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REPORT OF THE AUDITOR-GENERAL ON NYAYO TEA ZONES DEVELOPMENT 
CORPORATION 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 the 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 Nyayo Tea Zones Development 
Corporation set out on pages 1 to 24, which comprise of the consolidated  statement of 
financial position as at 30 June, 2023, and the consolidated 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.  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 
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respects, the financial position of Nyayo Tea Zones Development Corporation 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 
Nyayo Tea Zones Development Corporation Order of 2002 and the Public Finance 
Management Act, 2012.  
 

Basis for Qualified Opinion 
 

1.0 Long Outstanding Cash and Cash Equivalents Reconciling Items 
 

The Nyayo Tea Zones statement of financial position reflects cash and cash equivalents 
amount of Kshs.213,770,841 as disclosed in Note 12 to the financial statements. Included 
in the balance is an amount for a savings account whose reconciliation includes 
Kshs.2,250,751 paid by Kenya Tea Development Authority (KTDA) and credited to the 
bank account. The amount has been outstanding since 30 July, 2022. However, 
Management has not demonstrated efforts in following up with the bank and KTDA to 
clear the outstanding item. 
 

In the circumstances, the accuracy and completeness of the cash and cash equivalents 
balance of Kshs.213,770,841 could not be confirmed. 
 

2.0 Variance in Loan Balance 
 

The Nyayo Tea Zones statement of financial position reflects commercial bank                       
loans balance of Kshs.161,063,061 and long-term loans due within the year of 
Kshs.155,487,134 as disclosed in Note 14 to the financial statements. Included in the 
balance are two (2) bank loans of Kshs.256,851,142 and Kshs.56,541,889 respectively. 
Analysis of certificate of bank balances revealed that the Corporation held various loans 
whose cumulative balances as at 30 June, 2023 was USD 2,301,420 and USD 506,808 
respectively, whose conversion using the Central bank rate of Kshs.140.52 per USD as 
at the reporting date translated the loan balances to Kshs.323,395,517.32 and 
Kshs.71,216,710.75, resulting to an unreconciled variance of Kshs.66,544,375 and 
Kshs.14,674,822 respectively. 
 

In the circumstances, the accuracy and completeness of the two (2) bank loans of 
Kshs.256,851,142 and Kshs.56,541,889 could not be confirmed. 
 

3.0 Property, Plant and Equipment 
 

The consolidated statement of financial position reflects property, plant and equipment 
balance of Kshs.2,204,282,157 as disclosed in Note 8 to the financial statements. 
However, the following unsatisfactory matters were observed: 
 
3.1 Land Without Title Deeds 
 

As previously reported, included in the property, plant and equipment balance is 
Kshs.310,014,566 in respect of net book value of land and buildings which excludes 
undetermined value of land under tea and fuel wood growing zones that lack ownership 
documents. This is contrary to Paragraph 3(1)(b) and (c) of the Nyayo Tea Zones 
Development Corporation Order of 2002 which provides that after the creation of the tea 
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and fuel wood growing zones, the land shall be vested and become the property of the 
Corporation for the purposes of the Order.  
 

In the circumstances, the ownership and valuation of the property, plant and equipment 
balance of Kshs.2,204,282,157 could not be confirmed. 
 

3.2 Encroached Land 
 

As reported in the previous year, the land and buildings net book value of 
Kshs.310,014,566 further excludes the value of one parcel of land located in Elgeyo/ 
Marakwet County measuring 66 hectares which is fully developed with tea bushes that 
had been illegally excised by an individual. Management did not provide evidence of the 
action taken to recover the land. 
 

In addition, included in the land and buildings balance is the value of bearer plants on 
land measuring 17.34 hectares registered in the name of the Corporation in Elgeyo/ 
Marakwet County. Information provided indicated that a third party claimed the land and 
it was allocated to him by the Government in the year 1999. Review of records revealed 
that the National Land Commission valued the parcel of land together with the tea bushes 
at Kshs.369,797,500 and advised the Corporation to pay the claimant. However, 
Management did not provide explanations on how the National Land Commission was 
enjoined in the dispute which resulted in the valuation of the parcel of land and the               
award of the amount of Kshs.369,797,500 despite the Corporation holding ownership 
documents. This matter has not been disclosed in the notes to the financial statements.  
 

In the circumstances, the ownership, accuracy, completeness and valuation of the 
property, plant and equipment balance of Kshs.2,204,282,157 could not be confirmed. 
 

4.0 Ownership of Biological Assets 
 

The consolidated statement of financial position reflects biological assets balance of 
Kshs.851,107,626 as disclosed in Note 6 to the financial statements. Field verification 
carried out in the month of January, 2024 to various Nyayo Tea Zone buffer areas 
revealed that the land on which the biological assets are, is gazetted under Kenya Forest 
Service and as such, it was not possible to confirm if the biological assets reflected in the 
financial statements actually belonged to the Corporation as the custodian, when the land 
still remained under Kenya Forest Service.  
 

In the circumstances, the ownership of the biological assets balance of Kshs.851,107,626 
could not be confirmed. 
  

The audit was conducted in accordance with the International Standards for Supreme 
Audit Institutions (ISSAIs). I am independent of the Nyayo Tea Zones Development 
Corporation Management in accordance with ISSAI 130 on the 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 
 

Budgetary Control and Performance 
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The statement of comparison of budget and actual amounts reflects final receipts                
budget and actual on comparable basis of Kshs.3,690,721,506 and Kshs.3,213,520,035 
respectively, resulting to an under-performance of Kshs.477,201,471 or 13% of the 
budget.  Similarly, the Corporation spent Kshs.2,652,241,634 against an approved budget 
of Kshs.3,247,869,244 resulting to an under-absorption of Kshs.595,627,610 or 18% of 
the budget. 
 

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

My opinion is not modified in respect of this matter. 
 

Key Audit Matters  
 

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

Other Matter 
 

Unresolved Prior Year 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, the Management has not resolved the issues or given any 
explanation for the failure to resolve them. 
 

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, 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. Long Outstanding Receivables 
 

The consolidated statement of financial position reflects trade and other receivables 
balance of Kshs.710,535,283 as disclosed in Note 11 to the financial statements. This 
balance includes Kshs.1,385,500 owing from another tea factory which has been 
outstanding for more than one year and Management has not demonstrated efforts to 
recover these amounts. 
 

Further, and as previously reported, the balance includes Kipchabo Tea Factory debtors 
of Kshs.41,369,492 and Nyayo Tea Zones Development Corporation (NTZDC) temporary 
imprest, advances and loans balance of Kshs.9,749,305. However, these balances in turn 
includes Kipchabo Tea Factory temporary and NTZDC (temporary and standing) imprests 
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amounting to Kshs.3,599,661 and Kshs.5,871,306 respectively, paid in the year 2021 and 
prior years which had not been surrendered nor recovered from the employees. This is 
contrary to Paragraph 4.3.3 of the Corporations Finance Manual of June, 2018.  
 

In the circumstances, Management was in breach of the law and the recoverability of the 
trade and other receivables balance of Kshs.628,426,855 was doubtful. 
 

2. Non-Compliance with One Third Basic Rule 
 

Analysis of monthly payrolls revealed that members of staff earned less than 1/3 of their 
basic salary in the months of July, 2022 to June, 2023 as analyzed in table below; - 
 

Month Number of Staff 

July, 2022 71 

August, 2022 71 

September, 2022 54 

October, 2022 66 

November, 2022 59 

December, 2022 44 

January, 2023 54 

February, 2023 2 

March, 2023 86 

April, 2023 101 

May, 2023 90 

June, 2023 90 
 

This is contrary to Section 19(3) of the Employment Act, 2007. 
 

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

3. Non-Compliance with Rights and Privileges of Persons With Disabilities (PWD) 
 

Review of Bio data and other staff records provided for audit, revealed that only three (3) 
staff members were in the list of Persons with Disabilities (PWD), this was giving a 
percentage of 0.49% of the total staff members. 
 

In the circumstances, the Management was in breach of the law, the Corporation was in 
breach of the Public Service Commission Human Resource Policies, May, 2016. 
 
 
 
 

4. Board Expenses 
 

4.1 Lack of Gender Diversity in the Board of Directors 
 

During the year under review, it was noted that the Corporation Board consisted of ten 
(10) Board Members. Out of the ten (10) members, only two (2) were female which is less 
than a third.  
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In the circumstances, Management was in breach of the law. 
 

4.2 Qualification of Audit Committee Board Members 
 

Review of records revealed that members serving in audit and risk management 
committee during the year did not have relevant qualifications and expertise in audit, 
financial management or accounting as required. Further, there was no information 
provided to show that they are members of a professional body. 
 

In the circumstances, the Corporation breached the Mwongozo Code of Governance for 
State Corporations and Circular No. OP/CAB.9/IA March, 2020 from Head of Public 
Service. 
 

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 comply, 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 THE 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 
the 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 governance were not effective. 
 

Basis for Conclusion 
 

1. Staff Under-Establishment 
 

Review of human resource records revealed that the Corporation has an approved staff 
establishment of one thousand and thirty-two (1,032) against six hundred and ten (610) 
in post, resulting to an overall under establishment of four hundred and twenty-two (422) 
personnel. The under-staffing therefore hinders effective functioning of the Corporation.  
  
In the circumstances, the Corporation lacked the requisite staffing levels to enable smooth 
running of the day-to-day activities thereby adversely affecting delivery of its mandate.  
 

2. Management of Assets 
 

2.1 Failure to Transfer Assets to Gatitu Tea Factory Limited 
 

The Nyayo Tea Zones statement of financial position reflects property, plant and 
equipment balance of Kshs.2,263,537,352. Verification at Gatitu Tea Factory carried out 
in the month of January, 2024 revealed that the Factory has six (6) motor vehicles; used 
for their operations that have not been transferred to the Factory.  
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2.2 Motor Cycle without Ownership Documents 
 

The Nyayo Tea Zones statement of financial position reflects property, plant and 
equipment balance of Kshs.2,263,537,352. Included in the balance are motor cycles 
owned by the Corporation. However, one motor cycle KCK 256U Yamaha model in 
Kericho, did not have a logbook. 
 

2.3 Un-Updated Asset Register  
 

The asset register provided for audit revealed a book value of Kshs.2,263,537,352 on all 
the assets of the Corporation. However, the Corporation does not have a comprehensive 
list of all assets it owns. Further, the asset register lacks the following information: 
 

i. Date of Acquisition of the Asset 
ii. Location of the Asset 
iii. Custodian of the Asset especially, Laptops, Tablets and iPads 
iv. ICT Equipment have no Serial Numbers 
v. The Buildings lacked the Building Description or Title Number of the buildings. 
vi. Vehicle Registration Numbers 

 

In the circumstances, Management and controls of assets were ineffective. 
 

3. Inventory Management 
 

3.1 During a visit to Industrial Area Commercial Store in the month of January, 2024, 
the following anomalies were observed; 

 

i. The bin cards were not updated immediately after receiving and issuing items. 
 

ii. The following items were in the store but could not be traced in the bin cards; 
 

Item Details Quantity 

FDS 500 Grams 3,000 

Chabo 50 Grams 24,200 

Chabo 100 Grams 6,000 

FDS 250 Grams 4,400 

Eco Premium 250 Grams 620 

Eco Premium 100 Grams 1,900 
 

3.2 During field visit to Kirinyaga Zone store the following were observed: 
 

i. No electricity in the store. 
 

ii. Bin cards were not updated immediately after receiving and issuing items. 
iii. Some items were stored outside the store; Plucking aprons and caps, Plucking 

baskets and Mobilets. 
 

iv. There were eight (8) tires which belonged to the Meru South Zone. There was no 
written agreement on the storage. 

 

v. Stock levels were not at optimum and economical level. 
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vi. There were variances between physical items and stock ledgers as per the table 
below: 

 

 
Item 

Stock 
Ledger 

 
Physical 

 
Variance 

Slashers 2 1 1 

Green Caps 19 21 -2 

Knapsack Sprayers 7 6 1 

Jembe 6 8 -2 

Force up Chemical 763 litres 735 litres 28 litres 
 

In the circumstances, the effectiveness of the controls on inventory management 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 controls, 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.  
 

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 controls as Management determines is necessary to enable 
the preparation of financial statements that are free from material misstatement, whether 
due to fraud or error and for its assessment of the effectiveness of internal controls, risk 
management and governance. 
 

In preparing the financial statements, Management is responsible for assessing the  
Corporation’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 Corporation or 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 
comply 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 Corporation’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 
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and risk management, and ensuring the adequacy and effectiveness of the control 
environment. 
 

Auditor-General’s Responsibilities for the Audit  
 

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

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

Further, in planning and performing the audit of the financial statements and audit of 
compliance, I 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 controls would not necessarily disclose all matters in the internal controls 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 controls may not prevent or detect 
misstatements and instances of noncompliance. 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 
Corporation’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 
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fraud is higher than for one resulting from error, as fraud may involve collusion, 
forgery, intentional omissions, misrepresentations, or the override of internal controls.  
 

 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 Corporation’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 report. However, future events or conditions may cause the Corporation 
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 Corporation 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 controls 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 
 

25 March, 2024 


