REPORT OF THE AUDITOR-GENERAL ON COAST DEVELOPMENT AUTHORITY
FOR THE YEAR ENDED 30 JUNE, 2020

REPORT ON THE FINANCIAL STATEMENTS
Qualified Opinion

| have audited the accompanying financial statements of Coast Development Authority
set out on pages 28 to 66, 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 Coast Development 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
Coast Development Authority Act, Cap 449 of the Laws of Kenya and the Public Finance
Management Act, 2012.

Basis for Qualified Opinion
1. Receivables from Exchange Transactions

1.1 Unsupported Receivables

The statement of financial position reflects a balance of Kshs.15,240,343 under
receivables from exchange transactions which, as disclosed in Note 17 to the financial
statements, includes an amount of Kshs.1,424,400 in respect of coral block receivables.
However, the supporting documents for the coral block receivables of Kshs.1,424,400
including invoices, receipts and other source documents were not provided for audit
verification.

Under the circumstances, the accuracy, completeness, validity and recoverability of the
coral block receivables amounting to Kshs.1,424,000 as at 30 June, 2020 could not be
confirmed.

1.2 Service Deposits

The receivables from exchange transactions of Kshs.15,240,343 also includes an amount
of Kshs.7,001,016 in respect of service deposits. However, schedules supporting an
amount of Kshs.212,333 of the service deposits were not provided for audit verification.
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Consequently, the accuracy and completeness of service deposits amounting to
Kshs.212,333 as at 30 June, 2020 could not be confirmed.

2. Receivables from Non-Exchange Transactions
2.1 Long Outstanding Imprests

The statement of financial position reflects a balance of Kshs.26,418,191 under
receivables from non-exchange transactions which, as disclosed in Note 18 to the
financial statements, includes an amount of Kshs.19,612,987 in respect of outstanding
imprests due from employees. However, out of the outstanding imprests of
Kshs.19,612,987, imprests amounting Kshs.11,910,746 have been outstanding for more
than two years, contrary to Regulation 92(5) of the Public Finance Management (National
Government) Regulations, 2015 which states that, ‘a holder of a temporary imprest shall
account or surrender the imprest within seven (7) working days after returning to duty
station’.

Consequently, the recoverability of the long outstanding imprests of Kshs.11,910,746
could not be ascertained.

2.2 Other Debts

The receivables from non-exchange transactions of Kshs.26,418,191 also includes an
amount of Kshs.123,734 advanced to other Regional Development Authorities (RDA’s)
which has been outstanding for more than eight (8) years. However, documentary
evidence indicating how the lending was done and terms and conditions for the lending
were not provided for audit review.

Under the circumstances, the accuracy, validity and recoverability of the amount of
Kshs.123,734 relating to advances to other Regional Development Authorities (RDA’s)
could not be confirmed.

3. Property, Plant and Equipment
3.1 Excluded Parcels of Land

As previously reported, the property, plant and equipment balance of Kshs.525,658,579
as at 30 June, 2020 excludes six (6) un-valued parcels of land located in Kilifi and Garissa
Counties. Further, the Authority only has sale agreements as proof of ownership of the
parcels of land.

3.2 Land Balance Payable

As previously reported, the statement of financial position reflects trade and other
payables from exchange transactions balance of Kshs.17,170,340. Excluded from the
balance is an amount of Kshs.5,199,500 in respect of land balance payable. Records
provided for audit revealed that the purchase price for the piece of land was
Kshs.9,800,000 as per the sale agreements. The Authority paid Kshs.4,600,500 leaving
an outstanding balance of Kshs.5,199,500 as at 04 August, 2014. However, as per land
report tabled at the 76™ Full Board meeting held on 19 September, 2018, it was reported
that the total purchase price of Kshs.9,800,000 had been paid but the land was
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unscrupulously sold by an informal settler to a private investor. The case is before the
Court awaiting determination.

3.3 Trespass on Private Land by Coast Development Authority

The property, plant and equipment balance of Kshs.525,658,579 excludes undetermined
value of two-roomed semi-permanent structure, toilet block and a water well all
constructed on a parcel of land measuring 20.26 acres whose ownership is in the name
of a private individual. Management has not explained whether due diligence was done
before developing the said land.

Under the circumstances, the accuracy, ownership and carrying values of the property,
plant and equipment balance of Kshs.525,658,579 as at 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 Coast Development Authority Management
in accordance with ISSAlI 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 are no key audit matters to
report in the year under review.

Other Matter
Budgetary Control and Performance

During the year under review, the Authority’s revenue budget amounted to
Kshs.256,460,000 against actual revenue of Kshs.277,645,000, resulting in a net over
collection of Kshs.21,185,000 or 8%. Further, the Authority had had a final expenditure
budget of Kshs.256,460,000 against actual expenditure of Kshs.298,832,000, resulting in
an overall over-expenditure of Kshs.42,372,000 or 19 % of the budget. However, approval
documents for the over expenditure were not provided for audit review.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC
RESOURCES

Conclusion

As required by Article 229(6) of the Constitution, based on the procedures performed,
except for the matters described in the Basis for Conclusion on Lawfulness and
Effectiveness in Use of Public Resources sections 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.
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Basis for Conclusion
1. Failure to Procure Through E-Procurement

During the year under review, the Authority procured various goods and services but the
procurements were not carried out electronically. This is contrary to Executive Order
No. 2 of 13 June, 2018 on procurement of public goods, works and services by public
entities which requires that public procurement entities should undertake all their
procurements through the e-procurement module beginning 1 January, 2019.

The Authority was in breach of the Executive Order.
2. Board of Directors Constitution and Meetings
2.1 Chairman of the Board

During the year under review, the Chairman of the Board of Coast Development Authority
was appointed as Commissioner to the National Land Commission and sworn in on
15 November, 2019. However, the Chairman continued attending the Authority’s Board
meetings contrary to the Office of President Circular Reference No.
OP/SCAS.9/73.VOL.I/ (84) of 30 July, 2015 which states that public officers should not
serve as independent Board Directors of state corporations unless stipulated by any
written law.

2.2 Alternate Director to the Regional Commissioner

The statement of financial performance reflects Board expenses amounting to
Kshs.16,350,171 which, as disclosed in Note 10 to the financial statements, includes an
amount of Kshs.15,390,171 in respect of other allowances. The other allowances includes
an amount of Kshs.164,000 paid to persons designated by the Regional Commissioner
as Alternate Directors. However, the enabling Act did not provide for the Regional
Commissioner to appoint Alternate Directors.

Under the circumstances, Management was in breach of the law.
3. Projects Implementation Status

Audit inspection of ten (10) projects with a total allocation of Kshs. 96,604,869 carried out
in the month of February, 2021 revealed various anomalies as detailed in Appendix 1
attached. The anomalies may be attributed to lack of proper supervision by the
Management, which may in turn be detrimental to achieving effectiveness in the utilization
of public resources and value for money on the projects.

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.
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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 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 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
Authority’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 terminate the Authority or to cease operations.

Management is also responsible for the submission of the financial statements to the
Auditor-General in accordance with the provisions of Section 47 of the Public Audit Act,
2015.

In addition to the responsibility for the preparation and presentation of the financial
statements described above, Management is also responsible for ensuring that the
activities, financial transactions and information reflected in the financial statements are
in compliance with the authorities which govern them, and that public resources are
applied in an effective way.

The Board of Directors is responsible for overseeing the Authority’s financial reporting
process, reviewing the effectiveness of how the entity monitors compliance with relevant
legislative and regulatory requirements, ensuring that effective processes and systems
are in place to address key roles and responsibilities in relation to overall governance and
risk management, and ensuring the adequacy and effectiveness of the control
environment.
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Auditor-General’s Responsibilities for the Audit

The audit objectives are to obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement, whether due to fraud or error,
and to issue an auditor’s report that includes my opinion in accordance with the provisions
of Section 48 of the Public Audit Act, 2015 and submit the audit report in compliance with
Article 229(7) of the Constitution. Reasonable assurance is a high level of assurance, but
is not a guarantee that an audit conducted in accordance with ISSAIs will always detect
a material misstatement and weakness when it exists. Misstatements can arise from fraud
or error and are considered material if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions of users taken on the basis
of these financial statements.

In addition to the audit of the financial statements, a compliance audit is planned and
performed to express a conclusion about whether, in all material respects, the activities,
financial transactions and information reflected in the financial statements are in
compliance with the authorities that govern them and that public resources are applied in
an effective way, in accordance with the provisions of Article 229(6) of the Constitution
and submit the audit report in compliance with Article 229(7) of the Constitution.

Further, in planning and performing the audit of the financial statements and audit of
compliance, | consider internal control in order to give an assurance on the effectiveness
of internal controls, risk management and 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 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
Authority’s policies and procedures may deteriorate.

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

e Identify and assess the risks of material misstatement of the financial statements,
whether due to fraud or error, design and perform audit procedures responsive to
those risks, and obtain audit evidence that is sufficient and appropriate to provide a
basis for my opinion. The risk of not detecting a material misstatement resulting from
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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 | 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 Authority 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 Authority to express an opinion on the financial statements.

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

| communicate with the Management regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies
in internal control that are identified during the audit.

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

08 February, 2022
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Appendix 1 - Projects Implementation Status

Value of Works
Final Contract Done as at

Project Price 30 June, 2020 | Project Audit

No. | Description (Kshs.) (Kshs.) | Status Observation

1. Construction of 1,162,552 1,162,552 | Complete | Supplied tanks
Supports for but not in | one (1) 5000
Tanks at Boji use liters and five (5)
Small Holder ground tanks of
Irrigation 1,500 liters. The
Scheme. — and tanks were not
supply of tanks fitted.

2. Construction 26,393,803 25,305,293 | Complete | Canals
and but not in | constructed at a
Rehabilitation of use cost of
In-Field Kshs.13,611,808
Irrigation were poorly
Structure-Wiring constructed to
of Pump House, the extent that
Supply, the canals could
Installation and not contain or
Testing of direct water.
Water Pumps Project complete
and water but cannot be
Storage handed over to
Structures at the community
Boji Farmers due to the status
Irrigation of the canals.
Scheme

3. Procure, supply 8,053,781 8,813,970 | Complete | Irrigation kits
and install amounting to
irrigation kits - Kshs.1,080,000
Kshs.1,080,000; were not
Mobilization and installed but still
demobilization - in store, despite
Kshs.400,000; the supplier
Delivery of farm having been
inputs - Seeds paid for the
518,200; installation.
Pesticides - Fertilizer
Kshs.1,185,900; acquired at a
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Value of Works

Final Contract Done as at
Project Price 30 June, 2020 | Project Audit

No. | Description (Kshs.) (Kshs.) | Status Observation
Fertilizer - cost of
Kshs.1,890,000; Kshs.1,890,000
Farm inputs - was still at the
Kshs.551,000 store.

Distribution list
of seedlings,
pesticides and
other farm inputs
not provided for
audit review.

4. Fencing of 2,186,867 2,149,162 | Complete | No major audit
Utility Area at observations
Boji Irrigation
Scheme

5. Construction of 12,130,183 12,245,517 | Complete | Water supply
Irrigation Water but not in | pipeline
Supply Pipeline use connected was
and Ploughing not able to
of Boji Farmers supply water to
Irrigation the irrigation
Scheme scheme.

6. Proposed 4,968,852 4,778,639 | Complete | Falling/loose
Construction of but not in | gutters fitted to
Boji Farm use the Farm offices
offices at Boji building. Latrine
Farmers constructed is 4
Irrigation meters deep
Scheme equivalent to 13

ft.

7. Proposed 16,940,183 Complete | No curtain
Construction of tracks.
Wananchi Measurement
Cottages and sheet not
Conference provided for
Facility in Kilifi audit review.

8. Proposed 9,272,970 Complete | Ceiling door trap
Construction of not fitted.

utility building at
the integrated
fruit processing
plant, Hola

Concrete block
177m? equivalent
to 214 paving
blocks not done.
Instead,
concrete
equivalent to 81
blocks done
resulting to 133
blocks or 110m?
not done.
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No.

Project
Description

Final Contract
Price
(Kshs.)

Value of Works
Done as at

30 June, 2020
(Kshs.)

Project
Status

Audit
Observation

Mortice 3 leaver
locks not
installed.

Construction of
a Workshop
Building at the
IFPP

9,521,946

Complete

Ceiling door trap
not fitted. Roof
observed to be
leaking.

10.

Mwache -
Terracing and
tree planting

5,973,732

Most of the
terraces dug at
Makutano site
had been
washed away
and covered by
soil.

A number of
trees had dried
up due to water
shortage and
some of them
could not be
traced to where
they had been
planted.

Total

96,604,869
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