REPORT OF THE AUDITOR-GENERAL ON TANA 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 Tana Water Works Development
Agency set out on pages 1 to 52, which comprise of the statement of financial position as
at 30 June, 2020, 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 Tana 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 the 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
1. Property, Plant and Equipment

As disclosed in Note 21A to the financial statements, the statement of financial position
reflects property, plant and equipment balance of Kshs.7,149,683,408. The balance
includes land and buildings valued at Kshs.330,349,943. However, review of records
revealed that the Management did not disclose the separate values for land and building.
This is contrary to Paragraph 74 of IPSAS 17 which requires land and building to be
reported separately and that buildings be depreciated.

Consequently, the accuracy, completeness and validity of the property, plant and
equipment balance of Kshs.7,149,683,408 reflected in the statement of financial position
as at 30 June, 2020 could not be confirmed.

2. Inaccuracy in Work in Progress

As disclosed in Note 22 to the financial statements, the statement of financial position
reflects work in progress totalling to Kshs.3,045,094,920. However, the balance includes
recurrent expenditure amounting to Kshs.19,549,962 that was capitalized as summarized
below:

Item Charged in the Financial Amount
Description Statement (Kshs.)
Training Drought Mitigation 1,438,830
Stakeholder Meeting Drought Mitigation 110,000
Tree Planting Drought Mitigation 649,500
Bench Marking Exercise | Drought Mitigation 313,800
Repairs and Maintenance | Drought Mitigation 5,588,000
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Item Charged in the Financial Amount
Description Statement (Kshs.)
Motor Vehicle Repairs Drought Mitigation 581,581
World Water Day World Water Day 5,830,227
Covid 19 Expenditure Covid 19 Expenditure 5,038,024
Grand Total 19,549,962

Further, the Management did not provide a budget and a work plan for the Covid -19
expenditure totalling to Kshs.5,038,024. In addition, the balance includes an amount of
Kshs.3,217,835 that was spent on cash basis instead of cheques drawn in the name of
the payees.

Consequently, the accuracy, completeness and validity of work in progress totalling to
Kshs.3,045,094,920 reflected in the statement of financial position as at 30 June, 2020
could not be confirmed.

3. Inaccuracy in Inventories

As disclosed in Note 19 to the financial statements, the statement of financial position
reflects inventories totalling to Kshs.426,130.The balance excluded water meters valued
at Kshs.28,554,463 held by the Agency awaiting issuance to Water Service providers.

In the circumstances, the completeness, accuracy and validity of inventories totalling to
Kshs.426,130 reflected in the statement of financial position as at 30 June, 2020 could
not be confirmed.

4. Borrowings

As disclosed in Note 24 (a) to the financial statements, the statement of financial position
reflects borrowings totalling to Kshs.3,373,390,407. However, the schedule of loans
provided reflected borrowings amounting to Kshs.2,497,404,523 resulting to an
unreconciled variance of Kshs.875,985,884.

Further, a review of loan confirmation letter dated 7 December, 2020 indicated loan
arrears totalling to Kshs.221,987,547 relating to ADF-Loan N0.2100150015546 and
Kshs.376,957,079 relating to ADF-Loan N0.21001150021543 as at 30 June, 2020, which
were not disclosed in the financial statements. In addition, loan repayment amounting to
Kshs.2,507,960 indicated to have been received by the Agency from Water Service
Providers was not supported.

Consequently, the accuracy, completeness and validity of borrowings totalling to
Kshs.3,373,390,407 reflected in the statement of financial position as at 30 June, 2020
could not be confirmed.

5. Inaccuracies in Contingent Liabilities

Disclosed in Note 32 to the financial statements is contingent liabilities balance of
Kshs.2,260,965. However, the amount was adjusted from Kshs.2,961,365 reflected in the
initial financial statements submitted for audit. Further, according to Management
response letter dated 11 March, 2021, the Agency’s contingent liabilities amounted to
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Kshs.3,965,874 as at 30 June, 2020. These variances have not been reconciled or
explained.

Consequently, the accuracy, completeness and validity of contingent liabilities totalling to
Kshs.2,260,965 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 Tana 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.

Other Matter
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 any 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.

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. Non-compliance with the Law on Ethnic Composition

During the year under review, the number of employees at the Agency was sixty-eight
(68) out of whom forty-nine (49) or 72% of the total number were members of the
dominant ethnic community in the County. This is contrary to Section 7(1) and (2) of the
National Cohesion and Integration Act, 2008 which states that, “all public offices shall
seek to represent the diversity of the people of Kenya in employment of staff and that no
public institution shall have more than one third of its staff establishment from the same
ethnic community”.

Consequently, Management is in breach of the law.
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2. Unapproved Expenditure
2.1. Unauthorized Re-allocation of Funds

According to the Ministry’s letter dated 25 July, 2019, the Ministry approved an budget of
Kshs.1,700,000,000 on donor component for the Kenya Towns Sustainable
Water Supply and Sanitation Program, Kshs.900,000,000 on GOK component of the
Kenya Towns Sustainable Water Supply and Sanitation Program, an allocation of
Kshs.500,000,000 for Maua Water and Drainage Project and Kshs.45,000,000 on
Mathira Water Supply Project. However, the Agency’s final budget indicates that
Kshs.500,000,000 each was allocated to Maara Dam and Maua Dam, resulting in an
additional funding of Kshs.500,000,000 as follows:

Amount approved

as per Ministry of Amount

Water Approval | Allocated as per

Letter Dated 25 Final Budget
July, 2019 Page 15 Difference
Project (Kshs.) (Kshs.) (Kshs.)
ADB Kenya Towns Sustainable 1,700,000,000 1,700,000,000 0

Water Supply Sanitation Program

GOK-Kenya Towns Sustainable 900,000,000 400,000,000 (500,000,000)
Water Supply Sanitation Program

Maara Dam 500,000,000| 500,000,000
Maua Dam Water, Sewerage and 500,000,000 500,000,000 0
Drainage Project

Mathira Community Water Project 45,000,000 45,000,000 0

Total

3,145,000,000

3,145,000,000

Further, Appendix 1l to the financial statements indicates that a grant of
Kshs.375,000,000 was released on Maara Dam on 4 November, 2019 and on 12 June,
2020. Further, according to Note 22(a) on work in progress, an amount of
Kshs.11,603,669 was incurred on Maara Dam.

However, the Agency’s letter to the Principal Secretary requesting for authority to
implement South and North Maara River Project and Kanjogu and Thambo Dams was
dated 22 June, 2020. Therefore the project was funded and implemented without prior
approval.

2.2. Expenses Charged on Both Development and Recurrent Votes

The following expenditures of similar nature were charged both to development and
recurrent vote as follows:

Amount
Charged | Amount Charged
Development Recurrent
Expenditure Expenditure Total
Iltem (Kshs.) (Kshs.) (Kshs.)
Drought Mitigation Intervention 44,676,491 3,765,000 | 48,441,491
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World Water Day 4,849,627 980,600 5,830,227

Covid 19' Expenditure 4,810,645 227,379 5,038,024

Total 54,336,763 4,972,979 | 59,309,742

No explanation or explanation was provided for the anomaly.
2.3. Budget Over-Expenditure

The statement of comparative budget and actual amounts reflects a final budget of
Kshs.1,000,000 under contracted professional services against actual expenditure of
Kshs.5,997,518, resulting in over expenditure totalling to Kshs.4,997,518. However,
documentary approval was not provided.

Consequently, the validity of the above expenditures for the year ended 30 June, 2020
could not be confirmed.

The audit was conducted in accordance with ISSAI 4000. The standard requires that |
comply with ethical requirements and plan and perform the audit to obtain assurance
about whether the activities, financial transactions and information reflected in the
financial statements are in compliance, in all material respects, with the authorities that
govern them. | believe that the audit evidence | have obtained is sufficient and appropriate
to provide a basis for my conclusion.

REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT
AND GOVERNANCE

Conclusion

As required by Section 7(1)(a) of the Public Audit Act, 2015, based on the audit
procedures performed, except for the matter 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 overall governance were not effective.

Basis for Conclusion

Long Outstanding Board Administrative Fees

As disclosed in Note 18 to the financial statements, the statement of financial position
reflects under receivables a balance of Kshs.341,176,040. The balance
includes outstanding board administrative fees amount of Kshs.336,784,857 due from
various Water Service Providers dating back to 2016. Accumulation of such receivables
denies the Agency much needed revenue to run its activities and recoverability may be
impossible.

In the circumstances, | am unable to confirm existence of effective measures on debt
management.

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.
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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 the
Agency’s ability to continue to sustain it 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 Agency or to cease operations.

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

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

The Board of Directors is responsible for overseeing the Agency’s financial reporting
process, reviewing the effectiveness of how the 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 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 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
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:

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

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

o 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 to sustain its services.

e Evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent the
underlying transactions and events in a manner that achieves fair presentation.

e Obtain sufficient appropriate audit evidence regarding the financial information and
business activities of the Agency to express an opinion on the financial statements.

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