REPORT OF THE AUDITOR-GENERAL ON LAKE VICTORIA SOUTH WATER
WORKS DEVELOPMENT AGENCY FOR THE YEAR ENDED 30 JUNE, 2020

REPORT ON THE FINANCIAL STATEMENTS
Qualified Opinion

| have audited the accompanying financial statements of Lake Victoria South Water
Works Development Agency set out on pages 1 to 44, which comprise of the
statement of financial position as at 30 June, 2020, statement of financial
performance, statement of changes in net assets, statement of cash flows and the
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. | 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, the financial
position of the Lake Victoria South Water Works Development Agency as at
30 June, 2020, and of its financial performance and its cash flows for the year then
ended, in accordance with the 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. Inaccuracies in Comparative Balances
Review of the financial statements revealed the following anomalies.

i) The comparative balances reflected in the financial statements were at variance
with previous year’s certified financial statements as indicated below:
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Financial Financial
Statements Statements
30 June, 30 June,

2020 2019 Variance
ltem (Kshs) (Kshs) (Kshs)
Water Supplies Development Cost 91,881,469 91,879,450 2,019
Donor Grants 2,089,136,210 | 2,089,134,191 2,019
Revenue Reserve 97,702,995 97,700,975 2,020
Proceeds from Donor Grants 119.715,710 | 119,713,601 2.019
(Cashflows)

Net (decreas_e)llncrease in cash 14.873,795 14.871,777 2018

and cash equivalents

\1/\2';1ter Projects Pans & Dams (Note 0 39,446,634 | (39,446,634)

Sibo Water and Sanitation Co. Ltd 35.783.930 35,833,930 50,000

(Note 23)

Tililbei Water and Sanitation Co.

Ltd (Note 23) 0 24,031,036 | (24,031,036)

Mikutra Water and Sanitation Co.

(Note 23) 7,519,657 7,579,656 (59,999)

Bomet Water Company (Note 23) 8,441,049 8,776,115 (335,066)

#‘et Receivables from Exchange 213,238,812 | 229,895,467 | (16,656,655)
ransaction

Payment for goods and services for

contracted Services (Note 31) 0 3,993,886 (3,993,886)

Total 2,678,293,627 | 2,762,856,802

i)

ii)

As disclosed in Note 14 to the financial statements, the statement of financial
performance reflects water supplies development cost of Kshs.169,450,684.
However, review of the ledger reflected a balance of Kshs.178,865,553 resulting
to an unreconciled variance of Kshs.9,414,869. Further, the balance includes other
GOK projects expenses amounting to Kshs.21,223,332 out of which payment
vouchers amounting to Kshs.7,642, were not provided.

The statement of financial position reflects long term loans balance of
Kshs.7,130,667,577. However, recasting of the items under the component
reflected in Note 25 amounts to Kshs.7,130,467,551 resulting to an unreconciled
variance of Kshs.200,026.

iv) As disclosed in Note 29 to the financial statements, the statement of financial

position reflects revenue reserve balance of Kshs.141,216,345. However,
recasting of the individual item reflected in Note 29 amounted to Kshs.43,591,286
resulting to an unreconciled variance of Kshs.97,625,059.
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v) Analysis of the statement of comparison of budget and actual amounts revealed
that the Agency budgeted for revenue amounting to Kshs.647,700,000 but
received an amount of Kshs.301,702,734 resulting to performance difference of
Kshs.345,979,266. However, the performance difference balance disclosed is an
amount of Kshs.280,519,366 resulting to an unexplained variance of
Kshs.65,459,900.

Consequently, the accuracy and completeness the financial statements for the year
ended 30 June, 2020 could not be confirmed.

2. Understatement of Deferred Income

As disclosed in Note 7 to the financial statements, the statement of financial
performance reflects deferred income transfer balance of Kshs.169,450,684. Review
of records reflected an amount of Kshs.333,950,000. Policy on deferred income was
not provided and therefore, the conditions to transfer the amount to income could not
be ascertained.

Consequently, the accuracy and completeness of deferred income totalling to
Kshs.169,450,684 could not be confirmed.

3. Unsupported Procurement of Fuel

As disclosed in Note 12 to the financial statements, the statement of financial
performance reflects transport costs amounting to Kshs.9,693,249. The balance
includes expenditure on motor vehicle fuel paid to an oil firm amounting to
Kshs.4,270,000 for supply of fuel through card system. However, the Management
did not provide for audit review a signed contract between the vendor company and
the Corporation outlining the terms and conditions applicable.

Consequently, the accuracy and completeness of motor vehicle fuel amounting to
Kshs.4,270,000 for the year ended 30 June, 2020 could not be confirmed.

4. Administrative and Establishment Expenses

As disclosed in Note 13 to the financial statements, the statement of financial
performance reflects administrative and establishment expenses amounting to
Kshs.38,109,748. The balance includes conferences and shows expenses balance of
Kshs.1,866,136. However, the supporting schedule reflected an amount of
Kshs.1,064,676 resulting to an unexplained variance of Kshs.801,460.

Further, examination of records showed that the two contractors who were given
guotations were not among the prequalified suppliers. This is contrary to Section 105
(a) of the Public Procurement and Asset Disposals Act, 2015 which requires a
procuring entity to use a request for quotations from the register of suppliers.
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Consequently, the accuracy and validity of conferences and shows expenses balance
of Kshs.1,866,136 for the year ended 30 June, 2020 could not be confirmed.

5. Unsupported Inventory

As disclosed in Note 21 to the financial statements, the statement of financial position
reflects inventory balance of Kshs.4,425,063. However, Management did not provide
inventories bin cards, detailed analysis and valuation of the inventory.

Consequently, the accuracy, validity and completeness of inventory amounting to
Kshs. 4,425,063 reflected in the statement of financial position as at 30 June, 2020
could not be confirmed.

6. Unsupported Cash and Cash Equivalents

The statement of financial position reflects cash and cash equivalents balance of
Kshs.331,110,087 which as disclosed in Note 22 to the financial statements includes
seven (7) bank accounts totalling to Kshs.23,470,705 whose bank reconciliation
statements were not provided. The balance also includes retention bank account held
at a commercial bank with a balance of Kshs.16,554,209 whose source was not
explained.

Further, the Agency had four (4) bank accounts with a total balance of Kshs.226,015
which have been dormant for over two years and two other banks accounts with nil
balance and no transactions during the year.

Consequently, the accuracy of the cash and cash equivalents balance of
Kshs.331,110,087 reflected in the statement of financial position as at 30 June, 2020
could not be confirmed.

7. Receivables from Exchange Transactions

As disclosed in Note 23 to the financial statements, the statement of financial position
reflects receivables from exchange transactions totalling to Kshs.203,712,870. The
balance includes receivables from Kisumu, Sibo and Bomet Water Companies of
Kshs.38,438,707, Kshs.34,716,613 and Kshs.8,376,115 respectively, all totalling to
Kshs.81,531,435. A comparison of the balances reflected in the respective
Companies’ financial statements reflected balances on accounts payables to the
Agency of Kshs.36,100,538, Kshs.35,783,930 and Kshs.8,241,945 respectively. The
various sets of records have not been reconciled. Further, the supporting schedules
for the receivables reflected different amounts totalling to Kshs.80,126,417 resulting
to an unreconciled variance of Kshs.1,405,018.
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In addition, included in Note 23 are comparative balances of Kshs. 4,632,698 and
Kshs. 3,186,748 in respect to two service providers, Nyanas and Gulf Water
Companies respectively, which were not in the 2018/2019 audited financial
statements.

Consequently, the accuracy and completeness of receivables from exchange
transactions balance of Kshs.203,712,870 reflected in the statement of financial
position as at 30 June, 2020 could not be confirmed.

8. Unsupported Property, Plant and Equipment

As disclosed in Note 19 to the financial statements, the statement of financial position
reflects property, plant and equipment balance of Kshs.14,600,073,370. The balance
includes computer software whose historical value was Kshs.22,112,540 and which
has been fully depreciated/ impaired as at 30 June, 2020 but the software was still in
use.

Further, the balance includes work-in-progress amounting to Kshs.12,462,862,682
which was not supported with description of the asset, the location, date the project
commenced and the status of completion. Management did not provide a fixed asset
register.

In addition, Note 20 to the financial statements reflects additional assets valued at
Kshs.1,267,900,695. However, the respective supporting schedules, ledgers and
procurement documents were not provided for audit review. The balance includes
water supply infrastructure as work-in-progress totalling to Kshs.1,266,003,693. The
balance includes pending bill balance of Kshs.34,001,529 out of which a company
was paid an amount of Kshs.10,906,747 for construction of sewerage system,
Nyalenda ponds and pumping system. However, review of payments revealed that
tax refund claims amounting to Kshs.5,995,455 were not supported with original
documents while the balance of Kshs.4,911,292 was not supported with a certificate
indicating the quantified works paid for.

Consequently, the accuracy and completeness of property, plant and equipment
balance of Kshs.14,600,073,370 reflected in the statement of financial position as at
30 June, 2020 could not be confirmed.

9. Unsupported Counterpart Funding Liabilities

As disclosed in Note 24 of the financial statements, the statement of financial position
reflects payables from exchange transactions balance of Kshs.490,734,479 which
includes counterpart funding liabilities balance of Kshs.443,711,014. However, the
Management did not provide supporting records for the liabilities.
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Under the circumstance, the validity and completeness of the accounts payables from
exchange transactions balance of Kshs.443,711,014 as at 30 June, 2020 could not

be confirmed.

10.Non-Disclosure of Interest on Long Term Loans

The Agency has not recognized interests on loans received as per the loans’
Agreements and terms as indicated in the schedules availed for audit as shown below:

Donor

Terms

Approved Amount

Agence Francaise de
Developpement, AFD

Loan Agreement of 17 March,
2010

Euros 4,800,000

Agence Francaise de
Developpement, AFD

Loan Agreement of 16
November, 2011

Euros 14,000,000

African Development Loan Agreement of 26 Euros 17,141,440
Bank, AfDB November, 2007
African Development Loan Agreement of 26 USD 19,904,317
Bank, AfDB November, 2007

Consequently, the accuracy and completeness of long-term loans of
Kshs.7,130,667,577 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 Lake Victoria South Water Works
Development Agency 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.

Other Matter
1. Budgetary Control and Performance

The statement of comparison of budget and actual amounts reflects final receipts
budget and actual on comparable basis totalling to Kshs.647,700,000 and
Kshs.301,720,734 respectively, resulting to an underfunding amounting to
Kshs.345,979,266 or 53% of the budget. Similarly, the statement reflects final
expenditure budget and actual on comparable basis totalling to Kshs.745,700,000 and
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Kshs.415,548,253  respectively, resulting to an underperformance  of
Kshs.330,151,747 or 44% of the budget.

The underfunding and underperformance affected the planned activities and may
have impacted negatively on service delivery to the public.

2. Unresolved Prior Year Matters

In the audit report of the previous year, several issues were raised. However,
Management has not resolved the issues or given satisfactory explanation for failure
to adhere to the provisions of the Public Sector Accounting Standards Board
templates and The National Treasury and Planning Circular reference No. AG.4/16/3
Vol.1(9) dated 24 June, 2020.

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, | 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. Non-compliance with Law on Ethnic Composition

During the year under review, the total number of employees of the Agency was sixty-
six (66) employees out of whom thirty-five (35) or 53% were from the dominant local
ethnic community in the County. This is contrary to section 7(1) and (2) of National
Cohesion and Integration Act, 2008 which states that all public establishment shall
seek to represent the diversity of the people of Kenya in the employment of staff and
that no public establishment shall have more than one third of its staff from the same
community.

Consequently, Management is in breach of the law.

2. Unauthorized Acting Allowance

During the year under review, Management paid an amount of Kshs.945,053 and
Kshs.4,145,718 on leave allowance and acting allowance, respectively. It was
however noted that two (2) vacant posts of Chief Executive Officer and Chief
Technical Manager have been vacant since 10 September, 2019 and 9 October, 2018
respectively and therefore two (2) officers have been drawing the acting allowances
since. This is contrary to section 4.5.4 of the Human Resource Policy and Procedure
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Manual which states that appointment on acting basis is a temporary measure
pending the substantive filling of the vacant post by either recruitment or resumption
of duty by the substantive holder of the post. The appointment shall normally be limited
to a continuous period of 6 months or until the vacant post is filled whichever is the
earlier, but may be extended by the Board/CEO if the post remains vacant. No
evidence of any extension was provided.

Consequently, Management was in the breach of the Manual.
3. Failure to Remit Pensions Deductions

The statements of financial position reflects accounts payables from exchange
transactions of Kshs.490,734,479 which as disclosed in Note 24 to the financial
statements includes accrued staff gratuity of Kshs.5,605,289 out of which the Agency
had an accumulated unremitted pensions deductions amounting to Kshs.5,271,991 to
the National Water Conservation and Pipeline Corporation Staff Pension Scheme.
Failure to deduct and remit pension dues is contrary to Section 11(3b) of Pension
Reform Act, 2014 states that employer shall not later than 7 working days from the
day the employees is paid his salary, remit an amount comprising the employee's
contribution under paragraph (a) of this subsection and the employer's contribution to
the Pension Fund custodian specified by the Pensions Fund Administrator of the
employee.

Consequently, Management was in breach of the law.
4. Project Verification

As disclosed in Note 14 to the financial statements, the statement of financial
performance reflects water supplies development balance of Kshs.169,450,684 which
includes constituency water projects/priority project, drilling and equipping of
boreholes for schools and small dams pans and boreholes. However, physical
verifcation undertaken in February, 2021 revealed the following anomalies:

i) Management paid an amount of Kshs.3,314,476 to a company for Gwassi
Sindo Water Project piping works but the water treatment plant was not in use
and piping works were not done.

i) Management paid a company an amount of Kshs.15,673,689 for completion
of Homabay, Rangwe Water Supply Project but the project was yet to be
operationalized while one of the tanks constructed and paid for was leaking.

i) Management paid an amount of Kshs.3,953,620 to a company to drill boreholes
at Nduta and Got Kabok Primary School in Homa-bay County. Although the
borehole was on someone farm the land, no agreement or for review title deed
was provided.
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iv) Management paid an amount of Kshs. 2,657,970 to a drilling company for
drilling, development and test pumping three (3) boreholes in Raduodi, Olasi
/Pala Market and Igena Itambe Health Centre. However, at Igena Itambe
Health Centre there were two (2) boreholes which had been drilled less than
100m apart but only one was working. It was therefore not clear why the Agency
spent money to drill the borehole without conducting feasibility study to confirm
the water productivity.

v) Management paid an amount of Kshs.7,196,745 to a company for the
construct Kamune Pan in Homabay County. However, fencing of the water pan
was partially done and the works were not completed.

vi) The Agency paid an amount of Kshs.1,459,012 to a construction company for
rehabilitation of Oseno Dam and associated works in Mbita but works worth
Kshs.859,340 could not be confirmed.

In the circumstances, it has not been possible to confirm whether the area residents
got value for money on expenditure amounting to Kshs.34,255,512 for the year ended
30 June, 2020.

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, 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, risk management and overall governance were not effective.
Basis for Conclusion

1. Long Outstanding Receivables

The Agency is owed long outstanding receivables by Nyanas Water and Sanitation
Company Limited amounting to Kshs. 4,632,698 and Gulf Water Services Company
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Limited amounting to Kshs. 3,186,748 respectively, which have remained outstanding
over seven (7) years.

In the circumstances, it has not been possible to confirm existence of effective debt
management measures at the Agency.

2. Lack of Legal Officer

During the year under review, it was noted that the Agency had no legal officer to
assist in handling arbitration and legal processes, has led to delays on litigation issues.
As a result, the operation of the Agency was not managed effectively and has made
the Agency’s legal services expenses to increase from Kshs. 8,354,596 (2018-2019)
to Kshs.9,484,516 (2019-2020) as disclosed in Note 11 in the notes to the financial
statements.

Consequently, the Agency has been struggling with long litigation issues which could
have been cleared if there was a legal officer for follow-up on legal services.

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.

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 overall governance.

In preparing the financial statements, Management is responsible for assessing the
Agency’s ability to continue to sustain it 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 Agency’s 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.
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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.

Board of Directors is responsible for overseeing the Agency’s financial reporting
process, reviewing the effectiveness of how the 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 overall 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, | 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 ISSAISs.
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
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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:

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 Agency’s ability to continue to sustain its services. 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 Agency to cease to
continue 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 Agency to express an opinion on the financial
statements.

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

15 February, 2022
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