REPORT OF THE AUDITOR-GENERAL ON NATIONAL HOUSING CORPORATION
FOR THE YEAR ENDED 30 JUNE, 2020

REPORT ON THE FINANCIAL STATEMENTS
Qualified Opinion

| have audited the accompanying financial statements of National Housing Corporation
set out on pages 41 to 89, which comprise of the statement of financial position as at
30 June, 2020, statement of profit or loss and other comprehensive income, statement
of changes in net assets, statement of cash flows and the statement of comparison of
budget and actual amounts for the year then ended, and a summary of significant
accounting policies and other explanatory information in accordance with the
provisions of Article 229 of the Constitution of Kenya and Section 35 of the Public Audit
Act, 2015. | have obtained all the information and explanations which, to the best of
my knowledge and belief, were necessary for the purpose of the audit.

In my opinion, except for the effect of the matters described in the Basis for Qualified
Opinion section of my report, the financial statements present fairly, in all material
respects, the financial position of the National Housing Corporation as at 30 June,
2020, and of its financial performance and its cash flows for the year then ended, in
accordance with the International Financial Reporting Standards and comply with the
Housing Act, 2012 and the Public Finance Management Act, 2012.

Basis for Qualified Opinion
1. Land

As disclosed in Note 12 to the financial statements, the statement of financial position
reflects land balance of Kshs.2,196,149,894. As previously reported, the balance
excludes forty-three (43) parcels of land measuring approximately 92 Hectares of
undetermined value but without title deeds. Some of these properties have
developments on them. Further, the balance is net of Stoni-Athi land valued at
Kshs.79,500,000 which was written off without supporting documents.

In addition, title deeds for five (5) parcels of land measuring approximately 5 Hectares
located in Nairobi and Nakuru were not provided.

Consequently, the accuracy, validity, ownership and completeness of the land balance
of Kshs.2,196,149,894 reflected in the statement of financial position as at
30 June, 2020 could not be confirmed.

2. Unsupported Unquoted Investment
As disclosed in Note 16 to the financial statements, the statement of financial position

reflects unquoted investment balance of Kshs.104,657,797 in Research and
Development Limited. However, the investment in the Company, a wholly owned
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subsidiary, at a cost of Kshs.99,457,797 was unsupported by a certificate of
registration and share certificates.

Consequently, the accuracy and validity of unquoted investment value of
Kshs.104,657,797 reflected in the statement of financial position as at 30 June, 2020
could not be confirmed.

3. Loan Amount Receivable

As disclosed in Note 18 to the financial statements, the statement of financial position
reflects loan amount receivable balance of Kshs.2,975,078,853. The balance includes
outright sales balances due totalling to Kshs.196,210,561. Though the sale agreement
was for outright purchase, the buyers have not been able to pay the balances.

Further, the balance includes tenant purchase scheme balance of Kshs.475,907,430
and ex-staff loans balance of Kshs.26,714,558. However, the supporting schedules
reflected an amount of Kshs.450,428,394 for the tenant purchase scheme and
Kshs.24,474,737 for ex-staff loans, resulting to an unexplained variance of
Kshs.25,479,036 and Kshs.2,239,821 respectively. Also, the balance included a
balance of Kshs.1,634,008,904 owed by defunct local authorities. However, provision
for doubtful debts was not made for these debts.

In addition, the balance includes Rural Housing Loans amounting to
Kshs.779,576,829. However, the supporting schedule amounted to Kshs.735,038,860
resulting to an unreconciled variance of Kshs.44,537,969. Loans amounting to
Kshs.693,651,482 have been outstanding for periods exceeding ninety (90) days and
although the Management has made provisions amounting to Kshs.137,339,429, its
adequacy is doubtful.

Consequently, the accuracy, completeness and validity of loan amount receivable
balance of Kshs.2,975,078,853 reflected in the statement of financial position as at
30 June, 2020 could not be confirmed.

4. Trade and Other Receivables

As disclosed under Note 20(a) to the financial statements, the statement of financial
position reflects net trade and other receivables balance of Kshs.570,378,289. The
balance includes rent in arrears amounting to Kshs.285,363,257 with a balance of
Kshs.240,213,979 outstanding for over ninety (90) days. However, the provision for
doubtful debts amounting to Kshs.81,543,901 was not supported by a detailed
schedule.

Further, the balance includes an amount of sundry debtors amounting to
Kshs.366,558,932 out of which an amount of Kshs.315,402,908 has been outstanding
for over ninety (90) days casting doubts to its recoverability. Although, provision for
doubtful debts of Kshs.1,446,622 have been effected, its adequacy is in doubt. In
addition, Housing Finance of Kenya and Ministry of Public Works (MoPW) owe an
amount of Kshs.87,201,499 and Kshs.28,378,026 respectively, which has remained
unpaid for the past one year.
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In the circumstance, the accuracy, completeness and validity of trade and other
receivables balance of Kshs.570,378,289 reflected in the statement of financial
position as at 30 June, 2020 could not be confirmed.

5. Long Term Loan Advanced

As disclosed in Note 15 to the financial statements, the statement of financial position
reflects long term loan amounting to Kshs.2,788,167,858. The balance includes an
amount of Kshs.30,857,179 due from the defunct local authorities. Its recoverability is
doubtful and yet management has not made any provision for bad and doubtful debts.

Further, the balance includes rural housing loans balance of Kshs.383,578,977 that
has been arrived at after netting off an unsupported amount of Kshs.114,330,876. In
addition, the balance includes staff loans amounting to Kshs.479,663,971 whose
supporting schedule amounted to Kshs.484,002,290 resulting to an unreconciled
variance amounting to Kshs.4,338,319.

In the circumstances, the accuracy, completeness and validity of the long term loan
advanced balance of Kshs.2,788,167,858 reflected in the statement of financial
position as at 30 June, 2020.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the National Housing Corporation
Management in accordance with ISSAI 130 on Code of Ethics. | have fulfilled other
ethical responsibilities in accordance with the ISSAI and in accordance with other ethical
requirements applicable to performing audits of financial statements in Kenya. | believe
that the audit evidence | have obtained is sufficient and appropriate to provide a basis
for my qualified opinion.

Key Audit Matters

Key audit matters are those matters that, in my professional judgment, are of most
significance in the audit of the financial statements. There were no key audit matters
to report in the year under review.

Other Matter
1. Unresolved Prior Year Matters

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

Note 5 to the financial statements discloses trading loss of Kshs.37,459,969 (2019-
Kshs.33,557,100) from the operations of the EPS factory. This is indicative of the
continued deterioration in the financial performances of the subsidiary. No measures
have been put in place to reverse this trend and the sustainability of the EPS factory is
in doubt.

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. Delay in Construction of Langata Court Mall

The contract was awarded for the sum of Kshs.527,407,286 with a duration of fifty-two
(52) weeks starting 25 February, 2015 and with expected completion date of
24 February, 2016. On 9 February, 2015 the Contractor issued a performance bond of
Kshs.52,740,729 from an Insurance Company contrary to the contract terms which
required a performance bond from a reputable banking institution.

Though the Contractor took possession of the site on 11 February, 2015, the work
progress was too slow. After five (5) months of commencement of the works, the
contractor was requested to submit a bank performance bond. The Contractor wrote
back asking for release of the first bond for ease of replacement to which the
Corporation accepted. After the release, the bond, the contractor abandoned the site.
The amount of work done as of then was at 10% against 42.5% of time lapsed.
Thereafter the Corporation terminated the contract on the grounds of submission of
inappropriate performance bond and slow work progress and non-performance. The
management has not provided evidence of action taken on the contractor for the
breach of contract.

Further, the works were re-tendered and awarded at a contract sum of
Kshs.468,255,940 to another contractor for a duration of fifty-two (52) weeks starting
6 March, 2017 to 6 March, 2018 and later extended to 17 January, 2019.

A site inspection on 18 January, 2021 revealed that the contractor was still on site with
only 45% of works having been completed and nine (9) certificates of payments
submitted amounting to Kshs.352,844,305 of which Kshs.280,180,277 had been paid
representing 40% of the contract sum. The contract is significantly behind schedule
despite the approved extension of time having elapsed.
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Consequently, it has not been possible to confirm whether value for money will be
realized from the incomplete project.

2. Delay in Boundary wall and Civil Works at Stoni Athi7

As reported in previously, the contract agreement for the boundary wall and civil works
at Stoni Athi-NHC/Tech/Bwsa/002/2016-2017 was signed with the understanding of
the performance security being provided within fourteen (14) days of contract award
and before taking site possession or commencement of the works. However, the
contractor was issued with a certificate of possession of site on 18 November, 2016
before complying with bond terms in the signed contract.

It was also observed that the Corporation deducted na amount of Kshs.5,850,222 from
the first Interim certificate No. 1 dated 24 February, 2017 raised by the contractor as a
cash bond in lieu of the bond contrary to the terms of the contract and no satisfactory
explanation was provided.

The project completion date was set for 19 May, 2017 and subsequently revised to 2
August, 2017. However, during physical verification on 31 March, 2021, the project
remained incomplete and some sections of the wall had been washed away by floods
and had not been repaired.

In the circumstances, it has not been possible to confirm if and when value for money
will be realized from the incomplete project. Further the management is in breach of
the law.

3. Trade and other Payables

The statement of financial position reflects trade and other payables balance of
kshs.1,261,573,875 and as disclosed under Note 28 to the financial statements.
Included in the balance are amounts due to contractors of Kshs.149,801,720 which
have been outstanding for over one year. No explanations were provided for the delay
in settling the contractors payments despite the risk of incurring avoidable interest and
penalties associated with it.

In the circumstances, | am unable to confirm whether public resources were effectively
managed.

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 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 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 Financial Reporting Standards and for
maintaining effective internal control as Management determines is necessary to
enable the preparation of financial statements that are free from material misstatement,
whether due to fraud or error and for its assessment of the effectiveness of internal
control, risk management and overall governance.

In preparing the financial statements, Management is responsible for assessing the
Corporation’s ability to continue as a going concern, disclosing, as applicable, matters
related to going concern and using the going concern basis of accounting unless
Management is aware of the intention to liquidate the Corporation 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 Corporation ‘s financial
reporting process, reviewing the effectiveness of how the Management monitors
compliance with relevant legislative and regulatory requirements, ensuring that
effective processes and systems are in place to address key roles and responsibilities
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in relation to overall governance and risk management, and ensuring the adequacy
and effectiveness of the control environment.

Auditor-General’s Responsibilities for the Audit

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

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

Further, in planning and performing the audit of the financial statements and audit of
compliance, | consider internal control in order to give an assurance on the
effectiveness of internal controls, risk management and overall governance processes
and systems in accordance with the provisions of Section 7 (1)(a) of the Public Audit
Act, 2015 and submit the audit report in compliance with Article 229(7) of the
Constitution. My consideration of the internal control would not necessarily disclose all
matters in the internal control that might be material weaknesses under the ISSAIs. A
material weakness is a condition in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that
misstatements caused by error or fraud in amounts that would be material in relation
to the financial statements being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions.

Because of its inherent limitations, internal control may not prevent or detect
misstatements and instances of non-compliance. Also, projections of any evaluation of
effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with
the policies and procedures may deteriorate.

As part of an audit conducted in accordance with ISSAIs, | 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
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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 going concern
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 Corporation’s ability to continue as a going concern. 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 Corporation to cease to
continue as a going concern.

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 Corporation to express an opinion on the financial
statements.

e 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

11 February, 2022
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