REPORT OF THE AUDITOR-GENERAL ON KENYA ELECTRICITY GENERATING
COMPANY PLC FOR THE YEAR ENDED 30 JUNE, 2020

REPORT ON THE FINANCIAL STATEMENTS
Opinion

The accompanying financial statements of Kenya Electricity Generating Company PLC
set out on pages 17 to 104, which comprise of the statement of financial position as at
30 June, 2020, statement of profit or loss and other comprehensive income, statement of
changes in equity, statement of cash flows and the statement of comparative budget and
actual amount for the year then ended, and a summary of significant accounting policies
and other explanatory information, have been audited on my behalf by Deloitte & Touché,
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, | 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 financial statements present fairly, in all material respects, the financial
position of the Kenya Electricity Generating Company PLC as at 30 June, 2020, and of
its financial performance and its cash flows for the year then ended, in accordance with
International Financial Reporting Standards and comply with the Public Finance
Management Act, 2012 and the Companies Act, 2015.

Basis for Opinion

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the Kenya Electricity Generating Company
PLC 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 audit of financial statements in Kenya. | believe
that the audit evidence | have obtained is sufficient and appropriate to provide a basis for
my opinion.

Emphasis of Matter
Amounts Due From Kenya Power and Lighting Company PLC

The financial statements reflect gross amounts due from the Company’s main customer,
Kenya Power and Lighting Company PLC (KPLC) amounting to Kshs.23,984,394,000
(2019: Kshs.19,356,993,000) as disclosed in Note 20 to the financial statements. This
outstanding balance is billed as per respective Power Purchase Agreements (PPAS)
between the two companies. However, KPLC confirmed Kshs.24,029,164,019 as the
amount owing indicating a difference on Kshs.44,770,019. Further, the Company
recorded Aggreko project receivables of Kshs.224,386,541 which also differed by
Kshs.26,719,873 with the amount confirmed by KPLC of Kshs.197,666,668. According to
Management, the unconfirmed amount of total trade receivables of Kshs.71,489,892
relates to interest on delayed payments, which KPLC has disputed.
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In addition, the amounts due from KPLC were on average outstanding for periods of 195
days, which was way above the 90-day credit cycle provided for in the agreement

between the two companies.

My opinion is not qualified in respect of this matter.

Key Audit Matters

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

Key Audit Matter

How the Key Audit Matter was
Addressed

Capitalisation of Costs

The Management undertook different
capital projects during the year under
audit, mainly Olkaria V power plant
project, Olkaria 1 Unit 6, and drilling of
wells.

The Management capitalised part of the
costs it incurred during the year which it
considers to be directly related to the
construction of these projects.

Capitalisation of costs (payroll costs,
borrowing costs and depreciation) was
identified as representing a Key Audit
Matter due to the significance of the
amount capitalized as well as the
significant judgements and assumptions
in determining the amounts to be
capitalised.

As disclosed under Note 13, a total amount
of Kshs.4,398,420,000 was capitalised
during the year.

Significant judgment is required by the
Management in determining the following:

o Assets that qualify for depreciation,
capitalization, and the quantum of

Capitalised Payroll Costs

e The accuracy of the total payroll
amount was tested and assessed
for the reasonableness of
Management's assessment of the
payroll costs directly attributable to
the ongoing projects.

e The capitalised payroll costs were
tested and assessed against the
classification, measurement and
disclosure requirements of IAS 16.

Capitalised Borrowing Costs

e The accuracy of the interest
charges and assessedwas tested
against the reasonableness of the
amount capitalised. This included a
detailed assessment in line with the
requirements of IAS 23.

Capitalised Depreciation

e The underlying assets were
tested and assessed against the
valuation and accuracy of the cost
of the assets; the reasonableness of
the assets' wuseful Ilives and
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depreciation to capitalise. Significant depreciation rates used were

J'du0{gement is 'tall'sot' requtire(: bin assessed and verified that they
etermining capitalisation rates to be are being used in the manner

applied on shared service centres. )
PP intended by Management.

o Elements of staff costs directly .
attributable to the ongoing projects. | The conclusion reached was that the

Additionally, the key assumption | assumptions and judgements made by
applied in capitalising the staff costs | the Management in capitalisation of

is the time Spent by quallfylng staff costs were appropriate_
members on the capital projects.

« Borrowing costs to capitalise in line
with the requirements of IAS 23.

Other Information

The other information comprises the corporate information, shareholding, report of the
Directors, statement of Directors’ responsibilities and the Directors’ remuneration report,
which | obtained prior to the date of this audit report, and the rest of the other information
in the annual report which is expected to be availed to me after that date, but does not
include the financial statements and my auditor’s report thereon. The Directors are
responsible for the other information. My opinion on the financial statements does not
cover the other information and | do not express any form of assurance conclusion
thereon.

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

When I read the rest of the other information in the annual report and | conclude that there
is a material misstatement therein, | am required to communicate the matter to those
charged with governance.
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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 matter described in the Basis for 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
Long Outstanding Payables

The statement of financial position reflects trade and other payables amounting to
Kshs.7,642,929,000 as disclosed under Note 32 to the financial statements. Included in
this balance is Kshs.4,841,270, which relates to financial assets held by the Company in
the form of long outstanding cheques, which had remained unclaimed for a period of more
than two (2) years. Similarly, included in the payables is Kshs.14,300,000, which relates
to the Energy Power Project payables, which have been outstanding since 2009 with no
movement in this balance over the years. Management has not explained why it has taken
a significantly long period to clear the outstanding payments despite acknowledging to
have information about the prevailing circumstances and the whereabouts of the payees.

Alternatively, the Company may not have remitted some qualifying assets to the
Unclaimed Financial Assets Authority (UFAA), contrary to the Unclaimed Financial Assets
Authority Act, 2011, which requires such assets be surrendered to UFAA. The
Management therefore, risks being charged interest and penalties for non-compliance
with the Act.

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

REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT
AND GOVERNANCE

Conclusion

As required by Section 7(1)(a) of the Public Audit Act, 2015, based on the audit
procedures performed, | confirm that, nothing has come to my attention to cause me to
believe that internal controls, risk management and overall governance were not effective.
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Basis for Conclusion

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

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

As required by the Companies Act, 2015, except for the matters described in the
Emphasis of matter and Basis for Conclusion on Lawfulness and Effectiveness in Use of
Public Resources sections of my report, | report based on the audit that:

0] In my opinion, the information given in the report of the directors on pages 5 to 7
is consistent with the financial statements.

(i) In my opinion, the auditable part of the directors’ remuneration report on pages 10
to 11 has been properly prepared in accordance with the Companies Act, 2015
and are in agreement with the accounting records.

Responsibilities of Management and 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 the
Company’s ability to continue as a going concern, disclosing, as applicable, matters
related to going concern and using the going concern basis of accounting unless
Management is aware of the intention to liquidate the Company 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, 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 financial reporting process,
reviewing the effectiveness of how the Company 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 overall governance and
risk management, and ensuring the adequacy and effectiveness of the control
environment.
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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 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, | 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
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
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.
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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 Company’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 Company 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.

e Obtain sufficient appropriate audit evidence regarding the financial information and
business activities of the Company 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.

| also provide Management with a statement that | have complied with relevant ethical
requirements regarding independence, and communicate with them all relationships and
other matters which may reasonably be thought to bear on my independence, and where
applicable, related safeguards.

From the matters communicated with Management, | 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, | 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.

SRS Sty

CPA Nancy Gathungu CBS
AUDITOR-GENERAL

Nairobi

27 January, 2021
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