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Enhancing Accountability

REPORT OF THE AUDITOR-GENERAL ON NZOIA SUGAR COMPANY 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; 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 paris
of the report when read together constitute the report of the Auditor-General.
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REPORT ON THE FINANCIAL STATEMENTS
Qualified Opinion

| have audited the accompanying financial statements of Nzoia Sugar Company Limited
set out on pages 1 to 56, 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 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, 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 Nzoia Sugar Company Limited as at 30 June, 2024, and
of its financial performance and its cash flows for the year then ended, in accordance with
International Financial Reporting Standards and comply with the Companies Act, 2015
and the Public Finance Management Act, 2012.

Basis for Qualified Opinion
1.Unsupported Valuation of Biological Assets

The statement of financial position reflects an amount of Kshs.937,083,000 in respect of
biological assets which, as disclosed in Note 5 to the financial statements, includes an
amount of Kshs.75,720,000, Kshs.260,132,000 and Kshs.64,945,000 in respect to
additions at cost, gain arising from changes in fair value attributable to physical changes,
and loss arising from changes in fair value attributable to price changes respectively.
However, the supporting ledgers for additions, and changes in fair values were not
provided for audit review. Further, Management has made a disclosure that valuation of
biological assets was based on market price of Kshs.5,125 per ton of sugarcane.
However, it was not possible to confirm how planted sugarcane of different ages in the
farm could be measured in tones.

In the circumstances, the accuracy and completeness of biological assets balance of
Kshs.937,083,000 could not be confirmed.

2.Unsupported Intangible Asset

The statement of financial position reflects a balance of Kshs.142,209,000 in respect of
intangible assets and as disclosed in Note 16 to the financial statements. The intangible
assets represent an Enterprise Resource Planning (ERP) system which was acquired in
March, 2016 at a cost of Kshs.282,600,000. However, as at 30 June, 2024 the
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implementation of ERP system was at 80% and a total payment of Kshs.212,800,000
representing 75% of the project cost had been made. Although Note 16 to the financial
statements indicates that the ERP has been amortized over the years with amounts
totaling Kshs.90,357,000, no explanation was provided on the basis of amortizing an
incomplete project. Further, no justifiable explanation was provided for the undue delay
in completing the project.

In the circumstances, the accuracy and completeness of intangible assets balance of
Kshs.142,209,000 could not be confirmed.

3.Unsupported Deferred Income Tax Liability

The statement of financial position reflects a deferred taxation liability balance of
Kshs.3,885,282,000 for both the current and previous financial years and as disclosed in
Note 27 to the financial statements. The balance includes deferred tax liabilities
amounting to Kshs.4,367,994,000 which in turn includes; accelerated capital allowances
of Kshs.1,719,603,000, fair value adjustment of biological assets of Kshs.102,816,000,
and revaluation surpluses of Kshs.245,575,000, less realized deferred tax assets
amounting to Kshs.482,712,000 which also includes; provision for service gratuity of
Kshs.73,184,000, provision for staff leave pay of Kshs.26,741,000, unrealized exchange
losses of Kshs.17,214,000, general doubtful debts provision of Kshs.268,633,000,
provision for obsolete stocks of Kshs.96,940,000, tax losses available for offset against
future profits, and deferred tax assets not recognized of Kshs.5,535,461,000 each.
However, the supporting ledgers and supporting documents were not provided for audit
review.

Similarly, Note 5 and Note 30 to the financial statements have indicated loss in fair value
adjustment of biological assets and reduction in provision for staff leave amounting to
Kshs.64,945,000 and Kshs.19,128,000 respectively which do not have an impact on the
deferred tax liability.

In the circumstances, the accuracy and completeness of deferred taxation liability balance
of Kshs.3,885,282,000 could not be confirmed.

4.Long Outstanding Goods in Transit

The statement of financial position reflects a balance of Kshs.322,401,000 in respect of
inventories which, as disclosed in Note 19 to the financial statements, includes a balance
of Kshs.268,139,000 relating to consumables out of which Kshs.72,106,497 is in respect
of goods in transit. Records available indicate that the goods have been in transit for the
last nine (9) years.

In the circumstances, existence and valuation of the inventories balance of
Kshs.322,401,000 could not be confirmed.
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The audit was conducted in accordance with International Standards for Supreme Audit
Institutions (ISSAls). | am independent of the Nzoia Sugar Company Limited
Management in accordance with ISSAI 130 on the Code of Ethics. | have fulfilled other
ethical responsibilities in accordance with the ISSAl and in accordance with other ethical
requirements applicable to performing audits of financial statements in Kenya. | believe
that the audit evidence | have obtained is sufficient and appropriate to provide a basis for
my qualified opinion.

Material Uncertainty Related to Going Concern

The statement of profit or loss and other comprehensive income reflects a net operating
loss of Kshs.1,178,196,000 and a comparative loss of Kshs.4,165,153,000 realized in the
previous financial year 2022/2023. In addition, the current liabilities balance of
Kshs.4,336,227,000 exceed the current assets balance of Kshs.1,288,135,000 by
Kshs.3,048,092,000, which demonstrate that the company is unable to meet its financial
obligations as and when they fall due.

Further, the Company had accumulated losses totaling Kshs.4,258,724,000 as reflected
in statement of changes in equity. This state of affairs indicates a severe financial
challenge facing the Company which raises significant doubt on its ability to operate as a
going concern. Management has disclosed the material uncertainty related to going
concern in Note 3 to the financial statements and has indicated that there are plans to
privatize the Company which will include restructuring of the Company and bring new
investors on board.

In the circumstances, the Company is technically insolvent and its continued existence
as a going concern is dependent on the financial support from its creditors and the
Government.

My opinion is not modified in respect of this matter.
Emphasis of Matter

1.Budgetary Control and Performance

The statement of comparison of budget and actual amounts does not include the total
revenue, capital expenditure, a comparison of original and final budget, and budget
utilization as a percentage in accordance with the prescribed Public Sector Accounting
Standards Board approved financial reporting template.

The statement reflects budgeted revenue amounting to Kshs.5,221,411,000 against
actual revenue of Kshs.1,364,497,000 resulting to an under-collection of
Kshs.3,856,914,000 or 74% of the budget. Similarly, the statement reflects other
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operating income budget of Kshs.46,100,000 against actual loss amounting
Kshs.36,423,000 resulting to under-collection of Kshs.82,523,000 or 178% of the budget
revenue. Further it reflects recurrent expenditure budget of Kshs.1,455,929,000 against
actual expenditure of Kshs.1,095,254,000 resulting to an under-expenditure of
Kshs.360,675,000 or 25% of the budget.

The under-performance affected the planned activities and impacted negatively on the
profitability of the company.

2.ldle Investment Property

Included in the balance of non-current assets of Kshs.9,185,074,000 shown in the
statement of financial position is a balance of Kshs.303,978,000 relating to investment
property which, as disclosed in Note 17 to the financial statements, relates to the
Company's residential property situated in Kileleshwa, Nairobi. The property atiracts
annual land rates of Kshs.112,600 and has a market monthly rental income of
Kshs.75,000. However, as reported previously, the property has not been occupied for
the last eleven (11) years which translates to loss of rental income totaling to
Kshs.9,900,000.

Although attempts were made in 2017 to get approval from the Ministry to develop the
property, no evidence was provided of any follow up on the matter.

Key Audit Matters

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

Other Matter
Unresolved Prior Year Natters

In the report for the previous year, several issues were raised under Report on the
Financial Statements and Report on Lawfulness and Effectiveness in use of Public
Resources. However, the issues had not been resolved and Management did not provide
satisfactory reasons for the delay in resolving the issues.

Other Information

The Directors are responsible for the other information set out on page iii to xxxi which
comprise of Key Company Information, Board of Directors, Key Management Team,
Chairman’s Statement, Managing Director's Report, Statement of Performance Against
Predetermined Objectives, Corporate Governance Statement, Management Discussion
and Analysis, Environmental and Sustainability Reporting, Report of the Directors,
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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 Company’s financial statements, my responsibility is
to read the Other Information and in doing so, consider whether the Other Information is
materially inconsistent with the financial statements or my knowledge obtained in the audit
or otherwise appears to be materially misstated. If, based on the work | have performed,
| conclude that there is a material misstatement of this Other Information | am required to
report that fact. | have nothing to report in this regard.

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

REPORT ON LAWFULNESS AND EFFECTIVENESS IN THE USE OF PUBLIC
RESOURCES

Conclusion

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

Basis for Conclusion
1.Low Rendement (Yield) Below the Industry Standard

Note 4 to the financial statements reflects gross sales amounting to Kshs.1,356,400,000.
However, records provided for audit indicate that the Company milled 162,294 tons of
sugar canes during the year under review to produce 10,406 tons of bagged sugar,
resulting in a rendement of 6.4% of the produced sugar. This is below the recommended
rendement of 10% as per Regulation 21(a) of the Crop Sugar Regulations, 2020 which
provides that the miller shall strive to mill sugarcane efficiently to realize maximum returns
for both parties by achieving the following standards; in the case of sugar cane, fon
cane/ton sugar ratio of 9 or rendement of 10%.

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

2.5taff Costs

The statement of profit or loss and other comprehensive income reflects an amount of
Kshs.759,949,000 in respect of administrative expenses which, as disclosed in Note 9 to
the financial statements, includes an amount of Kshs.502,476,000 relating to staff costs.
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However, the following unsatisfactory matters were noted:

2.1 Excessive Wage Bill

The statement of profit or loss and other comprehensive income reflects an amount of
Kshs.759,949,000 in respect of administrative expenses which, as disclosed in Note 9 to
the financial statements, includes an amount of Kshs.502,476,000 relating to staff costs
which represents 37% of the total revenue balance of Kshs.1,364,497,000. This was
contrary to Regulation 26(1)(a) of the Public Finance Management (National
Government) Regulations, 2015 which states that staff costs of a public entity should not
exceed 35% of the revenue.

In the circumstances, Management was in breach of the law
2.2 Lack of Ethnic Diversity in Staff Recruitment

Review of the company's staff compliment for the month of June, 2024 shows that five
(5) or 38% out of thirteen (13) board members, ten (10) or 71% out of fourteen (14) top
management and five hundred and fourteen (514) or approximately 93% out of the five
hundred and fifty-four (554) permanent employees, were members of the dominant ethnic
community contrary to Section 7 of the National Cohesion and Integration Act, 2008 which
provides that all public establishments shall seek to represent the diversity of the people
of Kenya in employment of staff and ensure that not more than one-third of its staff are
from the same dominant ethnic community.

In the circumstances, Management was in breach of the law.
2.3 Failure to Adhere to the One- Third Basic Salary Rule

Review of monthly payrolls revealed that one hundred and sixty-seven (167) employees
received a net salary that was less than one third of their basic salary, contrary to the
requirements of Section 19(3) of the Employment Act, 2007 which provides that the total
deductions from salaries of employees shall not exceed two-thirds of their respective
basic salaries.

In the circumstances, Management was in breach of the law.
2.4 Avoidable Cost Related to Suspension of Employee

Included in Note 9 to the financial statements are administrative expenses of
Kshs.759,949,000, which includes legal and professional fees amount of
Kshs.13,311,000, which in turn include an amount of Kshs.7,601,400 paid to a former
managing director who was appointed in the year 2016 for period of 3 years. However,
the managing director was suspended due to allegations of corruption and paid half salary
entitled to the position of finance manager. The Court decree of 9 January, 2024 states
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that the payment of salary was unfair and ordered the Company to pay plaintiff a terminal -
due totaling to Kshs.7,601,400 as cost of suite and interest.

In the circumstances, the Board's failure to follow due process of termination of
employment contract led the Company to incur avoidable cost awarded to plaintiff by the
Court.

3.Failure to Remit Statutory and Other Deductions

Review of supporting ledgers to Note 28 to the financial statements in respect to trade
and other payables balance of Kshs.3,941,623,000 revealed unremitted statutory and
other deductions including National Social Security Fund, National Hospital Insurance
Fund, Pension and Pay as You Earn (PAYE) amounting to Kshs.998,001,002. This was
contrary to the provisions of Section 37(1) of the Income Tax Act and Sections 5 and 6 of
the Business Laws (Amendment) Act, 2021.

In the circumstances, Management was in breach of the law.
4.Non-Compliance with Executive Order on Procurement

During the year under review, the company procured goods and services outside e-
procurement since bid documents were issued and delivered manually contrary to
Presidential Executive Order on Procurement of Public Goods and services that requires
that all public procurement will be undertaken through the electronic platform of the
Integrated Financial Management Information System (IFMIS).

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 | comply with ethical requirements and plan and perform the audit to obtain
assurance about whether the activities, financial transactions and information reflected in
the financial statements comply in all material respects, with the authorities that govern
them. | believe that the audit evidence | have obtained is sufficient and appropriate to
provide a basis for my conclusion.

REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT
AND GOVERNANCE

Conclusion

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

1. Failure to Carry Out Annual Performance Appraisal of Internal Audit unit

During the year under review, the Company audit committee did not carry out annual
performance appraisal of internal audit unit in order to evaluate its effectiveness, and
there did not exist a documentary evidence of the annual report forwarded to The National
Treasury as required by Regulation 166(1) of the Public Finance Management (National
Government) Regulations, 2015 which provides that each year the internal audit unit of a
national government entity shall assess its own effectiveness through an internal
performance appraisal and shall carry out annual review of the performance of the internal
audit activity commenting on its effectiveness in the annual report to National Treasury.
(2) Each year the Audit Committee shall carry out annual review of the independence,
performance and competency of the internal audit unit and comment on their
effectiveness in the annual report.

In the circumstances, the effectiveness of the internal audit function could not be
confirmed.

2.Unlawful Termination of Employment Contract

A court ruling between a former employee (Plaintiff) versus Nzoia Sugar Company
Limited (Defendant) was delivered in May, 2022 where the defendant was ordered to pay
an amount of Kshs.5,217,893 to the plaintiff for unlawful and unfair termination of the
former employee. The court found that the termination of the employee's contract by
company was unlawful and unfair.

In the circumstances, the effectiveness of human resource management could not
be confirmed.

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

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS
As required by the Companies Act, 2015, | report, based on my audit, that:

I. | have obtained all the information and explanations which to the best of my
knowledge and belief, were necessary for the purpose of the audit;
ll.  Information given in the directors’ report on page xxx is consistent with the financial
statements,; and
lll. The auditable part of the directors' remuneration report on page 26 has been
properly prepared in accordance with the Companies Act, 2015.
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Responsibilities of the Management and Board of Directors

The Management is responsible for the preparation and fair presentation of these
financial statements in accordance with International Financial Reporting Standards and
for maintaining effective internal controls as the Management determines is necessary to
enable the preparation of financial statements that are free from material misstatement,
whether due to fraud or error and for its assessment of the effectiveness of internal
controls, risk management and governance.

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

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

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

The Board of Directors is responsible for overseeing the Company's financial reporting
process, reviewing the effectiveness of how Management monitors compliance with
relevant legislative and regulatory requirements, ensuring that effective processes and
systems are in place to address key roles and responsibilities in relation to governance
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 ISSAls 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
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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-
responsibilities-for-audit/. This description forms part of my auditor's report.

FCP , CBS
AUDITOR-GENERAL

Nairobi

31 December, 2024

Report of the Auditor-General on Nzoia Sugar Company Limited for the year ended 30 June, 2024

Page 11






