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REPORT OF THE AUDITOR-GENERAL ON SUNSET HOTEL 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 parts
of the report when read together constitute the report of the Auditor-General.

REPORT ON THE FINANCIAL STATEMENTS

Qualified Opinion

| have audited the accompanying financial statements of Sunset Hotel Limited set out on
pages 3 to 46, which comprise of the statement of financial position as at 30 June, 2024
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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 Sunset Hotel 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. Long Outstanding Trade and Other Receivables

The statement of financial position reflects an amount of Kshs.33,751,269 in respect of
trade and other receivables and as disclosed in Note 16(a) to the financial statements
which is net of provisions for bad and doubtful receivables of Kshs.5,237,509. Included in
the balance are gross debts amounting to Kshs.24,999,183 owed by Government
institutions and no demonstration of recoverability. Further, a provision for bad and
doubtful debts of Kshs.5,237,509 has been made but has not been supported by any
documented accounting policy or management policy and therefore the adequacy could
not be confirmed.

In the circumstances, the accuracy, valuation, completeness and recoverability of trade
and other receivables balance of Kshs.33,751,269 could not be confirmed.

2. Unsupported Long Outstanding Loans

The statement of financial position reflects non-current liabilities balances of
Kshs.56,090,534 and Kshs.2,500,000 in respect of Tourism Finance Corporation (TFC)
loans principal and advance amount respectively. Further, the statement reflects accrued
loan principal and interest balances of Kshs.53,285720 and Kshs.56,229 584
respectively, totaling to Kshs.109,515,304. The loans have remained unpaid since 2004
without the Tourism Finance Corporation indicating the likelihood of converting them into
Equity. Further, no loan agreement or application details were provided to confirm how
the loans were advanced.

In the circumstances, the accuracy and completeness of the loan balances could not be
confirmed.

3. Unsupported Share Capital

The statement of financial position reflects ordinary share capital balance of
Kshs.12,000,000 which, as disclosed in Note 18 to the financial statements comprises of
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ordinary share capital for Tourism Finance Corporation and County Government of
Kisumu of Kshs.11,450,000 and Kshs.550,000 respectively. However, no evidence was
provided to confirm the County Government's subscription and shareholding.

In the circumstances, the accuracy and ownership of the share capital balance of
Kshs.550,000 could not be confirmed.

4. Material Uncertainty Relating to Going Concern

The statement of financial position reflects total current liabilities balance of
Kshs.151,250,929 which exceeds total current assets balance of Kshs.38,795,829
resulting to a negative working capital balance of Kshs.112,455,095 which casts
significant doubt on the Company’s ability to continue as a going concern. However, this
material uncertainty has not been disclosed in the financial statements. The Company is,
therefore, unable to meet its financial obligations as and when they fall due.

In the circumstance, the going concern of the company is dependent on the continued
support by Government and creditors.

5. Long Outstanding Audit Fees

The statement of financial position and as disclosed in Note 22 to the financial statements
reflects a balance of Kshs.41,735,620 in respect to trade and other payables which
includes Kshs.5,084,000 in respect to audit fees which has been outstanding for more
than fifteen (15) years. This is contrary to Section 41 of the Public Audit Act, 2015 which
provides that funds for the Auditor-General shall consist of audit fees charged at rates
prescribed by the Auditor-General.

In the circumstances, the accuracy of audit fees provision could not be confirmed. In
addition, Management was in breach of the law.

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

Emphasis of Matter
Budgetary Control and Performance
The statement of comparison of budget and actual amounts reflects final revenue budget

and actual on comparable basis of Kshs.141,849,672 and Kshs.77,775,738 respectively
resulting to a shortfall of Kshs.64,073,934 or45 % of the budget.
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Similarly, the Company expended Kshs.47,091,546 against an approved budget of
Kshs.79,239,513 resulting to an under-expenditure of Kshs.32,147,967 or 41% of the
budget

My opinion is not modified in respect of this 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. There were no key audit matters to
report in the year under review.

Other Matter

Unresolved Prior Year Matters

In the audit report of the previous year, several issues were raised under the Report on
the Financial Statements, Report on Lawfulness and Effectiveness in Use of Public
Resources and Report on Effectiveness of Internal controls, Risk management and
governance. However, Management had not resolved the issues as at 30 June, 2024.

Other Information

Conclusion

Management is responsible for the Other Information set out on page iii to 1 which
comprise of Key Company Information, The Board of Directors, Management Team,
Chairman’s Statement, Report of the General Manager, Statement of Performance
Against Predetermined Objectives, Corporate Governance Statement, Management
Discussion and Analysis, Environmental and Sustainability Reporting and Statement of
Directors’ Responsibilities. The Other Information does not include the financial
statements and my audit report thereon.

Basis for Conclusion

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

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 matters described in the Basis for Conclusion on Lawfulness
and Effectiveness in Use of Public Resources section of my report, | confirm that, nothing
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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

Failure to Remit Statutory Deductions

The statement of financial position and as disclosed in Note 22 to the financial statements
reflects trade and other payables amount of Kshs.41,735,620. Included in the amount is
unremitted statutory deductions of Kshs.13,045,239 comprising Value Added Tax (VAT)
of Kshs.10,903,799 Pay As You Earn (PAYE) of Kshs.257,903, Withholding Taxes of
Kshs.1,484 522, NSSF of Kshs.71, 280, NHIF of 29,850, Catering Levy Trustee (CTL) of
Kshs.152,511 and Pension of Kshs.145,374.

In the circumstances, the Company risks losing funds due to interest and penalties which
may arise from non-remittance of statutory dues.

The audit was conducted in accordance with ISSAI 4000. The Standard requires 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 are in compliance, 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, | confirm that, nothing has come to my attention to cause me to
believe that internal controls, risk management and overall governance were not effective.

Basis for Conclusion

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;
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i. In my opinion, adequate accounting records have been kept by Sunset Hotel
Limited, so far as appears from the examination of those records; and,

iii. The Hotel's financial statements are in agreement with the accounting records and
returns.

Responsibilities of Management and the Board of Directors

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

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

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

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

Auditor-General’'s Responsibilities for the Audit

My responsibility is to conduct an audit of the financial statements in accordance with
Article 229(4) of the Constitution, Section 35 of the Public Audit Act, 2015 and the
International Standards for Supreme Audit Institutions (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
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not a guarantee that an audit conducted in accordance with IFPP will always detect a
material misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be expected
to influence the economic decisions of users taken on the basis of these financial

statements.

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

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

Detailed description of my responsibilities for the audit is located at the Office of the
Auditor-General's website at: https://www.oagkenya.go.ke/auditor-generals-
responsibilities-for-audit/. This description forms part of my auditor's report.

FCPAWa =~CBS
AUDITOR-GENERAL

Nairobi

27 December, 2024
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