REPORT OF THE AUDITOR-GENERAL ON EWASO NG’IRO NORTH RIVER BASIN
DEVELOPMENT AUTHORITY FOR THE YEAR ENDED 30 JUNE, 2022

PREAMBLE
| draw your attention to the contents of my report which is in three parts:

A. Report on the Financial Statements that considers whether the financial statements
are fairly presented in accordance with the applicable financial reporting framework,
accounting standards and the relevant laws and regulations that have a direct effect
on the financial statements.

B. Report on Lawfulness and Effectiveness in Use of Public Resources which considers
compliance with applicable laws, regulations, policies, gazette notices, circulars,
guidelines, and manuals and whether public resources are applied in a prudent,
efficient, economic, transparent, and accountable manner to ensure Government
achieves value for money and that such funds are applied for the intended purpose.

C. Report on Effectiveness of Internal Controls, Risk Management and Governance
which considers how the entity has instituted checks and balances to guide internal
operations. This responds to the effectiveness of the governance structure, the risk
management environment, and the internal controls developed and implemented by
those charged with governance for orderly, efficient, and effective operations of the
entity.

An unmodified opinion does not necessarily mean that an entity has complied with all
relevant laws and regulations, and that its internal controls, risk management and
governance systems are properly designed and were working effectively in the financial
year under review.

The three parts of the report are aimed at addressing the statutory roles and
responsibilities of the Auditor-General as provided by Article 229 of the Constitution, the
Public Finance Management Act, 2012 and the Public Audit Act, 2015. The three parts of
the report, when read together constitute the report of the Auditor-General.

REPORT ON THE FINANCIAL STATEMENTS
Qualified Opinion

| have audited the accompanying financial statements of Ewaso Ng'iro North River Basin
Development Authority set out on pages 1 to 37, which comprise the statement of financial
position as at 30 June, 2022 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.
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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 Ewaso Ng’iro North River Basin Development Authority
as at 30 June, 2022 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 Public Finance Management Act, 2012 and the Ewaso Ng'iro
North River Basin Development Authority Act, Cap 448.

Basis for Qualified Opinion

1.0 Presentation of the Financial Statements

The financial statements presented for audit review had the following anomalies:
1.1 Missing ICPAK Membership Number in the Financial Statements.

The name of the chairman of the Board was not included in the financial statements and
the head of finance did not indicate her ICPAK Membership Number contrary to the
reporting template issued by PSASB in June, 2022 which requires that the accounting
officer, head of finance and the chairman of the board should indicate their names and
sign the financial statements. The head of finance should also indicate his/her ICPAK
Membership Number.

1.2 Statement of Cash flows

The statement of cash flows for the Authority was prepared using the indirect method
contrary to the reporting template issued by PSASB in June, 2022 which requires that the
statement of cash flow be prepared using the direct method of preparation of cashflows
which is more elaborative, informative and discloses more information on the face of the
cashflow statement than the indirect method.

In the circumstances, the financial statements were not prepared in line with the reporting
format as prescribed by the PSASB.

2.0 Inaccuracies in the Financial Statements

2.1 Statement of Comparison of Budget and Actual Amounts

The statement of comparison of budget and actual amount reflects an actual revenue of
Kshs.300,858,586 against an actual expenditure of Kshs.984,711,798. A comparison of
the statement of comparison of budget and actual amounts against the statement of
financial performance revealed variances in four (4) items as shown below.

Amounts as per | Amounts as per the

the Statement Statement of

of Financial | Comparison Budget
Performance | and Actual amounts Variance
Item (Kshs.) (Kshs.) (Kshs.)
Transfers from Ministries 1,101,632,000 284,240,000 817,392,000
Use of Goods 68,814,702 68,821,742 7,040
Contracted Services 1,377,811 441,050.00 936,761.00
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Insurance and Medical 0 16.237,952 |  (16,237,952) |

The variances between the financial statements and the actual amounts in the statement
of comparison of budget and actual amounts were not explained or reconciled.

In addition, a statement to reconcile the actual amounts on a comparable basis was not
included in the statement of comparison of budget and actual amounts contrary to the
requirement of Note 4(b) on the Budget information in the summary of significant
accounting policies which requires a statement of reconciliation to be prepared in case of
a variance emanating from the different accounting policies.

2.2 Statement of Changes in Net Assets

The statement of changes in net assets reflects Kshs.301,388,910 in respect to retained
earnings. However, the statement of financial position reflects Kshs.330,113,910 on the
same item resulting to an unexplained variance of Kshs.28,725,000

In addition, the statement of changes in net assets included a column headed ‘ENNCRP’
with a brought forward balance of Kshs.28,725,000 from previous years and whose
composition and supporting documents were not provided for audit review.

In the circumstances, the accuracy of the statement of changes in net assets could not
be ascertained.

3.0 Un-supported Investment

Note 14 to the financial statements reflects Kshs.323,262,880 in respect to cash and cash
equivalents which includes Kshs.300,296,588 in respect to the Authority’s Development
Account in a commercial bank. Available information indicated that Kshs.300,000,000
was invested in a short-term fixed deposit account. However, management did not
provide information to show how the investor bank was identified/procured. Further,
interest computation schedules were not provided for review to confirm the accuracy of
the reported interest income of Kshs.11,939,588.

In the circumstances, the accuracy of the interest income could not be ascertained.
Further in the absence of approval from the board on the investment of fixed deposit the
management was in breach of the law.

4.0 Property, Plant and Equipment
4.1 Vandalized Plant and Machinery

The property plant and equipment balance of Kshs.219,873,579 includes a road-roller
vehicle and an excavator with a historical cost of Kshs.13,340,000 and Kshs.28,500,000
respectively, both totaling to Kshs.41,840,000. As previously reported, the following
issues remained unresolved:
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i) Road- Roller Machine

As reported in the previous year, a contractor. hired the Authority’s road-roller in 2019 for
road works in Murang’a County. However, the machine, registration number KBN 971E
model IVM110 JCB valued at Kshs.13,340,000, was reported to have broken down while
in use by the contractor. Officers of the Authority reportedly inspected the machine on
18 September, 2019 and noted that it was left unattended by the roadside.

Further, several of its mechanical components and the ignition keys, could not be traced.
At the time of the audit, the matter had not been reported to the police for investigation
and no inspection report was provided for audit review and as a result, the status of the
Road- Roller Machine could not be confirmed.

ii) Excavator Machine

As reported in the previous year, the Authority’s Excavator registration number KBN
972E, of JCB Model JS240 valued at Kshs.28,500,000 was, similarly, vandalized after it
was hired out to a private contractor in Bomet County. The excavator was hired in
November, 2017. However, it was held by the contractor without any follow-up by the
Authority until 15 April, 2021 when an investigating team from the Isiolo office of the
Directorate of Criminal Investigations (DCI) was dispatched to Tumoi in Bomet County to
search for it.

The team found the excavator dumped along a riverbank unattended. In addition, several
of its components had been vandalized. These included the hydraulic system, lifting
equipment, engine parts, cabin, windows, and tractor bucket.

The DCI recommended that the excavator be brought back to the Authority’s yard in Isiolo.
The case was to be referred to the Office of the Director of Public Prosecutions (ODPP)
for prosecution on completion of the investigations which, however, this was not done.

The Authority’s records further indicated that prior to the contract in Bomet County, the
excavator had been hired out to another company for gypsum mining and excavation
works at Hambares, Tana River County. However, the Isiolo DCI Office reported that the
respective contract was fraudulent as its terms and signatories may have been falsely
altered in favor of the company.

iii) Motor Vehicles

Further, as reported in the previous financial year, two (2) lorries owned by the Authority,
registration number GK A521R and GK A616R valued at Kshs.700,000 and Kshs.900,000
respectively, were vandalized at the parking yard between April, 2018 and August, 2018.
Further, a report issued by the Ministry of Transport and Infrastructure on 23 August, 2018
estimated the damage on the two (2) motor vehicles at Kshs.1,047,352 and Kshs.865,376
respectively, or Kshs.1,912,728 in aggregate. Two (2) security guards were arrested and
arraigned in court, but the case was thereafter withdrawn under unclear circumstances
after which the two guards were reinstated to their jobs. However, the loss totalling
Kshs.1,912,728 had not been recovered as at 30 June, 2022 and was not recognized in
the financial statements for the year under review.
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In the circumstance, the fair value of the assets in the financial statements could not be
confirmed. Further, Management did not explain why the assets were not secured in an
effective way, and why the reported losses were not recovered from the responsible
parties.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the Ewaso Ng'iro North River Basin
Development 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 audits of financial statements in
Kenya. | believe that the audit evidence | have obtained is sufficient and appropriate to
provide a basis for my qualified opinion.

Key Audit Matters

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

Other Matter
1.0 Budgetary Control and Performance

The statement of comparison of budget and actual amounts for the year ended
30 June, 2022 reflects final receipts budget and actual on a comparable basis of
Kshs.298,240,000 and Kshs.300,858,588 respectively resulting to an over-funding of
Kshs.2,618,588 or 0.9% of the budget. Similarly, the Authority expended
Kshs.984,711,799 against an approved budget of Kshs.1,115,632,000 resulting to an
under-expenditure of Kshs.130,920,201 or 12% of the budget. However, it was noted that
the budgeted and actual receipts for development vote were not captured under revenue.
Further, there is need for management to relook at its budget-making mechanism with
a view to coming up with a more realistic budget for efficient and effective delivery of
services to the residents of Ewaso Ng'iro North River catchment basin.

The underfunding and under performance affected the planned activities and may have
impacted negatively on service delivery to the public.

2.0 Expenditure above the Allocated Budget

Note 12 to the financial statements reflects Kshs.8,875,224 in respect of repair and
maintenance which includes Kshs.6,393,258 and Kshs.250,000 in respect of vehicle and
machinery maintenance and computer and accessories respectively. Further, Note 8
reflects Kshs.68,834,702 in respect of use of goods and services which includes
Kshs.1,662,976 and Kshs.4,636,892 for advertising and printing and stationery
respectively However, the actual expenditure reported in the financial statements for the
noted items was more than the approved budget as detailed in the table below;

Budgeted Financial | Variance

Amount (A) Statement (B) (B-A)

Item (Kshs.) (Kshs.) (Kshs.)

Repairs and Maintenance of 4,227,041 6,393,258 | 2,166,217
Vehicle and Machinery
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Advertising 1,500,000 1,662,976 162,976
Printing & Stationery 2,000,000 4,636,892 | 2,636,892
Computer & Accessories 250,000 973,940 723,940
Total 5,690,025

This resulted to an over expenditure of Kshs.5,690,025 above the budgeted provision. It
was not clear why the Authority spent above the appropriated amount without seeking for
approval/authorization through a supplementary budget.

In the circumstance, the Authority was in breach of the law.
3.0 Prior Year Issues

The audit report for the year ended 30 June 2021 highlighted several issues relating to
balances reflected in the financial statements, lawfulness, and effectiveness in use of
resources and effectiveness of internal control, risk management and Governance.
However, although Management has indicated in the statement of progress on
implementation of auditor's recommendations that most of the prior year audit issues
have been resolved no evidence was adduced for audit review to show how and when
the audit issues were resolved.

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. I believe that the audit evidence | have obtained is sufficient and appropriate
to provide a basis for my conclusion.

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 Irregular Use of Request for Quotation as a Procurement Method

Note 20 to the statement of financial performance reflects Kshs.657,694,258 in respect
to development expenses which includes Kshs.60,454,702 expenditure on Gums Resins
and Gums Arabic development Programme.

The Authority engaged a supplier for the supply and delivery of Commiphora Holtiziana
for Kshs.3,440,000 using request for quotations as the preferred procurement method.
However, the amount involved was over and above the required threshold for use of
request for quotation as a procurement method, contrary to the Second Schedule
prescribed in Section 91(1) of the Public Procurement and Asset Disposal Regulations,
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2020 which puts the maximum level of expenditure under this method to Kshs.3,000,000
for goods and services.

In addition, the other two suppliers who quoted, were not in the prequalified list of
suppliers in the year under review contrary to Section 106(2a) of the Public Procurement
and Asset Disposal Act 2015 which requires a procuring entity dealing with request for
guotations to issue the request to the persons registered with the procuring entity.

In the circumstance, the Authority was in breach of the Law.

2.0 Outstanding Trade Creditors and Other Payables

The statement of financial position reflects Kshs.548,771,460 in respect to total net
assets and liabilities which includes Kshs.201,897,549 in respect to trade creditors and
other payables. However, the Authority did not maintain creditors’ records including
creditor’s ledger and registers.

In addition, records made available for audit review indicated that some of the
creditors/pending bills were over ten (10) years old. No explanation was provided as to
why the Authority had not settled trade creditors that were over ten (10) years yet
pending bills/creditors form the first charge on the subsequent year’s budget. This is
contrary to Treasury Circular No. 10- 2020 of 16 June 2020; Ref DGIPE/A/1/80 on
prioritization of pending bills by state corporations and semi- autonomous government
agencies which requires that State Corporations should ensure payment of pending bills
are treated as first charge on their subsequent financial year approved budgets.

State Corporations with pending bills were required to rationalize their budgets for the
financial year 2020/2021 to ensure eligible pending bills are included in their budgets
before the same was approved by National Treasury.

In the circumstance, the management was in breach of the law.
3.0 Projects Verification Report
Desilting of Belgesh Water Pan

A field verification carried out in January, 2023 revealed that there was a change in the
scope of the work done in regard to desilting of Belgesh Water Pan. As per the Bills of
Quantity, the contractor was to construct 2 standard blocks of VIP latrines and bathrooms
separate for male and female at a total cost of Kshs.1,300,000. However, it was observed
that only one male pit latrine with a bathroom had been constructed. Although it was
explained that the constructor carried out extra works on the construction of the water
pan and spent the amount allocated for toilet on these other works, there was no evidence
adduced for audit review to show that the change of scope of the works had been
approved by the management.

In addition, it was noted that the signboard on site was for National Irrigation Authority
(NIA) which had allegedly issued a tender No. NIA/T/186/2021-2022 and carried out the
construction works at the same water pan. The Contractor was still on-site at the time of
the field inspection.
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Further, the sign board that was said to have been installed by the Authority was said to
have been stolen. There were two government agencies which are National Irrigation
Authority (NIA) and Ewaso Ngi’ro North Development Authority which claimed to have
done this project. However, it was not possible to ascertain which government Agency
did the work in the water pan. This may have been a case of payment for non-existent
project by either of the government agencies.

Although the Authority wrote a complaint letter to the National Irrigation Authority (NIA)
citing interference with their projects, no response was given to show which government
Agency implemented the project and why there was a conflict of interest on this project
by the two government Agencies.

In the circumstance, value for money of Kshs.19,800,000 spent on desilting of Belgesh
Water Pan could not be ascertained.

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 overall governance were not effective.

Basis for Conclusion
Lack of Functional Internal Audit

Review of the internal audit department records revealed that the department did not
write any audit reports in the financial year under review casting doubt as to whether they
performed their duty as custodians of internal controls, risk management and compliance
with laws and regulations. Without audit reports, it could not be established how the audit
department advised the Chief Executive Officer or reported to the Audit Committee of the
board.

Further, contrary to Regulation 159(2) of the Public Finance Management (National
Governments) Regulations, 2015, the internal audit function failed to publish an annual
report on the review of the independence, performance, and competence of the Internal
Audit Unit. The law provides that in each financial year, the Audit Committee shall carry
out an annual review of the independence, performance and competence of the Internal
Audit Unit and comment on its effectiveness in an annual report. However, there was no
evidence that this was done.

In the circumstance, the operational independence of the Internal Audit Department could
not be ascertained.

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 governance were
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operating effectively, in all material respects. | believe that the audit evidence | have
obtained is sufficient and appropriate to provide a basis for my conclusion.

Responsibilities of Management and the Board of Directors

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with International Public Sector Accounting Standards (Accrual
Basis and for maintaining effective internal controls 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 controls, risk management and overall 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 is 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 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.
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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 controls 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 controls would not necessarily disclose all matters in the internal controls 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 controls 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 controls may not prevent or detect
misstatements and instances of non- compliance. Also, projections of any evaluation of
effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the
Authority’s policies and procedures may deteriorate.

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

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

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 Authority’s
ability 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.

Report of the Auditor-General on Ewaso Ng’iro North River Basin Development Authority for the year ended
30 June, 2022

10



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 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 controls 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

14 April, 2023
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