REPORT OF THE AUDITOR-GENERAL ON NATIONAL IRRIGATION AUTHORITY
FOR THE YEAR ENDED 30 JUNE, 2020

REPORT ON THE FINANCIAL STATEMENTS
Qualified Opinion

| have audited the accompanying financial statements of National Irrigation Authority
set out on pages 1 to 61, 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 the National Irrigation 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 Irrigation Act, 2019 and the Public Finance Management Act,
2012.

Basis for Qualified Opinion

1.0 Lack of Ownership Documents and Valuation of Property, Plant and
Equipment

The statement of financial position and as disclosed in Note 18 to the financial
statements reflect property, plant and equipment balance of Kshs.5,109,012,477.
Included in this balance is freehold land with a book value of Kshs.1,189,586,063.
However, this balance excludes seven (7) parcels of trust land for located various
schemes measuring approximately 75,509 acres and the parcel of land on which the
Authority’s Head Office is located as detailed on the table below.

Scheme County Size (Acres)
1 Mwea Kirinyaga 30,350
2 Bura Tana River 16,750
3 Tana Tana River 12,000
4 Perkerra Baringo 5,875
5 Ahero Kisumu 4,350
6 West Kano Kisumu 4,450
7 Bunyala Busia / Siaya 1,734

Total 75,509
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The National Lands Commission requested the Authority to provide it with approved
survey plan for the Schemes to enable processing of ownership documents on
24 January, 2018. However, Management was yet to provide to the Lands
Commission with the approved survey plan for the Schemes.

Further, the fixed assets movement schedule at Note 18 reflects adjustments to
property, plant and equipment amounting to Kshs.599,324,772. Management
explained these to be assets which were written off and disposed in past years but
had not been removed from the assets register. However, no approval for the assets
write off was availed for audit verification.

Consequently, the accuracy, completeness, ownership and valuation of the property,
plant and equipment balance of Kshs.5,109,012,477 as at 30 June, 2020 could not be
confirmed.

2.0 Inaccuracies in Inventories

The statement of financial position and as disclosed in Note 23 to the financial
statements reflects inventories balance of Kshs.118,168,995 as at 30 June, 2020.
Included in this balance are inventories worth Kshs.10,537,318 which are obsolete.
However, no provision has been made for the obsolete stock in these financial
statements.

Under the circumstances, the inventories balance of Kshs.118,168,995 as at
30 June, 2020 is not fairly stated.

3.0 Unsupported Debtor Accounts

The statement of financial performance and as disclosed in Note 24 to the financial
statements reflects receivables from exchange transactions amount of
Kshs.222,681,533. Included in this amount is an unsupported amount of
Kshs.35,002,109 which could not be traced to any specific debtors.

In the circumstances, the accuracy and completeness of the receivable from
exchange transactions amount of Kshs.222,681,533 could not be confirmed.

4.0 Long Outstanding Receivables

The financial statements reflect net receivables from exchange transactions of
Kshs.222,681,533, as disclosed in Note 24 to the financial statements. This balance
includes receivables amounting to Kshs.458,232,831 which have been outstanding
for periods going back to 1998 when the Authority retrench staff. Management
explained that the retrenchment caused a lapse in document management resulting
in incomplete records.

In the circumstances, the recoverability of the receivables balance of
Kshs.458,232,831 relating to long outstanding debts could not be confirmed.

Report of the Auditor-General on National Irrigation Authority for the year ended 30 June, 2020
2



5.0 Outstanding Payables from Exchange Transaction

The statement of financial position and as disclosed in Note 34 to the financial
statements reflects payables from exchange transactions totaling to
Kshs.1,174,174,979. Included in this balance are payables amounting
Kshs.214,567,872 which have been outstanding for a period exceeding 360
days. Management has not demonstrated efforts made to settle these long
outstanding payables.

Consequently, the Authority risks incurring fines and penalties for failure to settle the
long outstanding debts which have not been factored in the payables amounting
Kshs.214,567,872.

6.0 Undisclosed Liability on Leased Land for Galana Kulalu

The statement of financial position and as disclosed in Note 34 to the financial
statements reflects payables from exchange transactions balance of
Kshs.1,174,174,979 as at 30 June, 2020. The balance excludes an undisclosed
liability of Kshs.270,000,000 due to the Agricultural Development Corporation on lease
of land for the Galana Kulalu Irrigation Project.

The Authority entered into a lease of land agreement with the Agricultural
Development Corporation for lease of 20,000 acres of land under the Galana Kulalu
Irrigation Project at a total cost of Kshs.480,000,000 on 7 April, 2014. The Authority
made an initial payment of Kshs.150,000,000 resulting in an unpaid lease amount of
Kshs.270,000,000 which has not been recognized as a liability in the financial
statements. However, Management made a disclosure in Note 37 of the financial
statements reflecting the unpaid amount as a contingent liability which is also not
disclosed in the financial statement. The Authority contested the terms of the
Agreement as unfavorable and has since written to the parent Ministry requesting for
review of the terms of the lease agreement arguing that the project entails
development of the irrigation infrastructure, and thereafter hand it over to the
Agricultural Development Corporation.

Consequently, the payables from exchange transactions balance is understated by
the amount of Kshs.270,000,000 being outstanding leas amount which has not been
recognized as a liability in the financial statements.

The audit was conducted in accordance with International Standards of Supreme
Audit Institutions (ISSAIs). | am independent of the National Irrigation Authority
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 audit 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.

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
1.0 Galana Kulalu Food Security Project — Kilifi / Tana River Counties

The Authority entered into a lease of land agreement with the Agricultural
Development Corporation for lease of 20,000 acres of land under the Galana Kulalu
Irrigation Project at a total cost of Kshs.480,000,000 on 7 April, 2014. However, the
Authority contracted for the construction works of the irrigation scheme on 10,000-
acre model farm for Galana/Kulalu food security project on 20 August, 2014 leaving
10,000-acre unutilised. Further, the Authority terminated the contract for the
construction works of the irrigation scheme because the contractor failed to provide a
performance guarantee and complete the works. At the time of the contract
termination, the contractor had completed works on 3,300 acres of land which the
Authority has since taken over. Although the Authority had entered into two contracts
for the completion of the remaining works, the execution of the works had not
commenced by the time of this audit in April, 2021.

Consequently, value for money has not been realised because of the delay in
completion of the project and in the use of the leased land. The delay in
implementation of project is likely to result in cost overrun.

2.0 Rwaburalrrigation Project - Kiambu County

The Authority awarded the consultancy services for the preparation of Pipeline Way-
Leave Acquisition Plan for Rwabura Irrigation Development Project. However, review
of the Rwabura Irrigation Project documents revealed that the financing agreement
became effective on 24 August, 2018, approximately 3 years after the contract was
awarded on 23 December, 2015. This was contrary to Section 44 (2) (a) of the Public
Procurement and Assets Disposal Act, 2015, an Accounting Officer should ensure that
procurement of goods, works and services of a public entity is within approved budget
of that entity and Regulation 51(c) of the Public Finance Management (National
Government) Regulations, 2015 which provides that contracts which create financial
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obligations in excess of one year may be concluded only if the accounting officer
secures the resources required in line with the financing requirements set out in the
contract.

In addition, the Consultant’s final report required the Authority to provide for
Kshs.68,206,531 to compensate land owners for trees, crops and structures affected
by the pipeline in 1,138 parcels of land. However, the works had begun by the time
this audit in April, 2021, while the compensation process had not commenced. Review
of project documents revealed that although the construction contract was signed on
23 December, 2015, the commencement of works document was issued on
1 September, 2019 approximately four years after the contract was signed. The
delayed commencement of the work may result in delayed completion of the Project
and achievement of project objectives.

Consequently, Management was in breach of law in awarding contract before funding
could be obtained and the Authority risks penalties and fines for delayed payment of
the of Kshs.68,206,531 to compensate land owners for trees, crops and structures
affected by the pipeline.

3.0 Buralrrigation Development Project — Tana River County

Review of records revealed that the Bura Irrigation Development Project in Tana River
County was to have been implemented on 12,000 acres of land. However, only 3,500
acres were under maize cultivation resulting to an under-utilization of 8,500 acres of
land. Fuether, the Authority entered into a contract for sheet piling and associated
works at Kora Kora intake for the Bura Irrigation and Settlement Rehabilitation Project
on 4 June, 2019 at a contract price of Kshs.1,786,927,859. However, the Project’s
monthly report as at 30 June, 2020 revealed 75% of the contract period had elapsed
with only 12% of the works completed.

Consequently, value for money has not been realised because of the delay in
completion of the project and in the use of the land. The delay in implementation of
project is likely to result in cost overrun.

4.0 Lower Kuja Irrigation Project — Migori County

The Authority entered into contracts for the development of a compensation for
wayleaves acquisition plan for the Lower Kuja Irrigation Development Project phase |
and Canal Wayleave Acquisition Plan for Lower Kuja Irrigation Development Project
phase Il. The Consultant’'s final report required the Authority to provide
Kshs.116,751,225 and Kshs.87,934,731 for compensation of persons affected by the
project in Phase | and Phase Il respectively. However, by the time of this audit the
Authority was yet to compensate all the PAPs, as detailed on the table below;
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Budget Amount Paid Pending
Phase (Kshs.) (Kshs.) (Kshs.)
Phase | 116,751,225 80,528,900 36,222,325
Phase |l 87,934,731 Nil 87,934,731
Total 204,685,956 80,528,900 | 124,157,056

Consequently, value for money has not been realised because of the delay in
completion of the project and in the use of the land. The Authority risks penalties and
fines for delayed payment of the of Kshs.124,157,056 to compensate land owners for
trees, crops and structures affected by the pipeline.

5.0 Ndula Magogoni Irrigation Project — Kiambu County

The Authority entered into a contract for construction of Ndula Magogoni Irrigation
Project Phase Il at a contract price of Kshs.239,676,285, on 4 April, 2016 for period
was twelve (12) months with an expected to be completion date of 14 May, 2017. The
construction works involved installation of truck main conveyance line, conveyance
pipelines and infield irrigation system. However, review of project documents revealed
that the contractor stopped the works while some tasks including Infield System
valued at Kshs.47,452,050 had not been implemented at all, 1.5 KM of the pipeline
for Ndula Feeder II, and 1 KM of the pipeline for BK Chege were incomplete.

Consequently, value for money has not been realised because of the delay in
completion of the project.

6.0 Rahole Canal irrigation Project — Garrisa County
Delay in Implementation of Rahole Canal Irrigation Project Phase I

The Authority entered into a contract for construction of Rahole Canal Irrigation Project
Phase Ill at a contract price of Kshs.235,537,830, on 9 June, 2014. The contract was
for a duration of 364 days ending 17 September, 2015. However, by the time of audit
on 6 April, 2021, the Project had not been completed more than seven (7) years after
the commencement of the works despite the contractor having been paid a total of
Kshs.177,680,060.

Consequently, value for money has not been realised because of the delay in
completion of the project and the expenditure of Kshs.177,680,060.

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
on whether the activities, financial transactions and information reflected in the
financial statements are in compliance, in all material respects, with the authorities
which govern them. | believe that the 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, except for the matters described in the Basis for Conclusion
on Effectiveness of Internal Controls, Risk Management and Governance section of
my report, | confirm that, nothing else has come to my attention to cause me to believe
that internal controls, risk management and governance were not effective.

Basis for Conclusion

1.0 Understaffing

Review of the Authority’s staff establishment revealed that the Authority has approved
staff establishment of 389 staff members. However, the Authority had only 273 staff
members in place, resulting to a shortage of 116 staff members. Further, the Authority
did not have qualified procurement officers at the Schemes which were having major
procurement processes were carried out at the Scheme level.

In addition, due to staff shortage, review revealed that, there was no rotation of the
members of the Tender Evaluation Committee. This was contrary to the provisions of
Section 46(4)(b) of the Public Procurement and Asset Disposal Act, 2015 which
provides that an evaluation Committee shall consist of between three and five
members appointed on a rotational basis comprising heads of user department and
two other departments or their representatives and where necessary, procured
consultants or professionals, who shall advise on the evaluation of the tender
documents and give a recommendation on the same to the committee within a
reasonable time.

The understaffing in the Schemes resulted in inadequate segregation of duties, and
this may have resulted in weaknesses in internal controls.

2.0 Lack of Budgetary Controls System

The Authority processes its financial reports using a financial reporting system which
has a budget module. However, the budget module had not been operationalized by
the time of this audit in March, 2021. In the absence of a budget control system, it may
not be possible to adequately control expenditure and this may lead to overspending.

The audit was conducted in accordance with ISSAI 2315 and 2330. The standards
require that | plan and perform the audit to obtain assurance on 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.
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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 which are
free from material misstatement, whether due to fraud or error and for assessment of
the effectiveness of the internal control, risk management and governance.

In preparing the financial statements, Management is responsible for assessing the
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 are responsible for overseeing the Authority’s financial
reporting process, reviewing the effectiveness of how Management monitors
compliance with relevant legislative and regulatory requirements, ensuring that
effective processes and systems are in place to address key roles and responsibilities
in relation to 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 which 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 review is planned and
performed to express a conclusion on whether, in all material respects, 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, in accordance with the provisions of Article 229(6) of the
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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 which 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 which 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 hon-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:

¢ |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 which 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 which 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 the Authority to cease to continue to sustain its services.
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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 which achieves fair presentation.

e Obtain sufficient appropriate audit evidence regarding the financial information and
business activities of the Authority 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 which 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 which 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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