




















































































































































































































































































































































































































































































































































































































































































































in several instances, the loan balances exceed the realizable value of the underlying securities. This
shortfall is largely attributable to the accumulation of default charges and penalties over time.
Furthermore, some properties have been encroached upon by squatters, which has significantly
reduced their marketability, restricted the legal use of portions of the land, created disputes or
litigation risks that deter potential buyers and ultimately delayed disposal efforts.

Given these challenges, the likelihood of fully recovering the loan amounts associated with these
FPIPs is low. In accordance with the requirements of International Accounting Standards,
specifically IAS 36.12(d) on impairment, the Corporation assessed the recoverability of these
assets and determined it prudent to recognize a general provision of KSHS. 85,834,000 against the
carrying value of the FPIP portfolio. This provision reflects the inherent risk of loss and ensures
that the financial statements present a true and fair view of the Corporation’s financial position.

Committee Observations
The Committee Observed that—

i) The repossessed farm properties balance excluded an accumulated provision of KShs.
85,834,000. Although Management explained that the provision represents a general
50% adjustment based on outstanding loan balances at the time of auction, land does
not ordinarily depreciate and, therefore, the basis and presentation of the provision did
not have clear valuation/impairment framework and disclosures.

ii) There were impairment risk where loan balances exceed realizable values due to
accumulated default charges and penalties, as well as challenges such as encroachment
by squatters, restrictions on land use, disputes, litigation risks, and delayed disposals,
all of which reduce marketability and recovery prospects. However, while these factors
can reasonably affect recoverability and justify impairment, adequate evidence inform
of independent valuations, asset-by-asset impairment assessments, and a documented
methodology supporting the KShs. 85,834,000 provision was not provided, limiting
assurance over the reported carrying values.

Committee Recommendations

The Committee recommended that within three months of adopting the report, the Accounting
Officer submits to the National Assembly and the Auditor-General a report detailing measures
instituted to ensure accurate valuation, impairment assessment, and transparent reporting of
repossessed farm properties, including a documented measurement policy aligned to applicable
standards, an asset-by-asset reconciliation of balances and provisions supported by
valuations/impairment evidence, a time-bound disposal and recovery plan addressing
encumbrances, and strengthened oversight through periodic reviews and internal audit
verification.

1.0 Net Loans to Customers

931) The Committee heard that—

i) As previously reported and as disclosed in note 12 (b) to the financial statements, the
customers balance of Kshs.4,313,848,000 includes an amount of Kshs.22,661,100
advanced to 13 farmers in Kapsabet. Information available indicates the Corporation

227



advanced the amount against various collaterals in form of title deeds which were
fraudulent. In the circumstances the recoverability of Kshs.22,661,100 is doubtful.

ii) Similarly, included in the customers balance are loans to directors and staff totaling
Kshs.263,636,000 that includes an amount of Kshs.25,807,998.85 owed by ex-staff in

respect of house loans, personal advance and car loans.

iii) Although the Corporation has made a provision of Kshs.20,387,000 and stated that out
of the 14 ex-staff loan balances, 2 are in court, 2 scheduled for write off, 7 being pursued
normally and 3 cases are being serviced normally, available information however
indicates that only one (1) case is in court. In the circumstances, it is not possible to
ascertain the recoverability of Kshs.25,807,998.85 debt owed by the ex-staff.

Management response

932) The management informed the Committee that in 2007, the Corporation advanced agricultural
loans to 13 farmers in Kapsabet for sugarcane development, in line with its mandate to support
agriculture and related enterprises across the country as detailed below.

S/No. Rim Customer Name Outstanding
No. Balances (KSHS.)
1 15501 | Wilson Kipngetich 4,078,003.08
i Cheruiyot |
5 2 15575 | Calvine Ochieng | 1,056,338.71 |
| _ Ogum .
a3 15576 | John Kipkosgei Mutai _ _LEEI‘:'?,iIE.IE
4 15578 Julius Kiprotich 1,832,105.34
- Chumba
; 5 21267 Emmanuel Kiprono 1,350.,575.806
P Cheruiyot B
6 22496 Samson Kibiwott 1,287,217.30
| Kirwa
7 22946 Lilan Kipchumba 2,170,589.75
- Robert 1
8 25067 Evans Kiprop 3.215,956.53
i o Busieney o
i 9 26110 Arusei Ben 1,176,992.32
i Kipchumba
10 26552 David Kirwa 2.678,425.04
11| 27762 | JoshuaKirwaKori 76788583
| 12 27764 Emest Kiprotich 830,494.75
, Kimitei
! 13 27765 Henry Kipkirong Lelei 917,000.00
22,661,100.63
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933) Unbeknownst to the Corporation, the loans were issued against title deeds that turned out to be
for fictitious parcels of land. This occurred despite the Corporation exercising due diligence in
perfecting the securities through the Lands Office.

934) The process of accepting a title deed as collateral at the Corporation involves conducting an
official land search to verify ownership, followed by a valuation conducted by prequalified
professional valuers. Only after these steps is a first-ranking charge registered over the property.
This due process is intended to ensure the legitimacy of the security provided.

935) Following default by the loan beneficiaries, the Corporation initiated the process of disposing of
the securities in accordance with its statutory power of sale. It was at this stage that it was
discovered that the title deeds were defective.

936) Investigations revealed that the fraud was perpetrated by the borrowers in collusion with officials
at the Kapsabet Lands Office, resulting in significant financial loss to the Corporation.

937) As a result, the Corporation filed six civil suits against the fraudsters under Eldoret High Court
Civil Cases Nos. 100, 102, 103, 104, 105 and 106 of 2011. Judgments were delivered in favor of
the Corporation and corresponding decrees were issued. Warrants of attachment were similarly
issued and the process of execution initiated.

938) Full provisions for these non-performing loans have been made in the Corporation’s accounts, as
evidenced in the system report extracts labeled. To aid enforcement of the judgments, the
Corporation sought the intervention of the Directorate of Criminal Investigations (DCI), given
their capacity to pursue and apprehend suspects. However, progress has been slow, hampered by
delays on the part of the DCI in effecting arrests. Nevertheless, the Corporation remains
committed to the recovery process and continues to follow up the matter. In support of the above
actions, the following documents were provided to the committee for review;

a) Correspondence with DCI

b) Title deeds provided as collateral

c) Certificates of official searches

d) Notifications of Charge

e) Court decrees

f) Evidence of full provisions on the affected loan accounts
g) Detailed status report of the 13 listed accounts.

939) Out of the KSHS. 25,807,998.85 owed by former staff, the amounts comprise KSHS.
16,991,458.50 for house loans, KSHS. 1,664,770.77 for car loans and KSHS. 7,151,769.58 for
personal loans, as detailed below. The Corporation has continued to pursue recovery of these
amounts through various measures, including direct follow-up with former staff, enforcement of
underlying loan securities (such as title deeds and logbooks) and conclusion of pending legal
proceedings where applicable.

940) The outstanding balances have since reduced to KSHS. 10,425,814.99 from the reported KSHS.
25,807,998.85

| LoanProduct |

30" June 2013 | 8" August 2025 |
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941)

- 942)

943)

944)

945)

946)

House Loans | 16,991,458.50 | 8,697,567.48 S
Car Loans 1,664,770.77 | 972,289.26 !
Staff Advance | 7.151,769.58 | 2,374,145.62

Total | 25,807,998.85 10,425,814.99

Regarding the identified 14 ex-staff loan accounts, 7 accounts have since been repaid in full while
the Corporation continues to pursue the other 7 ex-staff. The detailed status report on each of the
accounts was provided for review to the committee.

Committee Observations and Recommendations

The Committee had deliberated on the issue of Net Loans to customers in its report for the
Financial Year 2012/2013, under staff loans and loans to farmers, observed and made
recommendations. Consequently, the committee upholds the observations and recommendations
therein.

FINANCIAL YEAR 2015/2016
1.0 Land and Buildings

The Committee heard that, as previously reported in 2013/2014, and prior years, property and
equipment net book value of Kshs.1, 135,700,000 as at 30 June 2015 includes twenty-nine (29)
developed plots measuring 5.3324 hectares valued at Kshs.191,627,798 and seven undeveloped
plots measuring 1.5383 hectares also valued at Kshs.914,255, with no ownership documents. In
addition, the value of land and buildings as disclosed in note 8(a) to the financial statements with
net book value of 993,363,000 excludes various non valued parcels of land located in Busia,
Nanyuki and Kerugoya and whose ownership is in dispute.

Consequently, it is not possible to confirm whether the carrying values as stated in the statement
of financial position as at 30 June 2015 reflect the fair values of property and equipment.

Management response

The management informed the Committee that in Included in the disclosed values of land and
buildings, are 20 plots collectively measuring 5.3324 hectares and valued at KSHS. 191,627,798.
A detailed breakdown of these properties, indicating their respective status, was provided for
review to the committee.

In regard to the seven undeveloped plots valued at KSHS. 795,443, for which the respective
ownership documents were initially unavailable, the Corporation has actively pursued the
acquisition of these documents and successfully secured five title deeds for the parcels located
in Iten, Bungoma, Kisumu, Molo and Bomet.

In addition, two other parcels located in Kimilili and Busia are at advanced stages of title
registration. Both have been surveyed, with new grants issued and updated registry index maps
prepared in 2025, as detailed below:
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S/No Location | Reference ' Size | Status
E Iten BM/Iten ' 0.2788 |

| . _Township/l76 | Ha |

2. | Bungoma | Bungoma ' 0.1443 Titled
| _ Municipality/804 | Ha |

5.3 Kisumu | Kisumu 0.4299 Titled
' | Municipality/Block Ha E
e 6/391 | T R
Molo Molo 0.145 | Titled
Township/Block Ha
2/84

701999 | Lease Hold

5. | Bomet | LRNo.8939/32
| Acres |

6. Kimilili | LR No. 42171/11/66 Plot
’ & 67 | surveyed,
| New Grant
: issued with
| an updated |
j registry
Index map |
i on 25" July
2025. Title
deed
pending
registration

7. " Busia |  LR1103483 0.0622 | Plot
! Ha _ surveyed,
i New Grant
- issued with
‘ | an updated
_ registry
‘ ' Index map
[ n March
i 2025, Title
i deed
! | pending
| | registration |

0.1837 Repossessed

Ha and re-
allotted to
Daniel
Mbogo

_ Gathiga
Repossessed

~and re-

8. Nanyuki | Nanyuki/Block/8/877

9. | Kerugoya | 1167002
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§ allotted to
i . Judiciary

1947)

948)

949)

950)

951)

952)

The plots in Nanyuki and Kerugoya were repossessed by the respective County Governments
due to the Corporation’s failure to develop them within the stipulated timelines. The Kerugoya
plot was re-allotted and has since been developed by the Judiciary. The Nanyuki plot was
repossessed and re-allotted to Daniel Mbogo Gathiga, a private developer. Consequently, these
two properties could not be recognized in the Corporation’s financial statements. The Various
correspondences on this matter was provided for review to the committee.

It’s the Corporation policy to revalue its assets after every five years. In the last valuation
undertaken in 2019, these properties could not be valued as the Corporation lacked the necessary
title deeds to confirm ownership. In line with IAS 16, all assets under recognized classifications
must be revalued for updated values to be reflected in the financial statements. Accordingly, once
the pending title registrations are finalized, the Corporation will proceed with the revaluation of
the respective properties. An excerpt of the policy was provided for review to the committee.

We have also provided a comprehensive report on all the 41 Corporation properties, highlighting
25 titled parcels and 16 without titles, were provided for review to the committee.

Committee Observations and Recommendations

The Committee had deliberated on the issue of Land and Buildings in its report for the Financial
Year 2012/2013, observed and made recommendations. Consequently, the commitiee upholds
the observations and recommendations therein.

1.0 Additions to Property and Equipment

The Committee heard that, Note 8 (a) to the financial statements reflects an addition to furniture
and equipment of Kshs.11,967,000 during the year. However, included in the additions figure is
an expenditure of Kshs.3,447,335 that was incurred on renovations of buildings in Eldama
Ravine and Kerugoya branches. Although the management has explained that the renovations
were of a capital nature which increased the economic value of the respective branch buildings,
the rationale for debiting the amount to furniture and equipment instead of land and buildings
has not been clarified. Further, the Corporation does not have a capitalization policy.

Management response

The management informed the Committee that in During the year, the Corporation incurred an
additional expenditure of KSHS. 3,447,335.50. The installed partitions at AFC Eldama Ravine
Branch enhanced the value of the building by creating additional leasable office space, thereby
increasing potential rental income. Similarly, partitioning works were undertaken at the AFC
Kerugoya Branch, a newly leased office space, to establish functional office units for staff
operations.

As disclosed under Note 8(a), the partitions were classified under Office Equipment, Furniture
and Fittings in accordance with the applicable depreciation rates. They were treated as fixtures
or fittings, as they do not fall under Buildings’ but rather under Furniture and Fittings. This
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classification is appropriate because partitions attract a depreciation rate 12.5% compared to
buildings, which are depreciated at 2%.

953) The Corporation also confirms the existence of a Non-Current Assets Policy and Procedure

954)

955)

956)

957)

Manual, which sets out the capitalization policy.

Committee Observations
The Committee Observed that—

The expenditure of Kshs. 3,447,335 incurred on renovations/partitioning works at the
Corporation’s Eldama Ravine and Kerugoya branches which were of a capital nature and
increased the economic value of the premises by creating additional functional/leasable office
space, the rationale for charging the expenditure to furniture and equipment instead of land and
buildings was not sufficiently clarified thus the appropriateness of classification and the accuracy
of asset reporting could not be justified and was in breach of Section 81(3) of the PFM Act CAP
412A.

Committee Recommendation

The Committee recommends that, the Accounting Officer to always ensure that the corporation
prepare the financial statements in a form that complies with the relevant accounting standards
prescribed and published by the Accounting Standards Board from time to time as prescribed in
Section 81(3) of the PFM Act CAP 412A.

1.2 Work-In-Progress

The Committee heard that note 8 (a) to the financial statements also reflects a figure of KSHS.
67,320,000 on additions to work-in-progress, which differs with the figure of KSHS.61,097,000
supported with documentary evidence by KSHS. 6,223,000 that has not been supported or
explained.

In addition, the Work-In-Progress figure reflects an amount of KSHS.6,565.000 indicated as
transfers. However, it is not shown where the amount was being transferred to, neither has the
amount been supported with any documentary evidence. Consequently, the validity of the figure
of KSHS.6,565,000 indicated as transfers could not be confirmed.

Management response:

The management informed the Committee that in During the year under review, the Corporation
incurred a total of KSHS. 67,320,000 on asset acquisitions, as detailed in the schedule provided
for review to the committee and as disclosed in Note 8(a) to the audited financial statements. The
variance of KSHS. 6,223,000 relates to nine assets acquired during the year that were not
included in the initial schedule amounting to KSHS. 61,097,000. A breakdown of these
unsupported amounts was provided for review to the committee.

The Corporation maintains a Work-In-Progress (WIP) account to track asset costs during
acquisition or construction until they are put into use. As disclosed under Note 8(a) of the audited
financial statements, transfers totalling KSHS. 6,565,000 were made from WIP for completed
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. 958)

959)

960)

961)

962)

963)

works on partitions at AFC Kerugoya and AFC Eldama Ravine, valued at KSHS. 2,283,630 and
KSHS. 4,281,913 respectively.

These works were awarded and commenced in the 2014/15 financial year, with the final payment
of KSHS. 3,447,335.50 made in the 2015/16 financial year. Upon completion, the costs were
transferred from WIP to the partitions account to capitalize the expenditure.

Committee Observation

The Committee observed that the financial statements balance of Kshs. 6,223,000 in respect of
work-in-progress, though shown as transfer to completed assets, it was not supported with
documentary evidence and was in breach of Section 81(3) of the PFM Act CAP 412A.

Committee Recommendation

The Committee recommends that, the Accounting Officer to always ensure that the corporation
prepare the financial statements in a form that complies with the relevant accounting standards
prescribed and published by the Accounting Standards Board from time to time as prescribed in
Section 81(3) of the PFM Act CAP 412A.

1.0 Loss of Cash

The Committee heard that as previously reported in 2014/2015 and earlier years, examination of
records between January 2005 and November 2010 revealed that the Corporation lost a sum of
Kshs.35,840,714 through fraudulent transactions involving encashment of 196 cheques by
various staff members. The case is still in court and any provision for the loss and disclosures
that would have been necessary in relation to this uncertainty have not been incorporated in these
financial statements.

Management response

The management informed the Committee that in This is a criminal case file no 113/19/2012
court file 1311/2012 Republic of Kenya vs. Lawrence M. Bokoro & Another that is ongoing at
the Milimani Law Court. The status of the case is as indicated below: -This case came up for
hearing on 13th February, 2020 when the prosecution was expected to close their case.

However, upon stepping down the final witness, the defense made an application which
application was allowed to recall two prosecution witnesses for further cross examination. It was
stated that some of the documents supplied by the prosecution required more clarification from
the two witnesses. Consequently, the case was slated for further hearing on 11th and 13th March
2020.

On the said dates the court was not sitting and a fresh hearing date was slated for 24th March,
2020. The case could not proceed as slated due to the breakout of Covid-19 pandemic.

The accused was on 25th May 2023 put on his defense. Thereafter, matter has been in court on
several occasions for hearing. The accused has been putting in several applications to recall
witnesses and availing of certain documents to aide his case. The ruling on his application was
dismissed on 16th February, 2024.
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964) The matter has been adjourned several times however, the defense hearing is scheduled on 9th

October 2025 as per the Judiciary Public Information on cases Portal.

965) Since the recoverability of the amounts misappropriated was doubtful, the loss was provided for

966)

fully in the Financial Years 2010/2011 as per the requirements of TAS 39/IFRS 9.

Committee Observations and Recommendations

The Committee had deliberated on the issue of Loss of Cash in its report for the Financial Year
2012/2013, observed and made recommendations. Consequently, the committee upholds the
observations and recommendations therein.

2.0 Net Loans to Customers

The Committee heard that the financial statements on provisions for doubtful debts indicates that
loans have been classified into five categories as follows: normal, watch, sub- standard, doubtful
and loss, which was adopted from the Central Bank of Kenya prudential guidelines with
modifications to reflect the risks and uncertainties specific to the agricultural sector. However, a
review of the Corporation's records did not reveal actual classification of the loans as indicated in
the Note.

1) As reported in the previous years and as disclosed in Note 12 to the financial statements,
loans to customers balance of KSHS. 4,294,811,000 as at 30th June 2016 includes an
amount of Kshs.22,661,100 advanced to thirteen (13) farmers in Kapsabet. Information
available indicates that the Corporation advanced the amount against various collaterals in
form of title deeds which appeared fraudulent. In the circumstances, the recoverability of
the Kshs.22.661.000 is doubtful.

ii) Similarly, and as previously reported, included in the loans to customers balance are loans
to staff totalling Kshs.286,496,000 relating to personal advances, house and car loans.
Although the Corporation has made a provision of Kshs.20,387,000 similar to 2014/2015,
the provision is inadequate as available information reflects non-performing accounts that
have not been provided for. In addition, management has not provided an analysis of the
loan balance showing the portions that relates to staff and directors separately.

ii1) Included under Note 9(b) to the financial statements in relation to accumulated specific
provisions are adjustments and write back figures of Kshs.122,984,000 and
Kshs.60,845,000. These amounts are however, not supported with documentary evidence.

Management response

967) The management informed the Committee that

i) The actual classification of the portfolio grading loans into various risk grades was
provided for review to the committee.

ii)  In the year 2007, Corporation advanced agricultural loans to 13 farmers in Kapsabet for

sugarcane development, in line with its mandate to support agriculture and related
enterprises across the country as detailed below.
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968)

969)

970)

971)

972)

973)

h No. ‘'omer Name itanding Balances (KSHS.)
e on Kipngetich Cheruiyot 4,078,003.08 |
15 ine Ochieng Ogum 5,338.71
, 3 15576 John Kipkosgei Mutai 1,299,516.12
| 4 15578 | Julius Kiprotich Chumba 1,832,105.34
5 21267 Emmanuel Kiprono | 1,350,575.86
Cheruiyot i
6 22496 Samson Kibiwott Kirwa | 1,287,21730
7 22946 Lilan Kipchumba Robert | 2,170,589.75
8 25067 |  Evans Kiprop Busieney 3,215,956.53
9 26110 Arusei Ben Kipchumba 1,176,992.32
i 10 | 26552 David Kirwa 2,678,425.04
11 27762 | JoshuaKirwa Korir 767,885.83
12 27764 | Emest Kiprotich Kimitei 830,494.75
13 27765 | Henry Kipkirong Lelei 917,000.00 ]
T - 22,661,100.63

Unbeknownst to the Corporation, the loans were issued against title deeds that turned out to be
for fictitious parcels of land. This occurred despite the Corporation exercising due diligence in
perfecting the securities through the Lands Office.

The process of accepting a title deed as collateral at the Corporation involves conducting an
official land search to verify ownership, followed by a valuation conducted by prequalified
professional valuers. Only after these steps is a first-ranking charge registered over the property.
This due process is intended to ensure the legitimacy of the security provided.

Following default by the loan beneficiaries, the Corporation initiated the process of disposing of
the securities in accordance with its statutory power of sale.

It was at this stage that it was discovered that the title deeds were defective. Investigations
revealed that the fraud was perpetrated by -the borrowers in collusion with officials at the
Kapsabet Lands Office, resulting in significant financial loss to the Corporation.

As a result, the Corporation filed six civil suits against the fraudsters under Eldoret High Court
Civil Cases Nos. 100, 102, 103, 104, 105 and 106 of 2011. Judgments were delivered in favor of
the Corporation and corresponding decrees were issued. Warrants of attachment were similarly
issued and the process of execution initiated.

Full provisions for these non-performing loans have been made in the Corporation’s accounts, as
evidenced in the system report extracts labeled. To aid enforcement of the judgments, the
Corporation sought the intervention of the Directorate of Criminal Investigations (DCI), given
their capacity to pursue and apprehend suspects. However, progress has been slow, hampered by
delays on the part of the DCI in effecting arrests. Nevertheless, the Corporation remains
committed to the recovery process and continues to follow up the matter. The total provision of
KSHS. 20,387,000 comprises a specific provision of KSHS. 17,782,000 for ex-staff loans,
representing a 100% provision on all ex-staff accounts and a general provision of KSHS.
2,605,000 for current staff, calculated at 0.97% of the current staff loan portfolio. The provisions
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974)

975)

976)

977)

978)

were assessed and deemed adequate. A detailed analysis of the loan balances, distinguishing
amounts attributable to staff and directors, and the breakdown of the staff loan provision were
provided for review to the committee.

The amount of KSHS. 60,845,000 represents recoveries from previously provided-for loans that
were collected during the financial year under review.

The KSHS. 122,984,000 relates to waivers of outstanding loan balances following repayments
made through interest concessions.

Committee Observations and Recommendations

The Committee had deliberated on the issue of Net Loans to customers in its report for the
Financial Year 2012/2013, under staff loans and loans to farmers, observed and made
recommendations. Consequently, the committee upholds the observations and recommendations
therein.

2.0 Trade and Other Receivables

The Committee heard that the statement of financial position’s trade and other receivables balance
of Kshs.61,611,000 is net of a provision of Kshs.22,527,000 for bad debts. A review of available
records revealed that the provision for bad debts remained constant at Kshs.22,527,000 like in the
year 2014/2015. However, trade and other receivables changed significantly during the year from
the gross amount of Kshs.129,797,000 as at 1* July 2015 to Kshs.84.138.000 as at 30™ June 2016.
No explanation has been provided for this anomaly.

Management response

The management informed the Committee that Following a review of outstanding debtors as at
30th June 2016, management was satisfied that the debts were recoverable; therefore, no
additional provision was made. From the opening balance of KSHS. 107,270,000 (excluding the
specific provision of Kshs.22,527,000 relating to Judiciary rent receivable representing 100%
provision on the outstanding amounts from the Judiciary), it is evident that the Corporation
successfully collected a substantial portion, leaving a balance of Kshs. 61,611,000.

Regarding the significant reduction in other accounts receivables, as disclosed in Note 15 to the
audited financial statements, the movement was driven by various transactions, including:

i)  Rent receivable — During the period, the Corporation received a payment of KSHS. 7.16
million from Development House as part of the outstanding balance.

ii)  Prepaid expenses — Included in trade and other accounts receivable, as presented in Note
15, were prepaid expenses, which increased by KSHS. 2.86 million. This increase arose
from prepayments for staff medical expenses, rent deposits for leased premises, and other
utilities.

iii)  Other receivables — This category decreased by KSHS. 40,672,000, mainly due to the
recovery of auctioneers’ fees, valuation fees, payments for Farm Properties, and receipt
of Mpesa commissions from Safaricom, among others.
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980)

Committee Observation

The Committee observed that the trade and other receivables changed significantly during the
year to Kshs.84,138,000 as at 30th June 2016 in that no additional provision was made. However,
the management submission that the Judiciary rent receivable of Kshs. 107,270,000 whose
specific provision of Kshs.22,527,000 representing 100% provision on the outstanding was
successfully collected leaving a balance of Kshs.61,611,000 was not supported with any
documentary evidence.

Committee Recommendation

The Committee recommends that within three months upon adoption of this report, the
Accounting Officer submits to the National Assembly and the Auditor-General a report on the
measures put in place by Management to ensure accurate and supportable valuation and
impairment of trade and other receivables, including:

i) Supporting schedules and evidence for major changes (collections, reclassifications,
write-offs, and other adjustments); !

ii) An updated receivables ageing analysis and impairment assessment demonstrating the
basis for the provision.

iii) Strengthened internal controls for periodic debtor review, impairment provisioning,
approval, and supervisory oversight including internal audit verification to ensure
consistent, timely, and transparent reporting for review.

2.0 Payables

The Committee heard that the statement of financial position reflects a balance of
Kshs.389,221,000 under payables. The payables relates to amounts owing to customers in form
of credit balances, unprocessed loan receipts and loan deposits as at 30th June 2016. A review of
records revealed that an amount of Kshs.32,219,000 relating to unprocessed loan receipts
although received through the bank had not been credited to the respective customers' as at that
date because the customers were yet to be identified. In addition, customers' loans deposits
amounting to Kshs.107,040,000 which were indicated to belong to various savings groups and
dormant accounts cannot be verified due to lack of documentation. Under the circumstance, the
validity, completeness and accuracy of the payables balance of Kshs.389,221,000 cannot be
confirmed.

Management response

The management informed the Committee that Out of the total Customer's Loan deposit of Kshs.
107,040,000, an amount of KSHS. 59,346,000 is attributable to balances in the customer’s
individual, groups and corporate clients’ relationship accounts. These accounts were established
internally to enable the clients access their loan disbursements immediately without being
channeled to their bank accounts. On the other hand, KSHS. 4,996,000 relate to staff relationship
accounts for processing staff loan disbursements, imprest and per diems. The balance of KSHS.
42,698,000 is attributable to dormant individual, staff, group, FPIP deposits accounts. Where an
account remains without any transaction for a period of one year, the status changes to dormant.
However, these accounts are re-activated whenever a client wants to transact business. Relevant
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schedules making up the figure of KSHS. 107,040,000 labelled PC 005 have been provided for
audit verification, including a detailed soft copy of the individual accounts.

Committee Observations
The Committee Observed that—

i) Payables amounting to Kshs. 32,219,000 relating to unprocessed loan receipts had
been received through the bank but had not been credited to the respective customers’
accounts by the reporting date because the customers were yet to be identified.

11) The Committee observed that the maintenance of unidentified receipts at period end
points to weaknesses in receipt identification, allocation, and timely posting controls,
and increases the risk of misstatement, misallocation, or misappropriation.

iii) The customers’ loan deposits amounting to Kshs. 107,040,000 relating to various
savings groups, relationship accounts, and dormant accounts that could not be verified
due to lack of supporting documentation. The absence of complete documentation and
independent verification evidence limited assurance on the validity, completeness,
accuracy, ownership, and aging of these balances.

Committee Recommendation

The Committee recommends that within three months upon adoption of this report, the
Accounting Officer submits to the National Assembly and the Auditor-General a comprehensive
report on the long outstanding payables balances including the measures put in place by
Management for ensuring that:

i) All unprocessed loan receipts are documented with a time-bound framework for
identification and allocation supported by bank-to-ledger reconciliations and evidence
of postings to rightful customer accounts;

ii) A comprehensive verification and reconciliation of customer loan deposits to individual
customer/group/staff/dormant account records supported by adequate documentation,
account opening/KYC records, and detailed schedules;

iii) An approved policy governing relationship accounts and dormant accounts, including
authorization, monitoring, periodic review, dormancy management, and reactivation
procedures; and

iv) Strengthened internal controls and supervisory oversight supported by internal audit
reviews over receipt management, suspense/unallocated receipts, and customer deposit
administration to prevent recurrence and enhance auditability for review.

2.0 Trade and Other Payables

The Committee heard that the statement of financial position reflects a balance of
K.shs.185,918,000 under trade and other payables. As disclosed in note 21 (b) to the financial
statements, included in trade and other payables is an amount of Kshs.113,340,000 described as
other payables. A review of records available revealed that the other payables balance was arrived
at after netting-off other creditors in debit balances amounting to Kshs.5,359,902,176. No
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supporting documentation has been provided for the debit balances in creditors or explanation
given for the net-off. Consequently, the validity of the figure of Kshs.185,918,000 on trade and
other payables cannot be confirmed.

Management response

982) The management informed the Committee that the balance of of Kshs.185,918,000 under trade

. 983)

984)

and other payl.es as disclosed under note 21 (b) to the financial statements comprises of the
following payables.

Item _! 2016 'KSHS. 000° |
_Sundry creditors _ 8,836
_Cash Security Deposits _ 16,104 .
_Insurance receipts - | 14,583 - .
Audit Fees 1,531
Gratuities 12,209
Accrued Pension contributions _ 12,500
Employee Other deductions - 934 -
Accrued Leave days 5,881 |
Other Payables 113,340 |
Total | 185,918

During the review period, the Corporation settled a significant portion of the above payables,
mainly comprising statutory obligations, leading to a substantial reduction in the balances
compared to the previous period. For ease of reference, a detailed breakdown of these was
provided for review to the committee.

Committee Observation

The Committee observed that trade and other payables included Kshs.113,340,000 classified as
“other payables,” reportedly determined after netting-off creditor accounts with debit balances
of Kshs.5,359,902,176. However, no supporting documentation or satisfactory explanation was
provided for the debit balances or the netting-off treatment, to confirm the validity, completeness,
and accuracy of the reported payables balance. Therefore, the Corporation was in breach of
Section 81(3) of the PFM Act CAP 412A.

Committee Recommendation

The Committee recommends that, the Accounting Officer to always ensure that the corporation
prepare the financial statements in a form that complies with the relevant accounting standards
prescribed and published by the Accounting Standards Board from time to time as prescribed in
Section 81(3) of the PFM Act CAP 412A.

2.0 Current Tax Payable

The Committee heard that the statement of financial position also reflects current tax payable of
Kshs.109,014,000, which is an increase of Kshs.38,532,000 over the previous year's balance of
Kshs.70,482,000. However, no tax computations have been provided to show how the
corporation tax for the year of Kshs.38,532,000 was arrived at Consequently, the accuracy of the
corporate tax payable of Kshs. 109,014,000 cannot be confirmed.
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986)

987)

988)

989)

Management response

The management informed the Committee that the tax expense for the period as per the audited
financial statements is KSHS. 67,932,897.00. Since the Corporation was stilyear’s balancesses
from previous years, no tax liability was due then. Consequently, the tax component was offset
against the deferred tax asset balance. A schedule detailing the computation of the tax expense
figure amounting to KSHS. 67,932,897.00 was provided for review to the committee.

Customers invations

The Committee observed that the Corporation did not provide tax computations to show how the
corporation tax for the year of Kshs.38,532,000 arrived. However, the explanation by the
management that the tax component was offset against the deferred tax asset balance was
misleading.

Committee Recommendations

The Committee recommends that within three months upon adoption of this report, the
Accounting Officer should provide a comprehensive report on the current status of the tax
obligations due to Kenya Revenue Authority and should be supported with a valid Tax
Compliance certificate for all categories of tax to which the corporation is liable.

1.0 Income from Operating Activities

The Committee heard that the statement of comprehensive income reflects other operating
income amounting to Kshs.277,852,000 during the year, an increase of Kshs.163,353,000 or
143% from the previous year income of Kshs.114,499,000. The increase has been attributed to
profit on disposal of assets of Kshs.62,374,000 and sundries income of Kshs.142,770,000. Out
of the sundry’s income, an amount of Kshs.133,878,000 is shown as miscellaneous income. The
nature and description of the miscellaneous income has however not been explained. As a result,
the validity, completeness and accuracy of the operating income of Kshs.277,852,000 cannot be
ascertained.

Management response

The management informed the Committee that In the Financial year 2013/2014, the Corporation
made a provision for KSHS. 100,000,000 to cater for staff rationalization which was envisaged.
However, the exercise was not implemented hence informing the write back of the provision in
the subsequent year. It is this write back of KSHS. 100,000,000 that resulted in the substantial
increase in sundry income reported under operating activities. This was done in line with the
requirements of Paragraph 59 of IAS 37. States’

"Provisions shall be reviewed af the end of each reporting period and adjusted to reflect the
current best estimate. If it is no longer probable that an outflow of resources embodying
econontic benefits will be required to settle the obligation, the provision shall be reversed.”

Likewise, KSHS. 10,893,000 of unidentified loan receipts that had remained in the unreceipted
for a period of over three years were transferred to miscellaneous income and KSHS. 22,985,000
are miscellaneous collection as per the internal policy requirements. Included in this figure is
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990)

991)

KSHS. 7,574,000 received from the Liquidated Trust Bank and KSHS. 12,046,000 being
administration costs recovered from the sale of Kilombe Farm.

Committee Observations

The Committee observed that In the Financial year 2013/2014, the Corporation made a provision
for KSHS. 100,000,000 to cater for staff rationalization which was envisaged. However, the
exercise was not implemented hence informing the write back of the provision in the subsequent
year. This does not meet the criteria for recognition of a provision set out in IPSAS 19 and was
in breach of Section 81(3) of the PFM Act CAP 412A.

Committee Recommendation

The Committee recommends that, the Accounting Officer to always ensure that the corporation
prepare the financial statements in a form that complies with the relevant accounting standards
prescribed and published by the Accounting Standards Board from time to time as prescribed in
Section 81(3) of the PFM Act CAP 412A.

FINANCIAL YEAR 2016/2017

1.0 Land and Buildings

The Cmmittee heard that as previously reported in 2015/2016, the property and equipment
balance of Kshs.1,079,401,000 as at 30 June 2017 includes twenty-nine developed plots
measuring 5.3324 hectares valued at Kshs.191,627,798 and seven undeveloped plots measuring
1.5383 hectares valued at Kshs.927,245,000 with no ownership documents. In addition, the value
of land and buildings with a net book value of Kshs.949,666,000 as disclosed in Note 8 (a) to the
financial statements, excludes unvalued parcels of land located in Busia, Nanyuki and Kerugoya
whose ownership is in dispute. In the circumstances, it has not been possible to confirm whether
the property and equipment balance of Kshs.1, 079,401,000 reflected in the statement of financial
position as at 30 June 2017 is fairly stated.

Management response

The management informed the Committee that The Corporation has been in pursuit of the
ownership documents and managed to secure several title deeds. The status of the seven
undeveloped plots, totaling 1.5383 hectares and valued at Kshs.191,627,798, for which the
respective ownership documents were not provided, is outlined below.

S/No | Location Reference Status

5 | Iten BM/Iten Township/176 | Title Secured
Bungoma Bungoma | Title Secured
— | Municipality/804 |

3. Kisumu | Kisumu Title Secured
| Municipality/Block 6/391

4. | Molo Molo  Township/Block |- Title Secured

2/84
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3. Bomet i LR No 3939a"32 § Lease Extended

6. _ Kimilili LR No. 42171/11/66 & 67 | Plot surveyed, New
| i Grant issued with
' : an updated registry
Index map. Title
deed pending
Fon 5 i e e} registdtion.
¥ : Busia LR 110348/3 Plot surveyed, New
= 5 Grant issued with
an updated registry
Index map. Title
deed pending
registration

992) The requisite supporting documents of the above ownership documents were pmwdt:d for review
to the committee.

993) As previously explained, the Nanyuki and Kerugoya plots were repossessed by the respective
County Governments due to failure by the Corporation to develop them within the stipulated
time. The Kerugoya Plot has since been developed by the Judiciary.

994) In pursuit of the title deed for the Busia property, the Corporation has obtained the R.I.M
amendment and a new grant for the plot, which was approved on 16th April 2025 and is currently
awaiting title registration. Consequently, the Corporation could not recognize these properties in
its financial statements. Upon obtaining the title deed, valuation will be done for purposes of fair
disclosure.

Committee Observations and Recommendations

The Committee had deliberated on the issue of Land and Buildings in its report for the Financial
Year 2012/2013, observed and made recommendations. Consequently, the committee upholds
the observations and recommendations therein.

1.3 Fixed Assets Transfer Account

995) The Committee heard that Note 8 (a) to the financial statepayable incts an amount of
Kshs.180,371,000 disclosed as fixed assets transfer account, and which relates to assets
transferred during the year. However, the management has not disclosed the nature of this class
of property and equipment in the financial statements. In addition, no evidence has been provided
to support the transfer and the corresponding entries to the transfer have not been explained. In
the circumstances, it has not been possible to confirm the validity and completeness of the amount
of Kshs.180,371,000.

Management response

996) The management informed the Committee that The Corporation maintains a Work-In-Progress
(WIP) account to track asset costs during acquisition or construction until they are put into use. As
regards the reported transfers, a detailed schedule for the transfers from WIP of KSHS.
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997)

998)

180,371,000 clearly indicating to which classes of assets the respective amounts were transferred
to during the year were provided for review.

Committee Observations

The Committee observed that Work-In-Progress (WIP) of Kshs.180,371,000 relating to assets
transferred during the year whose nature and class in the property and equipment in the financial
statements was not disclosed thus breaching Section 81(3) of the PFM Act CAP 412A.

Committee Recommendation

The Committee recommends that, the Accounting Officer to always ensure that the corporation
prepare the financial statements in a form that complies with the relevant accounting standards
prescribed and published by the Accounting Standards Board from time to time as prescribed in
Section 81(3) of the PFM Act CAP 412A.

1.4 Budgetary Control — Staff insurance

The statement of comprehensive income reflects an amount of Kshs.737,510,000 under staff cost,
which includes an amount of Kshs.61,301,000 paid on staff medical insurance. This payment
exceeded the budgeted and approved amount of Kshs.53,000,000 by Kshs.8,301,000. The excess
expenditure was more than 15% of the budget of staff medical and insurance during the year
2016/2017 contrary to Section 12 of the State Corporation Act, Cap 446, which states that no State
Corporation shall without the prior approval in writing of the Minister and Treasury incur any
expenditure for which has not been made in annual estimate prepared and approved in accordance
with Section 11 of the same Act. The Corporation was therefore in breach of the Law

Management response

The management informed the Committee that the expense relates to accrued medical expense that
the Corporation incurred but were not yet paid. During the period under review, the Corporation
accrued medical and staff insurance expenses amounting to KSHS. 11,546,165.44 being ex-gratia
support to meet a medical bill incurred by a staff member who is now deceased. The accrued
expenses exceeded the approved budget limits by KSHS. 8,301,000.00. Accordingly, the
Corporation sought The National Treasury approval to incur the above expenses following the
Board of Directors’ approval in its meeting of 29" June, 2017. The approval was granted by The
National Treasury on 20" June, 2018 vide their letter ref no. TNT/HRM/24/08/°C*(24).

Committee Observations
The Committee observed that—

The Corporation overspent by Kshs.8,301,000 on staff medical insurance. However, although
the Management indicated that the expense related to accrued medical expense that the
Corporation incurred but were not yet paid being ex-gratia support to meet a medical bill incurred
by a staff member who is now deceased, there was no evidence that the over-expenditure was
approved by the parent Ministry and Treasury as provided for under Section 12 of the State
Corporations Act, Cap 446 of the Laws of Kenya at the time of incurring the expenditure.
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Committee Recommendations

The Committee recommends that the Accounting Officer should ensure at all times that the
budgets are realistic, achievable, and always adhere to annual work plans, procurement plans,
and revenue collection schedules in compliance with Regulation 44(2) of the PFM (National
Government) Regulations, 2015.

5.0 Trade and Other Receivables

999) The statement of financial position reflects a balance of Kshs.600,215,000 (2015/2016 -
Kshs.61,611,000) under trade and other receivables and as disclosed in Note 15 to the financial
statements, which is an increase of Kshs.538.604,000 or 800% over the previous year. Note 1 (f)
to the financial statements indicates that trade and other receivables are recognized at fair value
less allowances for uncollectible amounts which are assessed for impairment loss and neither has
management provided documentary evidence showing how the specific provision for bad debts
figure of Kshs.23,174,000 in respect to trade and other receivables was determined.
Consequently, the accuracy of the trade and other receivables balance and charge for doubtful
debts cannot be confirmed.

Management response

1000)The management informed the Committee that the notable increase in trade and other receivables
in recent years was driven by higher recoverable fees for CRB checks, loan application charges,
and overdrawn deposit accounts arising from unpaid auctioneers’ and valuers’ fees.

1001)The amount of KSHS. 23,174,000 relates to accumulated provisions for doubtful accounts
receivable. This includes KSHS. 22,526,882 .80 for uncollectable rent owed by the Judiciary and
KSHS. 646,889.51 arising from funds receivable in a staff-related litigation matter. These
receivables have been fully provided for, as the likelihood of recovery is considered remote. A

schedule was provided for review to the committee detailing the computation of the total KSHS.
23,174,000.

Committee Observations and Recommendations

The Committee had deliberated on the issue of Trade and Other Receivables in its report for the

Financial Year 2015/2016 on impairments, observed and made recommendations. Consequently,
the committee upholds the observations and recommendations therein.

1.0 Loss of Cash

1002) As previously reported in 2015/2016 and earlier years, examination of records between January
2005 and November 2010 revealed that the Corporation lost a sum of Kshs.35,840,714 through
fraudulent transactions involving encashment of 196 cheques by various staff members.

1003) The case is still in court and any provisions for the loss and disclosures that would have been
necessary in relation to this uncertainty have not been incorporated in these financial statements.
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Management response

1004) The management informed the Committee that The misappropriated amount of was fully

’ recognized and provided for in the financial statements for the financial year 2010/2011, This

treatment was in accordance with applicable accounting standards at the time, following
confirmation of the fraudulent transactions.

1005) For ease of reference, copies of the relevant financial statements, which clearly reflect the
recognition of the loss and the corresponding provision was provided for review to the
committee..

1006) The matter remains under active court proceedings and management continues to monitor the
case to ensure that any future recoveries, if realized, are appropriately recognized in subsequent
financial periods in line with applicable financial reporting requirements.

Committee Observations and Recommendations

The Committee had deliberated on the issue of Loss of Cash in its report for the Financial Year
2012/2013, observed and made recommendations. Consequently, the committee upholds the
observations and recommendations therein.

2.0 Net Loans to Customers

1007) The Committee heard that -

i)

iii)

As reported in the previous year, Note 1 (m) to the financial statements on provision for
doubtful debts indicates that loans have been classified into five categories as follows:
normal, watch, sub-standard, doubtful and loss, as adopted from the Central Bank of
Kenya prudential guidelines with modifications to reflect the risk and uncertainties
specific to agriculture sector. However, a review of the Corporation records did not
reveal the actual classification of the loans as indicated in the Note.

As reported in 2015/2016 and in previous years and as disclosed in Note 9 (a) to the
financial statements, net loans to customers of Kshs.4,896,537,000 as at 30 June 2017
includes an amount of Kshs.22,661,000 advanced to thirteen farmers in Kapsabet.
Information available indicates that the Corporation advanced the amount against
various collaterals in form of title deeds which appeared fraudulent. In the
circumstances, the recoverability of the amount of Kshs.22,661,000 is doubtful.

Similarly, and as previously reported, included in the loans to customers balance are
loans to staff totaling KSHS.299,306,000 relating to personal advances, house and car
loans. Although the Corporation has made a provision of KSHS.27,369.000 (2016-
KSHS.20,387,000), the provision is inadequate as available information reflects non-
performing accounts that have not been provided for. In addition, management has not
provided an analysis of the loan balance showing the portion that relates to staff and
directors separately.

As previously reported, included under Note 12 (b) to the financial statements in relation
to accumulated provision for doubtful debts are specific provisions-adjustments and
write back figures of KSHS. 223,618,000 and KSHS.607,443,000 respectively. Further,

246



the general provision includes a write back of KSHS.80,166,000 described as interest
concession-farm loans while the staff loans specific provisions include a write back of
KSHS.4,205,000 described as interest concession-ex staff. The analyses of these figures
have however not been provided for audit verification. Consequently, their validity and
completeness cannot be confirmed.

Management response

1008) The management informed the Committee that

i} The Corporation grades all loan accounts in accordance with the classification stated depending
on the level of risk and uncertainties involved. The classification of the portfolio into various risk
grades and the policy as well was provided for review to the committee.

i1) In year 2007, the Corporation advanced agricultural loans to farmers in Kapsabet for sugarcane
development, in line with its mandate to support agriculture and related enterprises across the
country.

1009)Unbeknownst to the Corporation, the loans were issued against title deeds that turned out to be
for fictitious parcels of land. This occurred despite the Corporation exercising due diligence in
perfecting the securities through the Lands Office.

1010)The process of accepting a title deed as collateral at the Corporation involves conducting an
official land search to verify ownership, followed by a valuation conducted by prequalified
professional valuers. Only after these steps is a first-ranking charge registered over the property.
This due process is intended to ensure the legitimacy of the security provided.

1011)Following default by the loan beneficiaries, the Corporation initiated the process of disposing of
the securities in accordance with its statutory power of sale. It was at this stage that it was
discovered that the title deeds were defective. Investigations revealed that the fraud was
perpetrated by the borrowers in collusion with officials at the Kapsabet Lands Office, resulting
in significant financial loss to the Corporation. As a result, the Corporation filed civil suits against
the fraudsters under Eldoret High Court Civil Cases Nos. 100, 102, 103, 104, 105 and 106 of
2011. Judgments were delivered in favor of the Corporation, and corresponding decrees were
issued. Warrants of attachment have since been issued and the process of execution initiated.

1012)The Corporation is actively pursuing the properties of the individuals involved with the aim of
attachment and recovery.

1013)Full provisions for these non-performing loans have been made in the Corporation’s accounts,
was provided for review to the committee. To aid enforcement of the judgments, the Corporation
has sought the intervention of the Directorate of Criminal Investigations (DCI), given their
capacity to pursue and apprehend suspects. However, progress has been slow, hampered by
delays and inaction on the part of the DCI in effecting arrests. Nevertheless, the Corporation
remains committed to the recovery process and continues to follow up the matter with the DCI.

1) The total provision of KSHS. 27,369,000 comprises a specific provision of KSHS.
24,638,000 for ex-staff loans whose entire portfolio was KSHS. 26,007,047.36, as at
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30™ June 2017 representing a 96% provision on all ex-staff accounts and a general
provision of KSHS. 2,731,466 for current staff, calculated at 1% of the current staff
loan portfolio of KSHS. 273,146,682, The provisions were assessed and deemed
adequate. A detailed analysis of the loan balances, distinguishing amounts attributable
to staff and directors, and the breakdown of the staff loan provision were provided for
review to the committee.

iv) The adjustment of KSHS. 223,613,000 pertains to loan provisions for accounts that
were written off during the year in line with a government directive. A supporting
analysis for this amount was provided for review to the committee.

1014)The adjustments amounting to KSHS. 80,166,000 relate to accounts settled through interest

concessions, with the outstanding loan balances subsequently waived. A detailed listing of these
accounts was provided for review to the committee.

1015)Additionally, the adjustments of KSHS. 4,205,000 pertains to ex-staff loans that were repaid
through interest concessions and written off during the year. A corresponding schedule of these .
accounts was provided for review to the committee.

Committee Observations and Recommendations

The Committee had deliberated on the issue of Net Loans to customers in its report for the
Financial Year 2012/2013, under staff loans and loans to farmers, observed and made
recommendations. Consequently, the committee upholds the observations and recommendations
therein.

1.0 Current Tax Payables

As previously reported, the statement of financial position reflects current tax payable of
KSHS.170,732,000 which is an increase of KSHS.100,250,000 over the previous year’s balance
of KSHS.70,482,000. However, no tax computations have been provided to show how the current
tax payable figure of KSHS.170.732,000 and the corporation tax for the year of
KSHS.143,721,000 respectively were determined. Consequently, the accuracy of the current tax
payable of KSHS.170,732,000 cannot be confirmed.

Management response

1016)The management informed the Committee that the detailed tax computation schedule for the
year, which sets out the basis for determining the current tax payable of KSHS. 170,732,000 and
the corporation tax expense for the year of KSHS. 143,721,000 was provided for review to the
committee. Also provided was GJV No. 144843, which reflects the adjustments incorporated in
the amended financial statements to ensure accurate recognition of the tax liability. These
documents provide the supporting workings and evidence required to verify the figures reported
in the financial statements.

Committee Observations and Recommendations

The Committee had deliberated on the issue of current tax payable in its report for the Financial
Year 2015/2016, under current tax payable, observed and made recommendations. Consequently,
the committee upholds the observations and recommendations therein.
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4,0 Income from Doubtful Debts

1017)The statement of comprehensive income reflects an amount of KSHS.607,443,000 (2015/2016 -
KSHS.60,845,000) under income from doubtful debts. Note 6 to the financial statements states
that all loans prior to January 2003 had been fully provided for as doubtful debts as at 30 June
2005 anfor reviewaccruals on such loans suspended and recoveries from the portfolio have been
recognized as income. However, no documentary evidence has been produced by management
showing the loan portfolio prior to January 2003 and the provision for the same as at 30 June
2005. Under the circumstances, it is not possible to confirm whether income from doubtful debts
figure of KSHS.607.443,000 as at 30 June 2017 is fairly stated.

Management response

1018)The management informed the Committee that the documentary evidence detailing the loan
portfolio outstanding prior to January 2003 and the corresponding provisions made as at 30 June
2005, was provided for review to the committee. This evidence confirms that the loans in
question had been fully provided for and interest accruals suspended in accordance with the
Corporation’s accounting policies at the time.

1019)The reported income from doubtful debts amounting to KSHS. 607,443,000 for the year ended
30 June 2017 represents actual recoveries from these non-performing loans. Detailed schedules
and receipts supporting these collections was also provided for review to the committee. These
records substantiate the recognition of the amount as income in line with applicable financial
reporting standards.

Committee Observation
The Committee Observed that—

The income from doubtful debts amounting to KShs. 607,443,000 was recognized in the
statement of comprehensive income as income. However, the management indicated that the
amount relates to recoveries from loans for periods prior to January 2003 fully provided for, no
supporting documentation evidencing the loan portfolio and corresponding provisions made in
30 June 2005.

The Management did not provide evidence of how the recoveries were done in spite of them
being previously considered as irrecoverable and treated as impaired loans.

Committee Recommendation

The Committee recommends that within three months upon adoption of this report, the EACC
should investigate all the impaired loans that have been deemed irrecoverable with a view to
establishing how they were issued to the beneficiaries, the collateral issued, recoveries made and
whether due diligence was conducted before issuance of such loans. Should there be any
irregularities noted the DPP should initiate a legal action against any culpable officers and the
loan beneficiaries.
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FINANCIAL YEAR 2017/2018

1.0 Property and Equipment

' 1020)The property and equipment balance of Kshs.1,142,668,000 as at 30" June 2018 still include as
previously reported, twenty-nine developed plots measuring 5.3324 hectares wvalued at
Kshs.191,627,798 and seven undeveloped plots measuring 1.5383 hectares with no ownership
documents. In addition, the wvalue of land and buildings with a net book value of
Kshs. 940,698,000 as disclosed under Note 8 (a) to the financial statements, excludes unvalued
parcels of land located in Busia, Nanyuki and Kerugoya whose ownership is in dispute. Although
the management has explained that it has continued with the pursuit of title documents for all its
properties through the Ministry of Lands and the National Land Commission, no tangible results
had been achieved as at the date of this report. In the circumstances, it has not been possible to
confirm whether the property and equipment balance of Kshs.1,142,668,000 reflected in the
statement of financial position as at 30" June 2018 is fairly stated.

Management response

1021)The management informed the Committee that the Corporation has been in pursuit of the
ownership documents and managed to secure several title deeds. The status of the seven
undeveloped plots, totaling 1.5383 hectares and valued at KSHS.191,627,798, for which the

respective ownership documents were not provided, is outlined below.

S/No | Location Reference Status

I | Iten BM/Iten Township/176 Title Secured

2, Bungoma Bungoma Title Secured [
| Municipality/804 |

3. Kisumu Kisumu Title Secured |
_ Municipality/Block 6/391 '

4., | Molo Molo  Township/Block Title Secured i
' 2/84 |

LA Bomet | LR No.8939/32 Lease Extended |

6. ! Kimilili | LR No. 42171/11/66 & 67 Plot surveyed, New |

Grant issued with

{ an updated registry |
! Index map. Title
: deed pending

registration |
7. ! Busia LR 110348/3 ! Plot surveyed, New |’
Grant issued with |
an updated registry |
Index map. Title J
deed pending

| registration |

1022) The requisite supporting documents of the above ownership documents was provided for review
to the committee. :
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1023)As previously explained, the Nanyuki and Kerugoya plots were repossessed by the respective
County Governments due to failure by the Corporation to develop them within the stipulated
time. The Kerugoya Plot has since been developed by the Judiciary.

1024)In pursuit of the title deed for the Busia property, the Corporation has obtained the R.IL.M
amendment and a new grant for the plot, which was approved on 16th April 2025 and is currently
awaiting title registration. Consequently, the Corporation could not recognize these properties in
its financial statements. Upon obtaining the title deed, valuation will be done for purposes of fair
disclosure. The relevant correspondences on the matter, were provided for review to the
committee.

Committee Observations and Recommendations

The Committee had deliberated on the issue of Land and Buildings in its report for the Financial
Year 2012/2013, observed and made recommendations. Consequently, the committee upholds
the observations and recommendations therein.

2.0 Net Medium-Term Loans to Customers

1025)As reported in the previous years and as Marchsed under Note 9 (a) to the financial statements,
net medium-term loans to customers of Kshs.5,602,718,000 as at 30th June 2018 includes an
amount of Kshs.22,661,000 advanced to thirteen farmers in Kapsabet. Information available
indicates that the Corporation advanced the amount against various collaterals in form of title
deeds which appeared fraudulent. Although the management has explained that the Corporation
filed six cases in court against the fraudsters under Eldoret HCC No.1 00, 1 02,103,104,105 and
106 of 2011 and judgement entered in favor of the Corporation, however as at the date of this
report, execution of the warrants issued had not been effected. In the circumstances, the
recoverability of the amount of Kshs.22,661,000 is doubtful.

Management response

1026)The management informed the Committee that in year 2007, the Corporation advanced
agricultural loans to farmers in Kapsabet for sugarcane development, in line with its mandate to
support agriculture and related enterprises across the country.

1027)Unbeknownst to the Corporation, the loans were issued against title deeds that turned out to be
for fictitious parcels of land. This occurred despite the Corporation exercising due diligence in
perfecting the securities through the Lands Office.

1028)The process of accepting a title deed as collateral at the Corporation involves conducting an
official land search to verify ownership, followed by a valuation conducted by prequalified
professional valuers. Only after these steps is a first-ranking charge registered over the property.
This due process is intended to ensure the legitimacy of the security provided.

1029)Following default by the loan beneficiaries, the Corporation initiated the process of disposing of
the securities in accordance with its statutory power of sale. It was at this stage that it was
discovered that the title deeds were defective. Investigations revealed that the fraud was
perpetrated by the borrowers in collusion with officials at the Kapsabet Lands Office, resulting
in significant financial loss to the Corporation.
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1030)As a result, the Corporation filed civil suits against the fraudsters under Eldoret High Court Civil
Cases Nos. 100, 102, 103, 104, 105 and 106 of 2011. Judgments were delivered in favor of the
Corporation, and corresponding decrees were issued. Warrants of attachment have since been
issued and the process of execution initiated. The Corporation is actively pursuing the properties
of the individuals involved with the aim of attachment and recovery.

1031)Full provisions for these non-performing loans have been made in the Corporation’s accounts, as
provided for review to the committee. To aid enforcement of the judgments, the Corporation has
sought the intervention of the Directorate of Criminal Investigations (DCI), given their capacity
to pursue and apprehend suspects. However, progress has been slow, hampered by delays and
inaction on the part of the DCI in effecting arrests. Nevertheless, the Corporation remains
committed to the recovery process and continues to follow up the matter with the DCL.

Committee Observations and Recommendations

The Committee had deliberated on the issue of Net Medium-Term Loans to Customers in its
report for the Financial Year 2012/2013, under loans to farmers, observed and made
recommendations. Consequently, the committee upholds the observations and recommendations
therein.

1.0 Current Tax Payable

1032) The statement of financial position as at 30 June 2018 reflects current tax payable of
Kshs.328,017,000 which is an increase of Kshs.157,285,000 over the previous year's balance of
Kshs.170,732,000. Although the management has explained that the taxable profit was
ascertained in accordance with paragraphs 15 & 16 of the Income Tax Act, Cap 470 of the Laws
of Kenya, no sufficient evidence has been provided to show how the current tax figure of
Kshs.328,017,000 and the corporation tax for the year of Kshs.157,285,000, respectively were
determined. In addition, the report provided by the Corporation from a consultant hired to
determine the current tax liability and corporation tax for the year during the year does not
confirm both the current tax figure of Kshs.328,017,000 and the corporation tax for the year of
Kshs.157,285,000 as reported. Consequently, the accuracy of the current tax payable of
Kshs.327,240,000 cannot be confirmed.

Management response

1033)The management informed the Committee that the Corporation’s taxable profit was determined
in accordance with the Income Tax Act, Chapter 470 of the Laws of Kenya, specifically
Paragraphs 15 and 16, which guide the ascertainment of total business income.

1034)The Act outlines allowable wear and tear rates on capital expenditure and, under Paragraph 15,
Sub-paragraph 6, limits the deductible cost of non-commercial vehicles to a maximum of KSHS.
2 million, effective from 1st January 2006.

1035)Following amendments to the financial statements, the current year’s tax liability has been
revised to KSHS. 157,285,350, computed in line with the above provisions. A detailed tax
computation was provided for review to the committee.

1036)Additionally, the Corporation engaged a tax consultant to review its corporate tax obligations for
the period covering Financial Years 2003 to 2017. The consultant's draft report and
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recommendations for implementation arising from this assignment was provided for review to
the committee.
Committee Observations and Recommendations

The Committee had deliberated on the issue of current tax payable in its report for the Financial
Year 2015/2016, under staff loans and loans to farmers, observed and made recommendations.
Consequently, the committee upholds the observations and recommendations therein.

2.0 Loss of Cash

1037)As previously reported in 2015/2016 and earlier years, examination of records between January

2005 and November 2010 revealed that the Corporation lost a sum of Kshs.35.840,714 through
fraudulent transactions involving encashment of 196 cheques by various staff members. The case
is still in court and any provisions for the loss that would havebeen necessary in relation to this
uncertainty have not been incorporated in these financial statements.

Management response

1038)The management informed the Committee that the misappropriated amounts were fully provided

for in the financial year 2010/2011, as provided for review to the committee.
Committee Observations and Recommendations

The Committee had deliberated on the issue of Loss of Cash in its report for the Financial Year
2012/2013, observed and made recommendations. Consequently, the committee upholds the
observations and recommendations therein.

FINANCIAL YEAR 2018/2019

1.0 Land Without Ownership Documents

1039)The Committee heard that, as previously reported, property and equipment balance of Kshs.1,

122,232,000 as at 30 June, 2019 includes twenty-nine (29) developed plots measuring a total of
5.3324 hectares valued at Kshs.191,627,798 and seven undeveloped plots measuring a total of
1.5383 hectares with no ownership documents. Although Management explained that it
continued with the pursuit of the ownership documents through the Ministry of Lands and the
National Land Commission, the documents had not been obtained as at the time of audit. In
addition, the value of land and buildings with a net book value of Kshs.907,335,000 excludes
unvalued parcels of land located in Busia, Nanyuki and Kerugoya whose ownership is in dispute.

1040)In the circumstances, it has not been possible to confirm whether the property and equipment

balance of Kshs.1,122,232 000 reflected in the statement of financial position as at 30 June, 2019
is fairly stated.

Management response

1041)The management informed the Committee that The Corporation has been in pursuit of the

ownership documents and managed to secure several title deeds. The status of the seven
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undeveloped plots, totaling 1.5383 hectares and valued at KSHS.191,627,798, for which the
respective ownership documents were not provided, is outlined below.

! S/No | Location Reference | Status
| Iten __ BM/lten Township/176 | Title Secured
P | Bungoma Bungoma Title Secured
Municipality/804 |
3, : Kisumu Kisumu Title Secured
; | Municipality/Block 6/391
4. Molo Molo Township/Block Title Secured
! 2/84
5. Bomet LR No.8939/32 Lease Extended
6. ' Kimilili | LR No. 42171/11/66 & 67 Plot surveyed, New |

Grant issued with
an updated registry |
Index map. Title
deed pending |
__ registration |
Plot surveyed, New
Grant issued with
an updated registry |
g Index map. Title
| deed pending |
i registration

7 | Busia LR 1103483

1042) The requisite supporting documents of the above ownership documents were provided for review
to the committee.

1043)As previously explained, the Nanyuki and Kerugoya plots were repossessed by the respective
County Governments due to failure by the Corporation to develop them within the stipulated
time. The Kerugoya Plot has since been developed by the Judiciary.

1044)In pursuit of the title deed for the Busia property, the Corporation has obtained the R.I.M
amendment and a new grant for the plot, which was approved on 16th April 2025 and is currently
awaiting fitle registration. Consequently, the Corporation could not recognize these properties in
its financial statements. Upon obtaining the title deed, valuation will be done for purposes of fair
disclosure. The relevant correspondences on the matter, was provided for review to the
committee.

Committee Observations and Recommendations

The Committee had deliberated on the issue of Land and Buildings in its report for the Financial
Year 2012/2013, observed and made recommendations. Consequently, the committee upholds
the observations and recommendations therein.
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6.0 Doubtful Recoverability of Loans to Customers

1045)The Committee heard that as reported in the previous years and as disclosed in Note 9(a) to the
financial statements, the net medium-term loans to customers of Kshs.6,238,828,000 as at 30
June, 2019 includes an amount of Kshs.22,661,000 advanced to thirteen (13) farmers in
Kapsabet. Information available indicates that the Corporation advanced the amount against
various collaterals in form of title deeds which appeared fraudulent. Management explained that
the Corporation filed six cases in court against the fraudsters under Eldoret HCC No.100,
102,103,104.105 and 106 of 2011 and judgement entered in favor of the Corporation. However,
as at the date of this report, execution of the warrants issued had not been effected. Recoverability
of the amount of Kshs.22,661,000 is therefore, doubtful.

1046)Further, the net medium-term loans to customers of Kshs.6,238,828,000 include directors’ loans
of Kshs.32,774,000 as at 30 June, 2019. The latter balance includes loan arrears of
Kshs.6,196,000 due from two (2) former Directors of the Corporation. Although Management
explained that they had engaged an advocate to charge the securities that guaranteed these loans,
the charge had not been executed as at the time of the audit.

Management response

1047)The management informed the Committee that in year 2007, the Corporation advanced
agricultural loans to farmers in Kapsabet for sugarcane development, in line with its mandate to
support agriculture and related enterprises across the country.

1048)Unbeknownst to the Corporation, the loans were issued against title deeds that turned out to be
for fictitious parcels of land. This occurred despite the Corporation exercising due diligence in
perfecting the securities through the Lands Office.

The process of accepting a title deed as collateral at the Corporation involves conducting an
official land search to verify ownership, followed by a valuation conducted by prequalified
professional valuers. Only after these steps is a first-ranking charge registered over the property.
This due process is intended to ensure the legitimacy of the security provided.

1049)Following default by the loan beneficiaries, the Corporation initiated the process of disposing of
the securities in accordance with its statutory power of sale. It was at this stage that it was
discovered that the title deeds were defective. Investigations revealed that the fraud was
perpetrated by the borrowers in collusion with officials at the Kapsabet Lands Office, resulting
in significant financial loss to the Corporation.

1050)As a result, the Corporation filed civil suits against the fraudsters under Eldoret High Court Civil
Cases Nos. 100, 102, 103, 104, 105 and 106 of 2011. Judgments were delivered in favor of the
Corporation, and corresponding decrees were issued. Warrants of attachment have since been
issued and the process of execution initiated. The Corporation is actively pursuing the properties
of the individuals involved with the aim of attachment and recovery.

1051)Full provisions for these non-performing loans have been made in the Corporation’s accounts, as
provided for review to the committee. To aid enforcement of the judgments, the Corporation has
sought the intervention of the Directorate of Criminal Investigations (DCI), given their capacity
to pursue and apprehend suspects. However, progress has been slow, hampered by delays and
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inaction on the part of the DCI in effecting arrests. Nevertheless, the Corporation remains
committed to the recovery process and continues to follow up the matter with the DCI.

- 1052)In regard to charging of securities for the directors’ loans, it is the Corporation policy requirement
that the securities are charged at the point of loan making. The securities were therefore charged
on 17th February 2010 and 29th June 2015 respectively as can be ascertained from the
documentation provided for review to the committee.

(i) Roselyn Adede Ng’inja

The former director was granted a loan of Kshs.4,600,000.00 for the purpose of land purchase
on 2™ June 2015 at the rate of 10% payable in 60 months and secured by first ranking charge on
LR No KAJIADO/LORNGOSUA/4728. The charge was placed on 29" June 2015.
Subsequently, she was granted a development loan of Kshs.3,000,000.00 for the purpose of
pouliry keeping for a period of 60 months.

The client signed a monthly banker’s order of Kshs.112,000.00 w.e.f 20™ September 2015 and
Kshs.66,000.00 w.e.f 20™ January 2017 to service the two loans respectively. The director vide
a letter dated 1¥ March 2018, requested for amalgamation of the two loans into one and an
addendum was drawn on 21* March 2018 for a new loan of Kshs.6,919,078 payable in 60
months. To date, Kshs.2,537,300 has been paid towards settlement of the account as provided
for review to the committee.

The client faced further repayment challenges, and she requested the Corporation to allow her to
subdivide the land and have it disposed. The authority was granted, and subdivision process was
done and concluded resulting in 10 title deeds measuring about 2.0HA valued at
Kshs.2,500,000.00 each.

The file was forwarded to Loan Recovery Department on for graduated recovery efforts. The
client has been marketing the properties and she has two potential buyers currently. The
Corporation has issued a letter of undertaking on the two at Kshs.2,500,000 each and the balance
of 8 more parcels are still being marketed. On 30™ June 2025, the client made a further payment
of 6.0M as may be confirmed from the copy of receipt provided for review to the committee.

(ii) Duncan Githiga

The former director was granted two loans in 2010 and 2011. The first loan of Kshs.2,000,000.00
was granted in February 2010 payable in a period of 3 years at the rate of 10% p.a. The loan was
secured by first ranking charge on LR NO KWALE/SHIMON ADJ/322 and same charged on 4%
February 2010. The second loan of Kshs.2,000,000.00 was granted in August 2011 payable in 3
years at interest rate of 10% p.a.

The first loan was repaid and closed on 14™ August 2017 as may be ascertained from the
documentation provided for review to the committee. Inspite of the project experiencing
difficulties in the month of May 2019 that resulted into the account falling in arrears.

The case was slotted for auction on 10® March, 2023 and the client approached the Corporation
with the below proposal for consideration.

i) To forward an undertaking from KCB of Kshs.1.5m by 7™ March 2023 which was as a
result of sale of land in his rural home. The payment was honored in full.
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i1) The balance of about Kshs.3.5 million to be paid monthly for a period 3 years with a
monthly repayment of Kshs.100,000.00.

The above proposal was accepted. Whereas we confirm receipt of Kshs.1,500,000.00 from the
undertaking, the monthly installment has never been honored. Subsequently he has given
different proposals during the period, and none has been honored. The security is scheduled for
auction and is at the marketing stage within our pre-qualified auctioneers.

Committee Observations and Recommendations

The Committee had deliberated on the issue of Net Loans to customers in its report for the
Financial Year 2012/2013, under staff loans and loans to farmers, observed and made
recommendations. Consequently, the committee upholds the observations and recommendations
therein.

2.0 Loss of Cash

1053)As previously reported in 2015/2016 and earlier years, examination of records between January,
2005 and November, 2010 revealed that the Corporation lost a sum of Kshs.35,840,714 through
fraudulent transactions involving encashment of 196 cheques by various staff members. The case
15 still in court and provisions for the loss that would have been necessary in relation to this
uncertainty have not been incorporated in the financial statements.

1054)Further, during the year under review, the Corporation fraudulently lost cash at AFC Eldoret
Branch through unremitted transfers and collections amounting to Kshs.4, 142,450 and
Kshs.4,947.950, respectively.

Management response

1055)The management informed the Committee that the amounts misappropriated were fully provided
for in the Financial Years 2010/2011.

1056)As regards the fraudulent transactions in AFC Eldoret branch, an internal investigation was
promptly initiated, leading to the identification and apprehension of the staff involved in the
fraudulent activities.

1057)The matter was subsequently referred to the Magistrate’s Court of Kenya at Uasin Gishu, where
it was prosecuted under Criminal Case No. MCCR/4377/2018. The court has since delivered its
judgment, convicting the accused of theft by public servants under the relevant provisions of the
Kenyan law.

1058)Given that this was a criminal matter between the Republic of Kenya and the accused persons,
the likelihood of recovering the lost funds remains highly remote. As a prudent financial measure,
the Corporation had already made the necessary provisions for the loss in its books, pending
approval for write off from the National Treasury. The court judgement was provided to the
committee for review.
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Committee Observations and Recommendations

The Committee had deliberated on the issue of Loss of Cash in its report for the Financial Year
2012/2013, observed and made recommendations. Consequently, the committee upholds the
observations and recommendations therein.
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