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CORPORATION LIMITED FOR THE YEAR ENDED 30 JUNE, 2024

PREAMBLE
| draw your attention to the contents of my report which is in three parts:

A. Report on Financial Statements that considers whether the financial statements are
fairly presented in accordance with the applicable financial reporting framework,
accounting standards and the relevant laws and regulations that have a direct effect
on the financial statements.

B. Report on Lawfulness and Effectiveness in the Use of Public Resources which
considers compliance with applicable laws, regulations, policies, gazette notices,
circulars, guidelines and manuals and whether public resources are applied in a
prudent, efficient, economic, transparent and accountable manner to ensure the
Government achieves value for money and that such funds are applied for the
intended purpose.

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.

An Adverse Opinion is issued when the Auditor-General determines that the financial
statements are materially misstated and are not fairly presented in accordance with the
applicable financial reporting framework. The Report on the 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
Adverse Opinion

| have audited the accompanying financial statements of Kenya National Trading
Corporation Limited set out on pages 1 to 83, which comprise the statement of financial
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position as at 30 June, 2024 and the statement of profit/loss & other comprehensive
income, statement of changes in equity, statement of cash flows and statement of
comparison of budget and actual amounts for the year then ended and a summary of
significant accounting policies and other explanatory information in accordance with the
provisions of Article 229 of the Constitution of Kenya and Section 35 of the Public Audit
Act, 2015. | have obtained all the information and explanations which to the best of my
knowledge and belief, were necessary for the purpose of the audit.

In my opinion, because of the significance of the matters discussed in the Basis for
Adverse Opinion section of my report, the financial statements do not present fairly, in all
material respects, the financial position of Kenya National Trading Corporation 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 do not comply
with the Companies Act, 2015 and the Public Finance Management Act, 2012.

Basis for Adverse Opinion
1. Inaccuracies in the Financial Statements
Review of the financial statements revealed the following anomalies:

The statement of profit/loss and other comprehensive income reflects profit/loss after
taxation as Kshs.(3,855,867,950) while the statement of changes in equity reflects profit
of the year as Kshs.(3,878,067,950) resulting in a variance of Kshs.22,200,000.

The statement of financial position reflects Nil balance in respect to deferred tax liability
whereas Note 34 to the financial statements reflects the balance as
Kshs.(1,327,265,541). In addition, the movement schedule balance in the same Note
reported a balance of Kshs.(1,067,685,483) resulting in a variance of
Kshs.259,580,058. Further, Note 34 to the financial statements reports provisions for
liabilities and charges of Kshs.210,003,985. However, there was no plausible
explanation or basis for the stated provision.

The statement of comparison of budget and actual amounts reflects total income budget
of kshs.2,690,564,800 and total expenditure budget of Kshs.1,968,758,800. However,
review of the Carporations itemized budget document the amounts for both income and
expenditure budgets as Kshs.3,150,730,000 and Kshs.1,579,287,000 respectively
resulting to a variance of Kshs.460,165,200 and Kshs.389,471,000 correspondingly.

2. Variance in the Trial Balance

The frial balance provided reflects debit balance of Kshs.2,731,574,812 and Nil credit
balance, therefore it was not balanced. Further, the trial balance omitted some
components and sub-components in the financial statements.

In the circumstances, the financial statements do not reflect a true and fair view.
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3. Restated Amounts

Examination of the financial statements revealed various amounts in the statements of
profit or loss and other comprehensive income, financial position and cash flows were
restated after the audit of the financial statements for the year 2022/2023. The restated
amounts differ with those certified as per previous year's audited financial statements
resulting to either overstatement or understatement.

Further, the justification or explanation for the movement from certified to restated
amounts was not disclosed in the Notes to the financial statements.

In the circumstances, the accuracy and completeness of the restated amounts could not
be confirmed.

4, Unreconciled Bank and Cash Balances

The statement of financial position reflects bank and cash balances of
Kshs.1,758,801,942 as disclosed in Note 28 to the financial statements. Review of cash
book and bank statement for account number 0701788990 revealed credits of
Kshs.4,005,120 with the description E-citizen settlement. The explanation provided was
that these credits were in respect to sales paid using the Government pay bill no.222222.
However, the amounts recognized in the cash book did not have a breakdown indicating
the payees and no reconciliation was done with the sales from the depots.

In the circumstances, the accuracy and completeness of bank and cash balances of
Kshs.4,005,120 could not be confirmed.

5. Long-Outstanding Trade and other Receivables

The statement of financial position reflects trade and other receivables balance of
Kshs.5,083,302,025 as disclosed in Note 25to the financial statements. However,
included in the balance were receivables amounting to Kshs.178,751,415 which were
outstanding for more than one (1) year.

Further, included in the trade and other receivables balance of Kshs.5,083,302,025 is
provision for bad and doubtful debts amount of Kshs.267,542,212 being an increase of
Kshs.174,256,258 compared to the previous year's amount of Kshs.93,285954.
However, there was no policy on provision for bad debts.

In the circumstances, the accuracy, completeness and recoverability of the receivables
balance of Kshs.5,083,302,025 could not be confirmed.
6. Unsupported Selling Price

The statement of profit or loss and other comprehensive income reflects sales of
Kshs.12,198,063,661 as disclosed in Note 6 to the financial statements. Examination of
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sales for the period under audit, revealed that the Corporation sold the quantities of rice,
KNTC oil and imported oil of 2,682 427kgs, 2,712 jerricans and 1,032,630 jerricans
respectively to its various customers. However, no document was provided to show the
approved selling price of these quantities.

In the circumstances, the accuracy and correctness of sales amount of
Kshs.12,198,063,661 could not be confirmed.

7. Unconfirmed Cost of Sales

The statement of profit or loss and other comprehensive income reflects cost of sales
balance of Kshs.15,070,442 668 as disclosed in Note 7 to the financial statements.
However, on recomputing the cost of sales balance was Kshs.7,446,264,451 resulting to
an overstatement of Kshs.7,624,178,217 which in return understated the gross profit by
the same margin.

In the circumstances, the cost of sales balance of Kshs.15,070,442,668 could not be
confirmed.

8. Property, Plant and Equipment

The statement of financial position reflects property, plant and equipment of
Kshs.3,589,875,671 as disclosed in Note 19 to the financial statements. The following
anomalies were noted:

8.1 Land without Ownership Documents

The property, plant and equipment net book value balance of Kshs.3,589,875,671
includes land valued at Kshs.2,518,537,460. As previously reported, the value for land
further includes five (5) parcels of land located in Nairobi, Naivasha, Nanyuki, Nyahururu
and Kapsabet whose ownership documents were not provided.

In addition, other records indicated that there is an unresolved dispute between the
Corporation and other parties in regard to ownership of parcels of land of undisclosed
size and value located in Bungoma and Nakuru Counties.

8.2 Unsupported Diminution of Land Value

As previously reported, the Management made a provision for loss amounting to
Kshs.520,000,000 in respect of parcels of land located on Loita Street and in Nakuru
County.

The Management disclosed that the plot on Loita Street was irregularly surrendered to
the Commissioner of lands and that a section of the plot of land in Nakuru has been
encroached upon and registered in the name of a third party. Although the Management
explained that investigations by various agencies are ongoing, the current status of the
investigations was not provided. In addition, approval for the provision, by the Board of
Directors and The National Treasury was not provided for audit. It was therefore not
possible to confirm whether the loss in asset value amounting to Kshs.520,000,000
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resulting from the adjustment was valid and reasonable. In addition, the property, plant
and equipment value omitted the balance and provision for this piece of land in both the
prior and current period.

Further, the revalued balance does not include one of the plots in Nakuru that had a
carrying value of Kshs.32,928,000 before valuation and therefore no justification for its
provision.

In the circumstances, the ownership, valuation and completeness of the land balance of
Kshs.2,518,537,460 could not be confirmed.

9. Unsupported and Irregular Foreign Travel Expenditure

The statement of profit or loss and other comprehensive income reflects administration
costs totaling Kshs. 772,622,841 as disclosed in Note 12 to the financial statements. The
amount includes transportation, travelling and subsistence costs of Kshs.48,700,966 out
of which Kshs.4,112,507 was in respect of foreign travel costs and subsistence
allowances. Included in this amount is Kshs.2,004,869 relating to expenses incurred on
behalf of the State Department for Trade. However, the approvals and justification for
the same were not provided for audit. Further, the payment vouchers lacked other
relevant support documents like boarding passes and copies of the passports.

In the circumstances, the accuracy and completeness of the foreign travel expenditure
amount of Kshs.2,004,869 could not be confirmed.

10. Material Uncertainty Related to Going Concern

The statement of profit or loss and other comprehensive income reflects a loss of
Kshs.3,855,867,950 which increased the retained earnings from a negative balance of
Kshs.158,743,780 as at 30 June, 2023 to a negative balance of Kshs.4,036,811,730 as
at 30 June, 2024.

Further, the Corporation's current liabilities balance of Kshs.14,098,250,838 exceeded its
current assets balance of Kshs.10,882,619,080 resulting to a negative working capital of
Kshs.3,215,631,751 or liquidity ratio of 7:9, which means the Corporation may not be able
to meet its short-term obligations.

The Management has not disclosed with adequate details in the financial statements
indicating that material uncertainty exists and measures taken to mitigate the same.

In the circumstances, this casts significant doubts on the Corporation's ability to continue
as a going concern.

The audit was conducted in accordance with International Standards for Supreme Audit
Institutions (ISSAls). | am independent of the Kenya National Trading Corporation
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

Report of the Auditor-General on Kenya National Trading Corporation Limited for the year ended 30 June, 2024
5



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 adverse opinion.

Emphasis of Matter

1. Trade and other Payables

The statement of financial position reflects trade and other payables balance of
Kshs.2,298,562,711 as disclosed in Note 37 to the financial statements. Included in this
balance is trade payables of Kshs.1,900,987,396. Review of the trade and other payables
ageing analysis revealed that payables for goods and services delivered and works done
amounting to Kshs.1,585,459,347 have been outstanding for over one hundred and
twenty (120) days. As at the time of audit in September, 2024, Kshs.1,248,222 818 owed
to one of the suppliers had not been settled. The Management explained that the
Corporation had engaged the supplier and an arbitrator with the aim of clearing the
outstanding amount. The reason for engaging an arbitrator was not provided for review.

In the circumstances, failure to settle the outstanding payables may attract extra costs in
form of interest and litigations.

2. Budgetary Control and Performance

The statement of comparison of budget and actual amounts reflects final income budget
and actual on comparable basis of Kshs.2,690,564,800 and Kshs.(2,741,324,660)
respectively, resulting to an under-performance variance of Kshs.5,431,889,460 or 202%
of the budget. However, the Corporation spent a total of Kshs.1,114,543,291 against
actual receipts of Kshs.(2,741,324,660) resulting to an over-utilization of
Kshs.3,855,867,951 or (141%) of the receipts.

The under-funding affected the planned activities and may have impacted negatively on
the service delivery to the public.

My opinion is not modified in respect of these matters.

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

Other Matter

Unresolved Prior Year Matters

In the prior year audit report, issues were raised under Report on the Financial
Statements, Report on Lawfulness and Effectiveness in Use of Public Resources and
Report on Effectiveness of Internal Controls, Risk Management and Governance. The
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Management has indicated that issues have been resolved, however, they are yet to be
deliberated in Parliament.

Other Information

The Management is responsible for the other information set out on page iv to xxxvii which
comprise of Key Entity Information, The Board of Directors, Key Management Team,
Fiduciary Management, Fiduciary Oversight Arrangements, Chairman’'s Statement,
Report of the Managing Director, Statement of Performance Against Predetermined
Objectives, Corporate Governance Statement, Management Discussion and Analysis,
Environmental and Sustainability Reporting, Report of the Directors and Statement of
Directors’ Responsibilities. The Other Information does not include the financial
statements and my audit report thereon.

In connection with my audit on the Corporation’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, because of the significance
of the matters described in my Basis for Adverse Opinion, | confirm that the Other
Information is not materially inconsistent with the financial statements

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, because of the significance of the matters discussed in the Basis for Adverse
Opinion and the Basis for Conclusion on Lawfulness and Effectiveness in the Use of
Public Resources sections of my report, | confirm that public resources have not been
applied lawfully and in an effective way.

Basis for Conclusion

1. Identification, Collection, and Accounting for Revenue

Unsettled Credit Notes

As per the letter ref: KNTC/KCB/01/07/CORSP/NVOL 3(250), the Corporation engaged all
suppliers of imported commodities and agreed with them to raise credit notes equivalent
to USD 7 per jerrican of cooking oil and USD 80 per metric tonne of rice. Review of the
records revealed two (2) of the suppliers were yet to settle credit notes worth of
Kshs.1,669,431,042.

In the circumstances, failure to have the credit notes settled may lead to loss of revenue.
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2. Prescription on Board and Chief Executive Officers’ Terms of Service and
Entitlements

The statement of profit or loss and other comprehensive income reflects administration
costs of Kshs.772,622,840 as disclosed in Note 12 to the financial statements. Included
in the amount is directors’ emoluments totaling Kshs.39,454,948. Examination of records
provided for audit relating to Board expenses revealed the following issues:

2.1. Unapproved Board Meetings

Review of records provided for audit revealed that the Board and Committees held forty
(40) meetings instead of a maximum of thirty (30) resulting to ten (10) unapproved
meetings. In addition, the Management did not provide minutes for six (6) of the meetings
held during the year. The Board acted contrary to Circular No. OP/CAB.9/1A issued by
the Office of the President dated 11 March, 2020 on Management of State Corporations
which states that board meetings shall be restricted to a minimum of four (4) as provided
in the State Corporations Act and capped at a maximum of six (6) for each financial year.

2.2. Composition of Board Committees

The Corporation had four (4) Board committees. However, it was noted that one of the
directors sits in all the four (4), another director sits in both Finance and Strategy
Committee and Audit Committee which was against Circular No. OP/CAB.9/1A issued by
the Office of the President dated 11 March, 2020 that a member can only sitin a maximum
of two Committees and only members who are representing the National Treasury and
the parent Ministry can be in both Finance and Strategy Committee and Audit Committee.
Further, two (2) commitiees Finance and Strategy Committee and Audit Committee had
five (5) members exceeding the requisite number of four (4) or 1/3 of the full board.

In the circumstances, there was non-compliance with the provisions of the circular.

2.3. Unapproved Board Expenses

During year under audit, it was noted that the Corporation incurred Board expenses of
Kshs.39,454,948 which exceeded the approved budget of Kshs.29,999,000 and the
approval to exceed the budget from Cabinet Secretary for The National Treasury was not
provided for audit. The Board acted contrary to the provisions of the circular on Board
budgets and expenses, where the circular states that Board expenses for a financial year
shall be capped at thirty million (Kshs.30,000,000) or 5% of the operations and
maintenance budget of the State Corporation whichever is less and any exceeding
budgets shall require approval of the Cabinet Secretary for the National Treasury.

In the circumstances, the Board acted contrary to the provisions of the circular and
incurred irregular expenses.

Report of the Auditor-General on Kenya National Trading Corporation Limited for the year ended 30 June, 2024

8



2.4. Irregular Payment of Allowances

Review of documents revealed that a total of Kshs.2,028,478 in respect of allowances to
Board members was irregular. This was as a result of some members attending meetings
and being paid double mileage allowance. In addition, there was lack of support
documents like attendance register for trainings attended.

In the circumstances, the regularity of allowances amounting to Kshs.2,028,478 could not
be confirmed.

The audit was conducted in accordance with ISSAI 3000 and 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, because of the significance of the matter discussed in the Basis
for Adverse Opinion and the Basis for Conclusion on Effectiveness of Internal Controls,
Risk Management and Governance sections of my report, | confirm that internal controls,
risk management and governance were not effective.

Basis for Conclusion
Weakness in Inventory Control and Stores Management

The statement of financial position reflects inventories balance of Kshs.2,972,829,631 as
disclosed in Note 24 to the financial statements. Excluded from this balance is
Kshs.40,669,684 relating to impairment of stocks for damaged inventory. Examination of
stock sheets provided for audit revealed that some stocks of various categories were lying
in various depots in damaged state. These damages were due to overstocking, poor
inventory packaging and handling.

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

The audit was conducted in accordance with ISSAIl 2315 and 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.
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REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

As required by the Companies Act, 2015, | report, based on my audit, because of the
significance of the matters discussed in the Basis for Adverse 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.

i. Adequate accounting records have been not kept by the Corporation, so far as
appears from the examination of those records; and,

iii.  The Corporation’s financial statements are not in agreement with the accounting
records and returns.

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 Corporation'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 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
Corporation'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 Corporation’s financial reporting
process, reviewing the effectiveness of how Management monitors compliance with
relevant legislative and regulatory requirements, ensuring that effective processes and
systems are in place to address key roles and responsibilities in relation to governance
and risk management, and ensuring the adequacy and effectiveness of the control
environment.
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Auditor-General’s Responsibilities for the Audit

My responsibility is to conduct an audit of the financial statements in accordance with
Article 229(4) of the Constitution, Section 35 of the Public Audit Act, 2015 and the
International Standards for Supreme Audit Institutions (ISSAls). The standards require
that, in conducting the audit, | obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatements, whether due to fraud or error
and to issue an auditor's report that includes my opinion in accordance with Section 48
of the Public Audit Act, 2015. Reasonable assurance is a high level of assurance but is
not a guarantee that an audit conducted in accordance with IFPP will always detect a
material misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be expected
to influence the economic decisions of users taken on the basis of these financial
statements.

In conducting the audit, Article 229(6) of the Constitution also requires that | express a
conclusion on whether or not in all material respects, the activities, financial transactions
and information reflected in the financial statements 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.

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

FCP . CBS
AUDITOR-GENERAL

Nairobi

24 December, 2024
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