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REPORT OF THE AUDITOR-GENERAL ON AGRO-CHEMICAL AND FOOD
COMPANY LIMITED FOR THE YEAR ENDED 30 JUNE, 2024

PREAMBLE

I 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.

REPORT ON THE FINANCIAL STATEMENTS

Qualified Opinion

I have audited the accompanying financial statements of Agro-Chemical and Food
Company Limited set out on pages 38 to 91, which comprise of the statement of financial
position as at 30 June, 2024, and the statement of profit or loss and other comprehensive
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income, statement of changes in equity, statement of cash flows, and the 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
respects, the financial position of Agro-Chemical and Food Company Limited as 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 (IFRS) and comply with the
Companies Act, 2015 and the Public Finance Management Act, 2012.

Basis for Qualified Opinion

1. Material Uncertainty Related to Going Concern

The statement of profit or loss and other comprehensive income reflects a loss of
Kshs.758,025,948 (2022/2023-loss Kshs.887,953,525). Further, the current liabilities of
Kshs.11,991577,979 exceeds the current assets of Kshs.1,352,046,934 by
Kshs.10,639,531,045. In addition, the shareholder's funds had a deficit of
Kshs.8,121,388,398 rendering the Company technically insolvent. However, this fact was
not disclosed in the notes to the financial statements as required under IAS 1:25 on
presentation of financial statements. Management did not demonstrate tangible
measures being undertaken to reverse the negative trend which casts doubt on the
Company's going concern.

In the circumstances, these conditions alongside other matters on profitability are
indicative of the Company's inability to continue as a going concern.

2. Unsupported Cost of Materials, Energy and Packing

The statement of profit or loss and other comprehensive income reflects
Kshs.1,686,360,156 in respect of cost of sales as disclosed in Note 7 to the financial
statements. Included in this amount is materials, energy and packing cost of
Kshs.1,348,629,964, out of which Kshs.1,054,928,824 was in respect of molasses
received during the year under. Review of the procurement plan for the year under review
revealed that Management planned to use specially permitted procurement method to
procure molasses. However, tender evaluation reports, approved professional opinions
and other related procurement documents in support of the procurement of 55,804 tons
of molasses were not provided for audit review.

In the circumstances, the accuracy and validity of cost of molasses received during the
year valued at Kshs. 1,054,928,824 could not be confirmed.

3. Inaccuracies in Inventories

The statement of financial position and as disclosed in Note 17 to the financial statement
reflects a balance of Kshs.324,844,578 in respect of inventory and work in progress.
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However, the stock take report reflected Kshs.317,267,110 resulting to a variance of
Kshs.7,577,468 which was not reconciled or explained.

In the circumstances the accuracy of inventory and work in progress balance of
Kshs.324,844,578 could not be confirmed.

4. Trade Payables with Debit Balances

The statement of financial position and as disclosed in Note 24 to the financial statements
reflects trade and other payables balance of Kshs. 1,045,340,276, out of which
Kshs. 184,910,010 relates to payables with debit balances. However, the amounts have
not been reclassified to receivables as required by the standards. Further, of this amount,
Kshs.57,433,128 has been outstanding accounts for periods exceeding 120 days
indicative of Company making prepayments to suppliers.

In the circumstances, the accuracy and completeness of trade and other payables
balance of Kshs. 1,045,340,276 could not be confirmed.

5. Long Outstanding Trade and Other Receivables

The statement of financial position and as disclosed in Note 18 to the financial statements
reflects receivables balance of Kshs.816,577,996, which was an increase of
Kshs. 177,602,798 compared to the prior year balance of Kshs.638,975,198. Review of
the aging analysis provided for audit review indicated that out of the total amount of
Kshs.Kshs.816,577,996, debtors of Kshs.552,162,803 or 67% of the dues were
outstanding for more 120 days with some dating back to the year 2005.

In the circumstances, the accuracy and recoverability of the receivables balance of
Kshs.816,577,996 could not be confirmed.

The audit was conducted in accordance with International Standards for Supreme Audit
Institutions (ISSAIs). I am independent of the Agro-Chemical and Food Company Limited
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

The statement of comparison of budget and actual amounts reflects revenue budget
Kshs.2,653,625,500 against actual receipts of Kshs. 1,654,279,225 resulting in an
underperformance of Kshs.999,346,275 or 38% of the budget.

In the circumstances, the underperformance may have negatively affected the operations
of the Company.

My opinion is not modified on the effects of this matter.
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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. Except for the matters described in
the Basis for Qualified Opinion section, I have determined that there are no other key
audit matters to communicate in my report.

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, Management had not resolved the issues as at 30 June, 2024 or
given any explanation for the failure to resolve them.

Other Information

Directors are responsible for the other information set out on page 3 to 36 which comprise
of Key Company Information, the Board of Directors, Management Team, Chairman's
Statement, Report of the Resident Director and Chief Executive, Statement of
Performance against Predetermined Objectives for the financial year 2023/2024,
Corporate Governance Statement, Management Discussion and Analysis, Environmental
Sustainability Reporting, Report of the Directors and the Statement of Director's
Responsibilities. The Other Information does not include the financial statements and my
audit report thereon.

In connection with my audit on the Company'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 I have performed,
I conclude that there is a material misstatement of this Other Information, I am required
to report that fact. I 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, 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.
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Basis for Conclusion

1. Irregular Payments for Goods before Delivery

Review of purchase orders and movement schedules under costs of sales revealed that
during the year under review, Management prepaid for two thousand one hundred and
twenty-five (2,125) tons of molasses valued at Kshs.28,094,660. No explanation was
provided for payment for the products before delivery. This was contrary to Section 146
of the Public Procurement and Asset Disposal Act, 2015 which requires that no works,
goods or services contract shall be paid for before they are executed or delivered and
accepted by the Accounting Officer of a procuring entity.

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

2. Non-Submission of Annual ALMANAC

Audit review of board documents revealed that Management did not provide evidence of
submission of their annual ALMANAC to State Corporations Advisory Committee (SCAC)
through the parent Ministry of Agriculture. This was contrary to the Office of the President
Circular Ref. OP/CAB.9/1A dated 11 March, 2020 which requires that all Board of
Directors to submit their annual ALMANAC through the Ministry on 30 June of every year.

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

3. Irregular Recruitment

Review of the personnel records revealed that Management recruited drivers. However,
one driver did not meet the minimum qualification as per the advertisement as he did not
have six (6) years driving experience, suitability test for Drivers Grade I from the Ministry
of Roads and Public Works, First-Aid Certificate Course lasting not less than one (1) week
from a recognized institution and general computer knowledge. Further, the driver did not
go through the recruitment process as required.

Further, Management advertised for two vacant posts in the local dailies which closed
after nine (9) and fourteen days respectively. This was contrary to Section B 4(1) of the
Public Service Commission Human Resource Policies Manual, 2016 which requires
Government agencies to advertise all vacant posts in a manner that reaches the widest
pool of potential applicants and allow for at least twenty-one (21) days before closing the
advert.

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

4. Unauthorized Posts in the Staff Establishment

Review of the staff establishment provided revealed that the staff establishment for
environmental assistant was five (5) against the actual in post of six (6). Further, the staff
establishment indicated that Human Resource Assistant cadre was over established by
one officer. No justifiable explanation was provided for the over establishment.
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In the circumstances, Management was in breach of the Company's policies.

5. Non-Compliance with one Third of Basic Pay Rule

The statement of profit or loss and other comprehensive income reflects administration
expenses of Kshs.262,847,245. Included in this amount is an amount of
Kshs.113,910,667 relating to salaries for one hundred and twenty-one (121) officers.
Review of payrolls for the year under review revealed that the officers received salaries
that were less than one third of their basic salaries. This was contrary to Section 19(3) of
Employment Act, 2007 provides that without prejudice to any right of recovery of any debt
due, and notwithstanding the provisions of any other written law, the total amount of all
deductions which under the provisions of subsection (1), may be made by an employer
from the wages of his employee at any one time shall not exceed two-thirds of such wages
or such additional or other amount as may be prescribed by the Minister either generally
or in relation to a specified employer or employee or class of employers or employees or
any trade or industry.

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

6. Non-Compliance with the Law on Ethnic Composition

Review of the personnel records revealed that the Company had two hundred and thirty-
one (231) members of staff out of whom one hundred and twenty-two (122) or 53% were
from the dominant community. This was contrary to Section 7(1) and (2) of the National
Cohesion and Integration Act, 2008 which states that, all public offices shall seek to
represent the diversity of the people of Kenya in the employment of staff and that no
public institution shall have more than one-third of its staff establishment from the same
ethnic community. Further, review of the payroll for the month of June, 2024 revealed that
out of two hundred and thirty-one (231) officers, one hundred and eighty-five (185) were
males while only forty-six (46) were female, which translates to 20% of the total work
force.

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

7. Irregular Engagement of Legal Consultants

The statement of profit or toss and other comprehensive income reflects administration
expenses of Kshs.262,847,245 as disclosed in Note 11 to the financial statements.
Included in this amount is Kshs.672,340 relating to legal costs. However, review of
records revealed that the Attorney General did not authorize the engagement of the law
firm. This was contrary to Section 17(1) of the Office of the Attorney General Act, 2012
which provides that no Ministry or Department shall engage the services of a consultant
to render any legal services relating to the functions of the Attorney General without the
approval of the Attorney General.

In the circumstances, Management was in breach of the law.
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8. Long Outstanding Trade and Other Payables

The statement of financial position and as disclosed in Note 24 to the financial statements
reflects trade and other payables balance of Kshs. 1,045,340,275 out of which an amount
of Kshs.326,432,926 relates to trade payables. Review of the aging analysis for the trade
and other payables revealed that trade payables amounting to Kshs.214,037,896 had
been outstanding for over 120 as at year end. It was not clear why Management did not
settle the outstanding accounts as a first charge.

Failure to settle accounts payable when the fall due may result avoidable costs being
incurred in the form of fines and penalties.

9. Failure to Pay Interest on Loan

The statement of profit or loss and other comprehensive income and as disclosed in Note
26 to the financial statements reflects a loan balance of Kshs.10,910,726,102. Review of
loan schedule revealed that the Company had accumulated loan default interest totalling
to Kshs.345,457,152. Management did not demonstrate any efforts made to pay the
outstanding loan interest.

Failure to settle accounts payable when the fall due may result unnecessary costs in form
fines and penalties

10. Failure to Service Borrowings

The statement of financial position and as disclosed in Note 26 to the financial statements
reflects loans balance of Kshs. 10,910,726,102. The company took a seven-year loan of
Kshs.2,941,884,000 from a club in 1995 for construction of the factory vide a loan
agreement dated 19 October, 1995 at an interest rate of 7% per annum. However, the
company had not repaid the loan as at the time of audit, resulting in an accumulated
interest on the loan of Kshs.6,781,042,545. In addition, the Company took a GOK loan of
Kshs.826,074,772.80 in 1995 and last serviced the loan in the year 2017. The loan had
accumulated interest amounting to Kshs.1,187,799,558. Management did not
demonstrate measures taken to repay the loans.

Failure to settle accounts payable when the fall due may result unnecessary costs in form
fines and penalties.

The audit was conducted in accordance with ISSAI 3000 and ISSAI 4000. The standards
require 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.
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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, 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. Goods not Invoiced

Review of stores records provided by Management revealed that goods received of
Kshs.17,918,741 were not invoiced or posted in the store's ledgers. Further, it was noted
that postings recorded had no monetary value attached to them while others had negative
balances. In addition, the records revealed that some postings remained unreconciled
since July, 2022.

In the circumstances, the effectiveness of controls on inventory management could not
be confirmed.

2. Failure to Meet Audit Committee Meetings Threshold

During the year under audit, the Audit and Risk Committee held two meetings, on 28
November, 2023 and 31 May, 2024 as per the meeting minutes provided for audit review.
This was contrary to Kenya Gazette No. 40 on frequency and timings of meetings which
requires the Committee to meet at least quarterly.

In the circumstances, the existence of an effective oversight mechanism to ensure
efficient systemof internal controls could not be confirmed.

3. Non-implementation of Internal Audit Recommendations

Review of the internal audit recommendations report revealed that most
recommendations made by the internal auditor and audit committee on various issues
remained unresolved by the Management. Review of an audit committee report tabled at
the 53rd virtual/physical meeting held on 3 October, 2024 indicated that out of the thirty-
three (33) resolutions only seven (7) issues had been acted upon by the Management.

In the circumstances, the effectiveness of internal controls and governance systems 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
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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.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

As required by the Companies Act, 2015, I 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;

ii. The information given in the Directors' report on pages 34 to 35 is consistent with the
financial statements; and

The auditable part of the Directors' remuneration report on page 76 has been properly
prepared in accordance with the Companies Act, 2015.

Responsibilities of the Management and the Board of Directors

Management is responsible for the preparation and fair presentation of 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
Hospital'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 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 are responsible for overseeing the Company 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 of Supreme Audit Institutions (ISSAIs). The standards require
that, in conducting the audit, I 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 I 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, I
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, I 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: httDS://www.oaqkenva.ao.ke/auditor-c)enerals-

responsibilities-for-audit/. This description forms part of my auditor's report.

sancy aFCPA
AUDITOR-GENERAL

Nairobi

31 December, 2024
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