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PREAMBLE

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

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

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

C. Report on Effectiveness of Internal Controls, Risk Management and Governance
which considers how the entity has instituted checks and balances to guide internal
operations. This responds to the effectiveness of the governance structure, risk
management environment and internal controls, developed and implemented by those
charged with governance for orderly, efficient and effective operations of the entity.

A Qualified Opinion is issued when the Auditor-General concludes that, except for
material misstatements noted, the financial statements are fairly presented in accordance
with the applicable financial reporting framework. The Report on Financial Statements
should be read together with the Report on Lawfulness and Effectiveness in the Use of
Public Resources, and the Report on Effectiveness of Internal Controls, Risk
Management and Governance.

The three parts of the report are aimed at addressing the statutory roles and
responsibilities of the Auditor-General as provided by Article 229 of the Constitution, the
Public Finance Management Act, 2012, and the Public Audit Act, 2015. The three parts
of the report when read together constitute the report of the Auditor-General.
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REPORT ON THE FINANCIAL STATEMENTS

Qualified Opinion

I have audited the accompanying financial statements of Nyayo Tea Zones Development
Corporation set out on pages 1 to 25 which comprise of the consolidated statement of
financial position as at 30 June, 2024 and the consolidated statement of profit or loss and
other comprehensive income, statement of changes in equity, statement of cash flows
and statement of comparison of budget and actual amounts for the year then ended and
a summary of significant accounting policies and other explanatory information in
accordance with the provisions of Article 229 of the Constitution of Kenya and Section 35
of the Public Audit Act, 2015. I have obtained all the information and explanations which
to the best of my knowledge and belief, were necessary for the purpose of the audit.

In my opinion, except for the effect of the matters described in the Basis for Qualified
Opinion section of my report, the financial statements present fairly, in all material
respects, the financial position of Nyayo Tea Zones Development Corporation as at 30
June, 2024 and of its financial performance and its cash flows for the year then ended, in
accordance with International Financial Reporting Standards and comply with the Nyayo
Tea Zones Development Corporation Order of 2002 and the Public Finance Management
Act, 2012.

Basis for Qualified Opinion

1.0. Property Plant & Equipment

The statement of financial position as disclosed in Note 8 (b) to the financial statement
reflects Nyayo Tea Zone Development Corporation property, plant and equipment of
netbook value of Kshs.364,763,308. The following anomalies were noted; -

1.1. Presentation and Accuracy of Property Plant & Equipment

Analysis of the paragraph 4 summary of significant accounting policies against Note 8(b)
revealed the following unsatisfactory matters.

i. The net book value of Kshs.364,763,308 includes a balance of Kshs.310,014,566
for land and buildings. The consolidated financial statement also reflects property
plant & equipment netbook value of Kshs.2,123,994,264 which includes land and
building of Kshs.316,318,132. This is contrary to the provision of paragraph 58 of
IAS 16 that requires land and building being separable, to be accounted for
separately.

ii. Paragraph 4(b) to summary of significant accounting policies reflects that property,
plant and equipment is measured at cost or revalued amount an indication that the
corporation uses revaluation model of reporting on property, plant and equipment.
As at the beginning of the financial year, property plant, and Equipment costing
Kshs.442,610,743 out of the total cost of Kshs 918,811,978 had been fully
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depreciated. However, the same while still in use have not been revalued. In this
circumstance, the matching concept of accounting between the economic benefits
generated by the said assets against the impaired costs could not be realized.

iii. The asset register did not disclose the date of acquisition for the various assets as
well as the location of the assets contrary to the requirements of regulation 143 of
the Public Finance Management Regulation 2015. Further, the assets were not
tagged making traceability of the location of the assets and the tracking of the
movements of the assets difficult.

1.2. Failure to Disclose and Value the Corporations Land Separately

This balance includes land and buildings valued at Kshs.302,821,526. However, review
of the assets register revealed that land has been reflected as Kshs.11,874,728 without
reflecting each parcel of land separately in the asset register as required by the provisions
of Regulation 143, (1)-(3) of Public Finance Management Regulations 2015. Further,
review of titles revealed that the Corporation owns twelve (12) parcels of land and the
separate valuation for each parcel of land has not been disclosed.

In this circumstance, the accuracy, completeness and valuation of property, plant and
equipment balance of Kshs.364,763,308 could not be confirmed.

The audit was conducted in accordance with International Standards for Supreme Audit
Institutions (ISSAIs). I am independent of the Nyayo Tea Zones Development
Corporation Management in accordance with ISSAI 130 on the Code of Ethics. I have
fulfilled other ethical responsibilities in accordance with the ISSAI and in accordance with
other ethical requirements applicable to performing audits of financial statements in
Kenya. I believe that the audit evidence I have obtained is sufficient and appropriate to
provide a basis for my qualified opinion.

Emphasis of Matter

Long Outstanding Creditors

The statement of financial position as disclosed in Note 15 reflects a balance of
Kshs.451,465,889 under trade creditors to the financial statement. However,
examination of trade creditors aging analysis provided for audit revealed that trade
creditors totaling Kshs.13,937,133 have been outstanding for over one (1) year. No
evidence was provided by Management to show the efforts being made in trying to make
the payment.

My opinion is not modified in respect of these matter.

Other Matters

Unresolved Prior Year Matters

In the audit report of the previous year, several issues were raised under the Report on
Financial Statements, Report on Lawfulness and Effectiveness in Use of Public
Resources and Report on Effectiveness of Internal Controls, Risk Management and
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Governance. However, the Management has not resolved the issues or given any
explanation for the failure to resolve them.

Key Audit Matters

Key audit matters are those matters that, in my professional judgement, are of most
significance in the audit of the financial statements. Except for the matters described in
the Basis for Qualified Opinion, I have determined that there are no other key audit
matters to communicate in my report.

Other Information

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

In connection with my audit on the Corporation's 's financial statements, my responsibility
is to read the other information and in doing so, consider whether the other information is
materially inconsistent with the financial statements or my knowledge obtained in the audit
or otherwise appears to be materially misstated. If based on the work I have performed, I
conclude that there is a material misstatement of this Other Information, I am required to
report that fact. I have nothing to report in this regard.

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

REPORT ON LAWFULNESS AND EFFECTIVENESS IN THE USE OF PUBLIC
RESOURCES

Conclusion

As required by Article 229(6) of the Constitution, based on the audit procedures
performed, except for the effect of the matters described in the Basis for Conclusion on
Lawfulness and Effectiveness in the Use of Public Resources section of my report, I
confirm that nothing else has come to my attention to cause me to believe that public
resources have not been applied lawfully and in an effective way.

Basis for Conclusion

1.0. Trade and other receivables

1.1. Long Outstanding Trade Debtors

The statement of financial position reflects trade and other receivables balance of
Kshs.778,926,490 as disclosed in Note 11 to the financial statements. Included in this
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balance is an amount of Kshs.1,385,500 owing from Emrok Tea Factory which has been
outstanding for more than one year and Management has not demonstrated effori:s to
recover these amounts.

1.2. Long Outstanding Debtors and Prepayments

The statement of financial position as disclosed in Note 1 1 to the financial statements
reflects debtors and prepayments balance of Kshs.800,964,941. This includes imprests,
advances and loans totaling to Kshs.8,788,371. Review of these revealed the following
unsatisfactory matters;

A total of Kshs.2,223,169 was reported as insurance claims however the ageing
analysis revealed that a total of Kshs.1,318,919 out of this amount has been
outstanding for more than five (5)years and there is no evidence of the efforts made
by the Management to collect the debts. Collectability of these debts is therefore
uncertain.

ii. Although the Management provided the ageing analysis of staff loans of
0 Kshs.3,374,451, the specific dates when those debts were incurred could not be

ascertained since this was not provided. In addition, out of Kshs.3,374,451, an
amount of Kshs.2,610,192 had been outstanding for more than one (1) year. It was
therefore not possible to confirm how long the debts have been outstanding and
whether the corporation adopted prudent management of public resource.

In the circumstance, the Management is not prudent in the management of its assets and
the recoverability of long outstanding trade and other receivables is doubtful.

2. Non-Compliance with Law on Ethnic Composition

During the year under review, the total number of employees was five hundred and
seventy-five (575) out of which two hundred and ninety-five (295) or 51 % of the total
number were members of the same ethnic community. This is contrary to Section 7(1)
and (2) of the National Cohesion and Integration Act, 2008 which states that, "all public
offices shall seek to represent the diversity of the people of Kenya in employment of staff
and that no public institution shall have more than one third of its staff establishment from
the same ethnic community".

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

The audit was conducted in accordance with ISSAI 3000 and ISSAI 4000. The standards
require that I comply with ethical requirements and plan and perform the audit to obtain
assurance about whether the activities, financial transactions and information reflected in
the financial statements comply in all material respects, with the authorities that govern
them. I believe that the audit evidence I have obtained is sufficient and appropriate to
provide a basis for my conclusion.
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REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT
AND GOVERNANCE

Conclusion

As required by Section 7(1 )(a) of the Public Audit Act, 2015, based on the audit
procedures performed, except for the effects of the matters described in the Basis for
Conclusion on Effectiveness of Internal Controls, Risk Management and Governance
section of my report, I confirm that nothing else has come to my attention to cause me to
believe that internal controls, risk management and governance were not effective.

Basis for Conclusion

1.Lack of Internal Audit 3-Year Strategic Plan

During the year under review, examination of the internal audit documents and
discussions with the internal audit function revealed that the corporation does not have a
three-year strategic audit plan. This is in contravention of Regulation 170 of the Public
Finance Management (National Government) Regulations, 2015, which mandates that
internal audit planning be based on a risk assessment and developed within a three-year
strategic framework. A strategic plan is essential for prioritizing audit activities, focusing
resources, strengthening operations, aligning the efforts of employees and stakeholders
towards common goals, and adjusting the corporation's direction in response to a
changing audit environment. Additionally, the strategic plan serves as a long-term
budgeting tool to ensure the audit function is sufficiently resourced to effectively carry out
its mandate.

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

2.Weaknesses in ICT Management

Review of the ICT systems and internal controls during the audit of the entity for the
financial year under review revealed that the entity did not have an active maintenance
contract for Navision 2017 which is used at the head office of the organization. In addition,
the entity lacked an approved disaster recovery plan to provide guidance of the entity in
cases of data loss and the entity did not operate its systems on a Virtual Private Network
(VPN) which would provide security and privacy for the entity's data on the systems in
use. Moreover, the minutes of the audit and risk management committee held on 16th
July 2024 stated that the ERP system was not fully operational as of 16th April 2024 and
the Director Finance and Accounts prepared a report on the status of ERP implementation
which indicated that the system was partially implemented. Further to this, the audit and
risk management committee noted that the ERP system at Kipchabo was being run
parallel with manual systems and the poor internet connectivity hindered optimum usage
of the system. In addition, the accounting system used at the Head office was different
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from systems used at Kipchabo Tea Factory and Gatitu Tea Factory, therefore, the
systems could not be interlinked for coordination.

In the circumstances, the effectiveness of the IT internal control systems is compromised,
and the Centre operations are at risk of being affected in case of a disaster.

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

Responsibilities of the Management and the Board of Directors

The Management is responsible for the preparation and fair presentation of these
financial statements in accordance with International Financial Reporting Standards and
for maintaining effective internal controls as the Management determines is necessary to
enable the preparation of financial statements that are free from material misstatement,
whether due to fraud or error and for its assessment of the effectiveness of internal
controls, risk management and governance.
In preparing the financial statements, the Management is responsible for assessing the
Corporation ability to continue as a going concern, disclosing, as applicable, matters
related to going concern and using the going concern basis of accounting unless the
Management is aware of the intention to cease operations.

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

In addition to the responsibility for the preparation and presentation of the financial
statements described above, the Management is also responsible for ensuring that the
activities, financial transactions and information reflected in the financial statements
comply with the authorities which govern them and that public resources are applied in
an effective way.

The Board of Directors is responsible for overseeing the Corporation 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, I obtain reasonable assurance about whether the financial
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statements as a whole are free from material misstatements, whether due to fraud or error
and to issue an auditor's report that includes my opinion in accordance with Section 48
of the Public Audit Act, 2015. Reasonable assurance is a high level of assurance but is
not a guarantee that an audit conducted in accordance with IFPP will always detect a
material misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be expected
to influence the economic decisions of users taken on the basis of these financial
statements.

In conducting the audit, Article 229(6) of the Constitution also requires that I express a
conclusion on whether or not in all material respects, the activities, financial transactions
and information reflected in the financial statements are in compliance with the authorities
that govern them and that public resources are applied in an effective way. In addition, I
consider the entity's control environment in order to give an assurance on the
effectiveness of internal controls, risk management and governance processes and
systems in accordance with the provisions of Section 7 (1) (a) of the Public Audit Act,
2015.

Further, I am required to submit the audit report in accordance with Article 229(7) of the
Constitution.

Detailed description of my responsibilities for the audit is located at the Office of the
Auditor-General's website at: https://www.oaqkenva.cio.ke/auditor-generals-

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

ff»FCPA isfeth^y^
AUDITOR-GENERAL

&ACBS

Nairobi

31 December, 2024
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