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REPORT OF THE AUDITOR-GENERAL ON DEVELOPMENT BANK OF KENYA 
LIMITED FOR THE YEAR ENDED 31 DECEMBER, 2020 

 

REPORT ON THE FINANCIAL STATEMENTS  
 

Opinion  
 

The accompanying financial statements of Development Bank of Kenya Limited ( the 
Group and Bank) set out on pages 18 to 86, which comprise the Consolidated and 
Bank  statements of financial position as at 31 December, 2020, and the Consolidated 
and Bank statements of comprehensive income, Consolidated and Bank statements 
of changes in equity and the Consolidated and Bank statements of cash flows for the 
year then ended, and a summary of significant accounting policies and other 
explanatory information, have been audited on my behalf by KPMG Kenya, auditors 
appointed under Section 23 of the Public Audit Act, 2015. The auditors have duly 
reported to me the results of their audit and on the basis of their report, I am satisfied 
that all the information and explanations which, to the best of my knowledge and belief, 
were necessary for the purpose of the audit were obtained. 

In my opinion, the Consolidated and Bank financial statements present fairly, in all 
material respects, the financial position of Development Bank of Kenya Limited as at 
31 December, 2020, and of its financial performance and its cash flows for the year 
then ended, in accordance with International Financial Reporting Standards (IFRS) 
and comply with the Kenya Companies Act, 2015 and the Banking Act, 2012.  

Basis for Opinion 
 

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

Emphasis of Matter  

Material Uncertainty Related to Going Concern  

I draw attention to the statement of directors responsibilities where the Directors’ have 
made an assessment of the Company and ability of the Group to continue as a going 
concern and have no reason to believe the Group and Bank will not be a going concern 
for at least the next twelve months from the date of this statement. 

During the year under review, the Bank made progress in improving its liquidity position 
to 22.4%, and 2.4 percentile above the Central Bank of Kenya (CBK) requirement of 
20%. Further the Bank reported an improved performance by reporting profit from 
operating activities of Kshs.20,579,000 (Kshs.16,527,000 in 2019). However, the 
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return on investment on the total asset base is negligible at 0.01% in comparison with 
the average Treasury Bill rate of 6.687% for the year. 

Further, the Small Enterprises Finance Company Limited, a fully owned subsidiary of 
the Development Bank of Kenya Limited has ceased financing new development 
projects and is currently pursuing recovery of existing project loans and advances. The 
Company is dormant and also facing financial challenges with the increase in the level 
of non-performing loans and reduced interest margins which are adversely affecting its 
profitability. 
 
My opinion is not modified in respect of this matter. 

Key Audit Matters  
 

Key audit matters are those matters that, in our professional judgment, are of most 
significance in the audit of the financial statements of the current year. These matters 
were addressed in the context of the audit of the financial statements as a whole, and 
in forming my opinion thereon, and I do not provide a separate opinion on these 
matters. For each matter below, a description of how the audit addressed the matter is 
provided in that context.  

 
Impairment Allowances on Loans and Advances at Amortised Cost in the 
Consolidated and Bank Financial Statements  

The Key Audit Matter   How the matter was addressed 

We determined that the impairment 
on loans and advances to 
customers to be a key audit matter 
due to the high degree of estimation 
uncertainty and significant 
judgement applied by Management 
in determination of Expected Credit 
Losses (ECL).  

  Assessing the appropriateness of 
parameters used in the statistical 
models in respect of Probability of 
Default (PDs), Loss Given Default 
(LGDs), and Exposure at Default 
(EADs) by considering local 
economic conditions, and; 
 

 Evaluating Management’s basis for 
establishing Stage 3 loss allowances 
in terms of the Group’s and Bank’s 
policies and in terms of the 
requirements of IFRS 9. This 
included challenging reasonability of 
Management assumptions on 
cashflow projections and time to 
realization for a sample of the 
facilities.  

 
 Making use of our internal financial 

risk modelling specialists to:  
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Impairment Allowances on Loans and Advances at Amortised Cost in the 
Consolidated and Bank Financial Statements  

The Key Audit Matter   How the matter was addressed 

 Assess the Group’s and Bank’s 
methodology for determining the 
economic scenarios used in the 
forward-looking information and the 
probability weightings applied to the 
scenarios. 
 

 Assess the key economic variables 
used in the determination of ECL, 
including agreeing a sample of 
economic variables to external 
sources, as well as the overall 
reasonableness of the economic 
forecasts by comparing the Group’s 
and Banks’ forecasts to reputable, 
external sources of macroeconomic 
forecasts. 

 
Other Information 
 

The Board of Directors is responsible for the other information. The other information 
comprises the information included in the annual report and financial statements, but 
does not include the consolidated and separate financial statements and my audit 
report thereon. 
 

My opinion on the bank financial statements does not cover the other information and 
I do not express any form of assurance conclusion thereon. 
 

In connection with my audit of the Consolidated and Bank financial statements, my 
responsibility is to read the other information and, in doing so, consider whether the 
other information is materially inconsistent with the Consolidated and Bank financial 
statements or my knowledge obtained in the audit, or otherwise appears to be 
materially misstated. If, based on the work I have performed, I conclude that there is a 
material misstatement of this other information, I am required to report that fact. I have 
nothing to report in this regard. 
 
REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC 
RESOURCES 
 

Conclusion 
 

As required by Article 229(6) of the Constitution, based on the audit procedures 
performed, I confirm that, nothing has come to my attention to cause me to believe that 
public resources have not been applied lawfully and in an effective way. 
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Basis for Conclusion 
 

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

Conclusion 
 

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

 

Basis for Conclusion 
 

Corporate Governance Deficiencies 
 

The Mwongozo Code guidelines on term limits for Board Members requires that no 
individual member should serve for a cumulative period exceeding six years. However, 
one Board Member of the Bank had exceeded the set limit. In the circumstance, the 
Bank is not in compliance with the Mwongozo Code on good governance. 
 
The audit was conducted in accordance with ISSAI 2315 and ISSAI 2330. The 
standards require that I plan and perform the audit to obtain assurance about whether 
effective processes and systems of internal control, risk management and governance 
were operating effectively, in all material respects. I believe that the audit evidence I 
have obtained is sufficient and appropriate to provide a basis for my conclusion. 
 
REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 
 
As required by the Kenya Companies Act, 2015, I report based on my audit, that: 
 
i. 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; 
 

ii. In my opinion, adequate accounting records have been kept by the Bank, so far 
as appears from the examination of those records; and, 
 

iii. The  Bank’s financial statements are in agreement with the accounting records 
and returns. 
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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 control 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 
control, risk management and overall governance. 
 

In preparing the financial statements, Management is responsible for assessing Bank’s 
ability to continue as a going concern, disclosing, as applicable, matters related to 
going concern and using the going concern basis of accounting unless Management 
is aware of the intention to liquidated the Bank 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 Bank’s  financial reporting 
process, reviewing the effectiveness of how the Bank 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  
 

The audit objectives are to obtain reasonable assurance about whether the financial 
statements as a whole are free from material misstatement, whether due to fraud or 
error, and to issue an auditor’s report that includes my opinion in accordance with the 
provisions of Section 48 of the Public Audit Act, 2015 and submit the audit report in 
compliance with Article 229(7) of the Constitution. Reasonable assurance is a high 
level of assurance, but is not a guarantee that an audit conducted in accordance with 
ISSAIs will always detect a material misstatement and weakness 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 addition to the audit of the financial statements, a compliance audit is planned and 
performed to express a conclusion about whether, in all material respects, the 
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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 accordance with the provisions of Article 229(6) of the 
Constitution and submit the audit report in compliance with Article 229(7) of the 
Constitution.  
 

Further, in planning and performing the audit of the financial statements and audit of 
compliance, I consider internal control in order to give an assurance on the 
effectiveness of internal controls, risk management and overall governance processes 
and systems in accordance with the provisions of Section 7(1)(a) of the Public Audit 
Act, 2015 and submit the audit report in compliance with Article 229(7) of the 
Constitution. My consideration of the internal control would not necessarily disclose all 
matters in the internal control that might be material weaknesses under the ISSAIs. A 
material weakness is a condition in which the design or operation of one or more of the 
internal control components does not reduce to a relatively low level the risk that 
misstatements caused by error or fraud in amounts that would be material in relation 
to the financial statements being audited may occur and not be detected within a timely 
period by employees in the normal course of performing their assigned functions.  
 

Because of its inherent limitations, internal control may not prevent or detect 
misstatements and instances of non-compliance. Also, projections of any evaluation of 
effectiveness to future periods are subject to the risk that controls may become 
inadequate because of changes in conditions, or that the degree of compliance with 
the  policies and procedures may deteriorate. 
 

As part of an audit conducted in accordance with ISSAIs, I exercise professional 
judgement and maintain professional skepticism throughout the audit. I also:  
 

 Identify and assess the risks of material misstatement of the financial statements, 
whether due to fraud or error, design and perform audit procedures responsive to 
those risks, and obtain audit evidence that is sufficient and appropriate to provide 
a basis for my opinion. The risk of not detecting a material misstatement resulting 
from fraud is higher than for one resulting from error, as fraud may involve collusion, 
forgery, intentional omissions, misrepresentations, or the override of internal 
control.  
 

 Evaluate the appropriateness of accounting policies used and the reasonableness 
of accounting estimates and related disclosures made by the Management.  

 

 Conclude on the appropriateness of the Management’s use of the going concern 
basis of accounting and, based on the audit evidence obtained, whether a material 
uncertainty exists related to events or conditions that may cast significant doubt on 
the  Bank’s ability to continue as a going concern. If I conclude that a material 
uncertainty exists, I am required to draw attention in the auditor’s report to the 
related disclosures in the financial statements or, if such disclosures are 
inadequate, to modify my opinion. My conclusions are based on the audit evidence 
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obtained up to the date of my audit report. However, future events or conditions 
may cause the Bank  to cease to continue as a going concern.  

 

 Evaluate the overall presentation, structure and content of the financial statements, 
including the disclosures, and whether the financial statements represent the 
underlying transactions and events in a manner that achieves fair presentation.  
 

 Obtain sufficient appropriate audit evidence regarding the financial information and 
business activities of the Bank to express an opinion on the financial statements.  

 

 Perform such other procedures as I consider necessary in the circumstances. 
 
I communicate with the Management regarding, among other matters, the planned 
scope and timing of the audit and significant audit findings, including any significant 
deficiencies in internal control that are identified during the audit.  
  
I also provide Management with a statement that I have complied with relevant ethical 
requirements regarding independence, and to communicate with them all relationships 
and other matters that may reasonably be thought to bear on my independence, and 
where applicable, related safeguards.  
 
From the matters communicated with Management, I determine those matters that 
were of most significance in the audit of the financial statements of the current period 
and are therefore the key audit matters. These matters are described in my auditor’s 
report unless law or regulation precludes public disclosure about the matter or when, 
in extremely rare circumstances, I determine that a matter should not be communicated 
in my report because the adverse consequences of doing so would reasonably be 
expected to outweigh the public interest benefits of such communication. 
 

 
 
CPA Nancy Gathungu CBS 
AUDITOR-GENERAL 
 
Nairobi 
 
06 July, 2021 


