REPORT OF THE AUDITOR-GENERAL ON SOUTH NYANZA SUGAR COMPANY
LIMITED 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 that considers whether the financial statements
are fairly presented in accordance with the applicable financial reporting framework,
accounting standards and the relevant laws and regulations that have a direct effect
on the financial statements.

B. Report on Lawfulness and Effectiveness in Use of Public Resources which considers
compliance with applicable laws, regulations, policies, gazette notices, circulars,
guidelines and manuals and whether public resources are applied in a prudent,
efficient, economic, transparent and accountable manner to ensure Government
achieves value for money and that such funds are applied for the intended purpose.

C. Report on Effectiveness of Internal Controls, Risk Management and Governance
which considers how the entity has instituted checks and balances to guide internal
operations. This responds to the effectiveness of the governance structure, the risk
management environment and the internal controls, developed and implemented by
those charged with governance for orderly, efficient and effective operations of the
entity.

An unmodified opinion does not necessarily mean that an entity has complied with all
relevant laws and regulations, and that its internal controls, risk management and
governance systems are properly designed and were working effectively in the financial
year under review.

The three parts of the report are aimed at addressing the statutory roles and
responsibilities of the Auditor-General as provided by Article 229 of the Constitution, the
Public Finance Management Act, 2012 and the Public Audit Act, 2015. The three parts
of the report, when read together constitute the report of the Auditor-General.

REPORT ON THE FINANCIAL STATEMENTS
Qualified Opinion

| have audited the accompanying financial statements of South Nyanza Sugar Company
Limited set out on pages 1 to 52, which comprise of the statement of financial position as
at 30 June, 2023, 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.
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In my opinion, except for the effect of the matters described in the Basis for Qualified
Opinion section of my report, the financial statements present fairly, in all material
respects, the financial position of the South Nyanza Sugar Company Limited 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, and the Public Finance Management Act, 2012.

Basis for Qualified Opinion
1. Unsupported Receivables from Out-Growers

The statement of financial position reflects receivables from out-growers balance of
Kshs.43,074,000 which, as disclosed in Note 19 to the financial statement, was in
respect of billable inputs and services, unbillable services and accrued interest on land
development. These relate to the inputs and services rendered to the Company’s
contracted farmers, and the amount was to be recovered from the proceeds of cane
delivered by the farmer. However, the contract agreements between the Company and
the individual farmers detailing the amounts owed, when the services were rendered
and the type of services rendered were not provided for audit.

In the circumstances, the accuracy and recoverability of the receivables from out-
growers balance of Kshs.43,074,000 could not be confirmed.

2. Unsupported Tax Balance

The statement of financial position reflects a current tax balance of Kshs.8,281,000 as
disclosed in Note 13 to the financial statements. However, the balance has not been
supported by a tax analysis showing all the disallowed expenses added back to the
declared loss for the year and all the allowable expenses that have been deducted from
the reported loss.

In the circumstances, the accuracy and completeness of the tax payable balance of
Kshs.8,281,000 could not be confirmed.

3. Unsupported Deferred Income Tax

The statement of financial position reflects a deferred income tax balance of
Kshs.27,666,000 as disclosed in Note 25 to the financial statements. However, no
supporting document detailing the timing differences were provided for audit.

In the circumstances, the accuracy and completeness of the differed income tax balance
of Kshs.27,666,000 could not be confirmed.

4. Inaccuracies in Property, Plant and Equipment

The statement of financial position reflects property, plant and equipment balance of
Kshs.4,177,614,000 as disclosed in Note 14 of the financial statements. However, the
movement schedule shows an unsupported depreciation adjustment of Kshs.33,427,000
and disposals amount of Kshs.33,372,000.
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In the circumstances, the accuracy and completeness of property, plant and equipment
balance of Kshs.4,177,614,000 could not be confirmed.

5. Inaccuracies in Grants

The statement of financial position and as disclosed in Note 24 of the financial statements
reflects a grants balance of Kshs.898,581,000 which is net of depreciation charged on
the commensurate assets of Kshs.3,869,000. However, the amount has not been
reported under other incomes in the financial statements. Further, the grants balance
includes an amount of Kshs.328,620,000 in respect of amounts paid to farmers directly
by the Government (2023 - Kshs.124,124,000, 2022 - Kshs.195,452,000 and 2021 -
Kshs.9,044,000). The amounts do not represent any asset in the statement of financial
position and the accounting treatment is not explained.

In the circumstances, the accuracy and completeness of the grants balance of
Kshs.898,581,000 could not be confirmed.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the South Nyanza Sugar Company 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 qualified opinion.

Emphasis of Matter

1. Material Uncertainty Related to Going Concern

Note 4 to the financial statements indicates that the Company incurred a net loss after
tax amounting to Kshs.467,043,000 (2022 - Kshs.505,009,000) during the year and had
accumulated losses of Kshs.8,661,597,000 as at 30 June, 2023 (2022 -
Kshs.8,145,750,000). In addition, the Company's current liabilities of Kshs.7,894,537,000
exceeded its current assets of Kshs.817,657,000, resulting in a negative working capital
of Kshs.7,076,880,000 (2022 - Kshs.6,691,358,000). These conditions indicate existence
of a material uncertainty, which may cast significant doubt on the Company's ability to
continue as a going concern. Management has indicated that the Company’s future
depended on the timely and annual factory rehabilitation, and focused and dedicated
staff.

2. Budgetary Control and Performance

The statement of comparison of budget and actual amounts reflects total revenue
budget and actual on comparable basis amounts of Kshs.3,789,011,000 and
Kshs.4,585,439,000, resulting in overfunding of Kshs.796,429,000 (or 21% of the over-
budget). Similarly, the Company incurred total expenditure of Kshs.5,101,286,000
(including finance cost and tax) against an approved budget of Kshs.3,761,334,000,
resulting in an over-expenditure of Kshs.1,339,952,000 (or 36% of the budget). In the
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circumstances, the regularity of the over-funding and over-expenditure could not be
confirmed.

3. Failure to Recover Trade and Other Receivables

The statement of financial position reflects trade and other receivables balance of
Kshs.18,983,000 which, as disclosed in the supporting Note 18 to the financial
statements, is the net of gross amount of Kshs.262,056,000 less provision for impairment
of Kshs.243,073,000 (or 93% of the gross amount). This high default rate in debt
repayments is an indication that Management had not followed proper procedures and
due diligence in issuance of credits as outlined in the Credit Policy.

4. Long Outstanding Payables

The statement of financial position reflects trade and other payables balance of
Kshs.6,490,930,000 which, as disclosed in Note 26 to the financial statements, includes
trade payables balance of Kshs.390,690,000. Review of the aging analysis at Note 26a
to the financial statements, revealed that a balance of Kshs.286,390,000 had been
outstanding for a period of over 120 days. The balance of Kshs.6,490,930,000 also
includes other payables and accrued expenses amount of Kshs.6,003,505,000, most of
which had been outstanding for a period of more than one (1) year. Management did not
provide evidence of efforts made to recover the long outstanding payables. Failure to
settle bills during the year to which they relate distorts financial statement and budget
provision for subsequent year.

5. Legal Cases

Review of Court cases against the Company revealed that there were four thousand
and eight (4,008) ongoing cases with a possible settlement of Kshs.2,005,455,025.
Should the suits succeed, the Company may be unable to settle the awards which may
expose its assets to auction.

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 Matters

In the audit report of the previous year, several issues were raised under the Report on
the Financial Statements, Report on Lawfulness and Effectiveness in Use of Public
Resources and Report on Effectiveness of Internal Controls, Risk Management and
Governance. However, as disclosed in progress on follow up of Auditor
Recommendations section of the financial statements, Management had not resolved the
prior year audit matters.
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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. Poor Rendement (Yield) Below the Industry Standard

The statement of profit or loss and other comprehensive income reflects gross sales
amount of Kshs.5,130,131,000. However, records provided for audit indicated that the
Company milled 457,616 tons of canes during the year under review and produced
40,577 tons of sugar bagged, resulting in a rendement of 8.8% of the produced sugar,
which is below the recommended rendement of 10% as per Regulation 21(a) of the
Crop Sugar Regulations, 2020 which provides that the miller shall strive to mill
sugarcane efficiently to realize maximum returns for both parties by achieving the
following standards; in the case of sugar cane, ton cane/ton sugar ratio of 9 or
rendement of 10%.

In the circumstances, the efficiency of the factory was still below the standards set by
the industry.

2. Employees in Acting Capacity

Review of the payrolls revealed that acting allowances totalling to Kshs.53,823,266 were
paid to three hundred and forty (340) employees who had served in acting capacities for
periods exceeding six (6) months. This was contrary to the provisions of Section 34 of the
Public Service Act, 2017 and Section 4.6(h) of the South Nyanza Sugar Company Limited
of Staff Administrative Code, revised 2007.

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

3. Violation of One-Third of Basic Salary Rule

Analysis of the payroll of permanent staff for the month of June, 2023 revealed that
twenty-seven (27) employees received net pays that were below a third of their respective
basic salaries. This was contrary to the provisions of Section 19(3) of the Employment
Act, 2007, which states that the total amount of all deductions which may be made by an
employer from the wages of his employee at any one time shall not exceed two-thirds of
such wages.

In the circumstances, Management was in breach of the law.
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4. Non-Compliance with the Law on Ethnic Composition of Staff

Review of the staff establishment for the year under review revealed that 86% of the
Company’s staff were from the dominant ethnic community. This was contrary to the
provisions of Section 7(1) and (2) of the National Cohesion and Integration Act, 2008,
which stipulates that all public establishment shall seek to represent the diversity of the
people of Kenya in the employment of staff and that no public establishment shall have
more than one third of its staff from the same ethnic community.

In the circumstances, Management was in breach of the law.
5. Failure to Remit Statutory and Other Deductions

Review of records revealed that an amount of Kshs.841,581,000 in relation to statutory
and other deductions was not remitted to various organizations including the
National Social Security Fund, the National Hospital Insurance Fund and Pay as You
Earn (PAYE). This was contrary to the provisions of Section 37(1) of the Income Tax
Act and Sections 5 and 6 of the Business Laws (Amendment) Act, 2021.

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

The audit was conducted in accordance with ISSAI 4000. The standard requires that |
comply with ethical requirements and plan and perform the audit to obtain assurance
about whether the activities, financial transactions and information reflected in the
financial statements are in compliance, in all material respects, with the authorities that
govern them. | believe that the audit evidence | have obtained is sufficient and appropriate
to provide a basis for my conclusion.

REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT
AND GOVERNANCE

As required by Section 7(1)(a) of the Public Audit Act, 2015, based on the audit
procedures performed, | confirm that, nothing has come to my attention to cause me to
believe that internal controls, risk management and overall governance were not effective.

Basis for Conclusion

The audit was conducted in accordance with ISSAI 2315 and ISSAI 2330. The standards
require that | plan and perform the audit to obtain assurance about whether processes
and systems of internal controls, 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 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;
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ii.  Inmy 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

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

In preparing the financial statements, the 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.

The 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.

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 ISSAIls 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
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reasonably be expected to influence the economic decisions of users taken on the basis
of these financial statements.

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

Further, in planning and performing the audit of the financial statements and audit of
compliance, | consider internal controls in order to give an assurance on the effectiveness
of internal controls, risk management and governance processes and systems in
accordance with the provisions of Section 7(1)(a) of the Public Audit Act, 2015 and submit
the audit report in compliance with Article 229(7) of the Constitution. My consideration of
the internal controls would not necessarily disclose all matters in the internal controls that
might be material weaknesses under the ISSAIls. A material weakness is a condition in
which the design or operation of one or more of the internal control components does not
reduce to a relatively low level the risk that misstatements caused by error or fraud in
amounts that would be material in relation to the financial statements being audited may
occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions.

Because of its inherent limitations, internal controls may not prevent or detect
misstatements and instances of non-compliance. Also, projections of any evaluation of
effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the
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 controls.

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 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
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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 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.

| also provide Management with a statement that | have complied with relevant ethical
requirements regarding independence and communicate with them all relationships and
other matters that may reasonably be thought to bear on my independence and where
applicable, related safeguards.

A0

FCPA Nancy Gathungu, CBS
AUDITOR-GENERAL

Nairobi

06 March, 2024
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