REPORT OF THE AUDITOR-GENERAL ON EWASO NG’IRO NORTH RIVER
DEVELOPMENT AUTHORITY FOR THE YEAR ENDED 30 JUNE, 2020

REPORT ON THE FINANCIAL STATEMENTS
Qualified Opinion

| have audited the accompanying financial statements of Ewaso Ng'iro North River
Development Authority set out on pages 30 to 62, which comprise the statement of
financial position as at 30 June, 2020, and the statement of financial performance,
statement of cash flows, statement of changes in net assets and statement of comparison
of budget and actual amounts for the year then ended, and a summary of significant
accounting policies and other explanatory information in accordance with the provisions
of Article 229 of the Constitution of Kenya 2010 and Section 35 of the Public Audit Act,
2015. | have obtained all the information and explanations which, to the best of my
knowledge and belief, were necessary for the purpose of the audit.

In my opinion, except for the effect of the matters described in the Basis for Qualified
Opinion section of my report, the financial statements present fairly, in all material
respects, the financial position of Ewaso Ng'iro North River Development Authority as at
30 June, 2020, and of its financial performance and its cash flows for the year then ended,
in accordance with International Public Sector Accounting Standards (Accrual Basis) and
comply with the Ewaso Ng’iro North River Development Authority Act, Cap 448 and the
Public Finance Management Act, 2012.

Basis for Qualified Opinion
1.0 Inaccuracies of the Financial Statements

1.1 Statement of Changes in Net Assets

The statement of changes in net assets reflects a total balance of Kshs.871,226,065 as
at 30 June, 2020 which differs from the re-casted total balance of Kshs.887,986,065
resulting in an unexplained variance of Kshs.16,760,000. Further, as previously reported,
the statement reflects a balance of Kshs.1,716,938 in respect to stale cheques. No
explanation was provided on why the balance is included in the statement contrary to
Paragraph 94(f) of the International Public Sector Accounting Standards (IPSAS) 1 which
states that the components of net assets/equity are disaggregated into contributed
capital, accumulated surplus and deficits and any reserves.

Under the circumstances, the accuracy of the statement of changes in net assets for the
year ended 30 June, 2020 could not be confirmed.

1.2 Statement of Comparison of Budget and Actual Amounts

The statement of comparison of budget and actual amounts reflects a variance of
Kshs.6,406,820 between the budgeted amount of Kshs.15,000,000 and actual
expenditure of Kshs.6,406,820 under Appropriations-In-Aid which differs from the
re-casted variance of Kshs.8,593,180. No explanation has been provided for the anomaly.

Report of the Auditor-General on Ewaso Ngiro North River Development Authority for the year ended 30 June, 2020



Under the circumstances, the accuracy of the statement of comparison of budget and
actual amounts for the year ended 30 June, 2020 could not be confirmed.

2.0 Property, Plant and Equipment

As disclosed in Note 14 to the financial statements, the statement of financial position
reflects a balance of Kshs.237,045,377 under property, plant and equipment as at
30 June, 2020. The following unsatisfactory observations were made:

2.1 Land Without Ownership Documents

As previously reported, excluded from the property, plant and equipment balance of
Kshs.237,045,377 are four (4) parcels of land of undetermined value as detailed below.

Location / Plot Number Hectares | Town
ISL/117/01/3A 1.40 Isiolo Town
ISL/117/2003/2 0.35 Isiolo Town
ISL/117/2001/3B 2.00 Isiolo Town
Swara Area 4.05 Ngerimara Town

The ownership documents for the four (4) parcels of land were not provided for audit
verification.

2.2 Vandalized Motor Vehicles

Included in the property, plant and equipment balance of Kshs.237,045,377 are motor
vehicles with a net book value of Kshs.15,316,840 as at 30 June, 2020. Available
information indicates that two (2) lorries registration No. GK A521R and GK A616R valued
at Kshs.700,000 and Kshs.900,000 respectively, were vandalized at the parking yard
between April, 2018 and August, 2018. Consequently, two (2) guards were arrested and
arraigned in court but the case was withdrawn under unclear circumstances. Further, a
report issued by the Ministry of Transport and Infrastructure on 23 August, 2018 indicated
that the damage on the two (2) motor vehicles was worth Kshs.1,047,352 and
Kshs.865,376 respectively, all totaling to Kshs.1,912,728. However, the amount of
Kshs.1,912,728 had not been recovered as at 30 June, 2020 despite the fact that the two
(2) guards were reinstated and are still working at the Authority.

Under the circumstance, the fair statement and accuracy of the reported property plant
and equipment balance of Kshs.237,045,377 as at 30 June, 2020 could not be confirmed.

3.0 Trade Creditors and Other Payables

The statement of financial position reflects a balance of Kshs.282,776,607 under trade
creditors and other payables as at 30 June, 2020. However, as reported in the previous
year, creditor’s ledgers and registers in support of the balance were not provided for audit
review. Further, no explanation was provided for failure to clear the long outstanding
debts, some of which related to the financial year 2010/2011 and earlier years.
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Under the circumstances, the accuracy and completeness of the trade creditors and other
payables balance of Kshs.282,776,607 as at 30 June, 2020 could not be confirmed.

4.0 Administration Expenses

4.1 Unsupported Expenditure- Travelling and Accommodation

The statement of financial performance reflects an expenditure of Kshs.49,169,125 in
respect to administration expenses which, as disclosed in Note 4 to the financial
statements, includes an amount of Kshs.14,583,320 relating to travelling and
accommodation. The latter balance includes an amount of Kshs.281,600 whose
supporting documents including invitation letters, work tickets, bus tickets, attendance
lists, check-in registers and back to office reports were not provided for audit review.

Under the circumstances, the accuracy and propriety of the expenditure of Kshs.281,600
for the year ended 30 June, 2020 could not be confirmed.

4.2 Unsupported Expenditure- Motor Vehicles Operations

The administration expenses of Kshs.49,169,125 also includes an amount of
Kshs.5,032,179 in respect to motor vehicle operations which in turn includes an amount
of Kshs.302,607 incurred on maintenance of vehicles. However, supporting documents
including requisitions for service, contract agreements, job cards, Local Purchase Orders
(LPOs), goods received notes and pre and post inspection reports were not provided for
audit review.

Under the circumstances, the accuracy and propriety of the expenditure of Kshs.302,607
for the year ended 30 June, 2020 could not be confirmed.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the Ewaso Ng'iro North River Development
Authority Management in accordance with ISSAI 130 on Code of Ethics. | 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. |
believe that the audit evidence | have obtained is sufficient and appropriate to provide a
basis for my qualified opinion.

Key Audit Matters

Key audit matters are those matters that, in my professional judgment, are of most
significance in the audit of the financial statements. There were no key audit matters to
report in the year under review.
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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, except for the matters described in the Basis on Conclusion on Lawfulness
and Effectiveness in Use of Public Resources section of my report, | confirm that, nothing
else has come to my attention to cause me to believe that public resources have not been
applied lawfully and in an effective way.

Basis for Conclusion
1.0 Irregular Board Meetings Allowances

The statement of financial performance reflects an expenditure of Kshs.18,710,011 in
respect of board expenses which includes an amount of Kshs.303,614 paid to a Board
Member representing the Inspector-General (Corporations). This was contrary to the
Attorney General and the Office of President circulars No.AG/CONF/6/D/73 and No.
OP/CAB.9/1A dated 22 August, 2013 and 08 November, 2013 respectively, which
indicated that the Inspector-General (Corporations) should not be paid for meetings
attended as they are pursuant to his mandate and therefore part of the normal duties of
the inspectorate.

Under the circumstances, the regularity and propriety of the expenditure of Kshs.303,614
for the year ended 30 June, 2020 could not be confirmed.

2.0 Development Grant

The statement of financial performance reflects an expenditure of Kshs.188,186,157 in
respect to development expenses which, as disclosed in Note 7 to the financial
statements, includes an amount of Kshs.144,858,185 in respect of catchment
conservation and construction of small integrated water storage and irrigation schemes.
The latter balance includes an amount of Kshs.12,933,130 incurred on drilling of
boreholes during the year under review. However, physical verification in October, 2020
revealed that a borehole drilled at a total cost of Kshs.6,503,250 was dry and abandoned.
Further, another borehole drilled at a cost of Kshs.6,429,880, though complete, contained
saline water which was unfit for human consumption hence not used by the residents.

Under the circumstances, the propriety and value for money for the expenditure of
Kshs.12,933,130 for the year ended 30 June, 2020 could not be confirmed.

3.0 Budgetary Control and Performance

The statement of comparison of budget and actual amounts reflects budgeted revenue
and actual on comparable basis of Kshs.1,334,169,364 and Kshs.1,242,488,134
respectively resulting to a budget shortfall of Kshs.91,681,230. Similarly, the Authority
spent a total of Kshs.415,538,966 against an approved budget of Kshs.1,252,779,281
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resulting to an under-expenditure of Kshs.837,240,315 or 67% of the budget. The
underfunding and under-expenditure affected the planned activities and may have
impacted negatively on service delivery to the public. Further, the Authority’s budget was
unbalanced contrary to Regulation 33(c) of the Public Finance Management (National
Government) Regulations, 2015 which states that the budget shall be balanced.

Under the circumstances, the Authority was in breach of the regulations.
4.0 Failure to Insure the Fixed Assets

The statement of financial position reflects a balance of Kshs.237,045,377 under
property, plant and equipment as at 30 June, 2020. However, the property, plant and
equipment balance of Kshs.237,045,377 includes assets worth Kshs.221,529,461 which
were not insured. This is contrary to Section 160(1) of the Public Procurement and Asset
Disposal Act, 2015 which requires an Accounting Officer of a procuring entity to manage
its inventory, assets and stores for the purpose of preventing wastage and loss, and
continued utilization of supplies.

Under the circumstances, the Authority’s assets are at risk in case of a calamity or
damage affecting the fixed assets.

5.0 Irregular Procurement of Rental Offices

The statement of financial performance reflects an expenditure of Kshs.49,169,125 under
administration expenses which, as disclosed in Note 4 to the financial statements,
includes an amount of Kshs.710,000 in respect of rent and rates. However, as reported
in the previous year, the rental offices in Garissa and Marsabit towns were single sourced
contrary to requirements of Section 103(2) (a) of the Public Procurement and Assets
Disposal Act, 2015 which states that a procuring entity may use direct procurement if it is
satisfied that the goods, works or services are available only from a particular supplier or
contractor, or a particular supplier or contractor has exclusive rights in respect of the
goods, works or services and that no reasonable alternative or substitute exists.

Under the circumstances, the Authority was in breach of the law.
6.0 Lack of Regional Balancing in Employment

Review of the personnel records indicated that the Authority had two hundred (200) staff
members from different ethnic communities. However, seventy-nine (79) members of
staff or 40% were from the dominant community contrary to Section 7(2) of the National
Cohesion and Integration Act, 2008 which states that no public establishment shall have
more than one third of its staff from the same ethnic community.

Under the circumstances, the Authority was in breach of the law.

The audit was conducted in accordance with ISSAI 4000. The standard requires that |
comply with ethical requirements and plan and perform the audit to obtain assurance
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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 | 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, except for the matters
described in the Basis for Conclusion on Effectiveness of Internal Controls, Risk
Management and Governance section of my report, | confirm that, nothing else has come
to my attention to cause me to believe that internal controls were not operating in an
effective way.

Basis for Conclusion
1.0 ICT Environment

Review of the Authority’s ICT environment revealed that there was no formal approved
ICT Policy in place as at 30 June, 2020 which includes Data Security Policy and Disaster
Recovery Plans. Further, the ICT Department’s organization structure was not provided
for audit review. Further, the Authority did not have an IT Steering Committee or Strategic
Committee for ensuring effective IT controls and strategies.

Under the circumstance, the security and reliability of the Authority’s data including its
Management Information System could not be ascertained.

2.0 Lack of Risk Management Policy

The Authority did not have a Risk Management Policy. It was, therefore, not possible to
ascertain how risks were identified, controlled, monitored and mitigated during the year
under review.

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

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 Public Sector Accounting Standards (Accrual
Basis) 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 governance.
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In preparing the financial statements, Management is responsible for assessing the
Authority’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 terminate the Authority or to 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, the 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 manner.

The Board of Directors is responsible for overseeing the financial reporting process,
reviewing the effectiveness of how the Authority 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 activities,
financial transactions and information reflected in the financial statements are in
compliance with the authorities that govern them 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, | consider internal control in order to give an assurance on the effectiveness
of internal controls, risk management and governance processes and systems in
accordance with the provisions of Section 7(1)(a) of the Public Audit Act, 2015 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
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might be material weaknesses under the ISSAIls. 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, | exercise professional
judgement and maintain professional skepticism throughout the audit. | also:

e 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.

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

e 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 Authority’s ability to continue as a going concern. If | conclude that a material
uncertainty exists, | 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 obtained up to the date
of my audit report. However, future events or conditions may cause the Authority to
cease to continue as a going concern.

e 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 Authority to express an opinion on the financial statements.

e Perform such other procedures as | consider necessary in the circumstances.

| 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.
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| also provide the Management with a statement that | 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.

CPA Nancy Gathungu, CBS
AUDITOR-GENERAL

Nairobi

21 December, 2021
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