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REPORT OF THE AUDITOR-GENERAL ON NATIONAL WATER HARVESTING AND 
STORAGE AUTHORITY FOR THE YEAR ENDED 30 JUNE, 2020 

 
REPORT ON THE FINANCIAL STATEMENTS  
 
Qualified Opinion 
 
I have audited the accompanying financial statements of National Water Harvesting and 
Storage Authority set out on pages 1 to 26, which comprise the statement of financial 
position as at 30 June, 2020, and the statement of financial performance, statement of 
changes in net assets, statement of cash flows and statement of comparison of budget 
and actual amounts for the year then ended, and a summary of significant accounting 
policies and other explanatory information in accordance with the provisions of Article 229 
of the Constitution of Kenya and Section 35 of the Public Audit Act, 2015.  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.  

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 the National Water Harvesting and Storage 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 Water Act, 2016 and the Public Finance Management Act, 
2012. 

Basis for Qualified Opinion 

1. Other Expenses 
 

The statement of financial performance reflects an expenditure of Kshs.90,675,539 in 
respect of other expenses which, as disclosed in Note 16 to the financial statements, 
includes an amount of Kshs.89,347,854 being payment of tax assessed on the Authority 
by the Kenya Revenue Authority (KRA). The payment of Kshs.89,347,854 was intended 
to clear all existing tax liabilities due to KRA. However, the Authority’s ledgers continue 
to reflect balances of Kshs.13,048,119 and Kshs.14,107,851 for withholding Value Added 
Tax (VAT) and withholding tax payables respectively, which were still outstanding, an 
indication that Management did not reconcile its tax ledgers. 

 
In view of the above discrepancies, the accuracy and completeness of tax assessment of 
Kshs.89,347,854 could not be confirmed.  
 
2. Cash and Cash Equivalents 

The statement of financial position reflects a balance of Kshs.370,513,551 under cash 
and cash equivalents as at 30 June, 2020. However, as previously reported, the balance 
excluded an amount of Kshs.31,860,430 relating to unposted items reflected in the bank 
reconciliations, as detailed below: 
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Account Name 

 
Account No. 

 
Date First Reported 

Amount 
 (Kshs.) 

Development A/c 1114280593 2009 24,671,142 

Special A/c 1114279978 2006 2,133,280 

Recurrent A/c 1114280488 2006 5,056,008 

      31,860,430 

 
The items have been outstanding for more than ten (10) years and it is not clear why 
Management has not investigated the unposted items to clear them from the 
reconciliation statements. 

Consequently, the accuracy and completeness of cash and cash equivalents balance of 
Kshs.370,513,551 as at 30 June, 2020 could not be confirmed. 
 

3. Undisclosed Receivables from Exchange Transactions 
 
The statement of financial position reflects a balance of Kshs.631,407,221 under 
receivables from exchange transactions. However, and as previously reported, the 
balance excludes water supply debts of Kshs.1,377,265,028 and pre-payments totalling 
to Kshs.754,400 transferred to Water Service Boards (currently Water Works 
Development Agencies) under various agreements between the Authority and the Water 
Service Boards in the financial year 2005/2006. However, the agreements had not been 
formalized and the legal status of the debts remained uncertain.  
 
Consequently, the accuracy and completeness of the reported receivables balance of 
Kshs.631,407,221 could not be confirmed.  
 
4. Trade and Other Payables from Exchange Transactions  
 
The statement of financial position reflects a balance of Kshs.1,255,092,379 under trade 
and other payables from exchange transactions which, as disclosed in Note 23 to the 
financial statements, includes trade payables of Kshs.803,836,872, accruals of 
Kshs.16,994,133 and third party payments of Kshs.17,057,894.  These payables include 
debit balances of Kshs.443,239,411, Kshs.26,826,009 and Kshs.10,860,642, 
respectively, which were netted off against the credit balances. This is contrary to 
International Public Sector Accounting Standards (IPSAS) 1: Preparation and 
Presentation of Financial Statements – which requires assets and liabilities to be 
presented separately in the financial statements. The supporting schedules and 
explanations for netting off the balances were not provided.  
 
Further, the Authority had legal cases and the courts awarded judgement against the 
Authority with costs amounting to Kshs.104,765,214. However, the legal costs have not 
been accrued as part of the trade and other payables from exchange transactions. 
 
In addition, the trade and other payables balance of Kshs.1,255,092,379 includes 
amounts received in advance totalling to Kshs.17,686,720, relating to the Authority’s 
business unit. However, some of the business unit’s works were completed and handed 
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over to the respective clients while others became dry boreholes and others had no 
supporting documentation. The balance of Kshs.17,686,720 should have been 
recognized as income for the completed works or refundable amounts for the dry 
boreholes. 
 
The trade and other payables balance of Kshs.1,255,092,379 also includes trade 
payables amounting to Kshs.189,854,326 and retention funds held on behalf of suppliers 
amounting to Kshs.92,526,421 which have been outstanding for more than two years. No 
explanation was provided for failure to refund the amounts due to the creditors. 
 
Under the circumstances, the accuracy and completeness of trade and other payables 
from exchange transactions balance of Kshs.1,255,092,379 as at 30 June, 2020 could 
not be confirmed. 
 

5. Undisclosed and Long Outstanding Loans 
 
As previously reported, the Authority has not disclosed in its financial statements an 
outstanding balance of Kshs.3,014,375,749 relating to various loans as detailed below.  

Donor Purpose 

 
 

Currency 

  
Amount 
 (Kshs.)  

IDA (International 
Development 
Association) 

Mombasa and Coastal Water 
Supply, Engineering and 
Rehabilitation project 

USD 17,400,000 1,774,800,000 

AFD (Agence 
Francaise De 
Development) 

Sabaki Wellfield Rehabilitation 
Project 

EUR 9,146,941 969,575,749 

KfW (Kreditanstalt 
Fur Wiederaufbau) 

Improvement of the Operational 
Conditions of Drinking Water 
Transmission and Distribution 
System. 

DM 5,000,000 270,000,000 

Total    3,014,375,749 
 

Further, although the loan repayments were due, the Authority did not make any 
repayment or recognize the interest due in the books of account, together with the related 
arrears. According to Management, the loans were supposed to have been passed over 
to the Water Works Development Agencies which took over the facilities constructed 
using the loans, and which were supposed to generate the revenue to repay the loans. 
However, no formal documentation was provided to support the explanation.  

In addition, although Management explained that the Authority had no capacity to repay 
the loans without financial support from The National Treasury and that they had sought 
the intervention of the Ministry of Water on the matter, the loans continued to attract 
interest and penalties and the lenders might invoke the terms of lending to the 
disadvantage of the Authority, the Water Works Development Agencies or The National 
Treasury. 
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6. Long Outstanding Receivables from Non-Exchange Transactions  

As disclosed in Note 19 to the financial statements, the statement of financial position 
reflects receivables from non-exchange transactions amounting to Kshs.89,423,364 as 
at 30 June, 2020. As reported in the prior year, the receivables amount of 
Kshs.89,423,364 includes deposits of Kshs.13,987,475 which have remained outstanding 
from the Judiciary from the financial year 2015/2016. The receivables also included 
temporary imprests of Kshs.91,064,585 which in turn included long outstanding imprest 
of Kshs.67,379,065, which was yet to be recovered from the payroll. However, a specific 
provision for bad debts of Kshs.18,302,852 on outstanding imprest has been made, and 
according to Management, this relates to staff members who have either passed on or 
left the Authority.  

Under the circumstances, the recoverability of receivables from non-exchange balance 
of Kshs.89,423,364 as at 30 June, 2020 could not be confirmed.  

7. Undisclosed Property, Plant and Equipment  
 

The statement of financial position reflects a balance of Kshs.21,689,383,960 under 
property, plant and equipment as at 30 June, 2020.  However, and as previously reported, 
the balance excludes an amount of Kshs.16,781,832 being the value of various assets 
earmarked for transfer to various Water Works Development Agencies. Although 
Management explained that the Ministry of Water, Sanitation and Irrigation had had 
directed the Agencies to have the transfer agreements signed, the matter had not yet 
been finalized as at 30 June, 2020.  

Consequently, the accuracy and completeness of the reported balance of 
Kshs.21,689,383,960 for property, plant and equipment could not be confirmed.  

The audit was conducted in accordance with International Standards of Supreme Audit 
Institutions (ISSAIs). I am independent of the National Water Harvesting and Storage 
Authority 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 audit of financial statements in Kenya. I 
believe the audit evidence obtained is sufficient and appropriate to provide a basis for my 
qualified opinion. 

Key Audit Matters 
 

Key audit matters are those matters which, 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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Other Matter 
 

Unresolved Prior Year Matters 

Various prior year audit issues remained unresolved as at 30 June, 2020. Management 
has not provided reasons for the delay in resolving the prior year audit issues. 
 
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 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 public resources have not been 
applied lawfully and in an effective way. 
 

Basis for Conclusion 
 

1. Delays and Escalated Costs in Construction of Siyoi – Muruny Dam  
                                    

The statement of financial position reflects a balance of Kshs.21,689,383,960 under 
property, plant and equipment which, as disclosed in Note 21 to the financial statements, 
includes an amount of Kshs.20,067,919,582 relating to capital work - in – progress. The 
work in progress of Kshs.20,067,919,582 includes an amount of Kshs.6,216,292,564 
relating to construction of the Siyoi Muruny Dam and Water Supply Project, located in 
West Pokot County, in two lots.   
 

1.1 Lot 1 
 

Lot 1 entailed construction of the dam whose contract was awarded to a Chinese 
contractor in March, 2015, at a contract price of Kshs.5,056,182,763. The Authority has 
made payments amounting to Kshs.2,337,267,275 to the contractor.  However, although 
the contract, which was for thirty-six (36) months commencing 30 March, 2015 and ending 
on 30 March, 2018, had 3 extensions, to 20 July, 2018, 19 August, 2018 and subsequently 
to 16 March, 2020, the progress report provided for audit review indicated that only 
approximately 54% of the works had been completed as at 30 June, 2020.  

 

Further, payment certificates totalling Kshs.427,380,292 due for payment as at                       
30 June, 2020 were yet to be settled due to lack of budgetary allocation from The National 
Treasury. However, the contactor resumed work in November, 2020. 

1.2 Lot 2 
 
Lot 2 entailed construction of Siyoi Kapenguria Water Supply for which the contract was 
awarded to a contractor in March, 2015 for 52 Months (225 Weeks) at a contract price of 
Kshs.4,149,828,304. The Authority had made accumulative payments of 
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Kshs.3,879,025,289 to the contractor as at 30 June, 2020. The contract completion date 
was extended by five (5) months to 29 August, 2018 and subsequently to 19 July, 2019. 
However, the progress report provided for audit indicated that the contactor resumed 
works in November, 2020.  

Under the circumstances, it was not possible to confirm that the Project would be 
completed within schedule and in a cost-effective manner. 

2. Composition of the Board of Directors 
 

The statement of financial performance reflects an expenditure of Kshs.47,452,021 in 
respect of remuneration of Directors during the year under review. However, the Cabinet 
Secretary appointed twelve (12) Directors including the Chief Executive Officer instead of 
ten (10) Directors as provided for under Section 31(e) of the Water Act, 2016, resulting to 
an excess of two (2) Directors. This resulted in unnecessary extra costs on remuneration 
to the Directors.  Further, the Audit and Risk Committee did not have any Director with 
expertise in auditing, financial management or accounting experience and knowledge in 
risk management and membership of professional body in good standing, as required 
under the Mwongozo Code of Governance for State Corporations. The Board was 
therefore, not properly constituted. 

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 on 
whether the activities, financial transactions and information reflected in the financial 
statements are in compliance, in all material respects, with the authorities which govern 
them. I believe that the 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 matters described in the Basis for Conclusion on 
Effectiveness of Internal Controls, Risk Management and Governance 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 overall governance were not effective. 
 
Basis for Conclusion 
 

1. Automation of the Financial Reporting Process 
 

Review of the Accounting System in place revealed that the Authority’s financial records 
were mainly manual with the trial balance and financial statements maintained in excel 
work sheets. Although the ledgers are extracted from the Navision Information System, 
critical information processing and reporting modules such as user rights access, cut off, 
trial balance, budget variance and financials, had not been incorporated in the system. 
Further, the inventory management and control module of Navision system did not meet 
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the records management criteria as per the Records Management Procedures Manual of 
October, 2010, issued by the Public Procurement Regulatory Authority (PPRA). In 
addition, manual intervention exposes the Authority’s financial statements to risk of 
material misstatement. 

2. Incomplete Fixed Asset Register 
 

The Authority did not maintain a comprehensive fixed assets register. Details of the cost 
of the assets, disposals, depreciation and accumulated depreciation, location of the 
assets, tagging and officer responsible for each asset were not disclosed in the register.  
Further, the Authority computed depreciation charge for furniture and fittings and office 
equipment using rates which were different from rates documented in the approved 
Finance Manual. In the absence of a comprehensive and updated fixed asset register, 
Management may not be able to effectively monitor and safeguards its assets. 
 

3. Formulation of the Authority’s Policies 
 

Review of Plans, Policies and Manuals of the Authority revealed that the documents had 
not been updated or formulated as detailed below; 
 

No. Policy Status 

a) Financial Management Systems Manual Not Revised 

b) IT Strategic Plan Not Done 

c) IT Security and User Management Policy Not Done 

d) Business Continuity and Disaster Recovery Plan Not Done 

e) Human Resource Policy and Procedures Manual Not Approved 

f) Risk Management Policy Framework  Not Done 

g) Procurement and Inventory Management Manual Not Revised 

i) Anti-Corruption Policy  Not Done 

 
In the absence of approved and updated policies to guide its business process, 
Management may not be able to guide its processes on a structured and consistent way, 
and this may hinder achievement of the mandate of the Authority. 
 
The audit was conducted in accordance to ISSAI 2315 and 2330. The standards require 
that I plan and perform the audit to obtain assurance on whether effective processes and 
systems of internal control, risk management and overall governance, were operating 
effectively, in all material respects. I believe that the evidence I 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 applicable basis of accounting unless the 
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, 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 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 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 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 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 
Authority’s 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 Authority’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 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.  

 

 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.  

 

 Perform such other procedures as I consider necessary in the circumstances. 
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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 
 
 

 
 
CPA Nancy Gathungu, CBS 
AUDITOR-GENERAL 
 
Nairobi 
 
16 December, 2021 

 


