determined the matters described below to be the key audit matters
to be communicated in my report.

How the Audit Addressed the Key
Key Audit Matter Audit Matter
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Valuation of Investment Properties

As disclosed in Note 18 to the financial
statements, the Group’s and the Company’s
investment properties consist of investment in
land carried at fair value. Management
engaged an independent professional valuer
to determine the fair value as at

30 June, 2023. The valuer determined the
open market value using recent property
transactions prices within the vicinity of the
properties.

Further, Management has exercised
judgement in applying valuation amounts
based on the recent comparable sales made
by the Group.

The carrying value of the investment of
property as at 30 June, 2023 total to
Kshs.25,909,698,000
(2022:Kshs.27,372,448,000)

| have performed the following audit
procedures;

Assessed the competency,
capabilities and objectivity of the
independent valuer.

Assessed the appropriateness of
the methodology used by the
independent valuer and its
consistency with the International
Financial Reporting Standards
(IFRS).

Assessed any judgements
exercised by management in
determining the fair value including
any overlays applied.

Verified the ownership of the
property and assessed
Management’s judgement on the
appropriateness of the
classification of the encroached
land as investment property.

Reviewed Management’s estimate
of eviction costs for
reasonableness.

Reviewed the adequacy of the
disclosures in Note 18 to the
financial statements.

Other Matter

Post Balance Sheet Deed of Settlement

A deed of settlement was executed on 21 July, 2023 between the Company, National
Social Security Fund (NSSF), Central Organization of Trade Unions (COTU) and the
Ministry of Lands, Public Works, Housing and Urban Development through the Attorney
General, to facilitate the regularization process of the Company’s investment property
under LR No. 8784 of which almost 70% is occupied by informal settlers. Subsequently,
on 17 October, 2023, the Company floated for sale of LR No. 8784/144,145 and 653 on
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priority basis to the current occupants, failure to which the property will be competitively
offered to the general public on a willing buyer willing seller basis.

Further, other two (2) parcels of land under LR No0.10424 and LR No. 7815 are also
partially occupied by informal settlers. However, the Company continued to pursue
several avenues to reclaim the occupied properties. An estimated cost of evicting the
informal settlers amounting to Kshs.425,870,000 has been adjusted in the financial
statements in arriving at the fair value of investment properties.

Other Information

The Directors are responsible for the other information, which comprises Corporate
information, the Chairman’s Statement, Managing Director’s Statement, the Statement of
Corporate Governance, Directors Report, Directors Remuneration Report 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 | do not
express any form of assurance or conclusion thereon.

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. Non-Remittance of Tax Deductions

As previously reported, the Company had not remitted PAYE dues amounting to
Kshs.1,700,000,000 (2022: Kshs. 2,456,000,000) in principal, penalties and interests as
at 30 June, 2023. This is contrary to Sections 3(2)(a)(ii), 5 and 37 of the Income Tax Act,
Cap 470 which requires employers to deduct PAYE at source and remit the same to the
tax authorities before the 9™ day of the subsequent month of pay. As a result, the
Company is likely to suffer additional tax penalties and interest.

Further, as previously reported, the Company had not remitted VAT totalling to
Kshs.247,000,000 (2022: Kshs.398,000,000) in principal and penalties and interest as at
30 June, 2023. This was contrary to Section 13(3) of the Value Added Tax Act Cap 476
which requires entities to remit Value Added Tax (VAT) payable to tax authorities before
the 20" day of the subsequent month of collection.
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2. Non-Remittance of Employees’ Pension Contributions

As previously reported, the Company had accrued pensions balance of
Kshs.159,000,000, in principal, penalties and interest as at 30 June, 2023. The unremitted
contributions date back to August, 2018. This is contrary to Sections 53 and 53A of the
Retirement Benefits Act, 1997 which requires entities to remit contributions by the
employee’s timely, failure to which, the entities will be penalized. The Company is
therefore exposed to the consequences of nhon-compliance with the retirement benefits
law through penalties and non-payment of retirement benefits to its employees upon
retirement.

In the circumstances, Management was in breach of law.

3. Non-Remittance of Mining Levies

As previously reported, the Company had outstanding remittances of mining levy
amounting to Kshs.155,000,000 as at 30 June, 2023. This is contrary to Legal Notice
No. 222 of the Mining Act (Cap 306) dated 18 December, 2013 which requires cement
producers to pay a cement mineral levy at the rate of Kshs.140 per ton of cement with
effect from 01 January, 2014. The Company is therefore exposed to the consequences
of non-compliance with the mining regulations.

In the circumstances, Management was in breach of law.

4. Non-Remittance of Unclaimed Dividends

As previously reported, the statement of financial position reflects accrued dividends
payable amounting to Kshs.102,000,000 as at 30 June, 2023. Part of this amount has
been outstanding for more than three (3) years exposing the Company to increased
penalties. This is contrary to Section 20 of the Unclaimed Financial Assets Act, 2011
which requires entities to remit unclaimed assets, including but not limited to ownership
interests (shares and dividends), with a period of abandonment of three (3) years.

In the circumstances, Management was in breach of law.

5. Lack of Executed Agreement for Government Loan

As previously reported, and as disclosed in Note 26 to the financial statements, the
statement of financial position reflects Government debt balance of Kshs.1,942,945,000
payable to the Government of Kenya. The loan amount has accumulated from the interest
and principal repayment made on Japanese - OECT loan by the Government of Kenya
on behalf of the Company as the guarantor. However, the loan agreement between the
Company and the Government indicating the terms of the loan and the agreed amount
was not provided for audit verification. It was not therefore, possible to ascertain the terms
of the loan or the actual outstanding loan amount due to the Government as at
30 June, 2023.
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In the circumstances, it has not been possible to determine when the Government
guarantee will crystalize.

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, 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, | 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. Weaknesses in Accounts Receivables Management

Review of credit processes revealed the system in place does not automatically apply the
customer receipts to the corresponding accounts. However, a manual intervention is
required to apply the receipts to the customer invoices. The manual application of the
receipts is tedious and prone to error or fraud. The total unapplied receipts as at
30 June, 2023 amount to Kshs.2.1 billion (2022: Kshs.1.9 billion).

Unapplied receipts distort the aging of trade receivable balances impacting on the
reliability of the aged analysis report as a basis for computing estimated credit losses.

In the circumstances, effectiveness in management of accounts receivables could not be
confirmed.

2. Lack of Regular Preparation of Supplier Reconciliations

The audit identified material differences between the ledger and the supplier statements
independently circularized which amounted to Kshs.165,000,000 against the total
sampled amount of Kshs.266,000,000. These variances indicate lapses in the
effectiveness of the supplier reconciliations which were not done at the closure of the
year.

In the circumstances, effectiveness in management of suppliers could not be confirmed.
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3. Untimely Removal of Signatories from Bank Accounts

Review of the bank confirmations received from the financial institutions, revealed that
four (4) former staff were still signatories to the bank accounts for KCB Bank despite
having long ceased being employees of the Company. There is risk of unauthorized
access to the bank accounts.

In the circumstances, existence of effective controls in management of bank accounts
could not be confirmed.

4. Lack of a Formal Policy for Directors’ Emoluments

Review of Directors’ emoluments and fees revealed that Management did not have a
formal remuneration policy in place for compensation to Directors in form of fees and
emoluments.

In the circumstances, the effectiveness of internal controls in management of Directors’
emoluments and fees 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 the audit that:

() In my opinion, the information given in the report of the Directors on pages 2 to 4 is
consistent with the financial statements.

(i) In my opinion, the auditable part of the Directors’ remuneration report on pages 5 to
6 has been properly prepared in accordance with the Companies Act, 2015.

Responsibilities of the Management and the Board of Directors

Management is responsible for the preparation and fair presentation of the consolidated
and separate financial statements that give a true and fair view in accordance with
International Financial Reporting Standards and the requirements of the Kenyan
Companies Act, 2015, and for such internal control as Management determines is
necessary to enable the preparation of consolidated and separate 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 financial statements, Management is responsible for assessing the Group
and the Company’s ability to continue as a going concern, disclosing, as applicable,
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matters related to going concern and using the going concern basis of accounting unless
Management is aware of the intention to liquidate the Group and 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 Group’s and 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 report in compliance with Article
229(7) of the Constitution of Kenya. 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 weaknesses 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 which 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 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
internal control would not necessarily disclose all matters in the internal control which
might be material weaknesses under the ISSAIs. A material weakness is a condition in
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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 which 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.

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

e 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 Group’s
and 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 Group’s and
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 Group and the Company’s 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 within the Group to express an opinion on the Group and the
Company’s 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 we identify during our audit.
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| also provide Management with a statement that | have complied with the relevant ethical
requirements regarding independence and to communicate with them all relationships
and other matters that may reasonably be thought to bear on our independence, and
where applicable, related safeguards.

From the matters communicated with Management, | determine those matters that were
of most significance in the audit of the financial statements of the current period and are
therefore the key audit matters. These matters are described in my auditor’s report unless
law or regulation precludes public disclosure about the matter or when in extremely rare
circumstances, | determine that a matter should not be communicated in my report
because the adverse consequences of doing so would reasonably be expected to
outweigh the public interest benefits of such communication.

CPA Nancy Gathungu, CBS
AUDITOR-GENERAL

Nairobi
26 October, 2023
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