
 
Report of the Auditor-General on Export Processing Zones Authority for the year ended 30 June, 2020 

 
REPORT OF THE AUDITOR-GENERAL ON EXPORT PROCESSING ZONES 
AUTHORITY FOR THE YEAR ENDED 30 JUNE, 2020 

 
REPORT ON THE FINANCIAL STATEMENTS  
 
Qualified Opinion 
 
I have audited the accompanying financial statements of Export Processing Zones 
Authority set out on pages 1 to 34, which comprise the statement of financial position as 
at 30 June, 2020, and 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 Export Processing Zones 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 Export Processing Zones Authority Act, 2015 and the Public Finance 
Management Act, 2012. 
 
Basis for Qualified Opinion 
 
1.0 Lack of Ownership and Valuation of Property, Plant and Equipment 

 
The statement of financial position and as disclosed in Note 22 to the financial statements 
reflects property, plant and equipment balance of Kshs.11,945,670,389 as at                         
30 June, 2020. The following issues were noted: 
 
i. Included in property, plant and equipment balance of Kshs.11,945,670,389 are two 

parcels of land Ref: LR. No. Olooloitokoshi/Kitengela/61 and 70, measuring two 
hectares with a book value of Kshs.2,250,000 acquired through Gazette Notice 
Nos.2802 and 2803 of July, 1991. However, the Authority had not processed and 
obtained ownership documents as at 30 June, 2020. 

 
ii. The Authority acquired land L.R No.337/2917 measuring 0.08 Ha at purchase cost 

of Kshs.6,500,000 in 2015/2016. However, the Authority had not processed and 
obtained ownership documents as at 30 June, 2020.  

 
iii. The Authority has not valued its assets for the last eight (8) years. This is contrary 

to Paragraph 49 of the International Public Sector Accounting Standard (IPSAS) 
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No 17 on Property, Plant and Equipment which provides for revaluation of property 
plant and equipment every three or five years. 
 

iv. In addition, The Ministry of Water and Irrigation Development sunk two boreholes 
on EPZA land in 2007. The boreholes were handed over to the Authority without 
formal documentation. However, the boreholes have not been recognized as part 
of the assets of the Authority.   

 
Consequently, the accuracy, completeness, existence, ownership valuation and fair 
statement of the property, plant and equipment balance of Kshs.11,945,670,389 as at 30 
June, 2020 could not be confirmed. 
 
2.0 Misclassification of Directors Expenses 
 
The statement of financial performance and as disclosed in Note 7 to the financial 
statements reflects employee cost of Kshs.323,405,933 as at 30 June, 2020. Included in 
this amount is Kshs.4,866,166 directly attributed to board expenses wrongly classified 
under employees’ cost.  
 
Consequently, the employees’ costs are overstated by the amount of Kshs.4,866,166 
while the Directors expenses are understated by the same amount. 

3.0 Double Payment of Transfer Allowance 
 

Review of the personal allowance’s ledger on transfer allowances revealed that the 
Authority paid an amount of Kshs.348,343 to four officers in arrears for the transfers 
relating to the financial year 2018/2019 during the year under review. However, review of 
the employee cost ledger indicated that the Authority had paid an amount of 
Kshs.369,787 as transfer allowances for the same employees. The amount of over 
payment has not been recovered at the time of the audit. 
 
Consequently, the payment of Kshs.348,343 during the year under review was irregular 
and not a proper charge to public funds. 
 
4.0 Unsupported Payment of Deposits for Legal Cases 
 
The financial statement for the period under review reported legal expenses of 
Kshs.18,989,764. Review of the legal cases during the year under review revealed the 
following:  

i. The Authority engaged a law firm to represent it in the ELC Miscellaneous 
application No.48 of 2019 between London distillers Limited Vs Export Processing 
Zone Authority. The firm requested for a deposit of Kshs.35,380,000 with 
Kshs.12,500,000 payable to a Senior Counsel on account of taking instructions to 
lead the firm.  
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ii. The Authority engaged a law firm to represent it in petition No.15 of 2019 in respect 
of Export Processing Zone Authority Vs Nairobi Water and Sewerage Company 
Limited & 3 others.  The firm requested for a deposit of Kshs.52,787,250 inclusive 
of taxes with Kshs.25,000,000 payable to a Senior Counsel on account of taking 
instruction to lead the firm.  
 

The process of negotiating the fees started once the deposits were paid. Management 
did not provide evidence on how the engagement of the Senior Counsel was arrived at. 
Further, Management did not provide evidence of the Attorney General’s approval before 
the engagement of the firms offering legal services.  
 
Consequently, the payment of the advance deposits of Kshs.35,380,000 and 
Kshs.52,787,250 was irregular and not a proper charge to public funds. 
 
5.0 Unremitted Pay-As-You-Earn (PAYE) 

 
Review of statutory deductions revealed that the total PAYE deductions Kshs.61,741,442 
in respect of employees and another Kshs.5,110,719 in respect of the Board of Directors 
allowances and casual staff. However, Management did not provide for audit the schedule 
of the PAYE deductions from the salary arrears, final dues and gratuities, employees who 
were previously on suspension and/or interdiction. 

In view of the foregoing, the accuracy of the unremitted Pay-As-You-Earn could not be 
confirmed.   
 

6.0 Long Outstanding Trade Receivable and Other Receivable 
 

The statement of position reflects trade and other receivables balance of 
Kshs.642,498,032. As reported in the previous year audit report, included in the trade and 
other receivables balance is an amount of Kshs.10,875,448 in respect of advances, 
outstanding Imprest and salary advances issued to the former staff of the Authority. The 
balance includes Kshs.8,690,786 being salary advance of Kshs.7,709,867 and imprest of 
Kshs.980,919 issued to the former Chie Executive Officer without approval from the board 
of Directors. The amount has remained outstanding and Management has not 
demonstrated efforts made to recover the amount. 
 
Consequently, the recoverability of the long outstanding trade and other receivable 
amount of Kshs.10,875,448 could not be confirmed. 
 
The audit was conducted in accordance with International Standards of Supreme Audit 
Institutions (ISSAIs). I am independent of the Export Processing Zones 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 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 qualified opinion. 
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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.  
 
Other Matter 
 
Unresolved Prior Year Issues 
 
In the audit report of the previous year, several issues were raised under the Report on 
Financial Statements, Report on Lawfulness and Effectiveness in Use of Public 
Resources, and Report on Effectiveness of Internal Controls, Risk Management and 
Governance. However, Management has indicated that the issues have remained 
unresolved as Parliament has not met to deliberate on the same). 
 
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 Qualified Opinion 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 
 
1.0 Uncompleted Decommissioning of Dumpsite and Construction of Other Civil 

Works  
 
The Authority awarded tender for decommissioning of dumpsite and construction of other 
civil works at Athi-River EPZ at a contract sum of Kshs.150,260,710 with a 
commencement date of 21 September, 2017 and a completion date of` 20 June, 2019. 
The civil works included construction of a swimming pool and a mini golf course. The 
Authority has made payments of Kshs.31,810,320 against 20% of works completed as at 
the time of the audit. The following issues were noted; 
 

i. Report on feasibility study on recommending the decommissioning of the dumpsite 
was not availed for audit review. Further, Management had not identified an 
alternative dump site and dumping was still being done at the same site. 

 
ii. The contract included construction of a swimming pool and a mini golf course but 

omitted changing rooms which are a necessity for such facilities to operate.  
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iii. Physical verification revealed that works had stopped and the contractor was not on 
site.  

 
Consequently, value for money has not been realised on the for decommissioning of 
dumpsite and construction of other civil works including construction of a swimming pool 
and a mini golf course. 
 
2.0 Un approved Contract Variation on the Construction of Kenya Leather Park 

Internal Access Roads and Civil Works 
 

The Authority awarded the contract for the construction of Kenya Leather Park internal 
access roads and civil works at a contract price of Kshs.146,111,497. The work was to 
commence on 26 September, 2016 and be completed on 25 September, 2017 but later 
extended to 31 December, 2018. The Authority introduced additional work for box culvert 
and construction of temporary holding ponds and varied the contract upward by 
Kshs.26,075,000. This was contrary to Section 139 of the Public Procurement and Assets 
Disposal Act, 2015 which requires that the contract variation be approved by the tender 
committee.  
 
Consequently, Management was in breach of law. 
 
3.0 Delayed Completion of the Construction of New Industrial Sheds 

 
The Authority awarded tender for the construction of 43,832 square meters of new 
industrial sheds at a contract price of Kshs.1,367,710,473. The works were to commence 
on 1 February, 2015 and be completed on 31 August, 2015 as per the initial contract 
agreement which was later extended to 31 December, 2018. The contract varied upward 
by Kshs.267,710,473. However, the work had not yet been fully completed at the time of 
our audit in May, 2021 and the authority to vary the contract was not provided for audit 
verification.  
 
Consequently, value for money has not been realised in the Implementation of the 
contract. 
 
4.0 Delayed Completion of the Construction of 7.5 Kms Long Trunk Sewer for 

Phase II Lot 3  
 

The Authority awarded for the construction of 7.5 Kms long Trunk Sewer for Phase II Lot 
3 at Athi-River Textile Hub at a contract sum of Kshs.213,278,865. The commencement 
date as per the contract was13 February, 2017 with revised completion date of 30 April, 
2019. However, the project had not been completed due to delays in getting relevant 
approval from other government agencies.  
 

Consequently, value for money has not been realised in the Implementation of the 
contract. 
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5.0 Delayed Completion of the Construction of Procurement Store 
 

The Authority awarded a contract for construction of procurement store at a contract sum 
of Kshs.1,913,348. The work was to commence on 1 December, 2017 and to be 
completed by 31 July, 2018 as per the contract agreement. The Authority paid the 
contractor an amount of Kshs.648,499 as an advance payment who abandoned the site 
after being paid. Review of the project’s file revealed that the contractor had no financial 
capacity to undertake the project raising doubt on whether due diligence had been done 
before awarding of the contract.  
 

The Authority later awarded another contract for the same project at a contract price of 
Kshs.624,363 for the works which had not completed by the initial contractor. However, 
as at the time of audit in May, 2021, the project was still incomplete. 
 
Consequently, value for money has not been realised in the Implementation of the 
contract. 
 
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 matters described in the Basis for Qualified Opinion 
section of my report, I confirm that, nothing has come to my attention to cause me to 
believe that internal controls, risk management and overall governance were not effective. 
 

Basis for Conclusion 
 

Internal Control Weaknesses in Repairs and Maintenance of Motor Vehicle 
Management 

Review of motor vehicle records during the audit of the year under audit revealed control 
weaknesses which included defective speedometer, work tickets which had not been 
updated as well as unauthorized details of travel. Lack of controls over use of assets will 
lead to loss and misuse of resources 

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. 
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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 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. 
 
In preparing the financial statements, Management is responsible for assessing the  
Authority’s ability to continue to sustain services, disclosing, as applicable, matters related 
to sustainability of services and using the applicable 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, 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 are are responsible for overseeing the Authority’s financial 
reporting process, reviewing the effectiveness of how Management 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. 
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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 
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 applicable 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 to sustain its services.  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 
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my audit report. However, future events or conditions may cause  the Authority to 
cease to sustain its services. 

 

 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. 
 
I communicate with 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 
 
14 February, 2022 
 

 

 


