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REPORT OF THE AUDITOR-GENERAL ON GATITU TEA FACTORY 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.
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REPORT ON THE FINANCIAL STATEMENTS
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Qualified Opinion

I have audited the accompanying financial statements of Gatitu Tea Factory Limited set
out on pages 1 to 13 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.
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 Gatitu Tea Factory 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 Kenyan Companies
Act,2015 and the Public Finance Management Act, 2012.

Basis for Qualified Opinion

1.Inaccuracies in the Financial Statements

Review of statement of cash flow revealed an unexplained net variance of
Kshs.41,939,294 between the previous year's audited balances and the comparative
balance for the year under review. The variances are as shown below:

Component
Comparative
Balances (Kshs)

Previous Year's
Balances (Kshs)

Variance
(Kshs)

Debtors

Prepayments
&

-23,842,531 54,761,428 -78,603,959

Creditors
Accruals

&
139,917,969 -108,999,072 248,917,041

Stock -64,186,894 64,186,894. | -128,373,788

Net Changes in
Working Capital 51,888,544 9,949,250 -41,939,294

(-.

.t.

In the circumstances, the accuracy of the statement of cashflows could not be confirmed.

2. Misclassification of Assets

The statement of financial position as disclosed in Note 3 to the financial statements
reflects property, plant and equipment balance of Kshs.1,191,668, which includes
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computers and accessories balance of Kshs.2,112,818. Included in the balance is
Kshs.1,911,722 being the value of solar-powered streetlights installed during the year.
However, streetlights do not qualify to be classified under computers and accessories
and should be reclassified under equipment and depreciated in the respective class.

In the circumstances, the accuracy of the computers and accessories balance of
Kshs.2,112,818 could not be confirmed.

The audit was conducted in accordance with International Standards for Supreme Audit
Institutions (ISSAIs). I am independent of the Gatitu Tea Factory 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.

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 has not resolved the issues or given any
explanation for the failure to resolve them.

My opinion is however not modified in respect of the above 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 Board Management is responsible for the other information set out on page i to xxiv
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
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In connection with my audit on the Factory's '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.

My opinion on the financial statements does not cover the Other Information and
accordingly, I 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, I confirm that nothing 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

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.

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.Inconsistencies in Disclosure of Board of Directors

Review of the financial statements reflects inconsistencies in the disclosure of the board
of directors. Two (2) members of the Board of Directors were disclosed under the board
of director's section, one of the directors being the Chief Executive Officer of the company.
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However, the statement of corporate governance however indicates that the Board of
Nyayo Tea Zones Development Corporation is the same Board that serves Gatitu Tea
factory Limited and Kipchabo Tea Factory which collectively are wholly owned by Nyayo
Tea Zones Development corporation. This statement further discloses eleven (11) board
of Directors four of whom exited the board during the year under audit yet the same were
not disclosed under the board of directors' section.

In the circumstances, the inconsistencies casts doubt on the effectiveness of governance
practices of the factory.

2.The Company's Performance Against the Predetermined Objectives

Review of the statement of performance against predetermined objectives revealed that
the company operational pillars are centered on greenleaf received, made tea processed
and made tea sold. However, the following issues were noted;

The Nyayo Tea Zone Corporation Strategic Plan which outlines the strategic
objectives of Gatitu Tea Factory states in page 40 that the strategy will be
implemented through annual operating plans supported by annual work plans, it
was however noted that the company does not have an annual work plan.

ii. From the strategic plan, the Management had projected that the production of
Greenleaf from the catchment areas and made tea would be 8,973,OOOKgs and
2,064,OOOKgs respectively for 2023/2024. The management however fell below its
target by 946,558Kgs and 328,030Kgs for Greenleaf and made tea respectively.

iii. The profit before tax objective of the company was Kshs.45,533,000 however only
Kshs.2,466,966 was realized leading to an unexplained and undisclosed shortfall
of Kshs.43,066,034.

In the circumstances, the factory did not achieve its predetermined objectives.

3. Lack of Internal Audit Three Year Strategic Plan

During the year under review, examination of the strategic documents of the company
and discussion with the management revealed that it does not have a three-year risk
assessment strategic plan that aids in formulation of an audit plan. This is in contravention
of Regulation 170 of the Public Finance Management (National Government)
Regulations, 2015. A strategic plan is essential for prioritizing audit activities, focusing
resources, strengthening operations, aligning the efforts of employees and stakeholders
towards common goals, and adjusting the department's direction in response to a
changing audit environment.

In the circumstances, the factory lacks a strategic plan to provide a long-range overview
of budgetary needs that will ensure the audit function is adequately resourced to
undertake its mandate
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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.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

As required by the Kenyan Company's Act, 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. In my opinion, adequate accounting records have been kept by the Company, so
far as appears from the examination of those records; and,

iii. The Company's financial statements are in agreement with the accounting records
and returns.

Responsibilities of the Management and Board of Directors

The 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 the 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, the Management is responsible for assessing the .
Company's, ability to continue as a going concern, disclosing, as applicable, matters
related to going concern and using the going concern basis of accounting unless the
Management is aware of the intention to cease operations.

The Management is also responsible for the submission of the financial statements to the
Auditor-General in accordance with the provisions of Section 47 of the Public Audit Act,
2015.

In addition to the responsibility for the preparation and presentation of the financial
statements described above, the 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
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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
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.oaqkenva.qo.ke/auditor-aenerals-
responsibilities-for-audit/. This description forms part of my auditor's report.

FCPA KliTRe^&ilWffl^KCBS
AUDITOR-GENERAL

Nairobi

31 December, 2024
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