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REPORT OF THE AUDITOR-GENERAL ON MUHORONI SUGAR COMPANY LIMITED
(IN RECEIVERSHIP) 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; 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 Disclaimer of Opinion is issued when the Auditor-General is unable to obtain sufficient
appropriate audit evidence to form an opinion on the financial statements. 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.

REPORT ON THE FINANCIAL STATEMENTS

Disclaimer of Opinion

| have audited the accompanying financial statements of Muhoroni Sugar Company
Limited (In Receivership) set out on pages 1 to 21, which comprise of 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
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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.

| do not express an opinion on the accompanying financial statements. Because of the
significance of the matters described in the Basis for Disclaimer of Opinion section of my
report, | have not been able to obtain sufficient and appropriate audit evidence to provide
a basis for an audit opinion on these financial statements.

Basis for Disclaimer of Opinion
1. Variances in the Financial Statements

Review of the annual report and financial statements revealed variances between the
amounts reflected in the statement of profit or loss and other comprehensive income and
statement of financial position with the ledgers and supporting documents as indicated
below:

(i) The statement of profit or loss and other comprehensive income and as disclosed in
Note 26 to the financial statements reflects an amount of Kshs.2,276,567,913 in
respect of cost of sales, however, the ledgers provided for audit revealed an amount
of Kshs.1,700,703,396, resulting in a variance of Kshs.576,280,517 that has not been
reconciled or explained. Included in the expenditure on fuel and oil lubricants of
Kshs.13,283,089 is an opening balance of Kshs.4,142,855 which has not been
supported with schedules. Further, the plant spares and maintenance of
Kshs.47,075,810 includes direct debits of Kshs.9,006,529.

(i) Further, the statement of comprehensive income and as disclosed in Note 26 reflects
an amount of Kshs.184,286,115 relating to other operating income while the
supporting ledgers reflects an amount of Kshs. 183,854,965 resulting to unreconciled
variance of Kshs.431,150.

(i) In addition, the statement of comprehensive income and as disclosed in Note 27
reflects an amount of Kshs.224 413,202 relating to administrative expenses while the
supporting ledgers reflects an amount of Kshs.208,175,435 resulting to unreconciled
variance of Kshs.16,237,767.

(iv) The statement of financial position and as disclosed in Note 11 reflects growing
produce balance of Kshs.434,978,188. However, the ledgers provided for audit
review had a balance of Kshs.302,668,585 resulting to an unreconciled variance of
Kshs.132,309,603.

In the circumstances, the accuracy and validity of the balances reflected in the financial
statements could not be confirmed.
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2. Unsupported Administrative Expenses

The statement of profit or loss and other comprehensive income reflects an amount of
Kshs.224,413,201 in respect of administrative expenses. Review of the schedules
supporting the expenses reflected prior year adjustments of Kshs.8,725,952 and receiver
managers expenses of Kshs.3,300,000. However, the Management has not explained or
supported the adjustments. Further, the treatment of the adjustment is contrary to IAS
8.42 which states that, an entity shall correct material prior period errors retrospectively
in the first set of financial statements authorized for issue after their discovery, by restating
the comparative amounts for the prior period presented in which the error occurred.

In the circumstances, the accuracy and correctness of administrative expenses of
Kshs.224,413,201 could not be confirmed.

3. Unsupported Taxes and Loan Written Off

The statement of changes in equity reflects write off of taxes and loans of
Kshs.26,400,466,594 which was previously reported under other operating income which
has not been explained or supported. Further, a review of the National Assembly
memorandum dated 14 September 2023 indicated that loans owed to the Government of
Kshs.9,689,313,374 and tax arrears of Kshs.3,238,703,456 totalling to
Kshs.12,928,016,830 were approved to be written off resulting in unexplained variance
of Kshs.13,472,449,734.

In the circumstances, accuracy and completeness of the taxes and loans written of
Kshs.26,400,466,594 could not be confirmed.

4. Non-Compliance with the Public Sector Accounting Standards Board Reporting
Framework

Review of the Company's financial statements revealed the following inconsistences:

i. The statement of profit or loss and other comprehensive income included
components in respect of revenue, cost of sales, other operating income and
administrative expenses which were not disclosed under Notes to the Financial
Statements.

ii. Inthe report of the previous year, several audit matters were raised under report on
the financial statements and report on lawfulness and effectiveness in use of public
resources. However, Management has not prepared progress follow up of audit
recommendations and disclosed the issues and how the matters were resolved.

ii. The Management has not included the page on report of the independent auditor in
the financial statements.

iv.  Further, the table of content does not include the financial statements, notes to the
financial statements and other important disclosures.
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v. In addition, the numbering in the table of contents was inconsistent with the contents
of the financial statements.

vi. Referencing of hote numbers on the face of the financial statements is not consistent
with the explanatory notes to the financial statements.

In the circumstances, the financial statements were not presented in accordance with the
applicable financial framework as prescribed by the Public Sector Accounting Standards
Board (PSASB).

5. Unsupported Fair Value Gain

The statement of profit or loss and other comprehensive income and as disclosed under
Note 11 to the financial statements reflects fair value gain on growing produce of
Kshs.271,139,813. However, nucleus estate data and reports from agriculture
department disclosed Kshs.138,830,210 as the fair value gain during the year resulting
to an unreconciled variance of Kshs.132,309,603.

In the circumstances, the completeness and accuracy of the gain of Kshs.271,139,813
for the year ended 30 June, 2024 could not be confirmed.

6. Inaccurate Disclosure of Revenue

The statement of profit or loss and other comprehensive income reflects revenue of
Kshs.1,651,398,990 in respect of cane and molasses sale. Review of annual sales
revealed that the Company made cane sales of Kshs.1,669,840,051 resulting to an
unexplained variance of Kshs.18,441,061. Further review revealed that the amount
included sugar sales of Kshs.1,508,145,250. However, the following anomalies were
noted in relation to the sugar sales:-

i. Management had unexecuted sugar orders of Kshs.100,350,000 as at
30 June, 2024 an indication that the company was financing its operations through
customer borrowings. This was contrary to Section 7.2.1.14 of the Operating
Procedure for Sales and Marketing, 2016 which require that the sales, marketing
and planning Manager shall ensure that processing sales orders from the time of
receipt of customer order to Chief Accountant takes no more than 20 minutes to
enhance efficiency. The subsequent clearing processes lasting more than 50
minutes will attract Sales and Marketing Manager intervention.

ii.  Further, the outstanding sales invoices could not be traced in the orders report an
indication that the Management did not maintain an updated sales order register.
This was contrary to Section 6.7 of the financial operating procedures which require
the Debtor's Supervisor to ensure all sales invoices and debit notes for sugar,
molasses and services are authorized and shall maintain an accurate debtor's
ledger periodically reconciled.

iii. In addition, it was noted that the subsequent customer orders and invoices were
being executed yet the prior ones remained outstanding as at the close of the year.
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Management did not provide a plausible explanation as to why earlier invoices did
not form a first charge.

In the circumstances, the accuracy and completeness of the revenue of
Kshs.1,651,398,990 could not be confirmed.

7. Customer Rebates without Approval

Records provided by Management revealed that five (5) customers who ordered and were
supplied with 410.75 tonnes of sugar were granted rebates totaling to Kshs.304,813.
However, approval documents for the rebates were not provided for verification contrary
to Section (4.1.3) of the Work Instruction for Pre-Qualification of Sugar Customers which
states that criteria used to pre-qualify sugar customers shall be stipulated that a customer
shall be able to arrange own adequate transport to carry the consignment from the
warehouse. No explanation has been provided for the non-compliance or failure to seek
approval from the Management as required.

In the circumstances, the regularity of the rebates given to the customers could not be
confirmed.

8. Unsupported Grants Income

The statement of profit or loss and other comprehensive income and Note 4 to the
financial statements reflects grants income of Kshs.250,176,584 related to direct
payments by Government of Kenya to the company's cane and other suppliers. However,
the criteria and basis for identification of the farmers with arrears and suppliers’ invoices
to be paid were not provided for audit. Further, the Management did not provide the
records of the farmers arrears and suppliers invoices which were paid by the government
grants.

In the circumstances, the accuracy and completeness of the grant income of
Kshs.250,176,584 could not be confirmed.

9, Variance Between the Financial Statement and Payroll Records

The statement of financial position reflects trade and other payables balance of
Kshs.3,698,632,508 which, as disclosed in Note 17, but indicated as Note 19 on the face
of the statement of financial position, includes other payables and accruals balance of
Kshs.431,897,192. Review of the ledger provided in support of the payables revealed that
the balance included net salaries payable of Kshs.66,989,888. However, payroll data
provided for audit revealed payables balance of Kshs.639,993,770 resulting to
unexplained and unreconciled variance of Kshs.573,003,882.

In the circumstances, the accuracy and completeness in respect of trade and other
payables balance Kshs.3,698,632,508 could not be confirmed.
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10.Material Uncertainty Related to Going Concern

The statement of profit or loss and other comprehensive income reflects a loss of
Kshs.143,979,611. The Company's reported accumulated deficit stood at
Kshs.2,925,299,357 as at 30 June, 2024 which was after GoK loans and taxes write off
of Kshs.26,400,466,594 resulting in the accumulated loss decreasing from
Kshs.29,181,786,339 to Kshs.2,925,299,357 as at year end. Further, the current liabilities
of the Company of Kshs.3,868,552,106 exceeded the current assets of Kshs.825,834,003
by Kshs.3,042,718,103. The Company is therefore unable to meet its current liabilities as
and when they fall due. However, this fact has not been disclosed in the notes to the
financial statements as required under IAS 1:25 on presentation of financial statements.
Further, Management has not demonstrated tangible measures being undertaken to
reverse the negative trend which casts doubt on the Company’s ability to continue as a
going concern in the foreseeable future.

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

11.Omitted Property, Plant and Equipment

The statement of financial position reflects property, plant, and equipment balance of
Kshs.3,588,603,309 as disclosed in Note 9 to the financial statements. Included in this
balance are motor vehicles and tractors with a Nil net book value. However, review of
records provided for audit revealed that a Management procured a new 150HP Tractor
with a 35 tons winch box ASSY during the year under review at a cost of Kshs.16,750,000.
Failure to disclose the assets additions is contrary to IAS 16.7 which requires that items
of property, plant and equipment to be recognized as assets when, it is probable that
future economic benefits associated with the item will flow to the entity; and the cost of
the item can be measured reliably.

In the circumstances, the completeness and accuracy of property, plant and equipment
balance reflected in the financial statements could not be confirmed.

12.Fully Depreciated Assets

The statement of financial position reflects property, plant and equipment value of
Kshs.3,588,603,309 as disclosed in Note 9 to the financial statements. Review of the
schedule to support balance revealed that motor vehicles with historical cost of
Kshs.63,989,653 have been fully depreciated. However, the assets are still in use and
the Company continues to derive benefits and incurring operational costs on fuel and
maintenance. This is contrary to IAS 16.31 which states that revaluations shall be made
with sufficient regularity to ensure that the carrying amount does not differ materially from
that which would be determined using fair value at the end of the reporting period.

In the circumstances, the valuation of property, plant and equipment balance reflected in
the financial statements could not be confirmed.
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13. Variance in Growing Produce

The statement of financial position reflects growing produce balance of Kshs.434,978,188
as disclosed in Note 11 to the financial statements. The balance which relates to carrying
amount of cane in the nucleus estate at the end of the year includes decrease due fo
harvesting of Kshs.116,886,514. However, review of the monthly cane harvest data from
the agriculture department revealed that value of harvested cane during the year was
Kshs.158,032,452 resulting to unreconciled and unexplained variance of
Kshs.41,145563. Further, the cane crop addition for year was reflected as
Kshs.26,496,319 whereas the records indicated additions of Kshs.37,713,500 resulting
to a variance of Kshs.11,217,182.

In the circumstances, the accuracy and completeness of growing produce balance of
Kshs.434,978,188 could not be confirmed.

14.Unsupported Trade Receivables

The statement of financial position and as disclosed in Note 13 to the financial statements,
reflects trade and other receivables net balance of Kshs.481,705,793. However, the
following unsatisfactory matters were noted:

i.  The Management did not provide for ledgers , detailed schedules and other requisite
supporting documentary evidence to support the outstanding balances. Further,
ageing analysis was not done to indicate how long the balance had been outstanding.

ii. Management has made a provision for doubtful debts of Kshs.154,501,307.
However, the provision was not supported with specific schedules or approved policy.

ii. Management did not provide documentary evidence in form of correspondences with
the customers indicating efforts made to recover the outstanding amounts from the
debtors. This was contrary to State Corporations Act, 2012 Section 15(1) on
accountability which states that a Board and/or those charged with governance shall
be responsible for the proper management of the affairs of a state corporation.

In the circumstances, the accuracy and recoverability of the trade and other receivables
balance of Kshs.481,705,793 could not be confirmed.

15.Management of Inventories

The statement of financial position and as disclosed in Note 12 to the financial statements
reflects inventories net balance of Kshs.342932,186. However, the following
unsatisfactory matters were observed;

i.  The inventories gross balance of Kshs.353,534,284 includes Kshs.290,968,136 in
respect to plant and machinery spares. However, the ledger reflected a balance of
Kshs.298,545,604 resulting to a variance of Ksh.7,577,468 which had not been
explained.
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ii. The inventories balance of Kshs.342,932,186 is net of provision of obsolete
inventories of Kshs.10,602,098 which the Management indicated were obsolete
stock. However, details of the obsolete stock were not provided for audit review
contrary IAS 2:36 which states that the financial statements shall disclose the total
carrying amount of inventories and the carrying amount in classifications appropriate
to the entity.

jii.  Further, policies or guidelines to support the provision, valuation costing and
reporting of inventories and annual asset disposal plan were not provided for audit
review.

In the circumstances, the accuracy and completeness of inventories balance of
Kshs.342,932,186 could not be confirmed.

16.Unsupported Cash and Bank Balances

The statement of financial position reflects bank balance of Kshs.1,196,024. However,
the bank reconciliation statement in support of NBK Account (0102007885400) balance
of Kshs.23,867 was not provided for audit. Further, the certificate of bank balance in
respect of Standard Chartered Bank (0102098543200), National Bank of Kenya and cash
certificate in support of Kshs.56,055, Kshs.23,867 and Kshs.6,755 respectively were not
provided for audit review.

In the circumstances, the accuracy and fair statement of the bank balance of
Kshs.1,196,024 could be confirmed.

17. Unsupported Transactions with Related Parties

The statement of financial position reflects transactions with related parties balance of
Kshs.169,919,698. However, the Management did not provide supporting documents
such as invoices, agreements and ledgers to support the balances.

In the circumstances, the accuracy and completeness of the transactions with related
parties balance of Kshs.169,919,698 could not be confirmed.

18. Unsupported Trade payables

The statement of financial position reflects trade and other payables balance of
Kshs.3,698,632,508, as disclosed in Note 17 to the financial statements. However, the
balance was not supported with detailed ledgers or schedules and an ageing analysis per
category showing the opening balance, additions and payments in the year to arrive at
the closing balance. In addition, the payables include Kshs.1,930,155,468 and
Kshs.431,897,192 being trade payables and other payables and accruals respectively.
However, the Management did not provide invoices, goods received notes and respective
stock cards to support their existence. This was contrary to Section 6.6 of the Company’s
Financial Operating Procedures, 2014 which require the Accounts Payable Accountant
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shall ensure all invoices received are matched with orders, goods received, delivery notes
and timely preparation of payment vouchers for all due invoices.

In the circumstances the accuracy and completeness of trade payables could not be
confirmed.

19. Non-Remittance of Statutory Deductions

The statement of financial position reflects trade and other payables balance of
Kshs.3,698,632,508 as disclosed in Note 17 to the financial statements. Included in the
balance is payroll payables comprising of salary deductions totalling Kshs.839,252,890
which had not been remitted to the statutory entities. Failure to remit the deduction is
contrary to Section 37(1) of the Income Tax Act, 2012 which provides that an employer
paying emoluments to an employee shall deduct therefrom, and account for tax thereon,
to such extent and in such manner as may be prescribed. The payroll payables were also
not supported by way of detailed listing of the staff from whom the deductions were made
and the respective amounts. Further, details of the remittances indicate the payables
were accrued during post receivership period while balances of pre-receivership statutory
deductions were not provided for audit review.

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

20. Inadequate Procurement Controls

Review of payment and procurement records provided revealed that, Management
procured goods and services from various firms. However, the following anomalies were
noted:

i. The procurement records revealed that Management engaged firms for the supply
of goods and services using only request for quotation during the year. This was
contrary to Section 91 of the Public 183 procurement and Asset Disposal Act, 2015.

i. Procurement records revealed that tenders were entered into without signing any
contract agreement contrary to Regulation 63 of Public Procurement and Asset
Disposal Regulations, 2020.

ii. Management did not provide standard technical evaluation criteria for audit review.

iv. The head of procuring entity issued generic professional opinions without detailed
recommendations on the reports of evaluation committees.

v. The quotations opening committee minutes lacked tabulated details of the number
of quotations received against the quoted amounts.

vi. Management appointed the same members of the tender and ad hoc committee in
the evaluation of the tender contrary to Section 78 (1) of the Public Procurement and
Asset Disposal Act, 2015, which states that an accounting officer of a procuring
entity shall appoint a tender opening committee specifically for the procurement and

Report of the Auditor-General on Muhoroni Sugar Company Limited (In Receivership) for the year ended
30 June, 2024
9



at least one of the members shall not be directly involved in the processing or
evaluation of the tenders.

vii. Request for quotation documents could not be accessed in the Company'’s financial
system.

In the circumstances, Management was in breach of the law.
21.Irregular Procurement of Tractor

Review of procurement records revealed that Management entered into a contract for the
supply of a New 150HP Tractor with 35 tons in December 2023. However, the following
anomalies were noted:

i.  The contract cost of Kshs.16,750,000 through request for quotation was above the
maximum threshold of Kshs.3,000,000.

ii.  Although the professional opinion indicates that restricted tendering was used from
the pre-qualified suppliers, Management did not provide a list of prequalified
suppliers for supply for motor vehicles in 2023/2024 financial year. The evaluation
committee did not set out an evaluation criterion as the basis for evaluation. Further,
notification letters of regrets were not sent to unsuccessful bidders' contrary to the
requirement of Section 87(3) and 126(4) of Public Procurement and Asset Disposal
Act, 2015.

iii. The Management recommended and awarded the third highest bidder who quoted
against the lowest bid of Kshs.15,518,059.

iv.  There was no evidence that due diligence was conducted on the winning bidder as
required by Section 83(1) Public Procurement and Asset Disposal Act, 2015 and
National Treasury Circular No.3 of 18 September, 2017.

v.  Further, motor vehicle inspection reports were not provided for audit review to
confirm if technical specifications of the use department were met.

In the circumstances, Management was in breach of the law.
22, Failure to Conduct a Market Survey in Procurement of Fertilizer

During the year under review the Management entered into contract with five (5) suppliers
for supply and delivery of fertilizer amounting to Kshs.48,491,492. However, the
Management did not conduct a market survey contrary to Regulation 90(1)(d)(ii) of the
Public Procurement and Asset Disposal Regulations, 2020 which require that an
accounting officer shall not enter into a contract under Section 104 of the Act unless it is
satisfied that the offer is at the prevailing real market price.

In the circumstances, Management was in breach of the law.
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23. Failure to Comply with Prescribed Procurement Thresholds

Review of payment and procurement records provided for audit by the Management
revealed that an amount of Kshs.68,441,593 was paid to various suppliers during the year
under review in respect of supply of farm inputs and diesel under request for quotations.
However, this was contrary to Section 105(a) of the Public Procurement and Asset
Disposal Act, 2015 which requires a procuring entity to use a request for quotations from
the register of suppliers for a procurement if the estimated value of the goods, works or
non-consultancy services being procured is less than or equal to the prescribed maximum
value for using requests for quotations as prescribed in Regulations included in the
Second Schedule of the Public Procurement and Asset Disposal Regulations, 2020 which
prescribes a maximum of Kshs.3,000,000.

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

24. Irregular Procurement of Specialized Parts

Review of payment records provided for audit revealed that the Company incurred
USD.36,055 equivalent to Ksh.5,505,766, in the supply of various specialized parts for
TA4 under various orders dated 29 November 2023. However, the parts were procured
through direct procurement contrary to Section 103(2) of the Public Procurement and
Asset Disposal Act, 2015. Further, Management used request for quotation instead of
open tender to procure the parts whose costs were beyond the prescribed threshold of
Kshs.3,000,000 for request for quotation. This was contrary to Regulation 26 of the Public
Procurement and Asset Disposal Regulations, 2020.

Similarly, during the year under review, Management procured farm inputs, fuel and
lubricants totalling to Kshs.59,154,284. However, procurement records indicate that the
firms were single sourced and did not meet the conditions of direct procurement as set
out in Section 103(2) Public Procurement and Asset Disposal Act, 2015. Further, the
contract agreements were not provided for audit and therefore it was not possible to
establish the initial contract sums and terms.

In the circumstances, Management was in breach of the law.
25.Lack of Approved Human Resource Policy

During the year under review, the Company recruited twenty-three (23) casual
employees. However, review of the human resource policy documents revealed that the
Company had no approved Human Resource Policy Manual on recruitment of casuals as
guided by the Office of the President Circular Ref. OP/CAB.9/1A dated 11 March, 2020.
The Circular requires all State Corporations to file with SCAC their Human Resource
Compliance Reports, including payroll reports for all cadres of staff and other stated
Human Resource Instruments for approval by 31, July of each year. It was not clear how
the casuals were engaged in the absence of the policy manual.
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In the circumstances, Management was in breach of the Circular Ref. OP/CAB.9/1A dated
11 March, 2020.

26.0verpayment of Salaries

Review of payroll records revealed that that two (2) officers in the positions of Agronomist
and Planning Manager were paid an amount of Kshs.200,000 and Kshs.160,000
respectively which was above their level, instead of an amount of Kshs.62,450 per month
thereby occasioning overpayments of salaries. No justification was provided for the
overpayment of employee costs.

In the circumstances, regularity of the expenditure could not be confirmed.

27.Non-Compliance with a Third Rule

Review of the payroll for the month of June, 2024 revealed that seven (7) employees
earned salaries which were less than a third of their respective basic salaries. This was
contrary to Section 19(3) of the Employment Act, 2007 which states the total amount of
all deductions may be made by an employer from the wages of his employee at any time
shall not exceed two thirds of such wages or such additional or other amount as maybe
prescribed by the Minister.

In the circumstances, Management was in breach of the law.
28. Staff Serving in Acting Capacity
Review of the payroll and human resources records revealed the following;

i.  Eight-four (84) employees were serving in acting positions for more than 6 months
and drawing acting allowances. Management attributed the failure to appoint the
employees in substantive positions to the instructions issued by the Ministry of
Agriculture, Livestock, Fisheries and Co-operatives through circular Ref:
MOEALF&C/CS/ADM/30 dated 7 July, 2020, to the sugar millers that they should
not hire any new employees or effect any new promotions or offer additional benefits
other than what existing staff were then entitled to. However, this exceeded the
statutory duration provided for in the Section C.14 (1) of Human Resource Policies
and Procedures Manual for the Public Service, 2016 which provides that, when an
officer is eligible for appointment to a higher post and is called upon to act in that
post pending advertisement of the post. Acting allowance will not be payable to an
officer for more than six (6) months.

i. Forty-five (45) permanent staff were paid acting allowance in excess of the stipulated
20% of their basic salary contrary to Section C.14 (1) of Human Resource Policies
and Procedures Manual for the Public Service, 2016 which provides that, when an
officer is eligible for appointment to a higher post and is called upon to act in that
post pending advertisement of the post, he is eligible for payment of acting allowance
at the rate of twenty percent (20%) of his substantive basic salary.

Report of the Auditor-General on Muhoroni Sugar Company Limited (In Receivership) for the year ended
30 June, 2024
12



ii. Sixty-nine (69) employees were serving in acting capacity without the requisite
qualifications as per the job descriptions contrary to Section C.14(1) which requires
legibility for officers to serve in acting capacity.

In the circumstances, Management was in breach of human resource policies and
procedures.

29. Employees in Service Beyond the Retirement Age

Review of the payroll records revealed that five (5) officers who had attained the
mandatory retirement age of sixty (60) years were still on the payroll and active
employees of the Company. This was contrary to gazette Notice Ref No.OP.CAB.2/7A of
March, 2009 and Section D. 21 of Human Resource Policies and Procedures Manual for
the Public Service, 2016. The policy stipulates that all officers shall retire from the service
on attaining the mandatory retirement age of 60 years, or 65 years for persons with
disabilities and/or as may be prescribed by the government from time to time.
Management did not provide explanation for the anomaly.

In the circumstances, Management was in breach of human resource policies and
procedures.

30. Staff Under Establishment

Review of the human resource records indicated that the Company had an approved
establishment of eight hundred and seventy-seven (877) staff members across all cadres.
However, the actual number of staffs was six hundred and sixty-two (662) leading to an
under establishment of two hundred and fifteen (215) staffs (or 25%) of the approved
establishment. This is contrary to Section A.15 of the Human Resource Policies and
Procedures Manual for Public Service, May 2016, which states that the functions of
Ministerial Human Resource Management Advisory Committees (MHRMAC) entail
making recommendations to the Authorized Officer regarding: - inter alia (viii)
establishment and complement control.

In the circumstances, Management was in breach of the public service policies and
procedures.

31. Non-Compliance with Affirmative Action on Gender, Ethnicity and Regional
Distribution

Review of the June 2024 payroll revealed that the Company had a workforce of 662 out
of which 497 or 75% were members of the dominant community. This was contrary to
Section 7(1) and (2) of the National Cohesion and Integration Act, 2008 that requires
public establishment to seek to represent the diversity of the people of Kenya in
employment of staff.

In the circumstances, Management was in breach of the law.
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32.Regularity of Imprest Management

The statement of financial position reflects trade and other receivables balance of
Kshs.481,705,793 as disclosed in Note 13 to the financial statements. Included in the
trade and other receivables balance are staff receivables of Kshs.9,124,721. Review of
the imprest records provided by Management revealed the following anomalies;

i. The imprest records revealed that imprest amounting to Kshs.1,890,810 was not
surrendered within seven (7) working days after officers returned to their duty station
contrary to Regulation 93 of the Public Finance Management (County Governments)
Regulations, 2015. No justification was provided for the failure to recover the above
amounts from the affected staff salaries.

ii. In addition, review of the prior year audited financial statements indicated that the
outstanding imprests of Kshs.3,164,980 have been outstanding for more than one
year, dating back to 2016. However, as at the time of audit in September, 2024, there
was no evidence of subsequent surrender or recovery of outstanding imprest contrary
to regulation 93(6) of Public Finance Management (County Government)
Regulations, 2015.

iii.  Further, review of sampled imprest analysis revealed that fourteen (14) officers were
paid multiple imprests amounting to Kshs.1,276,940. This was contrary to the Public
Finance Management (County Governments) Regulations, 2015 Regulation 93 (2)
(b) which prohibit issue of new imprests to officers with outstanding imprests.

In the circumstances, Management was in breach of the regulations.
33.Lack of Standard Costing

The statement of profit or loss and other comprehensive income reflects cost of sales
amount of Kshs.2,276,567,913, which includes cane purchases of Kshs.1,804,479,725
and factory and agricultural costs of Kshs.409,078,814 and Kshs.63,009,373
respectively. However, the following audit issues were noted:

i. Management apportioned staff costs at 56% to factory costs, 14% to agricultural
costs and 30% under administration costs. However, the standard costings and an
approved policy on cost apportionment of its main product- sugar was not provided
for audit review. It was therefore not possible to establish the unit cost that went into
producing a kilogram of sugar and the basis of the apportioning staff costs to the
depariments.

ii. Management indicated that they use process costing in calculating the cost of sales.
However, the process was not supported by the actual activities as the direct labour
costs in factory and agriculture department were being apportioned to administration
costs contrary to the cost accounting principles under IAS 2 which states that costs
of conversion of inventories include costs directly related to the units of production,
such as direct labour.
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ii. Records provided by Management indicated that the Company milled 234,000
tonnes of cane during the year under review and produced 14,225 tonnes of sugar
bagged, resulting to a rendement of 16 tonnes of cane to 1 tonne of the produced
sugar. However, the ratio of 1:16 was below the Agriculture and Food Authority
(AFA) recommended rendement (yield) of 1:10.

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

34. Significant Assumptions Fair Value of Growing Produce

As disclosed in Note 11 to the financial statements, the statement of financial position
reflects growing produce of Kshs.434,978,188. Review of the significant assumptions
made and disclosed indicated that the valuation of growing produce was based on a
market price of Kshs.3,700 per tonne of sugar cane and that cane of six months and
below is assumed to be immature cane. However, review of the supporting
documentation and data used to compute the fair value figures revealed that the actual
assumptions made at the value was based on a market price of Kshs.5,125 per tonne of
cane. This resulted to overstatement of growing produce by Kshs.1,425 per tonne. No
justifiable explanation was provided for the overstatement.

In the circumstances, the assumptions made in valuating growing produce could not be
supported.

35. Long Outstanding Salary Arrears

Review of payroll records provided for audit revealed that the Company owed an amount
of Kshs.639,993,770 in respect of salary arrears that have been outstanding since
April, 2018. Management has not provided any details on how it intends to clear the
balances owed to staff members which is contrary to Section 17(1) of the Employment
Act, 2007 which states that subject to this Act, an employer shall pay the entire amount
of the wages earned by or payable to an employee in respect of work done by the
employee in pursuance of a contract of service directly.

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

36. Weaknesses in Internal Audit Function

During the year under review the internal audit function targeted twenty-one (21) audit
areas. However, the function covered only one (1) out of the targeted areas; Imprest
Management. Further, it was not clear if the report was presented to the Management for
discussion and adoption and whether the recommendations were thereafter
implemented. In addition, the Company had an internal audit function in place with only
three (3) staff members. Review of the approved staff establishment revealed that internal
audit department was supposed to be staffed with six (6) officers. This resulted to
understaffing of three (3) officers contrary to Regulation 162 (2)(a) of the Public Finance
Management (National Government) Regulations, 2015, which states that an Accounting
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Officer shall ensure that the organizational structure of the internal audit unit facilitates
the entity to accomplish its internal audit responsibilities.

In the circumstances, the existence of an effective review of the financial and non-
financial performance management systems and internal controls could not be confirmed.

37.Failure to Maintain a Fixed Assets Register

The financial statements reflect property, plant and equipment balance of
Kshs.3,588,603,309 as disclosed in Note 9 to the financial statements. However,
Management did not maintain a fixed asset register to record the assets indicating their
nature, date of purchase, amount, unigue identifier number, depreciation among other
details. This was contrary to Regulation 139(1) of the Public Finance Management
(National Government) Regulations, 2015 which requires an Accounting Officer of a
National Government entity to take full responsibility and ensure that proper control
systems exist for assets and that preventative mechanisms are in place to eliminate theft,
security threats, losses, wastage, and misuse and that movement and conditions of
assets can be tracked.

In the circumstances, the completeness and proper safeguard of the reported assets
could not be confirmed. existence of effective internal controls on management of assets
could not be confirmed.

38. Unresolved Prior Year Matters

In the audit report of the previous year, several issues were raised in the Disclaimer of
Opinion. However, Management has not resolved the issues or given any explanation for
failure to adhere to the provisions of the Public Sector Accounting Standards Board.

39. Contingent Liabilities

Review of Note 19 to the financial statements reflects contingent liabilities amounting to
Kshs.179,094,038 which resulted from one hundred and two(102) claims from suppliers,
sixteen (16)claims from employees and ten (10) claims from farmers. However, a
breakdown of these liabilities indicating details of court cases were not provided for audit
review contrary to IAS 37.14 which requires that a provision shall be recognized when a
reliable estimate can be made of the amount of the obligations.

In the circumstances, the status, accuracy, and existence of the reported liability could
not be confirmed.

40. Budgetary Control and Performance

The statement of comparison of budget and actual amounts reflects a revenue budget of
Kshs.3,755,950,446 and actual amounts realized of Kshs.2,357,001,502 resulting to an
under-collection of Kshs.1,398,948,944 or 37% of the budget. The under-collection is
attributed mainly due to less than anticipated cane supply and production. Further, the
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Company reported operating expenses of Kshs.2,500,981,113 out of the approved
budget of Kshs.3,706,327,747 resulting to deficit budget of Kshs.Kshs.1,205,346,634 or
32% of the final budget. Review of the statement revealed that the company incurred
administration expenses of Kshs.224,413,200 against a final budget of Kshs.166,607,460
resulting to over expenditure of Kshs.57,805,740 or 35% of the budget. This is contrary
to Regulation 44(2) of the Public Finance Management (National Government)
Regulations, 2015 which states that National Government entities shall execute their
approved budgets based on the annual appropriations, and the approved annual cash
flow plan with the exception of unforeseen and unavoidable spending dealt with through
the supplementary estimates.

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

REPORT ON THE LAWFULNESS AND EFFECTIVENESS IN THE USE OF PUBLIC
RESOURCES

Conclusion

| do not express a conclusion on the lawfulness and effectiveness in the use of public
resources as required by Article 229(6) of the Constitution. Because of the significance
of the matters described in the Basis for Disclaimer of Opinion section of my report, | have
not been able to obtain sufficient appropriate audit evidence to provide a basis for my
audit conclusion.

REPORT ON THE EFFECTIVENESS OF |INTERNAL CONTROLS, RISK
MANAGEMENT AND GOVERNANCE

Conclusion

| do not express a conclusion on the effectiveness of internal controls, risk management
and governance as required by Section 7(1)(a) of the Public Audit Act, 2015. Because of
the significance of the matters described in the Basis for Disclaimer of Opinion section of
my report, | have not been able to obtain sufficient and appropriate audit evidence to
provide a basis for my audit conclusion.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS
Conclusion

As required by Companies Act, 2015 | report based on my audit that | did not obtain all
the information and explanations which to the best of my knowledge and belief were
necessary for the purpose of the audit.

Responsibilities of the Management and those Charged with Governance

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
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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.

Those charged with governance are 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 of 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 ISSAIswill 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
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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-
responsibilities-for-audit/. This description forms part of my auditor's report.

=i cos

AUDITOR-GENERAL

Nairobi

31 December, 2024
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