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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
Government achieves value for money and that such funds are applied for the
intended purpose.

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

| have audited the accompanying financial statements of Kenya National Shipping Line
Limited set out on pages 1 to 41, which comprise the statement of financial position as at
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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 2289 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 Kenya National Shipping Line Limited 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. Trade and Other Receivables Balance

The statement of financial position reflects trade and other receivables balance
of Kshs.46,330,588 as disclosed in Note 19 to the financial statements. The balance
includes trade receivables balance of Kshs.3,576,288 after provision for doubtful
receivables of Kshs.38,132,040. However, the Company lacked approved credit policy
for expected credit loss. Further, Management requested for write off of losses of
Kshs.32,000,000 vide letter Ref. ZZ MOF 279/01 dated 21 February, 2023 from The
National Treasury. The National Treasury responded with a request for a detailed brief
of the losses and efforts made by the Company to recover them. However, no evidence
was provided to confirm that the Company had complied with the request from The
National Treasury.

In the circumstances, the accuracy and completeness of the trade and other receivables
balance of Kshs.46,330,588 could not be confirmed.

2. Current Liability Due to Related Parties Balance

The statement of financial position reflects current liability due to related party balance of
Kshs.35,583,105 as disclosed in Note 23 to the financial statements. The balance
includes Kenya Ports Authority (KPA) balance of Kshs.26,675,186 which differ from
balance reflected in KPA financial statements of Kshs.28,178,000 resulting in
unreconciled variance of Kshs.1,502,814.

In the circumstances, the accuracy and completeness of current liability due to related
party of Kshs.35,583,105 could not be confirmed.

3. Unsupported Income Tax Expense

The statement of profit or loss and other comprehensive income reflect Nil income tax
expense for the year. A reconciliation of tax expense to the expected tax based on profit
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reflected in Note 14 to the financial statements include Kshs.3,353,248 being tax effects
on expenses not deductible for tax purposes and Kshs.2,009,262 in respect of tax effects
on income not taxable However, the composition and details of the expenses and
incomes referred to above were not provided for audit.

In the circumstances, the accuracy and completeness of tax expense could not be
confirmed.

4. Non-Compliance with International Accounting Standards (IAS) 20 on
Accounting for Government Grants

The statement of financial position reflects capital grants from Government of
Kshs.183,000,000. The balance includes amount of Kshs.118,000,000 being grants
received during the year for operational support. However, the amount was not disclosed
in the statement of profit and loss and other comprehensive income, yet it was intended
for operational support for recurrent expenditure. This is contrary to the requirements
under IAS 20 on treatment of government grants and the matching principle.

Further, the statement of changes in equity reflects write back for capital grants from
Government to accumulated deficit of Kshs.449,090,000 an indication that the grants
could have been provided to cover operational expenditure. The write back is inconsistent
with the treatment of the grants received during the year which was treated as a capital
grant.

In the circumstances, the completeness and accuracy of government grants of
Kshs.183,000,000 could not be confirmed.

5. Change in Ordinary Share Capital

The statement of changes in equity reflects ordinary share capital of Kshs.168,600,000
(comprising 168,600 ordinary shares of Kshs.1,000 each). The following observations
were noted:

i. As reported in the previous year, the increase was as a result of reorganization of
share capital by allocation of 19,335 ordinary shares of Kshs.1,000 each to the
Kenya Ports Authority, increasing the Authority's shareholding from 70,023 to
89,358 shares. An additional 55,742 ordinary shares of Kshs.1,000 each was
allocated to M/S SAS Shipping Agencies Services SARL in respect of
Kshs.54,346,500 paid to the Kenya National Shipping Line Limited (KNSL) by M/S
Heywood Shipping Company Limited and Kshs.1,395,500 in new capital call paid
by M/S SAS Shipping Agencies Services SARL, all totalling Kshs.55,742,000.

ii. Further, the reorganization of share capital entailed transfer of 11,750 ordinary
shares of Kshs.1,000 each by M/S Unimar and a similar number of shares by M/S
DEG to M/S SAS Shipping Agencies Services SARL.

iii. The changes in shareholding structure reduced the Kenya Ports Authority equity
ownership in the Company by 22% from 75% to 53%, while reducing M/S Unimar
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and M/S DEG's equity from 13% each to nil and increasing M/S SAS Shipping
Agencies Services SARL shareholding from zero to 47%. Information provided
indicates that this was done in compliance and fulfilment of a Memorandum of
Understanding between the Cabinet Secretary for Infrastructure, Housing and
Urban Development and Mediterranean Shipping Company (MSC) of
August, 2018. The Memorandum of Understanding required KNSL to give M/S
Heywood the opportunity to convert its economic interest in KNSL shareholding
and to complete the allocation of necessary shares to increase M/S Heywood's
shareholding to not less than 47%.

iv. The Memorandum of Understanding further required that the restructured KNSL
be given a place at the Port of Mombasa to operate from. Consequently, a
Terminal Operation Agreement transferring the operation and management of
Container Terminal 2 (CT2) at the port of Mombasa to KNSL, was signed between
the Kenya Ports Authority and the Kenya National Shipping Line Limited on
24 January, 2022. However, available information indicates that there is a court
case seeking stoppage of transfer of the operation and management of CT2 to
KNSL.

v. In addition, due diligence on MSC and its affiliates was to be concluded and The
National Treasury provided an undertaking that all the necessary steps would be
followed in order to adhere to the laws, regulations and procedures for achieving
better value for the Kenyan public. However, documentary evidence detailing how
M/S SAS Shipping Agencies Services SARL was selected as an equity holder in
KNSL was not provided for audit review.

vi. The Company received Government grants of Kshs.118,000,000 during the period
under review. It is not clear why grants are sent directly to the Company whose
government shareholding is through Kenya Ports Authority.

In the circumstances, the Company’s equity shareholding could not be confirmed.

6. Property, Plant and Equipment Balance

The statement of financial position reflects property, plant and equipment balance of
Kshs.4,502,694 as disclosed in Note 16 to the financial statements. The property, plant
and equipment movement schedule indicate the motor vehicles net book value is Nil while
the Company has five (5) vehicles which it derives benefits from the use. However, the
value of the vehicles is not included in the property, plant and equipment balance as
required by International Accounting Standard No 16 that requires revaluations be carried
out regularly so that carrying amount of assets does not materially differ from its fair value
at the balance sheet date.

Further, three (3) vehicles had no blue number plates contrary to Rule 12 of the Traffic
Act (Registration Plates) Rules Legal Notice 62 of 2016 while review of work tickets
revealed that eight (8) staff employed and designated in various departments for different
roles engaged in driving the Company cars without express authority to do so.
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Management did not explain why staff not designated as drivers took on the responsibility
and how they were selected and vetted to confirm their suitability to undertake the driving
duties. The actions exposed the company to peril in case of an accident that may not be
indemnified since the vehicles were being driven by un authorized persons.

In addition, information provided by Management indicated that the former Ag. Managing
Director was designated a vehicle for self-drive as provided in the employment terms of
service. However, Management did not provide evidence that provision of a vehicle was
part of the terms of service for the Acting Managing Director. Further, no benefit was
accrued to the staff for purpose of tax computation.

In the circumstances, the completeness and accuracy of property, plant and equipment
balance of Kshs.4,502,694 could not be confirmed.

7. Unsupported Loan Repayment

The statement of financial position reflects borrowings balance of Kshs.22,211,000 as at
1 July, 2023 and Nil balance as at 30 June, 2024. However, the borrowing as at
1 July, 2023 was not supported with a loan agreement and disbursement schedule.

Further, during the year under review Management paid Kshs.28,200,000 to unnamed
third party and disclosed the same as loan from the shareholder repayment. However,
the payment was not supported by an approved budget provision, Board resolution and
instruction from the shareholder indicating that the same should be paid to the third party.

In the circumstances, the completeness and accuracy of borrowings balance and
regularity of the loan repayment could not be confirmed.

The audit was conducted in accordance with International Standards for Supreme Audit
Institutions (ISSAIls). | am independent of the Kenya National Shipping Line Limited
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 comparation of budget and actual amounts reflects final revenue budget
and actual on comparable basis of Kshs.203,990,796 and Kshs.149,319,838 respectively
resulting to an under funding of Kshs.54,670,958 or 27% of the budget. Similarly, the
Company expended Kshs.125,876,742 against an approved budget of Kshs.203,990,796
resulting to an under-expenditure of Kshs.78,114,054 or 39% of the budget. The under-
utilization negatively affected the implementation of planned activities.

My opinion is not modified in respect of this matter
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Key Audit Matter

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, | have determined that there are no other key
audit matters to communicate in my report.

Other Matter
Prior Year Unresolved 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. The issues remained outstanding as at 30 June, 2024.

Other Information

The Directors responsible for the other information set out on page Ill to XXVII which
comprise of Key Company Information and Management, 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,
Statement of Performance Against Predetermined Objectives. The Other Information
does not include the financial statements and my audit report thereon.

In connection with my audit on the 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 | have performed,
| conclude that there is a material misstatement of this other information and | am required
to report that fact. Based on the audit procedures performed and the matters described
in my Basis for Qualified Opinion, | confirm that other information is not materially
inconsistent with the financial statements.

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

REPORT ON LAWFULNESS AND EFFECTIVENESS IN THE USE OF PUBLIC
RESOURCES

Conclusion

As required by Article 229(6) of the Constitution, based on the audit procedures
performed, except for the effect of the matters described in the Basis for Conclusion on
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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. Irregular Accumulation of Leave Days

Review of staff personal files indicated that the Board on various instances resolved to
send the previous Acting Managing Director on leave for a total of one hundred and thirty-
nine (139) days out of which one hundred and nine (109) days were from previous
financial years. Management did not provide of the application of leave during the
previous years and board’s deferment decision due to exigencies of work. The leave days
may have therefore been carried forward contrary and in violation of Section E.3.(iv) of
the Public Service Commission Human Resources Policies and Procedures Manual,
2016 which states that annual leave is not accumulable and that an officer may if so wish
carry forward from one leave year to another, not more than one half of his annual leave
entitlement. Further, it was noted that management had approved roll-over of more than
the prescribed fifteen (15) leave days for various employees.

In the circumstance, Management was in breach of the Public Service Commission
Human Resource Policies and Procedures Manual.

2. Use of Outdated Service Income Rates and Performance

The statement of profit or loss and other comprehensive income reflects service income
of Kshs 2,057,542 as disclosed in Note 7 to the financial statements. The income was
realized from shipping services offered to customers during the year. Review of
supporting documentation revealed that the income was based on outdated tariffs which
were valid for the period 2003 to 2019. The management has not provided evidence on
the efforts made to revise the rates.

Further, the operational and financial performance report indicates that the Company
handled 42 twenty-foot equivalent (TEUS) containers during the financial year under
review. This was a drop from the 119 TEUS handled the previous year. The performance
was dismal for a Shipping Company with a Marketing Department and a workforce of
nineteen (19) staff. The performance is an indication that the entity only undertook
administrative activities during the period and minimal operational and revenue
generating activities. Management did not provide details of planned and undertaken
activities geared towards marketing of revenue generation core mandate to other
Government institutions.

In the circumstances, the shareholders (GoK) did not obtain value for money for services
rendered and investment in the company.

3. Wasteful Rental Expenditure

The statement of profit or loss and other comprehensive income reflects administrative
costs amount of Kshs. 76,911,014 as disclosed in Note 12 to the financial statements. The
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amount includes rental expense of Kshs.20,627,798. Review of supporting documents
revealed that an amount of Kshs.691,531 was expenditure on rent for office space at
Missions to Seamen Building whose rental lease agreement between the Company and
the landlord had expired on 31 March 2023. However, the management continued to pay
rent without a valid lease agreement.

Further, the rent expenditure include payment for office space at a building located in
Mombasa Town Central Business District. The offer of lease indicated that rent was
chargeable at Kshs.100 per square feet and Kshs.20 service fees per month for a six (6)
year lease from 1 August, 2022. However, the lease agreement does not have an exit or
termination clause which commits the Company to pay Kshs.138,654,915 which may be
equal to the cost of constructing own office. Further, the offer letter expressly forbids the
transferring, assignment or subletting of the leased office space.

In addition, physical inspection of the leased office space during the month of
November, 2024 indicated that part of the leased office space on first floor of the leased
building has not been occupied since the start of the lease period on 1 August, 2022. The
Company's Board minute no. 31/2024 of the 92" meeting indicated that the Company
was occupying third and fifth floors being an equivalent to one floor (6,346 sq feet).
Management therefore irregularly paid Kshs.9,423,903 for unutilized office space.

Management did not explain the basis of incurring Kshs.76,158 rent expense per month
per staff yet the total revenue generated from operation for the year amount to
Kshs.2,057,542 translating to Kshs.8,573 per staff per month resulting to a loss of
Kshs.67,585 per staff per month.

In the circumstances, value for money on rental expenditure of Kshs.20,627,798 and the
fairness of the lease agreement could not be confirmed.

4. Borrowings - COMESA Filling Fee

The statement of financial position reflects nil balance of borrowings as at 30 June, 2024
(Kshs. 22,2100,000 in 2023). Review of the minutes of the Company Board revealed that
SAS Lux, one of the shareholders had paid COMESA filling fee and office rent. The
COMESA filling fee paid amounted to Kshs.22,211,000 (USD 200,000). The funds were
to be treated as capital grants pending conclusion of the implementation structure.
However, the COMESA filling fees was disclosed as a borrowing in the financial
statements contrary to the Board resolution and disclosed the same in the previous years
(2022/2023) financial statements.

In the circumstances, Management was in breach of the Board resolutions.
5. Non-Compliance with Board Expenses Guidelines

The statement of profit or loss and other comprehensive income reflects administration
costs of Kshs.76,911,014 as disclosed in Note 12 to the financial statements out of which
Kshs.14,853,267 is in respect of board expenses. The board expenses represent
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approximately twelve percent (12%) of the total operational expenditure of
Kshs.122,168,102. This is contrary to Circular no OP/CAB.9/1A dated 11 March, 2020 on
management of state corporations which requires Board expenses for financial year to
be capped at Kshs.30 million or 5% of the operations and maintenance budget, whichever
is less.

Further, a schedule indicating payments made to each director for various activities and
attendance to the meetings was not provided. We therefore could not confirm compliance
with the directives on governance.

In the circumstances, Management was in breach of the guidelines on Board expenses
and the regularity of Board expenses of Kshs.14,853,267 could not be confirmed.

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 effects of the matter 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
Weaknesses in Imprest Management

Review of Company records revealed that Management issues imprest by drawing
cheques to individual employees’ names without formal application by the officer
advanced/withdrawing the cash by way of imprest warrants indicating the specific
purpose to enable audit trail confirm the use of the cash advanced. Further, the process
lacks a system to track the issuance and surrender of imprests and lack of segregation
of duties as one officer is imprest holder, preparer, payee, cashier and posts the same in
the cashbook among other functions related to activities.

In addition, cheques issued are not recorded in the Cheque dispatch register as per the
Company Finance Manual of November, 2023 and Cash book does not disclose the
name of the payee or purpose for the payments and only indicates ‘Nominal & Petty Cash’
on the column of payee and description.
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In the circumstances, the effectiveness of Management’s internal control system over
imprest management could not be confirmed.

The audit was conducted in accordance with ISSAI 2315 and ISSAI 2330. The standards
require that | plan and perform the audit to obtain assurance about whether effective
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.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

Conclusion

As required by the Companies Act, 2015, | report, based on my audit, that except for the
matters described in the Basis for Qualified Opinion, | confirm 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 xxvi is consistent with the
financial statements; and

ii. The auditable part of the Directors' remuneration report on page 22 has been
properly prepared in accordance with the Companies Act, 2015.

The Companies Act, 2015 requires that | report on the legal or regulatory requirements,
or on performance information disclosed. These matters require expressing a separate
opinion as to the Company’s compliance with laws and regulations. | believe that the audit
evidence | have obtained is sufficient and appropriate to provide a basis for my
conclusion.

Responsibilities of 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 liquidate the Company 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.
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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
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 IFFP 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 are in compliance with the authorities
that govern them and that public resources are applied in an effective way. In addition, |
consider the entity's control environment in order to give an assurance on the
effectiveness of internal controls, risk management and governance processes and
systems in accordance with the provisions of Section 7 (1) (a) of the Public Audit Act,
2015.

Further, | am required to submit the audit report in accordance with Article 229(7) of the
Constitution.
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Detailed description of my responsibilities for the audit is located at the Office of the
Auditor-General's website at: https://www.oagkenya.go.ke/auditor-generals-
responsibilities-for-audit/. This description forms part of my auditor’s report.

m
FCPA Nancy Ga gu;€BS

AUDITOR-GENERAL

Nairobi

24 December, 2024
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