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Enhancing Accountability

REPORT OF THE AUDITOR-GENERAL ON AGRICULTURAL FINANCE
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.

A Qualified Opinion is issued when the Auditor-General concludes that, except for
material misstatements noted, the financial statements are fairly presented in accordance
with the applicable financial reporting framework. The Report on 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
Qualified Opinion

| have audited the accompanying financial statements of Agricultural Finance Corporation
set out on pages 1 to 67, which comprise the statement of financial position as at 30 June,
2024 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.

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 Agricultural Finance Corporationas at 30 June, 2024
and of its financial performance and its cash flows for the year then ended, in accordance
with International Financial Reporting Standards ( Accrual Basis) and comply with the
Agricultural Finance Corporation Act, Cap 323 of the laws of Kenya and Public Finance
Management Act, 2012.

Basis for Qualified Opinion
1. Unsupported Property, Plant and Equipment

The statement of financial position reflects a balance of Kshs.1,138,804,000 in respect of
property, plant and equipment and as disclosed in Note 8(a) to the financial statements.
As previously reported, the balance includes thirty one (31) developed plots measuring a
total of 5.3324 hectares valued at Kshs.191,627,798 and two (2) undeveloped plots that
is Kimilili and Kisumu plots measuring a total of 0.8191 hectares, with Kimilili plot having
no ownership documents.

Further, the value of land excludes unvalued parcels of land located in Nanyuki and
Kerugoya and includes the value of a parcel in Chogoria, which Management has
explained was repossessed by the respective County Governments due to failure by the
Corporation to develop the property within the stipulated time. Management has also
explained that the Kerugoya plot has since been developed by the Judiciary and similarly,
the Chogoria plot has been developed by Meru South Co-operative Union, with a building
named Mwalimu Sacco Plaza. The balance also excludes land located in Kimilili and
Busia whose ownership document was not provided. Although the Management has
explained that it continues to pursue the ownership documents through the Ministry of
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Lands and the National Land Commission, the documents had not been obtained as at
the time of audit.

In addition, excluded in the net book value of Kshs.34,523, for land is an amount of
Kshs.523,382 that was utilized in the acquisition of five (5) parcels of land in Kimilili, Molo,
Bungoma, Chogoria and Kisumu Municipality at a cost of Kshs.18,000, Kshs.4,010
Kshs.54,262, Kshs.438,820 and Kshs.8,290 respectively. The five (5) parcels of land
have not been revalued contrary to the International Accounting Standard No.16 which
requires sufficient regularity in revaluation of property, plant and equipment to ensure that
the carrying amount does not differ materially from that which would be determined using
fair values at the end of reporting period. In addition, the ownership documents for two
(2) of the parcels of land have not been secured.

In the circumstances, the accuracy, completeness and ownership of property plant and
equipment net book value of Kshs. 1,138,804,000 could not be confirmed.

2. Overdrawing of Cash Book through Fraud

The statement of financial position reflects Current liabilities balance of 927,044,000 as
at 30 June 2024. Included in this balance is current account balance of Kshs.11,835,000
as disclosed in note 13(b) to the financial statements. Review of the cash book balance
revealed an overdrawn amount of Kshs.11,835,000 for Eldoret Branch Office Account.
Review of bank reconciliation statements of Eldoret branch provided for audit, revealed
that the negative balance was attributed to a fraud. The management explained that the
fraud was reported in a criminal case at Eldoret in 2018,whose final judgement was done
on 31 May, 2024 in favour of the corporation and the culprits given fourteen(14) days right
of appeal. The Management failed to provide details of the current status of the case.

In the circumstances, the accuracy and completeness of the cash and bank balance of
Kshs.254,252,000 could not be confirmed. In addition the recoverability of
Kshs.11,835.000 could not be ascertained.

3.0 Net Medium Term Loans to Customers
3.1 Medium Term Loans Issued on Doubtful Title Deeds

The statement of financial position reflects a balance of Kshs.9,090,041,000 in respect of
net medium-term loans to customers as disclosed in Note 9(a) which, as previously
reported, the balance includes an amount of Kshs.22,661,000 being principal loan
advanced plus interest and other loan fees to thirteen (13) farmers in Kapsabet.
Information available indicates that the Corporation advanced the amount against various
collaterals in form of title deeds that were fraudulent. The Corporation filed seven (7)
cases in Court against the fraudsters and judgement was entered in favor of the
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Corporation. However, the Corporation had not executed the warrants issued as at 30
June, 2024 and details on the other cases have not been provided for audit.

In the circumstances, the recoverability of loans amounting to Kshs.22,661,000 issued on
fraudulent titles could not be confirmed.

3.2Non-Performing Loans to Directors

Note 9 (a) to the financial statements reflects a balance of Kshs.48,873,000 under
Directors' loans. As previously reported these comprises of seven (7) loan accounts out
of which five (5) of the loan accounts are in arrears amounting to Kshs.35,660,367 and
which have been referred to the debt recovery unit. Review of records revealed that the
six (6) accounts have been graded as non-collectable even upon disposal of attached
securities as per the existing credit policy. Although a provision of Kshs.4,832,000 has
been made on directors' loans, this may be inadequate.

In the circumstances, the accuracy and recoverability of the Directors loans balance of
Kshs.48,873,000 could not be confirmed.

4 Long Outstanding Short-Term Loans to Customers

The statement of financial position reflects net short term loans to customers of
Kshs.889,764,000 and as disclosed in Note 9(b) to the financial statements. Included in
the balance is gross short-term loans to customers balance of Kshs.889,781,000. Review
of the short-term loan portfolio schedule provided reflects arrears of loans amounting to
Kshs.225,135,805 that have been outstanding for more than one year as their maturity
period was 30 June, 2024 and earlier periods with some being outstanding for more than
ten (10) years. Although, Management has engaged an external agency to assist in
recovering these loans, the measures have not yielded positive results.

In the circumstances, the accuracy and completeness of short-term loans to customers
of Kshs.225,135,805 could not be confirmed.

The audit was conducted in accordance with International Standards for Supreme Audit
Institutions (ISSAls). | am independent of the Agricultural Finance 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 qualified opinion.

Emphasis of Matter
Budgetary control and performance

The statement of comparison of Budget and Actual amounts reflects final receipts budget
and actual on comparable basis of Kshs.1,534,500,000 and Kshs.1,300,807,000
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respectively, resulting in under collection amount of Kshs.233,695,000 or 15% of the
budget. Similarly, the Corporation spent Kshs.1,264,054,000 against the budgeted
amount of Kshs.1,423,300,000 resulting in under expenditure of Kshs. 159,246,000
representing 11% of the estimated expenditure. Management has attributed the low
absorption to low commercial activities.

The under collection and under expenditure are an indication that the corporation’s
objectives may not have been achieved and may impact negatively on service delivery to
members of 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 report of the Auditor-General for the year ended 30 June, 2023, various audit issues
were raised under 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 sections. However, as indicated in the Progress on
Follow Up on Prior Year Auditor's Recommendations section of the financial statements,
all these issues had not been resolved as at 30 June, 2024. Management has not
provided satisfactory reasons for the delay in resolving the prior year audit issues.

Other Information

The Directors are responsible for the other information set out on page i to xci which
comprise of Key Entity Information, The Board of Directors, Management Team,
Chairman’s Statement, Report of the Managing Director, Corporate Governance
Statement, Management Discussion and Analysis, Environmental and Sustainability
Reporting, Report of the Directors, Statement of Directors Responsibilities. The Other
Information does not include the financial statements and my audit report thereon.

In connection with my audit on the Agricultural Finance Corporation 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
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| have performed, | conclude that there is a material misstatement of this Other
Information, | am required to report that fact. | have nothing to report in this regard.

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, except for the effect of the matters described in the Basis for Conclusion on
Lawfulness and Effectiveness in the 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
1.0 Staff Costs

The statement of profit or loss and other comprehensive income reflects operating
expenses amount of Kshs.1,229,750,000 which includes staff costs amounting to
Kshs.756, 520,000, as disclosed in Note 7(a) to the financial statements.

Review of records revealed the following anomalies:

1.1Non-Compliance with Two Third Basic Salary Rule

Review of the payroll records provided revealed that 248 employees had deductions over
and above the 1/3 basic rule that were more than two thirds of their basic pay on various
months of the period under review 2023/2024. This was contrary to the provisions of
Section 19 (3) of the Employment Act, 2007 which states that the total amount of all
deductions that 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.

1.2 Irreqularities in Acting Capacity Appointment

Review of the human resource records provided revealed that two (2) members of staff
had been appointed in acting capacity. The two (2) members of staff had acted for more
than six (6) months, earning Kshs. 1,971,385.35 in allowances contrary to Paragraph 8.4
of Agricultural Finance Corporation, Staff Policy and Regulations Manual (2020) states
that no acting appointment on a substantive vacant position shall be made in excess of
six (6) months. The Corporation is required to advertise and fill the position competitively
within these six months. A person appointed into an acting position is entitle to acting
allowance.
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In the circumstances, Management was in breach of the law.

1.3 Non-Compliance with SRC Collective Bargaining Guidelines

Review of human resource records provided for review established that Agricultural
Finance Corporation signed a Collective Bargaining Agreement on 15 December, 2021
for a period of 48 months up to 30 June 2021, which period had already lapsed by the
time the agreement was signed. The retrospective signing of the agreement is an
indication that the parties were ratifying rates in use before the signing of the Collective
Bargaining Agreements (CBA). Salary Remuneration Commission SRC provided basic
salary structure for AFC and advised that the Basic salary structure should form the basis
for negotiation with the trade union for four-year bargaining agreement cycle, However,
AFC continued to use the same old rates contrary to the SRC circular of September 2020.

In the circumstance, Management contravened the terms of the process of collective
bargaining outlined in SRC Revised Guidelines on Collective Bargaining in the Public

Service.

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, except for the effect of the matters described in the Basis for
Conclusion on Effectiveness of Internal Controls, Risk Management and Governance

section of my report, | confirm that nothing else has come to my attention to cause me to
believe that internal controls, risk management and governance were not effective.

Basis for Conclusion
1.0Management of Loan System
1.1 Inconsistent Reports from the Loan Processing System

Review of sets of data maintained by the loan processing systems revealed
inconsistencies that affects its reliability as demonstrated below;
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i. Review of loan disbursement records revealed there was a Loan account that
received disbursement of Kshs.9,999,000. The repayment report showed a total
principal of Kshs.5,200,000 was paid during the financial year 2023/2024, thus,
resulting to an outstanding principal amount of KShs.4,799,000. However, this loan
account was not in the loan portfolio as at 30 June 2024. Management explained
that, the loan, was fully settled within two months of the loan disbursement and
provided loan account indicating the same. However, repayment records from the
same system provided for audit showed that only Kshs.5,200,000 was paid. This
inconsistency indicate weakness in configured output control.

ii. Forty (40) loans had an recalculated principal balance of Kshs.35,694,738, yet the
same were not in the AFC loan portfolio as at 30 June 2024.

iii.  Review of new two thousand one hundred and seventy one (2,171) loans accounts
for the year 2023/2024 and comparison with client list report from the loan
origination system, revealed two (2) cases of loans disbursed before formal loan
approval.

Iv.  Review of disbursements amount and outstanding principal for nine thousand and
nine hundred eighteen (9,918) Loans Portfolio valued at Kshs.9,505,752,157 as at
30 June 2024 revealed that five(5) loan accounts had outstanding principal of
Kshs.33,530,323 while the disbursed loan amount was Kshs.27,115,254 an
indication that the outstanding principal amount was higher than disbursed amount
Further, analysis of Loans Portfolio at the beginning of the financial year 2023/24
also revealed three (3) cases of outstanding principal greater than loan amount,

In view of the above weaknesses in system configuration raises concerns regarding risk
management, the effectiveness of internal controls, and overall adherence to established
procedures contrary to Regulation 23(1) (c) of the Public Finance Management (National
Government) Regulations which provides that the accounting officer is accountable for
maintaining effective systems of internal control and the measures taken to ensure that
they are effective.

1.2Loans Incorrectly Classified as Normal

Loan portfolio as at 30 June 2024 contained 5572 records with the Normal (NOR) health
code ID. However, it was established that 27 accounts with total outstanding amount of
18,861,914.59 were incorrectly classified in normal category instead of watch,
substandard or doubtful categories based on the principal arrears, interest arrears and
collateral registered. Out of the 27, there were 7 accounts without registered collateral.
This implies that the system setting is inconsistent with grading characteristics in section,
7.1.1 under which loans need to be performing in accordance with contractual terms; the
outstanding amounts should be adequately secured by readily marketable security and
the servicing is either up to date or less than six months instalments. The grading
characteristics tabulated in 7.1.2 indicate when a loan should be classified as Normal,
Watch, Substandard, Doubtful and Loss.
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Incorrect classification may result in inadequate provisioning, and ultimately to
overstatement of accounts receivable and net income

The audit was conducted in accordance with ISSAI 2315 and ISSAI 2330. The standards
require that | plan and perform the audit to obtain assurance about whether effective
processes and systems of internal 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 the Management and 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 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 terminate 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
and risk management, and ensuring the adequacy and effectiveness of the control

environment.
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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
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 follow 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: hitps://lwww.oagkenva.qo.ke/auditor-genarals
responsibilities-for-audit/. This description forms part of my auditor's report.
—
FCPA CBS
AUDITOR-GENERAL
Nairobi

31 December, 2024
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