REPORT OF THE AUDITOR-GENERAL ON COAST 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 Coast Water Works
Development Agency set out on pages 1 to 25, which comprise the statement of
financial position as at 30 June, 2020, statement of financial performance, statement of
cash flows, statement of changes in net assets 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 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 and the Public Finance Management
Act, 2012.

Basis for Qualified Opinion

The financial statements reflect several balances for which sufficient records and
information was not provided for audit review, as explained in the following paragraphs:

1.0 Operating Income

The statement of financial performance for the year ended 30 June, 2020 reflects
operational income totalling Kshs.849,760,568, as further disclosed in Note 6 to the
financial statements. Included in the balance are administrative fees totalling
Kshs.116,565,660 billed to Water Service Providers for use of the water supply
infrastructure inherited by the Water Service Providers from the Agency.

However, the fees are contrary to Section 131 (2) of the Water Act, 2016 which exempts
licensed water services providers from paying for use of public assets for the provision
of water services other than the repayments of loans acquired for the development of
those assets.
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Therefore, the fees charged to the Water Service Providers by the Agency may not be
valid. As a result, the total income reported by the Agency in the year under review may
be overstated by Kshs.116,565,660.

2.0 Trade and Other Receivables

The statement of financial position reflects trade and other receivables balance totalling
Kshs.4,101,329,864 as at 30 June, 2020, as further disclosed in Note 17 to the financial
statements. The balance includes Kshs.4,077,321,823 due from Water Service
Providers which however, differs by Kshs.885,376,331 from the balances reflected as
owed to the Agency in the books of the respective Water Service Providers, as detailed
in the following table:

Balance as Per| Balance as Per

Agency | Water Company | Difference

Water Service Provider (Kshs) (Kshs) (Kshs)

1.| Mombasa Water and 1,525,422,723 1,175,970,141 | 349,452,582
Sewerage Company

2.| Malindi Water and 571,809,922 500,785,438 71,024,484
Sewerage Company

3.| Kilifi-Mariakani Water 799,193,306 734,988,126 64,205,180

and Sewerage Company

4.| Kwale Water and 603,711,593 230,284,804 | 423,248,752
Sewerage Company

5.| Taita/Taveta Water and 577,184,279 498,454,322 | 78,729,957
Sewerage Company

Total 4,077,321,823 3,191,945,492 | 885,376,331

The aggregate variance amounting to Kshs.885,376,331 has not been reconciled and
as a result, the accuracy and completeness of the trade and other receivables balance
totalling Kshs.4,101,329,864 as at 30 June, 2020 could not be confirmed.

3.0 Inaccuracy of the Statement of Comparison of Budget and Actual Amounts

The statement of comparison of budget and actual amounts for the year ended
30 June, 2020 reflects actual expenditure totalling Kshs.1,643,685,071 whereas re-
casting of the items reflected in the statement yields Kshs.1,642,315,399. The resulting
variance amounting to Kshs.1,369,672 has not been explained.

4.0 Audit Fees Payable

The statement of financial position for the year ended 30 June, 2020 reflects trade and
other payables totalling Kshs.1,493,230,730 as disclosed in Note 21 to the financial
statements. Included in the balance are outstanding audit fees totaling Kshs.2,867,522.
However, the entry for the current year provision on audit fees is reflected as nil in Note
9 to the financial statements. No explanation has been provided for the anomaly.
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In the circumstance, the accuracy and completeness of the outstanding audit fees as at
30 June, 2020 reflected in the Note 9 to the financial statements could not be confirmed.

5.0 Total Net Assets and Liabilities

The statement of financial position reflects total assets, liabilities and total net
assets totalling Kshs.16,341,340,788, Kshs.14,120,661,830 and Kshs.2,220,678,958
respectively as at 30 June, 2020. However, the statement reflects at the bottom net
assets and liabilities totalling Kshs.2,220,678,958 instead of Kshs.16,341,340,788. No
explanation has been provided for the anomaly. As a result, the total net assets balance
as at 30 June ,2020 may not be fairly stated.

6.0 Unpaid Value Added Tax

The trade and other payables balance totalling Kshs.1,493,230,730 includes general
creditors totalling Kshs.1,486,153,958, out of which Kshs.76,842,252 denotes Value
Added Tax not remitted to the Commissioner of Domestic Taxes.

Delayed remittance of the balance may attract penalties prescribed in Section 83(1) of
Tax Procedures Act, 2015. The law provides that a person who submits a tax return
after the due date shall be liable to pay a penalty equivalent to twenty-five percent (25%)
of the tax due or ten thousand shillings, whichever is higher.

Consequently, the amount of penalties and interest payable on the outstanding Value-
Added-Tax totalling Kshs.76,842,252 as at 30 June 2020 could not be confirmed.

7.0 World Bank Loan

The statement of financial position reflects non-current liabilities totalling
Kshs.12,627,431,099 being the balance for a World Bank Loan owed by the Agency as
at 30 June, 2020.

As previously reported, the Government of Kenya entered into a financing agreement
with the World Bank in the year 2008 to finance water and sanitation services in Coast
Province through Coast Water Works Development Agency. The Bank agreed to
disburse Kshs.4,570,199,584.27 (USD.45,203,760) at an interest rate of 1.5 per cent
per annum. The repayment period was set at thirteen (13) years with effect from 30
March, 2013, with an annual repayment of USD.4,906,636 for which the principal
amount was USD.3,168,030 and interest USD.1,738,606.

However, records indicating repayments of the loan were not provided for audit
verification. In addition, the annual repayment due amounting to USD.4,906,636
comprising the principal totalling USD.3,168,030 and interest totalling USD.1,738,606
was not disclosed separately under other current liabilities.
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Further, International Public Sector Accounting Standard (IPSAS) 4 requires foreign
currency monetary items to be translated using the closing rate for the date of the
respective financial statements. However, the loan balance was translated to Kenya
shillings at the rate prevailing on the transaction date and as a result, the applicable
foreign exchange gains or loss was not measured and recognized in the financial
statements. Further, the accounting policy on translation of foreign denominated
transactions and balances was not disclosed in the Notes to the financial statements in
line with accounting standards.

In view of these anomalies, it was not possible to confirm whether the Agency had
observed the loan’s repayment terms and whether the outstanding liability on the loan
denoted as Kshs.12,627,431,099 as at 30 June, 2020 was correct.

Further, the statement of financial position as at 30 June, 2020 reflects trade and
other payables balance totalling Kshs.1,493,230,730, as further disclosed in Note 21 to
the financial statements. The balance includes general creditors totalling
Kshs.1,486,153,958 out of which Kshs.998,120,842 is unpaid interest on the loan
outstanding since 2013. No satisfactory explanation has been provided on why the
interest had not been paid. In addition, the accuracy and completeness of the interest
balance could not be confirmed in the absence of matching records from the lender.

8.0 Property, Plant and Equipment

8.1 Miscellaneous Discrepancies

The statement of financial position reflects property, plant and equipment balance
totalling Kshs.4,307,346,037 as at 30 June, 2020: However, the following anomalies
were noted in respect to the balance.

I. Some assets of undisclosed value transferred to the Agency by the Ministry of
Water and Irrigation, and National Water Conservation and Pipeline Corporation
through Legal Notice No.101 of 12 August, 2005 have been excluded from the
financial statements.

il. Similarly, the financial statements and the fixed assets register do not include
land and office buildings acquired while undertaking various Water and
Sanitation Services Improvement Project (WaSSIP) activities and institutional
projects. The assets include land measuring 53.79 hectares for Mkanda Dam
acquired at a cost of Kshs.10,832,423.

iii. A Management report on the status of the Agency’s land indicated that more than
one-third (1/3) of the land, including 22 acres with staff houses in Shanzu,
Mombasa, had been encroached on by private developers. The land had been
apportioned into 42 title-deeds and issued to private parties.

iv. ~ The Agency had eighty-nine (89) motor vehicles and one hundred and twenty-
eight (128) motor cycles as of 30 June, 2020. However, thirty-six (36) motor
vehicles and thirty-nine (39) motor cycles were not recorded in the assets register.
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V. The property, plant and equipment balance totalling Kshs.4,307,346,037 as at
30 June, 2020 excludes a piece of land valued at Kshs.150,000 that was included
in the financial statements for the previous year. No record of its disposal or loss
was provided for audit.

8.2 Excluded Land in Bamburi- Kiembeni Area

The property, plant and equipment balance totalling Kshs.4,307,346,037 excludes two
pieces of land namely LR No. 12270 and LR.N0.12273 in Bamburi- Kiembeni area
valued at Kshs.3,000,000 which were acquired for laying of water supply pipes under
Mombasa Lot 2 Project. Further, title deeds for the two parcels of land indicated they
were owned by private parties. Management has not explained why their ownership
was not transferred to the Agency.

In addition, the two parcels of land have not been included in the assets register contrary
to Regulation, 143(2) of the Public Finance Management (National Government)
Regulations, 2015. The provision provides that each public entity’s register of land
should record each owned parcel of land and the terms on which it is held with reference
to conveyance and address area among other data.

In view of these issues, the valuation and, ownership of the property, plant and
equipment, balance totalling Kshs.4,307,346,037 reflected in the statement of financial
position as at 30 June, 2020 could not be confirmed.

9.0 Intangible Assets
9.1 Unrecognized and Excluded Intangible Assets

During the year under review, the Agency acquired software and computer applications
as well as a website through various contracts as indicated in the Appendix to this report.
However, the values of the intangible assets were not included in the financial
statements for the year. As a result, the completeness and accuracy of the total assets
balance amounting to Kshs.16,341,340,788 as at 30 June, 2020 may not be fairly stated.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of Coast 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.
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Other Matter

1.1 Budgetary Control and Performance

1.2 Revenue Budget

During the year under review, the Agency’s revenue budget was Kshs.1,682,000,000
against actual collections totalling Kshs.1,983,079,970, resulting in a net over-collection
of Kshs.301,079,970 or 18% of the budget as detailed below:

Budgeted Over
Amount | Actual Amount Collection | % Over-

Detail (Kshs.) (Kshs.) (Kshs.) | Collection
Rendering Services 738,200,000 849,760,568 111,560,568 15
Government Grants 938,800,000 1,121,131,699 182,331,698 19
and Subsidies

Other Income 5,000,000 12,187,703 7,187,703 144
Total 1,682,000,000 1,983,079,970 301,079,969 18

1.3 Expenditure Budget

The statement of comparison of budget and actual amounts indicates that , the Agency
had budgeted to spend Kshs.1,675,732,051 on its various programs and activities.
However, expenditure for the year totalled Kshs.1,642,315,399, resulting in under-
expenditure of Kshs.33,416,652 or 2% as summarized below:

Under/
Budgeted Actual | Under/ (Over)- (Over)-
Amount Amount expenditure | expenditure
Item (Kshs) (Kshs) (Kshs) in (%)
1 | Administration 310,727,100 304,337,029 6,390,071 2
Expense
2 | Board Expenses 29,565,700 28,666,892 898,808 3
3 | Staff Costs 214,411,000 206,338,752 8,072,248 4
4 | General 72,565,300 22,662,377 49,902,923 69
Expenses
5 | Operational 571,166,900 604,383,970 (33,217,070) 6
Expenses
6 | Project Costs 414,529,792 414,529,792
7 | Finance Costs 62,766,259 61,396,587 1,369,672 2
Total 1,675,732,051 | 1,642,315,399 33,416,652 2

The Agency had budgeted to spend Kshs.571,166,900 on operational expenses but
spent Kshs.604,383,970, resulting in over-expenditure of Kshs.33,217,070 or 6%.
However, Management did not provide for audit review a revised budget to confirm
approval of the over expenditure which may denote lack of proper budgetary planning
and execution.
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2.0 Prior Year Issues

The audit report for the previous year raised several unsatisfactory issues on balances
reflected in the financial statements, on lawfulness and effectiveness in the use of public
resources, and effectiveness of internal controls, risk management and governance.
Management’s report on progress made in resolving the issues at Appendix | of the
financial statements for the year under review has indicated that some of the issues
had since been resolved and work on resolution of the remainder was ongoing as at
30 June, 2020. The status of all the issues will be confirmed after they are discussed
by the Legislature.

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 matter described in the Basis for Conclusion 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
1.0 Non-Revenue Water

The statement of financial performance for the year ended 30 June, 2020 reflects water
sales totalling Kshs.849,760,568. Included in the balance are bulk water sales totalling
Kshs.733,194,908 as disclosed in Note 6 to the financial statements.

The report of the Chief Executive Officer included in the annual report accompanying
the financial statements indicates that water production in the year under review totalled
43,637,714 cubic meters, out of which 36,980,281M3 was billed to customers during the
year under review. The balance totalling 6,657,433 M2 or approximately 15.26% of the
output was denoted as Non-Revenue Water (NRW).

The NRW totalling Kshs.6,657,343 m® cubic meters may have resulted in loss of
revenue estimated at Kshs.133,148,600 at the Agency’s charge rate of Kshs.20 as per
cubic meter applied on sales to Water Service Providers. The significant level of NRW
is a risk to sustainability of the Agency’s operations.

Management has not indicated the measures taken, or plans drawn, to minimize the
NRW.

2.0 Irregular Procurement of Construction Works

Examination of expenditure records indicated that the Agency spent Kshs.11,170,200
on rehabilitation of Mkang’ombe Dam in the year under review.
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Management used Restricted Tender Method to select ten (10) firms which, however,
were not in the list of prequalified suppliers. The appointments were contrary to
Regulation 54(3) of the Public Procurement and Disposal Regulations, 2006 which
provides that where restricted tendering is used pursuant to Section 73(2)(b) of the Act,
the procuring entity shall invite tenders from at least ten persons selected from the list
of pre-qualified suppliers maintained under Regulation 8(3a).

In view of the failure to observe the law, the expenditure totalling Kshs.11,170,200 was
irregular and may not have been incurred in an economic way.

3.0 Failure to Recover Imprests

Disclosed in Note 17 to the financial statements under trade and other payables are
outstanding staff imprests totalling Kshs.2,134,700 which were overdue as at
30 June, 2020. This was contrary to regulation 93(5) of the Public Financial
Management (National Government) Regulations, 2015 which requires a holder of a
temporary imprest to account or surrender the imprest within seven (7) days after
returning to duty station

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 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 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
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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
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 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 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.

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.
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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 ISSAIs. A material
weakness is a condition in which the design or operation of one or more of the internal
control components does not reduce to a relatively low level the risk that misstatements
caused by error or fraud in amounts that would be material in relation to the financial
statements being audited may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions.

Because of its inherent limitations, internal control may not prevent or detect
misstatements and instances of non-compliance. Also, projections of any evaluation of
effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with
Agency ‘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 I|dentify 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 obtained up to
the date of my audit report. However, future events or conditions may cause the
Agency to cease to continue sustaining 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.
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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

11 February, 2022

Appendix

Unrecognized Intangible Assets
Description and Modules /
Purpose of the Subsystems
Application Included Modules / Subsystems Included
Quick Pay KCB Web Module Yes, with
Software Application for Microsoft
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making salary Dynamics
payments. GP
Microsoft FRx Financial Report Designer, Report Yes, with
Reporting Launcher, Drill Down Microsoft
software Viewer, Report Manager, Dynamics
Report Server, Web Port, | GP
Currency Translation
Microsoft Accounting Cash Module, Inventory N/A
Dynamics GP package Module, Payment
Version 2018 Module, Receipts
Module
Fast Pay Payroll Payroll Module Yes, with
Application Microsoft
Dynamics
GP.
Smart Billing Billing Receipts Module, Billing
Manager (SBM) Software (has Module
been in use for
four years)
MDAENON Email server Email Server, Email N/A

Security, Email
Encryption, Email
Archiving, Mobile Device
Management, Remote
Administration, World
Client (Web based
Email), World Client
(Instant Messenger),
Exchange Migration
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