REPORT OF THE AUDITOR-GENERAL ON LAKE VICTORIA NORTH 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 North Water Works
Development Agency set out on pages 1 to 30, 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. | 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 Lake Victoria North 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 International Public Sector Accounting Standards (Accrual
Basis) and comply with the Water Act, 2016 the Public Finance Management Act, 2012.

Basis for Qualified Opinion

1. Property, Plant and Equipment

The statement of financial position reflects property, plant and equipment balance of
Kshs.9,180,358,150 as at 30 June, 2020 which is an increase of Kshs.3,366,515,126
compared to a balance of Kshs.5,813,842,024 as at 30 June, 2019. As previously
reported, the property, plant and equipment balance exclude the value of land and
buildings where the Agency offices are housed at KEFINCO estates in Kakamega
Municipality and no disclosure has been provided for such omission.

Further, and as disclosed in Note 20 to the financial statements, the property, plant and
equipment balance of Kshs.9,180,358,150 includes additions to water supply
infrastructure valued at Kshs.3,461,731,765 being projects that were completed and
capitalized but whose details were not provided for audit review. Further, Note 21 on
capital works in progress reflect transfers to property, plant and equipment balance of
Kshs.4,244,106,304 which differ with Kshs.3,540,881,060 capitalized in various classes
of property, plant and equipment resulting to an unexplained and an unreconciled
variance of Kshs.703,225,244.

In addition, information available revealed that the Agency had sixty-nine (69) motor
vehicles and sixty-four (64) motorcycles out of which fifty-six (56) motor vehicles and forty
(40) motorcycles are operational. The motor vehicles and motorcycles are recorded at nil
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net book value and no explanation was provided for failure to revalue the assets to
recognise their true economic value in the books of account of the Agency.

Further, no detailed workings for depreciation were provided for every class of asset to
indicate how the total depreciation balance of Kshs.307,877,475 was arrived at.

Consequently, the accuracy and fair statement of the property, plant and equipment
balance of Kshs.9,180,358,150 as at 30 June, 2020 could not be confirmed.

2. Capital Works in Progress

As disclosed in Note 21 to the financial statements, the statement of financial position
reflects a capital works in progress balance of Kshs.4,137,074,004 as at 30 June, 2020
However, details of the specific ongoing projects were not provided for audit review.

Consequently, the accuracy and validity of the capital works in progress balance of
Kshs.4,137,074,004 as at 30 June, 2020 could not be confirmed.

3. Long-Term Loan Repayments Due

The statement of financial position reflects a balance of Kshs.781,081,029 under long-
term loan repayments due which, as disclosed in Note 27 to the financial statements,
arose from loan financing by Kreditanstalt fir Wiederaufbau (KfW) for Nzoia Phase | and
II, and International Development Association (IDA) for Water and Sanitation Services
Improvement Project (WaSSIP). However, as previously reported, servicing of the loans
is in arrears and although Management reported having paid an amount of
Kshs.32,292,194, there was no evidence that any repayment had been done and the
Agency may incur additional penalties due to late payments.

Consequently, the accuracy of the long-term loans due balance of Kshs.781,081,029 as
at 30 June, 2020 could not be confirmed.

4. Levy Income from Water Service Providers

During the year under review, the Agency did not record any income from the Water
Service Providers (WSPs). However, the Agency had billed the Water Service Providers
a total of Kshs.81,870,319 during the year ended 30 June, 2019. The revenue from WSPs
is expected to help in servicing loans used for the development of the water infrastructure.
Although the Management explained that the Water Act, 2016 changed its mandate, a
circular Ref. WASREB/FIN/104 VOL. VIX (46) of 27 November, 2018 guides that only a
part of the levy was to be reallocated and the remainder to continue to be remitted to the
water Agencies.

Under the circumstances, the accuracy of Nil revenue from the Water Service Providers
reflected in the statement of financial performance for the year ended 30 June, 2020 could
not be confirmed.
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5. Receivables from Non-Exchange Transactions

The statement of financial position reflects a balance of Kshs.146,922,485 under
receivables from non-exchange transactions which, as disclosed in Note 18 to the
financial statements, includes an amount of Kshs.114,750,000 in respect of grants from
the Government. The treatment is contrary to IPSAS 23 which requires that transfers from
other government entities be recognized when control of the asset is obtained and it is
probable that the economic benefits or service potential related to the asset will flow to
the receiving entity. Further, the breakdown of the projects to be funded by the expected
grants was not provided for audit review.

In the circumstances, it was not possible to ascertain the accuracy of the receivables from
non-exchange transactions balance of Kshs.146,922,485 as at 30 June, 2020.

7.0 Accuracy and Presentation of the Financial Statements
The financial statements submitted for audit had the following anomalies:
7.1 Statement of Cashflows

The statement of cash flows has been prepared using the indirect method against the
Public Sector Accounting Standards Board directive that the direct method be used. In
addition, the statement of cashflows reflect items and balances that have not been
explained or supported with a Note as below:

Amount

No. ltem Kshs.

1 Prior Year's Adjustment 7,246,649

2 Purchase of Property, Plant and Equipment 506,811,257

3 Repayment of Borrowings/Transfer to Current 297,475,653
Liabilities

4 Increase in Deposits 211,860,309

7.2 Statement of Changes in Net Assets

The statement of changes in net assets is not prepared as per the standard and format
prescribed by the PSASB in a tabular form, each column representing a class of financing.

Under the circumstances, the accuracy of the financial statements 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 North 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.
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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
Budgetary Control and Performance

The statement of comparison of budget and actual amounts reflects an approved revenue
budget of Kshs.1,001,053,159 compared to actual revenue of Kshs.480,590,301 resulting
to an underfunding of Kshs.520,462,858 or 52% of the budget. Similarly, the Agency
spent a total of Kshs.827,530,128 resulting to an under expenditure of Kshs.173,523,031
or 17% of the approved budget. However, explanations for the variances were not
provided. The underfunding and under-absorption is an indication that some activities and
development projects in the annual plan were not implemented by the Agency which may
have affected delivery of clean drinking water to the targeted consumers.

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. Unremitted Taxes

The statement of financial position reflects a balance of Kshs.13,419,612 in respect of
taxation which, as disclosed in Note 26 to the financial statements, comprised of Value
Added Tax (VAT) of Kshs.7,751,096 and Withholding Tax (WHT) of Kshs.5,668,516
However, no explanation was provided for non-remittance of the taxes to the Kenya
Revenue Authority. The Agency is in breach of law and is exposed to the consequences
of non-compliance with the income tax laws.

2. Borrowings

The statement of financial position reflects a balance of Kshs.11,209,756,694 under
borrowings which, as disclosed in Note 28 to the financial statements, relates to
outstanding non-current loans. However, and as previously reported, servicing of these
loans is in arrears and the Agency may incur additional interest and penalties leading to
loss of public funds.
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3. Rural Water Supply Development

An audit review of project files and physical verification of projects implemented under
Rural Water Supply Development Section revealed the following:

3.1 lIrregular Funding of Poi Cluster Water Project

During the year, the Agency continued implementing Poi Cluster Water Project in Baringo
County, an area under the jurisdiction of Rift Valley Water Works Development Agency
(RVWWDA). The work commenced in July, 2019 at a cost of Kshs.25,217,505. However,
the mandate of the Agency is to undertake development of water and sanitation
infrastructure within its area of jurisdiction in the counties of Elgeyo Marakwet, Uasin
Gishu, Bungoma, Kakamega, Vihiga, Busia, Trans Nzoia and Nandi.

No reasons were provided for committing the Agency resources to areas outside its
jurisdiction when there were many other proposals awaiting funding in the Agency areas
of jurisdiction. Further, details of how the Poi Cluster Water Project was identified and
planned for implementation were not provided for audit review.

Under the circumstances, the propriety of the expenditure of Kshs.25,217,505 incurred
on the project could not be confirmed.

3.2 Rehabilitation of Igukhu Water Project

This project had earlier been done by the National Government Funding (Ministry of
Water). However, the project failed, and the Agency undertook to rehabilitate it at a
contract sum of Kshs.5,224,114 which was awarded to a local company. However, the
handing over report from the Ministry of Water to the Agency to establish the particulars
of the project and its status was not provided for audit review. Further, the Engineer's cost
estimates on the project was stated as Kshs.4,928,625 although the estimates included
an element of other rehabilitation works costing Kshs.1,180,000 which was not defined.
In addition, the estimates omitted a water pump which is an important element in any
water project which eventually amounted to Kshs.686,024.

Further, it is not clear why solar energy which has been used in most successful projects
was not used as the community complained of high electricity bills which they may not
afford in the long run.

As at the time of the audit inspection in February 2021, the project was not working due
to the high cost of electricity. In addition, according to the water test report, the water has
high turbidity and colour which is not fit for consumption unless treated and the community
may not afford.

Under the circumstances, the public may not have obtained value for money from the
expenditure incurred on the project.
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3.3 Rehabilitation of Nyapera Water Pan in Busia

The project was awarded to a construction company at a contract sum of Kshs.7,482,000
and declared substantially complete effective 18 August, 2020. Any work not satisfactorily
completed was to be done within six (6) months during the defect liability period which
expired on 18 February, 2021. An audit verification during the month of February, 2021
revealed that although the fencing was done, a section of the fence of nearly 30% had
been vandalised. This was attributed by the locals to encroachment on private land by
the Agency, an accusation the Agency has not been able to rebut as the Agency has no
title documents for the land. No explanation has been provided on measures taken to
prevent further vandalism and secure the project.

Consequently, the public may not have obtained value for money on the project.

4. Community Water Development Projects

4.1 Masa- Wabukhonyi Community Water Project

The project was initially awarded to a local construction company in 2016 at a contract
sum of Kshs.17,758,293. The project included construction of pump house, spring
protection, 100 cubic meter masonry tank (later changed to 100 cubic meter elevated
steel water tank), pipe laying and associated works. The contractor executed some works
and was later terminated, and the remaining works awarded to a Logistics Contractor at
a contract sum of Kshs.1,997,814 who completed the project in May, 2019.

Although Management estimated the works done by the initial contractor at
Kshs.10,514,483, details of the measured works as per the Bills of Quantities were not
provided for audit verification. The project was completed in May, 2019 but the final
account was not provided making it impossible to confirm the cost of the project. As at
the time of this audit in February, 2021, eighteen (18) months after completion of the
project, the project had not been put to use due to what was said to be failure by KPLC
to install a customer meter.

4.2 Leseru Integrated Community Water Project

A Construction Company was contracted to construct Leseru Integrated Community
water project at a contract sum of Kshs.56,351,411 and by 30 June, 2020 the total
certified works paid was Kshs.50,645,092. However, the two (2) grade 9 houses
constructed at a cost of Kshs.4,425,254 were in a poor state and needed repair even
before their occupation, an indication of poor workmanship. In addition, a report of the
Inspection and Acceptance Committee on status report of the project was not provided
for audit review.

4.3 Rehabilitation of Plateau and Kerita Dams in Uasin Gishu County

The contract was entered into between the Agency and a local company for the
rehabilitation of Plateau and Kerita Dams in Uasin Gishu County with the objectives to
improve water access and supply in Ainabkoi and Kesses Sub-Counties, County of Uasin-
Gishu at a negotiated contract sum of Kshs.10,402,424. The contractor took possession
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of the site on 24 October, 2019 for the execution of works but raised concern about
hostility by the local community in their letter dated 31 January, 2020 to the Agency.

This was further confirmed by an internal memo dated 19 October, 2020 which indicated
how the Plateau Dam had been encroached by politicians making the project’s
implementation untenable. However, there is no evidence that the Management did public
participation and carried out due diligence that would have brought out the conflict at
Plateau Dam for attention before committing public resources.

A field inspection of Kerita Dam in February, 2021 revealed that the dam is silted, with
plant matter overgrown the water level. In addition, the spillways were put into place
before desilting. Also, the fencing was not done with pre-treated poles.

Consequently, the public may not have obtained value for money on the project.
5. Water and Sanitation Services Improvement Project

5.1 Consultancies - Kapcherop Il Upstream Water Treatment Works and
Distribution Lines

During the year under review, the Agency made payments totalling Kshs.1,329,500 to a
consultant in respect of consultancy services for undertaking a feasibility study, detailed
design and supervision for a gravity water scheme for Kapcherop. The water supply
project is recorded to have been substantially completed and the works contractor, as
well as the consultant, were discharged of their obligations under the contract after all
defects were said to have been addressed by the end of the defects liability period. An
EIA License N0.0028566 for the additional water project for Kapcherop was issued by
NEMA on 14 May, 2015 and EIA License No. NEMA/EIA/ PSL/ 3686 for Kipkarren dam
project issued by NEMA on 18 August, 2016.

An audit inspection in November, 2020 revealed that project had dry lines and the main
raw water intake had been run over by uncontrolled drainage which had almost
completely covered the intake. This is an indication of a design error on the part of the
consultant given that the location of the intake upstream was not properly thought out and
was to be eventually destroyed by raw storm water from a nearby road. Further, the
collection walls, as well as the sedimentation tank walls were too low, casting doubt on
the capacity and viability of the raw water intake plan and design.

Further, as reported in the previous years, the construction works for the designed
Kapcherop Upstream Water Treatment Works and Distribution Lines was a 12 months’
contract reference LVNWSB/WaSSIP-AF/KAPCHEROP 11/2014 which commenced on
22 September, 2015 at a contract sum of Kshs.114,586,833. The project was declared
substantially complete on 20 March, 2017 and the contractor discharged of his contractual
obligations on 9 January, 2018. The capacity of the treatment works was 600m?3/day with
an intake weir on River Kiptaragon comprising of an intake chamber, sedimentation tank,
filters, flow control tank, fencing and gate, sentry house and toilet, alum mixing platform,
septic tank, and soak pit. The chlorination tank is a 150 m3 masonry clear water tank and
the treatment centre has an administration building, 10 water kiosks, and chlorine mixing
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and dosing platform have been constructed. The project has 13 masonry water tanks
with a water distribution system of 38 km of distribution piping laid.

Payments were made to the main contractor including the final retention money upon
successful completion of the project and handing over to Cherangani - Marakwet Water
and Sanitation Company (CHEMAWASCO) for operation and maintenance on behalf of
the County Government of Elgeyo Marakwet to benefit 15,000 people on 14 March, 2017.

However, audit verification revealed that the backwash tank supported by the Tembu
water spring tank upstream still did not have enough pressure to clear any accumulated
silt in the collection tank at the River Kiptaragon intake. The sedimentation tank was not
properly raised resulting in raw drainage to run it over and the filters were completely
blocked by silt and could not allow free flow of raw water for treatment. As a result, the
raw water gravity main line which had been laid was dry as the water tanks at the raw
intake tank did not have water. Although the project Management has indicated that the
project was complete and benefiting 15,000 people, the project was not operational.

Consequently, the public may not have obtained value for money on the project.

5.2 Supply and Delivery of Non-Revenue Water Goods for Mumias and Kimilili
Towns

The statement of financial position reflects a capital works in progress balance of
Kshs.4,137,074,004 which, as disclosed in Note 21 to the financial statements, includes
an amount of Kshs.2,644,196,084 in respect of WaSSIP capital works in progress. The
latter balance includes an expenditure of Kshs.70,313,340 for the supply and delivery of
non-revenue water goods for Mumias and Kimilili Towns Pilot Project. The contract for
supply and delivery of these goods was awarded to two contractors at a contract sums of
Kshs.52,640,678 and Kshs.35,958,845 respectively. During the year under review, the
two contractors were paid Kshs.70,313,340 comprised of Kshs.41,546,264 and
Kshs.28,767,076 which after taking into account prior-year advances of Kshs.17,719,904
bring the total payments to Kshs.84,671,900. The following observations were made:

5.2.1 Abandoned Leak Detection Equipment, Pressure Data Loggers, Pressure
Gauges, UFM Equipment, Meter Testing Benches, and Software

Audit review of the documentation supporting the supply of goods for NRW project for
Mumias and Kimilili under contract revealed that the contract was awarded to a local
company at a contract sum of Kshs.35,958,845 and the contract signed on
06 February, 2019. The contractor was to supply leak detection equipment, pressure data
loggers, pressure gauges, UFM equipment, meter testing benches and software.

However, the signed contract sum was higher than the approved procurement plan
amount of Kshs.13,260,000 by Kshs.22,698,845 which was 71.1% in excess of the
approved plan. WaSSIP-AF could not accommodate the new contract sum and therefore
the extra cost of Kshs.22,698,845 was to be funded from other sources without prior
approval.
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All the leak detection equipment, pressure data loggers, pressure gauges, UFM
equipment, meter testing benches, and software were subsequently supplied by the
Company as per the contract in November, 2019. However, as at the time of audit in
November, 2020, the goods supplied had not been put to use and were lying unattended
in the respective stores in Mumias and Kimilili and no reason was provided for procuring
equipment without a budget line and with an advance payment due to urgency then leave
them to wear out for over a year since supply.

This investment of Kshs.35,958,845 may not have been well planned and may lead to
wasteful expenditure.

5.2.2 Uncoordinated Supply, Delivery and Installation of Pipes, Meters, Fittings,
Valves and Accessories

The contract for supply of pipes, meters, fittings, valves, and accessories was awarded
to a local engineering company at a contract sum of Kshs.52,640,678 against a
procurement plan budget of Kshs.35,700,000 resulting in a shortfall of Kshs.16,940,678
which was also said to be funded from GOK counterpart funds. The contract sum was
later varied to include installation of the supplied goods at an additional amount of
Kshs.4,500,000. However, no details were provided on how this arrangement was arrived
at or explanation provided relating to the abandonment of the initial programme envisaged
under the consultancy.

During field verification in November, 2020 on the project sites in Mumias and Kimilili, it
was revealed that the contractor did not have Bills of Quantities or pilot project site
designs to guide in the installation of the procured infrastructure. In addition, project
returns or briefs prepared as evidence of proper monitoring and evaluation indicating how
the pipes were laid, various meters installed, and the various accessories distributed were
not provided for audit review.

Consequently, the public may not have obtained value for money on the project.

5.2.3 Poor Technical Implementation of the Non-Revenue Water Pilot Project

The main objective of this project was to study the existing water supply system, identify
the gaps, investigate the factors causing water losses and in turn, high Non-Revenue
Water (NRW), carry out water network modelling, formulate District Metering Areas
(DMASs), identify pilot areas in each water scheme, prepare tender documents to execute
the pilot DMAs under consultant’s supervision, and frame a NRW strategy which can be
used by Water Service Providers (WSP) to carry out NRW mitigation programme for
remaining areas. One of the major outcomes expected from this project is sustainable
exploitation of water, capacity building of WSPs to make them capable of operating the
water schemes more efficiently and effectively.

The following anomalies were observed:-
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i) Nambacha Water Treatment Plant - Mumias

According to the consultancy report, the water abstracted from the river is 2417m3/day
and the average total water production at Nambacha Water Treatment Plant is 1862
m3/day, out of which about 788 m3/day is billed. Hence average NRW level as calculated
by WSP is 57.68%. The designed production capacity of water at the Water Treatment
Plant is 15,000m3/day however the current water production is limited to 2,900 m?/day to
meet the current water demand.

ii) Kamtiong Water Treatment Plant - Kimilili

The average total water production at Kamtiong WTP is 3698 m3/day, out of which about
1,057m3/day is billed. Hence NRW level as calculated by WSP is 71%. The plant has a
production capacity of 5000m3/day which however goes down during the dry season. The
street and lantern lights, front/administration lights are not working while six (6) mortars
that mix alum and chlorine had stopped working due to an electrical problem. The targeted
water treatment plants are operating below capacity and their water loss is very high.
Further, it is noted that after about 18 months the NRW works (pilot project) are not
complete as expected, with the initial target date having been 30 June, 2018.

The project was therefore poorly designed, implemented and managed thus value for
money may not be realized from the resources expended.

iii) District Metering Areas

According to the consultancy report, DMA formation was one of the foremost and
important steps in the NRW management which would allow the WSP to have full control
over the system in terms of NRW management. The two pilot areas were surveyed, and
the pilot DMA segregated after review of various set parameters as per the consultancy
study. Kimilili water network is divided into 23 DMAs while Mumias water network is
divided into 24 DMAs. To mark the pilot area, new gate valves to isolate each DMAs were
proposed, with an option in some cases of permanently closing the existing gate valves
to form the DMAs. The network already contained a number of existing bulk meters that
have been appropriately located and only a few new bulk meters for monitoring the NRW
in each DMA were therefore required.

Out of the newly formed DMAs, five DMAs each from Kimilili and Mumias were chosen
for a pilot study. Each DMA was given a unique identification number. Existing water main
which may be old and leaking and may require replacement were assessed to
approximate quantities of new water mains for different diameters estimated in each DMA
and the quantity considered in the tender documents.

Similarly, new bulk meters, gate valves, air valves, other pipe fittings were estimated and
considered in the tender documents to ensure that complete NRW management was
implemented in the pilot DMAs. It was expected that the pilot DMAs once commissioned,
the existing NRW unit operators will get a hands-on experience in the operation and
maintenance of the DMA. Further, on successful completion of the pilot DMAS, the client
was expected to apply these procedures for completion of works in the remaining DMA
to get total control of the NRW management.
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However, from audit inspection carried out in November, 2020, all these well-documented
procedures remained on paper and had not been initialized. As such the project does not
really exist as envisaged. Further, there was no documented scope of implementation
and listing of the infrastructure required for the DMAs under the pilot. Therefore, there
were no improvements in commercial efficiency in the envisaged new billing systems;
improved meter reading procedures; periodic customer surveys; or any database
cleaning exercises undertaken.

Because of the poor implementation of the program in DMAs, water losses continue to
afflict respective Water Service Providers in that the expected outcomes have not been
achieved in metering inaccuracies; theft (arising from illegal connections), meter
tampering and fraud; losses arising from the use of deemed consumption (for instance,
where there is no meter, or the meter is broken); errors and omissions in the billing
database; and illegitimate unbilled water uses (for instance pipe flushing).

5.3 Civil and Construction Works

The civil works involved equipping of drought boreholes at a cost of Kshs.57,746,397;
construction of plinths or gutters for plastic tanks at a cost of Kshs.33,067,727; and
rehabilitation and expansion of water supplies at a cost of Kshs.74,911,052. The
following anomalies were observed on examination of the expenditure and field
verification of the programmes:

5.3.1 Equipping and Civil Works for Drought Boreholes

The WaSSIP capital works in progress balance of Kshs.2,644,196,084 includes an
amount of Kshs.57,749,396 incurred on equipping and associated civil works for drought
boreholes out of which a total of Kshs.32,841,560 was spent in the Rift Valley,
Kshs.12,736,489 in the Lake Victoria South area and Kshs.12,168,347 in the Lake
Victoria North area.

Included in the payments of Kshs.32,841,560 made for the Rift Valley Water Works
Development Agency boreholes was a payment made to Lake Victoria North Water
Works Development Agency of Kshs.3,826,919 being a transfer of funds to UDDT
Retention for Baringo.

Further, the Lake Victoria South area amount of Kshs.12,736,489 included an
expenditure of Kshs.2,275,097 in respect of Kangeso and Nyamila Boreholes in Migori
and Homa Bay Counties. However, the contractor had advanced Kshs.2,300,000 to the
supervising consultant under unclear circumstances.

5.3.2 Rehabilitation/Expansion of Water Supplies

A total of Kshs.74,911,052 was spent on rehabilitation and expansion of water supplies
against four projects as detailed below: -
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Amount
Rehabilitation/Expansion Project County Kshs.
LVNWWDA - Kwanza Water Supply Trans Nzoia |22,599,496
RVWWDA - Suswa Water Supply Narok 11,864,644
RVWWODA - Kapenguria Water Supply  [West Pokot 9,567,916
RVWWDA - Kapindaram Water Supply |Baringo 30,878,996
Total 74,911,052

The projects were substantially completed and handed over but during field audit
verification in November, 2020, the projects were found not operational as envisaged and
therefore the target beneficiaries were not getting clean and safe drinking water.

5.3.2.1 Kwanza Water Supply

The contractor was paid Kshs.28,701,969 being certified works against certificate No.8.
Included in the certificate was a payment to the Lake Victoria North Water Works
Development Agency of Kshs.4,231,332 whose supporting documents were not provided
for audit review.

The contract was awarded on 30 March, 2016 at a contract sum of Kshs.95,455,426 and
the project sites handed over to the contractor on 23 August, 2016 with twelve months
construction period and defects liability period of one year. However as at the time of
audit in November, 2020, the planned works had not been completed, three years after
the contract completion period had lapsed.

5.3.2.2 Suswa Water Supply

The contractor for the project was paid a total of Kshs.11,864,644 during the period under
review in respect of the project to benefit 6,300 people. During site verification in
November, 2020, the contractor was not on-site and there was no water supply since April,
2020. According to the progress reports, the works had been done up to 93% completion
level and test running of the water supply had been completed but the project was
experiencing voltage drop out. The problem has however not been resolved to date and
as a result, the water supply has stopped, and the taps were found dry.

5.3.2.3 Kapenguria Water Supply

According to certificate No.9 of 31 July, 2019 the contractor had executed works valued
at Kshs.44,957,532 and had been paid Kshs.42,062,636 leaving a balance of
Kshs.1,561,936. However, the project Management paid the contractor a total of
Kshs.10,441,000 instead of the balance of Kshs.1,561,936, resulting to over payment of
Kshs.8,879,064 for which no reason has been provided.

Although the works have been recorded to be at completion level of 94% and benefiting
38,400 people, audit verification in November, 2020, revealed that the new silt check dam
constructed at Kotoruk River intake with gabions had collapsed and exposing the intake
to uncontrolled silting. This had affected the operations of the composite filtration unit
expected to produce 600m3/day which was not operating at capacity. Further, the raw
water pumping set Pedrollo HF6A 2.2KW 3HP installed at Kotoruk intake raw water
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pumping station to pump 37.5 m3hour was said to have been removed after being
destroyed by silt.

Under the circumstances, the Agency did not get value for the investment and the target
community was not benefitting as planned.

5.3.2.4 Kapindaram Water Supply

During the year under review, a local contractor was paid Kshs.30,878,996 for the
Kapindaram Water Supply works. However, audit inspection in November, 2020 revealed
that part of the key works which involved connecting the newly secured intake at the water
spring to the distribution infrastructure had not been done.

The welding of the main 540m gravity main piping of 200mm diameter HDPE from
Kapindaram spring to the existing gravity main piping and anchoring of the existing 5Km
gravity main of steel had technically failed and the works abandoned. By the time these
works were abandoned, it was estimated to have been constructed up to 90% completion
level.

The main Kapindaram Water Project where the spring was being protected; the project is
not functional, though two 50m3 masonry water tanks had been constructed at Emsos
and Kipterewet; the 9.8Km of 75 and 50 mm HDPE pipelines had been laid to Kipterewet,
Emsos, KWS, and Kipkorir; the 50m? office block constructed alongside the other works
and the Project said to be benefiting some 19,800 community members.

The Project has therefore failed to meet its objectives and the community members under
this main and primary component were not benefiting implying that the public may not get
value for the amount of investment in this project.

5.3.3 Construction of Plinths/Gutters for Plastic Water Tanks

During the year under review, the project Management paid various contractors amounts
totalling Kshs.33,067,726 for the services of installing the 10,000-liter plastic poly tanks
delivered in the various targeted institutions as follows:

Contractor County No. of Sites Kshs.
Melianko Contractors Limited C&N-Pokot 12 3,117,418
Assup Enterprises Limited LVSWSB 60 12,177,248
Prime Rigs and Drillers Limited LVNWSB 29 3,436,238
Rotalink Engineering Limited Turkana East 13 6,953,457
CEJ Systems Turkana East 12 3,709,448
Shibalink Company Limited Loima 12 3,673,917
Total 138 33,067,726

The tanks should have been delivered during the 2013/2014 financial year or about six
(6) years ago and the contractors for the construction of plinths/gutters for these plastic
water tanks works had been identified in 2014/2015 as follows: -
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No. Date of
S/No. | Name of Contractor County sites Kshs. | Agreement
1. Prime Rigs Drillers Ltd | West Pokot & Narok 65 14,014,337 | 19/11/2014
2 Assup Entreprises Ltd | Baringo 60 8,169,000 | 05/01/2015
3. Assup Entreprises Ltd | Lake Victoria South 100 11,917,500 | 05/01/2015
4, Prime Rigs Drillers Ltd | LVNWSB 100 20,150,288 | 02/06/2015
Total 325 54,251,124

Given that the project had targeted to supply 400 tanks, the final lot of tanks for Turkana
County got the bank no objection letter for RAP and EIA screening on 24 April, 2015 and
contract No. LVNWSB/WaSSIP-AF/DM/PLINTHS/2014-LOT 2a for installation of the
balance of 75 No. plastic water tanks in Turkana County was signed on 30 October, 2015.
In view of this, it was not clear how these contractors some who had been given advances
were still on the project given it was expected to last a maximum of six (6) months which
effectively would have ended the latest by 30 June, 2016 all factors notwithstanding. No
report has been provided to justify the continuation of installation of the tanks six (6) years
after the lapse of the contract period.

It was further noted that had the plinths under construction been done to the expected
standards, the heights of the poly tanks supplied would have risen from 3.85 meters to
4.2 meters well above the standard height of ordinary buildings making it impossible to
harvest the water. Alternatively, had the contractor supplied the tanks as specified, the
height would have been reasonable at 1.970m rising to only 2.37m which is within a
reasonable range for guttering and harvesting of the water.

A survey undertaken in West Pokot County during the month of November, 2020,
revealed that nineteen (19) schools that received the tanks had the plinths constructed
but in another four (4) the tanks were delivered and but the plinths were not constructed
and the gutters therefore not installed.

Another survey undertaken in Turkana County in November, 2020, revealed that most of
the tanks were not supplied or if supplied the list had been varied and as such, the number
of these tanks could not, therefore, be verified. Given that the tanks had not been supplied
as planned, it was not possible to ascertain the construction of plinths and the installation
of the gutters.

Another random field visit to Nyosia DOK Primary School in Kisii Central Sub County of
Kisii County revealed that the tank has never been supplied and received in school. Also,
the plinth and gutters had not been constructed at the school.

The project management did not provide any report on this very old project that resurfaced
at the closure of the project with invoices dating back a number of years without any
explanation.

In view of the above, the propriety of expenditure in respect to the construction of these
plinths of Kshs.33,067,726 could not be confirmed and value may not have been obtained
from the expenditure.
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5.4 Consultancies

The WaSSIP capital work in progress balance of Kshs.1,601,248,117 includes an amount
of Kshs.46,390,787 incurred in respect of consultancy services, and the following issues
were observed:

5.4.1 Kwanza and Kapenguria Water Supply Projects

Audit verification in November, 2020 at the Kapenguria water supply, revealed that the
new silt check dam constructed at Kotoruk River intake with gabions had collapsed
exposing the intake to uncontrolled silt which has since destroyed the main water pump.
This had affected the operations of the composite filtration unit expected to produce
600m3/day which was not operating at capacity. This challenge was associated with poor
design leading to the location of the raw water intake in an inappropriate site.

As reported in 2018/2019, the contractor installed an inappropriate water pump which
could not be used to pump the treated water to the high-rise tanks again on the advice of
the consultant making the whole project to fail in meeting its objectives.

Under the circumstances, value for money was not obtained from the amount of
Kshs.7,286,244 paid to the consultant.

5.4.2 Suswa and Kapindaram Water Supply

The contract for the design and supervision of Suswa and Kapindaram Water Supply
projects was awarded to a consultant who was paid Kshs.2,240,351 in 2019/2020 for the
services. The Suswa project detailed design was approved on 4 November, 2015 while
the Kapindaram detailed design for the project was approved on 15 September, 2015 and
the consultant contract was awarded and signed on 7 November, 2016.

Audit verification in November, 2020 revealed that the contractor was not on site and the
project was experiencing a voltage drop out which had not been resolved, and as a result,
the water supply has stopped functioning. Further, it was noted that the welding of the
main gravity piping from the spring to the existing gravity piping of steel had technically
failed and the works had been abandoned.

5.4.3 Non-Revenue Water (NRW) for Kimilili - Mumias

Payments totalling Kshs.12,463,158 were made in February, April, May and June, 2020
to a local consulting firm that was contracted to offer technical assistance for study,
design, and supervision the implementation of a program aimed at reducing the Non-
Revenue Water (NRW) in two water service providers in Kakamega and Bungoma
Counties. The contract was signed on 27 September, 2016 and the inception report was
presented and approved by the stakeholders on 21 February, 2017. The project was to
last 18 months effectively ending in July, 2018 but the works were still ongoing by the
time of audit in November, 2020.

The consultant was said to have developed a Non-Revenue Water Operational Manual;
formed one Non-Revenue Water Unit for each water supply system; trained Non-
Revenue teams; conducted Non-Revenue Water Situation baseline assessment;
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identified and prepared Hydraulic Block maps and implemented preliminary Pilot District
Metering Areas (DMA). The consultant had also prepared the tender documents for goods
to address Non-Revenue Water. However, no evidence was provided for delivery of
training or capacity building services.

In addition, the consultant had not provided the design maps for the pilot DMAs, Bills of
Quantities for the infrastructure works expected to be implemented. The project was also
being implemented in areas other than the original target areas.

Under the circumstances, the public did not get value for funds paid before the service
was provided.

6.0 Outstanding Imprest

The statement of financial position reflects a balance of Kshs.146,922,485 under
receivables from non-exchange transactions which, as disclosed in Note 18 to the
financial statements, includes an amount of Kshs.1,477,546 in respect of imprests due
from staff. The imprests ought to have been surrendered on or before 30 June, 2020 but
were still outstanding. This is contrary to Section 93(5) of the Public Finance Management
(National Government) Regulations, 2015 which requires that a holder of a temporary
imprest shall account or surrender the imprest within seven (7) working days after
returning to duty station.

The Management was in breach of law.

The audit was conducted in accordance with ISSAI 4000. The standard requires that |
comply with ethical requirements and plan and perform the audit to obtain assurance
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.

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 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.
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Responsibilities of Management and 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
Agency’s ability to continue to sustain its 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 dissolve the Agency 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 Agency’s financial reporting
process, reviewing the effectiveness of how the Agency 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
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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
the Agency’s policies and procedures may deteriorate.

As part of an audit conducted in accordance with ISSAIs, | exercise professional
judgement and maintain professional scepticism throughout the audit. | also:

e Identify and assess the risks of material misstatement of the financial statements,
whether due to fraud or error, design and perform audit procedures responsive to
those risks, and obtain audit evidence that is sufficient and appropriate to provide
a basis for my opinion. The risk of not detecting a material misstatement resulting
from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of
internal control.

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

e Conclude on the appropriateness of the Management’s use of the 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
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obtained up to the date of my audit report. However, future events or conditions
may cause the Agency to cease to sustain its services.

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 Agency to express an opinion on the financial statements.

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

| 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.

| also provide Management with a statement that | have complied with relevant ethical
requirements regarding independence and 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 February, 2022

Report of the Auditor-General on Lake Victoria North Water Works Development Agency for the year ended
30 June, 2020

19



Report of the Auditor-General on Lake Victoria North Water Works Development Agency for the year ended
30 June, 2020

20



