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REPORT OF THE AUDITOR-GENERAL ON AGRICULTURAL DEVELOPMENT
CORPORATION FOR THE YEAR ENDED 30 JUNE, 2024

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

A. Report on 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 the 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 the
Government achieves value for money and that such funds are applied for the
intended purpose; and,

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, risk
management environment and internal controls, developed and implemented by those
charged with governance for orderly, efficient and effective operations of the entity.

An Adverse Opinion is issued when the Auditor-General determines that the financial
statements are materially misstated and are not fairly presented in accordance with the
applicable financial reporting framework. The Report on the Financial Statements should
be read together with the Report on Lawfulness and Effectiveness in the Use of Public
Resources, and the Report on Effectiveness of Internal Controls, Risk Management and
Governance.

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.
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REPORT ON THE FINANCIAL STATEMENTS

Adverse Opinion

| have audited the accompanying financial statements of Agricultural Development
Corporation set out on pages 1 to 53, which comprise the statement of financial position
as at 30 June, 2024 and the statement of comprehensive incomes, statement of changes
in net assets, statement of cash flows and statement of comparisen of budget and actual
amounts for the year then ended and a summary of significant accounting policies and
other explanatory information in accordance with the provisions of Article 229 of the
Constitution of Kenya and Section 35 of the Public Audit Act, 2015. | have obtained all
the information and explanations which to the best of my knowledge and belief, were
necessary for the purpose of the audit.

In my opinion, because of the significance of the matters discussed in the Basis for
Adverse Opinion section of my report, the financial statements do not present fairly, in all
material respects, the financial position of Agricultural Development Corporation as at 30
June, 2024 and of its financial performance and its cash flows for the year then ended, in
accordance with International Public Sector Accounting Standards (Accrual Basis) and
do comply with Act, of Parliament Cap 444 of 1986 and the Public Finance Management
Act, 2012.

Basis for Adverse Opinion

1. Inaccuracies in the Financial Statements

The financial statements provided audit review revealed the following anomalies
I.  The statement of changes in net assets for the year reflected prior year adjustment
of Kshs.23,852,000 which was not explained with the corresponding note and
therefore could not be confirmed.
ii. The statement of cash flows for the year did not have corresponding notes and
therefore could not be verified.
i. Note 1, comparative figure of transfer from government agencies was not
disclosed.
iv.  Note 10 of the financial statements includes amortization of sugar cane expense
of Kshs.10,458,000 which was not supported by a ledger nor explained.
V. Note 19, the individual bank account name, numbers and their corresponding
balances were not disclosed.
vi. Note 20 reflects grants of Kshs.198,000,000 which was not supported by
documentary evidence.
vii. Page numbering 24 to 28,31, 32 and 37 to 40 were not inserted in the financial
statements
viii.  Note 23 under property, plant and equipment contains biological works in progress
of Kshs.44 545 000 which was misclassified.
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In the circumstances, the accuracy, completeness and validity of the financial statements
could not be confirmed.

2.0Property Plant and Equipment

The statement of financial position reflects property, plant and equipment balance of
Ksh.1,191,828,000 as disclosed under Note 23(a) of the financial statements. The
property, plant and equipment balance of Ksh.1,191,828,000 excludes |IT and computer
equipment amounting to Kshs.6,987,832 despite the asset register having IT and
computer equipment

2.1 Misclassification of Biological Asset Work in Progress

Note 23(a) of the financial statements reflects Work in Progress balance of
Kshs.44,545,000 as at 30 June, 2024. The balance includes Kshs.43,040,970 attributed
to sugar cane establishment at Agricultural Development Corporation Sabwani Unit. The
sugar cane establishment is a biclogical asset work in progress and has been disclosed
in the Property, plant and Equipment work in progress instead of Biological Assets work
in progress

2.2 Unsupported Assets Balances

The property, plant and equipment balance of Kshs.1,191,828,000 includes
Kshs.1,022,691,000 in respect to leased farms, farms managed by Agricultural
Development Corporation, building, fencing and water supply. However, valuation reports
and asset inventory for buildings, fencing and water supply and leased farms were not
provided for audit. Further, the Corporation has no assets and liabilities management
policy contrary to Paragraph 4 -(4.5) of The National Treasury Policy on Assets and
Liabilities Management in the Public Sector of June, 2020 which requires public sector
entities to align their policies to this policy and policy guidelines issued by The National
Treasury.

In the circumstances, the accuracy and completeness of property, plant and equipment
balance of Ksh.1,191,828,000 could not be confirmed.

2.3 Parcels of Land with Ownership Dispute

2.3.1 ELC Petition No.2 of 2022

There was an ongoing court case ELC Petition Number 2 of 2022 where the suit property
of 175 acres belonged to Lands Limited. The petitioner alleged to be the lawful proprietor
of parcel of 200 acres land, Grant No. L.R 19981 having acquired from another owner
other than ADC in the year 2021.

2.3.2 KTL ELC Petition No EOOI of 2023

There was an ongoing Court case in the Environment and Land Court at Kitale ELC
Petition Number 1 of 2023 for two parcels of land. The petitioner alleged that Land Limited

Repart of the Auditor-General on Agricultural Development Corporation for the year ended 30 June, 2024

3



executed an instrument of transfer in respect to one parcel measuring 300 acres located
at Suam Orchard Farm at Kshs.1,238,350,000 and 5355/23 grant numbers and the second
parcel of land comprised of two titles situated in Trans-Nzoia County. On 1 December,
1997, in favour of the petitioner, Chief Land Registrar duly registered the instrument of title
in favour of the petitioner vide presentation book number 1140 of 18 April, 2000.

2.3.3 Parcels of Land Charged Against Non-Performing Commercial Bank Loan

Four parcels of land of number LR 2993, LR 5722, LR 5345/1 and LR 9078/2 were used
to secure a commercial bank loan of Kshs.340,000,000 with Kenya Commercial Bank.
On 13 May, 2013 which was to be repaid in 48 months. As at July, 2023, the outstanding
principal balance of the loan was Kshs.156,389,137. During the year, the Corporation
paid Kshs.256,749 towards the repayment of the loan and accrued interest charge
amounting to Kshs.31,835,497 leading to a closing balance of Kshs.187,967,885. The
time period taken so far, the interest accrued and the loan balance suggest that the loan
is underperforming which may lead to liquidation of the security by the bank.

In the circumstances, the ownership of the above parcels of land could not be confirmed.

2.4 Ownership Documents

Included in the property, plant and equipment balance is an amount of Kshs.40,366,000
in respect to motor vehicle. However, review of copies of logbooks certified by Motors
Group revealed that thirty-seven (37) motor vehicles with a net book value of
Kshs.2,246,255 are jointly owned by Motors Group Ltd and original logbooks were still
held by supplier. In addition, included in the corporation’s assets register is a vehicle
GKB100R that is in use at Galana Ranch. Available information revealed that the vehicle
had been handed to the Corporation by the Ministry of Agriculture. However, there was
no document provided to confirm the ownership of the vehicle.

In the circumstances, the ownership of the motor vehicles valued at Kshs.40,366,000
could not be confirmed.

2.5 Encroached Land at Rumuruti

The Corporation entered into an agreement with a tenant for lease of land in Rumuruti
measuring 15,000 acres for fifteen (15) years. The lease was effective from
1 October, 2015 at a lease rent of Kshs.500 per acre per annum. It was noted that the
acreage changed from 15000 acres to 13,103 acres from 1 October, 2019. In a
correspondence dated 27 February, 2017, the surveyors had indicated that 1897 acres
had been lost due to illegal grazers invading the said piece of land. In addition, no further
correspondence has been seen to explain what has since transpired with the 1897 acres
that are no longer in the custody of tenant.
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2.6 Unpaid Leases

An agreement was done to lease 5 acres for six (6) years in Tsavo East Wilderness Camp
with effect from 1 January, 2021. The rent payable was Kshs.15,000 per acre quarterly.
The tenant was to complete construction works in the leased land within a period of not
more than six (6) months from the commencement of the lease during which rent was not
payable. In the event the tenant was not able to complete the construction works within
the stipulated period, they were to apply for extension of a further period at least two (2)
months before the expiry of six (6) months. As at 23 April, 2023 there was no physical
development on the property or physical presence. Further, the lessee was not paying
the lease fees despite the grace period having lapsed.

In the circumstances, the completeness, accuracy, ownership and valuation of leases
could not be confirmed.

2.7 Farms Managed by ADC

Included in the property, plant and equipment balance is value of farms managed by the
Agricultural Development Corporation amounting to Kshs.521,513,000. Review of land
records revealed the following matters:

The balance includes parcels of land as detailed below whose ownership documents
were not provided for audit review;

No. Farm Acreage |Location Reason

1 Enchili 685 Mau Narok |Title not processed - letter dated
11 July, 2023 from Ministry of Lands
informed the Corporation that farms
were bought by Settlement Fund
Trustees in October, 2010 which is a
resettlement programme

2 Enchil 822 Mau Narok | Title not processed

3 Enchil 225 Mau Narok |Title not processed

4 Lanet 1504 Nakuru Title deed was not provided
5 Suam 300 Kitale Title deed was not provided
6 Ndabibi 2021.3 Nakuru Pending registration

7 Ndabibi 425.01 Nakuru Pending registration

2.8 Farms Managed by the Corporation

Included in the balance is value of farms managed by the Corporation amounting to
Kshs.37,910,000 with the following issues; -

i. The Management had indicated that the entity had leased some parcels of land to
various organizations, however, an inventory of all the leased parcels and Board
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policy to guide on the lease charges were not provided while the lease agreements
and receipts were not supported by lease valuation reports.

ii. A parcel of land in Molo sub-county has been encroached on by informal settlers
although the Corporation has secured ownership documents.

iii. As previously reported, the financial statements exclude the value of land measuring
about 2,908.42 acres known as Home Farm. The land was allocated to private
developers in the year 1994 under unclear circumstances. Although, Management
has explained that the matter is still under investigations, the status of the
investigations was not provided for audit.

iv. The property, plant and equipment balance excluded land of undetermined value
measuring 319.4 hectares located in Garissa Municipality which Management has
explained that was donated. No explanation has been provided for failure to value the
land and include it in their books.

In the circumstances, the accuracy, ownership, valuation and existence of the property,
plant and equipment totaling to Ksh.1,191,828,000 could not be confirmed.

3.0 Receivables from Exchange Transactions

Note 21 of the financial statements reflect receivables from exchange transactions
totaling Kshs.406,624,000. The amount includes trade debtors, specific provision and
general provision amounting to Kshs.423 486,210, Kshs.127,568,340 and
Kshs.4,909,000 respectively. It also included non-trade debtors amounting
Kshs.110,410,000. A review of the supporting schedules and aging analysis indicated
there were long outstanding trade debtors .There was no evidence provided regarding
measures taken to recover these long outstanding debts.

3.1 Failure to Pay for Lease Agreements by National Irrigation Authority

The Agricultural Development Corporation signed a contract with National Irrigation
Authority for the lease of land Galana Ranch/Block 1/1 measuring approximately 20,000
acres for a rent of Kshs.3,000 per acre payable annually translating to Kshs.60,000,000
per year in April, 2014,. The commencement date was 1 April, 2014 for a term of five
years. The following was noted;

i.  Therentarrears owed by National Irrigation Authority to the Corporation amounted
to Kshs 525,000,000 as at 30 June ,2024

ii. The last payment made by National Irrigation Authority of Kshs.30,000,000 was
made on 30 September, 2015

ii. The contract lapsed on 30 March, 2018 and there was no renewed contract but
National Irrigation Authority still had possession of the parcel of land outside the
lease period.

iv.  National Irrigation Authority had not submitted a notice of its intention to renew
the contract as stipulated in clause 7 of the contract

v.  No action had been taken by the Board to recover the outstanding balance
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In the circumstances, the recoverability of the receivables from exchange transactions
totaling Kshs.406,624,000 could not be confirmed

4.0 Unsupported Receivables from National Livestock Project

As previously reported, the statement of financial position and Note 20 to the financial
statements reflects current account with National Livestock Project balance of
Kshs.43,861,000 in respect of the National Livestock Project account that is claimable by
the Corporation from the parent Ministry. Records provided for audit review indicated that
the project was started in the year 2006 when the Government granted the Corporation
an amount of Kshs.198,000,000 to purchase livestock under the emergency off-take
program in drought stricken arid areas. The amount was to be spent on maintenance and
daily running of the project operations. However, the balance of Kshs.43,861 ,000 was
not supported with documentary evidence to confirm that the amount that is reimbursable
by the State Department of Livestock.

In the circumstances, the accuracy and completeness of the receivables on National
Livestock Project balance of Kshs.43,861 ,000 could not be confirmed.

5.0 Investments

The consolidated statement of financial position reflects an investment balance of
Kshs.467,283,000 as disclosed in Note 24 to the financial statements.
However, the following inadequacies were observed;

5.1 Non-Consolidation of Subsidiaries Financial Statements

Included in the investments balance of Kshs.467,283,000 at Note 24 to Financial
Statements are investments in shares held in Chemelil Sugar Company Ltd of
Kshs.203,592,000, Muhoroni Sugar Company of Kshs.41,342, 000, and Kenya Seed
Company Ltd of Kshs.114,014,400 where Agricultural Development Corporation holds
96.22%, 74.17% and 51,83% respectively which is more than half in nominal value of
share capital. However, the subsidiaries financial performance and financial position are
not consolidated in the Agriculiural Development Corporation consolidated financial
statement as the holding company. Further, there is no documentary evidence or
disclosure notes in the financial statement for the exemption.

5.2 Unpaid Dividends from Investments

The Corporation holds investments at Chemelil Sugar Company Ltd of Kshs.203,592,000,
Muhoroni Sugar Company of Kshs.41,342,000, Kenya Grain Grower's Co-op Union of
Kshs.1,123,424, Pyrethrum Board of Kenya of Kshs,35640,000, Kenya Planters’
Co-operative Union of Kshs.24960,000, and Agro-Chemical and Food Ltd
Kshs. 16,900,000 respectively all totalling Kshs.323,557,424. However, no dividends have
been received for a considerably long time.

Report of the Auditor-General on Agricultural Development Corporation for the year ended 30 June, 2024

7



5.3 Unsupported Investment at Kenya Grain Growers Co-operative Union

Included in the investment is an investment at Kenya Grain Growers Co-operative Union
of Kshs.1,123,424 of 70,214 Ordinary shares of Kshs.20 supported by various share
certificates. However, review of the share certificates revealed that 700 shares were not
supported by certificates.

5.4Investment at Kenya Seed Company

Note 24 to the financial statements reflects investment of Kshs.467,283,000 which
comprises of investment of Kshs.114,014,400 in respect to 5,700,720 shares of Kshs.20
each in Kenya Seed Company bought in the year 1986 which is a holding of 52.88%.
However, there is ongoing case Nairobi HCC NO.575 of 2004-ADC-VS-Kenya Seed
Company & 9 others since Kenya Seed Company issued for sale 4,000,000 Ordinary
Share to existing shareholder. However, the Corporation did not subscribe and floatation
resulted to dilution of shareholding from 52.88% to 40.28%.

Under the circumstances, ownership, the accuracy and completeness of investments
balance of Kshs.467,283,000 could not be confirmed.

6.0Unsupported and Long Outstanding Payables

As previously reported, the consolidated statement of financial position and Note 26 to
the financial statements reflects trade and other payables from exchange transactions
balance of Kshs.1,582,250,000. Included in the balance are the Corporation’s non-trade
creditors amounting to Kshs.707,069,000 out of which payables amounting to
Kshs.154,030,000 relates to unpaid wages for casual laborers with Kshs.126,014,000
having been outstanding for more than one year and with some balances dating back to
the year 2001.

In addition the statement of financial position reflects trade and other payables balance
of Kshs.1,5682,250,000 and as disclosed under Note 26 to the financial statements.
Included in the balance are trade creditors amounting to Kshs.875,181,000. However,
Management did not incorporate ageing analysis in support of the balance in the financial
statements.

In the circumstances, the accuracy and completeness of trade and other payables from
exchange transactions balance of 1,582,250,000 could not be ascertained.

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

1.0 Material Uncertainty in Relation to Sustainability of Service

The statement of financial performance reflects a loss of Kshs.992,712,000 despite
making a surplus of Kshs.10,554,000 during the prior year period resulting to a movement
in accumulated deficit from Kshs.1,251,552,000 to Kshs.2,219,846,000. The statement
of financial position reflects current liabilities balance of Kshs.1,637,450,000 which
exceeds the current assets balance of Kshs.721,507,000 by Kshs.915,943,000. The net
assets balance moved from prior year balance of Kshs.2,732,710,000 to
Kshs.1,779,416,000 indicating a reduction of Capital available for the Corporation by
Kshs.953,294,000. Further, the statement of cash flows reflected a cash and cash
equivalent balance of Kshs.51,904,000 against a prior year balance of Kshs.117,148 ,000
indicating that the liquidity of the entity is reducing and therefore short-term commitments
may not be honored. The current liabilities increased from Kshs.1495,452,000 to
Kshs.1,637,450,000 indicating that the entity was not honoring its short-term obligations
as they fall.

In the circumstances, the corporation’s ability to continue sustaining its services could not
be confirmed.

2.0 Budget Control and Performance

The statement of comparison of budget and actual amounts reflects final revenue budget
and actual amounts on comparable basis of Kshs.2,705,301 ,000 and Kshs.1,257,684,000
resulting to unrealized revenues of 1,447,617,000 or 46% similarly the statement reflects
final expenditure budget and actual on comparable basis of Kshs.2,450,373,000 and
kshs.1,627,226,000 resulting to under absorption of Kshs.823,147.000 or 34% of the
budget.

In the circumstances, the under collection of revenue and under absorption 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/these matters.

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
report during the year under review.
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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 explained that the issues have been resolved
but no evidence was provided to indicate how the issues were resolved.

Other Information

The Management is responsible for the other information set out on page xxix to xlviii
which comprise of Key Entity Information and Management, the Board of Directors,
Management Team, Chairman’s Statement, Report of the Chief Executive Officer,
Corporate Governance Statement, Management Discussion and Analysis, Environmental
and Sustainability Reporting, Report of the Directors, Statement of Directors
Responsibilities, Statement of Performance against predetermined objectives. The Other
Information does not include the financial statements and my audit report thereon.

In connection with my audit on the Corporation’s financial statements, my responsibility
is to read the other information and in doing so, consider whether the other information is
materially inconsistent with the financial statements or my knowledge obtained in the audit
or otherwise appears to be materially misstated. If, based on the work | have performed,
| conclude that there is no material misstatement of this other information and | am
required to report that fact. Based on the audit procedures performed, because of the
significance of the matters described in my Basis for Adverse Opinion, | confirm that the
Other Information is not materially inconsistent with the financial statements.

My opinion on the financial statements does not cover the Other Information and
accordingly, | do not express an audit opinion or any form of assurance conclusion
thereon.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN THE USE OF PUBLIC
RESOURCES

Conclusion

As required by Article 229(6) of the Constitution, based on the audit procedures
performed, because of the significance of the matter(s) discussed in the Basis for Adverse
Opinion and the Basis for Conclusion on Lawfulness and Effectiveness in the Use of
Public Resources sections of my report, | confirm that public resources have not been
applied lawfully and in an effective way.
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Basis for Conclusion
1.0 Regularity of Human Resource Management Practices
1.1 Failure to Comply with the Ethnic Diversity Rule

The examination of the Corporation's main payroll revealed that out of two hundred and
fifty-eight 258 employees, ninety-six 96 employees which is equivalent to 37.2% were
from one ethnic community in the Country. This is contrary to the provisions of Section
7(1) and (2) of the National Cohesion and Integration Act 2008 which states that All public
establishments 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.
1.3 Staff Exceeding Mandatory Retirement Age

A review of the Human Resource data and records shows that 9(nine) officers are still on
payroll and their contracts are being renewed despite attaining mandatory age of (sixty )
60 years. Management failed to provide any evidence that the said officers possessed
rare knowledge,skills and competencies as stipulated in section in Section 80(2) of the
Public Service Commission Act,2017.

In the circumstances, Management was in breach of the law.
1.4. Non-Compliance with a Third Basic Pay Rule

Analysis of the payroll records revealed that 18 (eighteen) employees earned a net pay
below a third of their basic pay during the month of June for year under review contrary
to Section 19 (3) 1 of the Employment Act, 2007 which states that total amount of all
deduction made by an employer from 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.
2.0 Unaccounted for Herbicides

A perusal of the internal audit reports revealed that herbicides amounting to
Kshs.5,409,600 were dispatched and not received in the respective units. Further, they
were issued off season when harvesting had been concluded, apart from those issued
during the aerial spraying exercise for this season. In addition, there was use of the
Regional Manager's motor vehicle and driver all chemicals the chemicals that had been
supplied to the Kitale office as indicated in the delivery notes were not received in Kitale
office main store as there was no evidence of receipts nor issues.

In the circumstances, the value for money of Kshs.5,409,600 could not be confirmed.
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3.0 Loss of Assets-Livestock

Review of records revealed that In the Coast region, 278 cattle, 39 sheep and 384 goats
valued at Kshs.7,645,650, kshs.305,650 and kshs.2,416,700 respectively and totaling to
Kshs.10,368,000 died during the year under reviewer. No explanation was provided for
the high number of deaths.

In Kitale region, 724 cattle, 66 sheep and 5 dogs valued at Kshs.36,299,823,
Kshs.727,100 and Kshs.140,000 respectively and totaling to Kshs.37,166,923 died
during the year under review. The Management explained that the death in cattle was
due to a disease called Contagious Bovine Pleuropneumonia. [t is not clear why the cattle
were not vaccinated against this disease before the outbreak.

Further, there was no clear plan provided by the Management for restocking for optimum
use of the resources of the Corporation and increased production.

In the circumstances, the Corporation may suffer financially due to lack restocking plan.

5.0 Stalled Projects

Note 23(a) of the financial statements indicate a work in progress balance of
Kshs.34,317,000 as at 30 June, 2024. The amount comprises Kshs.21,891,000 and
Kssh.8,549,000 for Agricultural Development Corporation Suam and Agricultural
Development Corporation Seed Drier respectively. Physical verification of the projects in
the month of November 2024, revealed that no works had been on the two sites during
the financial year 2023/2024. Hence the projects have stalled and there is a high risk of
deterioration of the works already on site and increase of cost in future.

In the circumstances, the value for money could not be confirmed.
6.0 Lack of Contractual Agreements on Sale of Seed Maize

As previously reported ,a review of Board minutes revealed that a meeting held on 28
June, 2022 had ratified Agriculture, Livestock and Project Committee report on review of
Kenya Seed Company (KSC) contract on seed maize pricing to Kshs.114 from Kshs.74.
The Managing Director wrote to Kenya Seed Company Managing Director vide letter
dated 12 September, 2022 Ref; ADC-HQ/TEC/OC/14/C/NOL.19 (126) confirming that
ADC had agreed to the new producer price of Kshs.95.57 per kilo of clean seed and
requested KSC to finalize signing of the contract.

However, the Corporation sold 7,891,048.83 Kgs of clean maize at a price of Kshs.88
amounting to Kshs.694,412,297 to Kenya Seed Company Ltd with no basis and without
entering into a contractual agreement resulting in loss revenue for the Corporation of
Kshs.59,735,160 using the agreed price of Kshs.95.57 per kilo. This was in contravention
of Section 135(1) of the Public Procurement and Asset Disposal Act, 2015 which requires
the Accounting Officer to sign a contract incorporating all the agreements.

In the circumstances, Management was in breach of the law.
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The audit was conducted in accordance with ISSAI 3000 and ISSAI 4000. The standards
require 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 comply 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, because of the significance of the matters discussed in the Basis
for Adverse Opinion and the Basis for Conclusion on Effectiveness of Internal Controls,
Risk Management and Governance sections of my report, | confirm that internal controls,
risk management and governance were not effective.

Basis for Conclusion

1.Board Members
1.1 Irregular Appointment of Board Members

A Senior State Counsel was appointed as a designated representative of the attorney
general to the board of Agricultural Development Corporation on 16 October, 2023 via
letter of ref AG/CONF/2/C/109 Vol lll. This was against the Act as the Attorney General is
not assigned the role of appointing a board member to the Corporation. Further, the
following was noted

i. none of the appointment of the Cabinet Secretary agriculture was an accountant
registered under the Accountants Act, (Cap. 531) as required by section 5 (1) (b)
(i) of the Act

ii. None was appointed to represent the interests of lenders of funds to the
Corporation as required by section 5 (1) (b) (iv) of the Act

ii. None was appointed based on his/her knowledge of international finance as
required by section 5 (1) (b) (Il) of the Act

iv.  None was appointed reason of his knowledge of the processing and marketing of
agricultural produce as required by section 5 (i) (b) (iii) of the Act

v. Further, the appointment letters for two(2) directors were not provided for
verification.

1.2. Discrimination of Gender in Appointment of Board Members

During the year under review, the Board did not undertake a governance audit contrary

to Section 19 of the Mwongozo code of conduct for state Corporations which states that
the Board should ensure that Governance audit of the organization is undertaken on
annual basis.
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In the circumstances, Management was in breach of the Mwongozo code.
1.3. Appointment of Board Members without Minimum Qualifications

The Mwongozo code for State Corporations attachment 1 outlines the requirements of
Board members to be having a degree in a relevant field from a university recognized in
Kenya .However, three board members did not possess the mandatory requirements of
having a degree from a university recognized in Kenya.

In the circumstances, Management was in breach of the Mwongozo code.

2 Use of Outdated Software and Stand-Alone Systems

As previously reported, a review of the Information and Communication Technology (ICT)
environment of the Corporation revealed that it uses a software called SERA blue version
which covers stores management, accounting modules, revenue, purchases, production,
unit and cost centers. However, the following anomalles were noted
i. Although the contract for acquisition of the system was not availed for audit
verification, available information revealed that the system was acquired more than
twenty-five (25) years ago and thus its efficiency level is too low due to changes in
technology over time.

ii. There was no service level agreement with the vendor and thus maintenance of the
system is highly hindered.

iii. The system is not web based and thus the head office and regional offices are not
integrated.

iv. The acquisition and maintenance cost of the system could not be determined as no
documentation was availed as at the time of audit.

In addition, the Corporation's human resource department uses a standalone memory
soft payroll system. However, the system is hosted within the HR department and not
shared with any of the farm and regional managers and hence the payroll officer must
print copies for HRM and other managers for checking. The system is not compatible with
the Sera Blue Version. Further, it was not possible to confirm the cost and time of
acquiring the system as the records of its purchase could not be traced.

In the circumstances, the Corporation may suffer compromised efficiency due to use of
ineffective ICT systems.

3.0 Lack of an Approved Staff Establishment.

Review of Agricultural Development Corporation June, 2024 payroll revealed that the
entity had 258 members of staff on its payroll. However, the entity does not have in place
an approved staff establishment plan and as such it was not clear what guides the entity's
recruitment staffing levels.
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4.0 Non Updated Asset Register

I. A review of the Asset Register revealed that there were no engine numbers and
Chassis numbers for vehicles in the motor vehicle register. There were also no serial
numbers for office equipment and IT computer equipment. It was also noted that
some units like the TVS motor Cycle KMFQ 056C appeared four times while five
Dayun Motor Bike 1 10 - 3 located in Galana unit do not have registration numbers.

ii. A review of the supporting asset register indicated that two vehicles were not listed
in the asset register despite them being physically verified at the ADC Machine Pool.
The two vehicles were Toyota Hilux Double Cabin KBZ 825D and Toyota Hilux
Double Cabin XUN 510K which are assigned to ADC Olgatongo and ADC Kitale
Office respectively.

ii. A review of the asset register revealed that there are assets that have been fully
depreciated yet they are still in use and generating economic value for the
Corporation. Hence, there is a need for revaluation of the fully depreciated assets
and disposal of ones that are obsolete and irreparable

iv.  The asset register of the entity indicates that the Corporation owns an Isuzu pick
up of registration number KCK 688U which was purchased in June, 2019 at a cost
of Kshs.1,202,883. The vehicle could not be located to be within the premises and
under the use of the Corporation.

5.0 Underutilization of Land for Crop Production and Livestock Rearing

A review of the land utilization by Agricultural Development Corporation revealed that it
had 13,455.5 hectares in Kitale region and 600 hectares of land was not being utilized for
farming despite being arable. 243 hectares was being occupied by ex- workers illegally
therefore the land was not providing any value to the Corporation. 1,993.4 hectares of
land was non arable but the management failed to give explanations as to how these
parcels of lands can be reclaimed to be used to generate revenue for the Corporation.

Further, a review of the land use in Garissa revealed that the Corporation had 789.2 acres
in Garissa where KALRO and Solid Hut Ltd had been leased to 100 acres and 500 acres
respectively leaving 189.2 acres idle.

In addition, a review of the land use in Nakuru region across the five Centre's revealed
that it had a stock of livestock rearing capacity of 8,042 cumulatively but only maintained
a stock number of 2,378 thus underutilizing the farm capacity by 5,664 or 70%
underutilization. It also had 436 acres of land that was arable but idle. It also had 542.96
acres of land that was either swampy or nonarable which the management failed to give
an explanation as to how these parcels of land can be reclaimed to be useful to generate
revenue for the Corporation.

In the circumstances the ability of the Corporation to continue providing service cannot
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
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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.

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 Public Sector Accounting Standards (Accrual
Basis) and for maintaining effective internals 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 sustain its services, disclosing, as applicable, matters related to
sustainability of services and using the applicable basis of accounting unless
Management is aware of the intention to liquidate the Corporation 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 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
and risk management, and ensuring the adequacy and effectiveness of the control
environment.

Auditor-General’s Responsibilities for the Audit

My responsibility is to conduct an audit of the financial statements in accordance with
Article 229(4) of the Constitution, Section 35 of the Public Audit Act, 2015 and the
International Standards for Supreme Audit Institutions (ISSAls). The standards require
that, in conducting the audit, | obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatements, whether due to fraud or error
and to issue an auditor’s report that includes my opinion in accordance with Section 48
of the Public Audit Act, 2015. Reasonable assurance is a high level of assurance but is
not a guarantee that an audit conducted in accordance with IFPP will always detect a
material misstatement 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
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to influence the economic decisions of users taken on the basis of these financial
statements.

In conducting the audit, Article 229(6) of the Constitution also requires that | express a
conclusion on whether or not 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 addition, |
consider the entity’s control environment 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.

Further, | am required to submit the audit report in accordance with Article 229(7) of the
Constitution.

Detailed description of my responsibilities for the audit is located at the Office of the
Auditor-General's website at: https://www.cagkenya.go.ke/auditor-generals-
responsibilities-for-audit/. This description forms part of my auditor’s report.

FCPA ﬁa%atﬁung& CBs

AUDITOR-GENERAL

Nairobi

31 December, 2024
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