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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 oftheAuditor-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 Chemelil Sugar Company
Limited set out on pages 1 to 57, which comprise of the statement of financial position as
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at 30 June, 2024, statement of profit and loss and other comprehensive income,
statement of changes in equity, statement of cash flows and the statement 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 Chemelil Sugar 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 and comply with the Companies Act,
2015 and the Public Finance Management Act, 2012.

Basis for Qualified Opinion

1. Long Outstanding Trade and Other Receivables

The statement of financial position reflects a balance of Kshs.295,530,665 in respect of
trade and other receivables as disclosed in Note 23(a) to the financial statements. The
balance of 295,375,993 is net of provision for impairment cost of Kshs.507,841,899 from
gross balance of Kshs.803,217,892. However, Management did not provide supporting
documents to impairment provision.

In addition, review of the ageing analysis of the gross trade and other receivables balance
of Kshs.803,217,892 revealed debtors with balances of Kshs.14,626,137 had been
outstanding for more than 120 days which casts doubt on their recoverability. The amount
also includes staff receivables of Kshs.24,389,149 whose imprest warrants and other
supporting documents were not provided for audit review. However, Management has not
acted to recover the long outstanding imprests from the staff payroll.

In the circumstances, the accuracy, completeness and recoverability of trade and other
receivables balance of Kshs.295,530,665 could not be confirmed.

2. Bank and Cash Balances

The statement of financial position and as disclosed in Note 26 to the financial statement
reflects cash and bank balances of Kshs.58,217,737 held in seven (7) bank accounts.
However, the following anomalies were noted:

a) The bank reconciliation statement for the main bank account reflects balance as per
the cashbook as negative Kshs.8,176,418 while the actual cashbook reflects a
balance of negative Kshs.8,672,918 resulting in a variance of Kshs.496,500 which
was not reconciled;

b) The cashbook for the main bank account was overdrawn byKshs.8,176,418 and has
been netted off from other bank accounts with debit balances instead being reported
separately under current liabilities;
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c) The project account cashbook balance was Kshs.2,045,749 while the financial
statements reflect a balance of Kshs.6,170,434 resulting in an unreconciled variance
ofKshs.4,124,685;and

d) Review of cash count report as at year end indicated an amount of Kshs.500,000 as
having been lost while in transit. There was however no evidence of management
having instituted measures to recover the lost amount while its treatment in the
financial statements is unclear.

In the circumstances, the accuracy and fair statement of the reported cash and bank
balances of Kshs.58,217,737 could not be confirmed.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). I am independent of the Chemelil Sugar 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 total revenue of
Kshs.2,054,694,484 against a final budget of Kshs.4,620,406,974 resulting in a shortfall
of Kshs.2,565,712,490 or 56% of the budgeted revenue. The shortfall was mainly
attributed to low sales of 14,776 tonnes of sugar against the budgeted of 47,209 tonnes
attributed to cane shortage for the period June, 2023 to December, 2023 resulting to
closure of the milling plant. In addition, the company made a loss of Kshs.103,813,493
instead of the budgeted surplus of Kshs.322,217,930.

In the circumstances the Company's ability to continue operating as a going concern is
doubtful.

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. 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 Information

The Directors are responsible for the Other Information set out on page iii to xxi which
comprise of The Board of Directors, Management Team, Chairman's Statement, Report
of the Chief Executive Officer, Corporate Governance Statement, Management
Discussion and Analysis, Report of the Directors and the Statement of Directors'
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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.

Basis for Conclusion

1. Trade and Other Payables

1.1 Long Outstanding Trade Payables

The statement of financial position reflects a balance of Kshs.2,668,594,412 as disclosed
in Note 34 to the financial statements. However, analysis of the trade payables ledgers
provided for audit revealed that payables amounting to Kshs.277,846,374 related to
invoices that were outstanding for more than 120 days contrary to Regulation 150(1) of
the Public Procurement and Asset Disposal Regulations, 2020 which requires that subject
to availability of funds and after proper certification of goods, works or service prompt
payments are made within 60 days from the date of receipt of an invoice. In addition, the
Company did not have credit policy to guide on debt settlement.

1.2 Outstanding Tax Arrears

Review of the accounts payables listing provided for audit revealed that the Company
owed Kenya Revenue Authority an amount of Kshs.606,753,460 as at 30 June, 2024.
The company is at risk of incurring penalties and interest with the delayed settlement of
taxes.

2.2 Long Outstanding Payroll Arrears and Unremitted Statutory Deductions

An analysis of a list of payroll liabilities provided for audit revealed that payables
amounting to Kshs. 1,356,026,520 relating to non-remitted statutory payroll deductions
such as NSSF, NHIF, Pension deductions and salary arrears remained outstanding as at
30 June, 2024 resulting in penalties on pension arrears of Kshs.134,294,245 which was
avoidable if the statutory deductions are remitted on timely manner.
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In the circumstances, Management was in breach of law.

2. Fixed Assets Management

2.1. Non-Revaluation of Fully Depreciated Assets

Review of the fixed assets register revealed assets classes at a historical cost of
Kshs.77,428,941 including agricultural machinery and equipment, furniture and fittings
and motor vehicles which had historical costs of Kshs.2,182,109, Kshs.50,259,040 and
Kshs.24,987,792 respectively, but fully depreciated. It was however noted that the assets
were still in use and ought to have been subjected to a revaluation in line with IAS 16.31
which states that revaluations should be carried out regularly, so that the carrying amount
of an asset does not differ materially from its fair value at the balance sheet date.

In the circumstances, the carrying values of the fully depreciated assets is not compliant
(^ with the reporting framework.

2.2. Unutilised Irrigation Equipment

Review of the fixed assets register revealed idle sprinkler irrigation equipment valued at
Kshs.4,743,218 which had been kept in store after stoppage of the irrigation project in
2017. The sprinkler is at risk of deterioration and continued loss in value.

2.3. Grounded Machinery

Physical inspection of assets revealed twenty-eight (28) machineries were grounded and
needed repair. However, there was delay in undertaking the repairs which negatively
impacted on service delivery.

In the circumstances, the value for money on grounded and non-utilized assets could not
be confirmed.

3. Non-Compliance with Environmental Management Provisions

3.1 Use of Asbestos in Estates

Audit inspection of the Company's estates revealed that most of the buildings were roofed
with asbestos contrary to the Environmental Management and Coordination (Waste
Management) Regulations 2006 and the Occupational Safety and Health Act, No. 15 of
2007 which classify asbestos as hazardous waste.

3.2 Hazardous Disposal of By-Product (Bagasse)

Audit inspection on the disposal of bagasse revealed that a portion of bagasse was used
to fuel the boiler while the rest was disposed-off nearby to the factory forming a huge
heap. This was contrary to Occupational Safety and Health Act, No. 15 of 2007 and it
poses the risk of catching fire and spreading it to the factory causing massive damages.

In the circumstances, Management was in breach of law.
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4. Failure to File Annual Returns with the Registrar of Companies

The Company has not filed its returns with the Registrar of Companies since 2015, in
breach of the Companies Act, 2015. The Company continues to incur penalties with the
delays in filing the annual returns.

In the circumstances, Management was in breach of law.

5. Irregularities in Imprest Management

Review of Chemelil Sugar Company's imprest management system revealed that imprest
holders surrendered imprests after lapse of more than 7 days while others held multiple
imprests, contrary to Regulation 93(5) and 93(8) of the Public Finance Management
(National Government) Regulations, 2015 which provides that, an officer must surrender
an imprest within seven working days and cannot be issued with another imprest before
surrender of the first one.

Further, temporary imprests amounting to Kshs.1,408,718 were issued to officers for
purchase fuel and air tickets for directors despite having prequalified suppliers in place
who could render the services and bill the Company later.

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

6. Non-Compliance with Law on Ethnic Composition and Gender Parity

Review of payroll records revealed that the Company had a total of 419 permanent staff
members. However, 48% of the of the staff were from the dominant ethnic community
contrary to Section 7(1 and 2) of the National Cohesion and Integration Act, 2008 which
stipulates 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.

Further, of the 419 permanent staff, 80% of the work force were male and 20% were
female contrary to Section B.22.(2) of the Public Service Commission Human Resource
Policies and Procedures Manual, 2016 which states that, "the Government will endeavor
to have a gender balanced Civil Service by ensuring that not more than 2 /3 of positions
in its establishment are filled by either gender."

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

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. Lack of Share Certificate and CR12

Management did not provide the CR12 and the Original Share Certificate issued by the
registrar of companies showing names of current Company Directors and Shareholders.

In the circumstances, the registration and beneficial shareholding of the Company could
not be confirmed.

2. Weaknesses in Information Technology (IT) Internal Controls

During the year under review, the Company did not have an approved Information
Technology Security Policy, IT Strategic Plan and IT Continuity Plan. As a result, critical
data/information may not be recovered in case of occurrence of a disaster or cyber-attack.

In the circumstances, the Company lacked effective Information Technology Internal
Controls.

3. Regularity of Human Resource Management Practices

Review of human resources records and human resource management practices within
the Company revealed the following anomalies;

3.1. Lack of an Approved Staff Establishment

Review of records revealed that the Company did not have in place an approved staff
establishment to indicate the authorized staffing levels for each category of employee and
or any variance thereof. Further, no evidence was provided for audit to confirm the
Company had carried out job evaluation to determine the staff requirements for each
category.

3.2. Lack of Human Resource Plans

During the year under review, the Company operated without Human resource and
recruitment plans as required by section B (2) of the Human Resource Policies and
Procedures Manual 2016.
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3.3. Staff Serving in Acting Capacity

Review of the payroll and the human resource records revealed that one hundred and
thirty-one (131) employees had been serving in acting positions for more than 6 months;
contrary to the Human Resource policy manual. It was also noted that the officers had
been drawing acting allowances for the period under review.

3.4. Accrued Leave Days

During the year under review, it was noted that several staff of Company had accumulated
14,744 leave days resulting in a leave liability amounting to Kshs.23,804,972; contrary to
Section E.3(1) of the Human Resource Policies and Procedures Manual for the Public
Service, 2016 which stipulates that annual leave is a right to every public officer and will
be granted for recuperative purposes to enable the officer renew his energies and
improve on efficiency.

In the circumstances, leading human resource management practices and compliances
with Human Resource Policies and Procedures Manual for the Public Service, 2016 ould
not be confirmed.

4. Low Yields Below the Industry Standard of 10%

Daily factory reports provided for audit indicated that the Company milled 230,479 tons
of cane during the year and produced 15,824 or 15 % of the raw material conversion ratio
(rendement) which is above the recommended threshold of 10%. This was contrary to
Regulation 21 (a) of the Crop Sugar Regulations, 2020 which provides that the miller shall
strive to mill sugarcane efficiently to realize maximum returns for both parties by achieving
the following standards; in the case of sugar cane, ton cane/ton sugar ratio of 9 or
rendementof 10%.

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

5. Under-Staffed Internal Audit function

Review of the 2023/2024 internal audit work revealed that the internal audit function
targeted nine (9) audit areas. However, it was noted that the audit covered only three (3)
audit areas which includes Human resource, procurement and nucleus estate operation
audit, this was attributed to understaffing in the department with only two (2) staff against
the staff establishment of seven (7).

In the circumstances, monitoring and review of the effectiveness of the internal controls,
risk management systems and governance systems in the company could not be
confirmed.

The audit was conducted in accordance with ISSAI 2315 and ISSAI 2330. The standards
require that I plan and perform the audit to obtain assurance about whether effective
processes and systems of internal controls, risk Management and overall governance
were operating effectively in all material respects. I believe that the audit evidence I have
obtained is sufficient and appropriate to provide a basis for my conclusion.
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REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

As required by the Companies Act, 2015, I report, based on my audit, that:

i. 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 page xx is consistent with the financial
statements; and

iii. The auditable part of the Directors' remuneration report on page 35 has been properly
prepared in accordance with the Companies Act, 2015.

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
Company's ability to continue as a going concern, disclosing, as applicable, matters
related to going concern and using the going concern basis of accounting unless
Management is aware of the intention to 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 Company's financial reporting
process, reviewing the effectiveness of how Management monitors compliance with
relevant legislative and regulatory requirements, ensuring that effective processes and
systems are in place to address key roles and responsibilities in relation to governance
and risk management, and ensuring the adequacy and effectiveness of the control
environment.

Auditor-General's Responsibilities for the Audit

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 (ISSAIs). The standards require
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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: https://www.oac)kenva.go.ke/auditor-generals-

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

sn aFCPA
AUDITOR-GENERAL

Nairobi

30 December, 2024
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