REPORT OF THE AUDITOR-GENERAL ON GEOTHERMAL DEVELOPMENT
COMPANY LIMITED 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 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
Adverse Opinion

| have audited the accompanying financial statements of Geothermal Development
Company set out on pages 30 to 67, which comprise of the statement of financial position
as at 30 June, 2022, and the statement of profit or loss and other comprehensive income,
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statement of changes in equity, 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, because of the significance of the matters discussed in the Basis for
Adverse Opinion section of my report, the financial statements do not present fairly,
the financial position of the Geothermal Development Company Limited as at
30 June, 2022, and of its financial performance and its cash flows for the year then
ended, and do not comply with the Public Finance Management Act, 2012, the
International Financial Reporting Standards (IFRS) and the Companies Act, 2015.

Basis for Adverse Opinion

1. Inaccuracies in the Financial Statements

Review of the financial statements presented for audit revealed differences between
the financial statements and the general ledger as summarized below:

Amount as Amount as

per Financial per General
Statements Ledger Variance
Note | Account Description (Kshs.) (Kshs.) (Kshs.)
6 | Other Income 72,989,000 39,852,000 | 33,137,000
8 ICT Expenses 1,658,000 2,707,638 | (1,049,638)
8 Transport/Mileage Expenses 6,330,000 6,155,000 175,000
13 | Trade and Other Receivables 1,475,651,000 | 1,461,826,340 | 13,824,660
15 | Trade and Other Payables 1,845,819,000 | 1,485,203,480 | 360,615,520
17 | Property, Plant and Equipment | 41,566,233,000 | 41,624,711,820 | (58,478,820)
18 | Exploration and Evaluation 55,080,165,000 | 55,062,668,000 | 17,497,000

Assets

In the circumstances, the accuracy and completeness of the financial statements could
not be confirmed.

2. Non-Compliance with International Financing Reporting Standard (IFRS)
No.15 on Trading Revenue

The statement of profit or loss and other comprehensive income reflects steam
charges revenue totalling Kshs.1,241,123,000 as detailed in Note 5 to the financial
statements. The Note indicates that the Company earned Kshs.3,029,976,000 from
steam-charges during the year under review but, in line with its accounting policy,
reported Kshs.1,788,853,000 of the earnings as capital grants applied to fund
development projects. The amount of Kshs.1,788,853,000 is however revenue based
on contract between the Company and the Kenya Electricity Generating Company
thereby forming a trading revenue.

The accounting policy adopted by Management constitutes a departure from the
requirements of the International Financial Reporting Standards (IFRS) No.15 on
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revenue from contracts with customers. According to the standard, proceeds from
sale of steam constitutes revenue from contracts with customers and should therefore
be recognized in the statement of profit or loss and other comprehensive income and
not as a capital grant in the statement of financial position.

Had the Management accounted for revenue from steam sales in accordance with
IFRS No.15, the Company would have recognized additional revenue of
Kshs.1,788,853,000 in the statement of profit or loss and other comprehensive
income, and the carrying amount of the capital grants in the statement of financial
position would have been reduced by a similar amount. Further, the income tax and
profit after tax for the year under review would have increased by Kshs.536,655,900
and Kshs.1,252,197,100 respectively, while shareholders’ equity would have
increased by Kshs.1,252,197,100.

In the circumstances, the financial statements have not been prepared in accordance
with International Financial Reporting Standards with respect to revenue from sale of
steam and therefore the accuracy and completeness of the revenue totalling
Kshs.1,241,123,000 could not be confirmed.

3. Inaccuracies in Inventories

The statement of financial position and Note 12 to the financial statements reflects
inventories balance of Kshs.4,018,244,000. However, review of the stock take report
as at 30 June, 2022 revealed that there were variances between the system and
physical count of inventory items held in the different stores as detailed below:

Store System Value Count Value Variance

(Kshs.) (Kshs.) (Kshs.)
Kawi 7,918,063 7,810,983 (107,080)
Baringo 54,920,032 48,225,849 (6,694,183)
Go Down 294,713,875 294,068,867 (645,008)
Rigs Spares 694,017,624 675,600,528 (18,417,095)
Menengai 3,015,149,457 3,014,887,450 (262,008)

In addition, the inventory movement schedule provided for audit revealed that the
Company had negative inventory additions totalling Kshs.22,801,577. Management
explanation that the negative balances exist as a result of inter project transfers of
inventory items between the Menengai and Bogoria Silali projects was not satisfactory
as inventory received in one store could only be transferred to another store through
issuance to the next store.

Further, review of inventory records showed that the Company did not have a
comprehensive inventory management system that provides an ageing report. The
stock items could not be identified according to the receipt date they were acquired,
date utilized and ageing of the stocks to determine whether some have been rendered
obsolete.

In the circumstances, the accuracy and completeness of inventories balances of
Kshs.4,018,244,000 could not be confirmed.
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4. Inaccuracies in Property, Plant and Equipment

The statement of financial position and Note 17 to the financial statements reflects
property, plant and equipment balance of Kshs.41,566,233,000. However, the
following unsatisfactory issues were noted:

4.1 Unutilised GRA Equipment

Included in the property, plant and equipment balance of Kshs.41,566,233,000 is an
amount of Kshs.90,434,590 relating to a GRA equipment that was procured from a
Technology Company on 20 February, 2013 at a cost of Kshs.90,434,590
(USD1,051,565) and had a net book value of Kshs.997,000 as detailed in the asset
register. The equipment was to handle the following applications; Resistivity Depth
Sounding, Profiling for Geothermal, Deep Geophyical Structure Investigations,
Geological Research, Reservoir Monitoring, Management and Electromagnetics and
Micro Seismic Monitoring. However, the equipment had never been used since its
procurement because it was incompatible with the software. This is a contravention to
IAS 16, which requires that an item of property, plant and equipment should be
recognized as an asset when it is probable that the future economic benefits
associated with it will flow to the entity and the cost can be measured reliably.

4.2 Unsupported Work-In-Progress Balance

The property, plant and equipment balance of Kshs.41,566,233,000 also includes
work-in-progress of Kshs.4,373,420,000. However, Management did not provide
certificates of completion and commissioning of assets valued at Kshs.729,967,000
that were capitalized during the year.

4.3 Vandalized Geothermal Drilling Rigs

The property, plant and equipment balance of Kshs.41,566,233,000 further includes
an amount of Kshs.8,797,255,000 in respect of geothermal drilling rigs. Review of
records revealed that four (4) of the rigs purchased at a cost of Kshs.8,963,025,527
had not been used in the previous five financial years due to vandalization of the
equipment. According to Management explanations, assorted electric cables,
batteries, and electronic components for the rigs were stolen between
31 December, 2017 and 01 January, 2020. However, Management did not undertake
an assessment of impairment of the assets to confirm whether carrying amount of the
rigs were higher than the recoverable amount as required by IAS 36 Paragraph 9.

Further, failure to review the rigs for impairment is likely to lead to misstatements of
carrying values of the assets, depreciation charge and impairment loss to the
statement of profit and loss.

In the circumstances, the accuracy and completeness of property, plant and
equipment balance of Kshs.41,566,233,000 could not be confirmed.

5. Inaccuracies in Intangible Assets

The statement of financial position and Note 19 to the financial statements reflects
intangible assets balance of Kshs.16,354,000. However, the amount is overstated by
Kshs.495,504 representing a portion of obsolete intangible assets.
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Further, the balance of intangible assets comprised of twenty-two (22) intangible
assets out of which twenty (20) assets have been fully amortized at a value of
Kshs.14,641,791 leaving a balance of Kshs.1,712,209. However, the intangible assets
have indefinite useful life and hence required that their useful life be reviewed each
reporting period to determine whether events and circumstances continue to support
this nature or they have change to a finite life. In addition, the assets have been
reported at scrap value in the books for a period ranging between 4 to 9 years.

In the circumstances, the accuracy and completeness of intangible assets balance of
Kshs.16,354,000 could not be confirmed.

6. Long Outstanding Salary Advances and Trade Debtors

The statement of financial position and Note 13 to the financial statements reflects
receivables and prepayments balance of Kshs.1,475,651,000 which includes amounts
of Kshs.839,218,000 and Kshs.13,158,000 for trade receivables and staff receivables
respectively. Included in trade receivables is an amount  of
Kshs.140,416,676 which had been outstanding for a period ranging from six (6)
months to more than two (2) years. Management did not explain the measures being
undertaken to recover the debts.

Further, review of the payroll records revealed that an amount of Kshs.2,588,079 was
owed by employees for periods ranging between one (1) year to two (2) years.
However, no documentary evidence was provided to support efforts by Management
to recover the amounts from the officers since no deductions had been effected
through the payroll.

In addition, the receivables balance includes additional debts totalling
Kshs.730,321,000 owed by KenGen. However, the financial statements of KenGen for
the year under review reflect debts totalling Kshs.655,478,000 as owed to the
Company. No reconciliation was provided by Management for the difference of
Kshs.74,843,000 and as a result, the actual amount owed by KenGen could not be
confirmed. Similarly, the trade and other receivables balance includes Value Added
Tax (VAT) receivable totalling Kshs.344,534,000 while the VAT return indicates a
balance of Kshs.423,929,119 resulting in an unexplained variance of
Kshs.79,395,119.

In the circumstances, the accuracy, completeness of receivables of
Kshs.1,475,651,000 could not be confirmed, and the recovery of long outstanding
debts was in doubt.

7. Overstated Expenditure

The statement of profit or loss and other comprehensive income and Note 8 to the
financial statements reflects administration costs balance of Kshs.1,042,647,000. The
balance includes an amount of Kshs.35,183,000 incurred on software support and
maintenance, out of which a fee of Kshs.10,830,732 was paid to a vendor for annual
maintenance of an ERP system for the calendar year January, 2022 -
December, 2022. However, the payment was recognized as a whole in the financial
year ended 30 June, 2022 despite half of portion being for the subsequent financial
year.

Report of the Auditor-General on Geothermal Development Company Limited for the year ended 30 June, 2022
5



In the circumstances, the cost of software maintenance had been misstated.

Emphasis of Matter
Uncertainty on Sustainability of Services

The statement of changes in equity reflects a negative retained earnings balance of
Kshs.1,418,951,000 (2021 - negative Kshs.1,540,405,000). Review of previous
financial statements revealed that the Company had remained in this net liability
position for the fifth consecutive year. This condition indicates that material uncertainty
exists, which may impair the Company’s ability to operate as a going concern in future.

My opinion is not modified in respect of this matter.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the Geothermal Development Company
Limited 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 adverse 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 Information

The Directors are responsible for the other information. The other information
comprises the Report of Directors as required by the Companies Act, 2015, and the
Statement of the Directors’ responsibilities which are obtained prior to the date of this
report, and the annual report which is expected to be made available after that date.

My opinion on the financial statements does not cover the other information and | do
not express an audit opinion or any form of assurance thereon.

In connection with the audit of the financial statements, my responsibility is to read the
other information and, in doing so, consider whether the other information is materially
inconsistent with the financial statements, or the knowledge obtained in the audit, or
otherwise appears to be materially misstated. Based on the work | have performed
on the other information obtained prior to the date of this auditor’s report, if | conclude
that there is material misstatement of this other information, | am required to report
that fact. | have nothing to report in this regard.

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, because of the significance of the matters discussed in the Basis for
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Conclusion on Lawfulness and Effectiveness in Use of Public Resources sections of
my report, | confirm that public resources have not been applied lawfully and in an
effective way.

Basis for Conclusion
1. Non-Recognition of Power Tariff Reduction Contribution

During the year under review, a Presidential Directive was issued to the Energy Sector
to implement a 15% tariff reduction for all customer categories, which was effected
through Gazette Notice No.64 dated 07 January, 2022. According to the framework
agreed between the Ministry of Energy and Semi-Autonomous Agencies (SAGAS) in
the electricity sub-sector, the SAGAs in the electricity supply chain comprising The
Kenya Power and Lighting Company PLC (KPLC), the Kenya Electricity Generation
Company PLC (KenGen), the Kenya Electricity Transmission Company Limited
(KETRACO), and Geothermal Development Company Limited (GDC), were each to
contribute through cost reduction initiatives to supplement Government support.

The Kenya Power and Lighting Company PLC (KPLC) who would in turn transfer the
benefits to consumers. KPLC implemented the tariff reduction from January, 2022 in
line with the directive. However, Management of GDC did not implement the cost
reduction of Kshs.173 million as per the commitments, which implies that the reported
revenues are overstated by Kshs.173 million which would have been the Company’s
contribution due to The Kenya Power and Lighting Company PLC (KPLC).

In the circumstances, Management was in breach of the Presidential directive.
2. Overpayment in Provision of Enterprise Resource Planner Software

Review of the financial records revealed that the Company entered into a contract with
joint venture of two firms on the 13 July, 2010 for the provision and roll out of Enterprise
Resource Planner (SAP software). The role of one of the firms was to provide the
80 SAP user licenses and annual maintenance at a contract sum of Kshs.19,840,218
and Kshs.4,364,848 respectively. On 13 February, 2013, the tender committee
awarded the firm a contract of EUR 245,224.66 for an additional 100 SAP licenses.
The contract sum included EUR 42,980.74(VAT exclusive) as annual maintenance
fee. However, the firm invoiced the Company for annual maintenance fee on
09 February, 2022 for both contracts in Euros despite the fact that the currency of the
first contract for 80 SAP user licenses was in Kenya Shillings. The first contract was
invoiced at EUR 41,816.34 (Kshs.5,341,004.57). This was over and above the contract
sum of Kshs.4,364,848.00 by Kshs.976,157. The invoice was paid on
15 February, 2022.

In the circumstances, Management was in breach of the contract agreement and
therefore occasioning an overpayment to the firm.

3. Failure to Comply with Contractual Obligations

Review of financial records revealed that the Company entered into a contract with a
security company signed on 27 December, 2017 for provision of security to the
Company’s assets in Menengai. Clause 34 of the contract stated that in the event of
any dispute or differences arising between the parties in relation to or arising from this
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contract, the following should happen; - the party claiming such dispute or difference
shall forthwith (14) advice the other in writing thereof. Upon receipt of such notice the
parties shall meet and negotiate in good faith in order to resolve such dispute or
difference by direct informal negotiation within a period of fourteen (14) business days
and if the parties are unable to resolve such dispute or difference such dispute or
difference shall be referred to arbitration under the Nairobi Center International
Arbitration. However, on 01 January, 2020, GDC reported that that it had lost several
items comprising assorted electric cables, batteries, and electronic components for
rigs 1, 2, 5 and 7 during the period between 01 January, 2018 to 31 December, 2019
through vandalism. The total cost of the vandalized items including replacement value
was assessed to be Kshs.51,038,525.

Management blamed the loss on the Security Company, which was manning the sites
at the time, and withheld their payments in addition to lodging a claim to the Company
against the loss due to negligence. The matter was referred to the Nairobi Centre for
International Arbitration. GDC argued that due to negligence of the security firm, it had
lost Kshs.2,896,488,313 due to the four (4) rigs being non-operational for two years,
in addition to the cost of materials vandalized. In its ruling, the arbitrator established
that the Company failed to follow up on the theft and vandalization through the steps
laid down in the contract, leading to the defense being disqualified.

The Chartered Institute of Arbitrators Nairobi branch awarded the Security Company
Kshs.50,027,187 which was composed of Kshs.46,518,501 for unpaid claims for
services rendered and Kshs.3,508,686 for arbitration cost. The loss can be attributed
to failure by GDC to adhere to its contractual obligation.

In the circumstances, Management was in breach of its contractual obligations hence
resulting in award of Kshs.50,027,187 to the security firm.

4. Stalled Fuel Management System Project

As previously reported in the financial year 2020/2021, the work-in-progress balance
includes works costing Kshs.59,433,640 on design, supply, installation, and
commissioning of an Information Management System. Examination of records on
the project indicated that the Company contracted an International Company in
December, 2014 to install a fuel management system at a cost of Kshs.344,523,712.
However, implementation of the project stalled in 2015 after the first works certificate
valued at Kshs.59,433,640 was paid to the contractor. The procurement execution of
the contract was thereafter put under investigation by the Ethics and Anti-Corruption
Commission (EACC).

In view of the lapse of the contract period and delay in execution of the project whose
completion has since become doubtful, the expenditure totalling Kshs.59,433,640
incurred on the unused assets of the stalled project ought to have been impaired in
accordance with International Accounting Standard No.36 - Impairment of Assets.

In the circumstances, the work-in progress balance totalling to Kshs.4,902,832,000
may not be fairly stated.
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5. Long Outstanding Payables

The statement of financial position and Note 15 the financial statements reflects trade
and other payables balance of Kshs.1,845,819,000. Out of the balance, amounts of
Kshs.84,457,845 and Kshs.388,154,072 are in respect of creditor balances which
have been outstanding for a period ranging between one (1) to two (2) years and more
than two (>2) years respectively. The Management did not explain why the pending
amounts were not treated as first charge during the 2021/2022 financial year. This was
contrary to The National Treasury Circular N0.10/2020 dated 16 June, 2020 on
prioritization of pending bills.

In the circumstances, Management was in breach of The National Treasury circular.

6. Unapproved Investment of Surplus Funds

Review of financial records indicated that the Company had a fixed deposit investment
of Kshs.17,900,000 which was invested in a Commercial Bank on 24 June, 2022.
However, the investment was not supported by a certificate of bank balance and
Management did provide evidence that the investments was approved by the Cabinet
Secretary in charge of The National Treasury as required by circular No.22/2019 of
20 December, 2019. Further, the Management did not seek approval for opening and
operating of the account from The National Treasury as required by Section 28 of the
Public Finance Management Act, 2012.

In the circumstances, Management was in breach of the law.

7. Failure to Achieve the Drilling Plan as per the GOK1 and KfW Agreement

The Government of Kenya through The National Treasury entered into a Loan
agreement with Kf\W on 10 July, 2014 for the steam field development project in
Bogoria - Silali Block. According to the KfW loan financing agreement signed on
10 July, 2014, KfwW was to finance the drilling of 15 - 20 geothermal wells and
installation of a water supply system in the Baringo Silali Geothermal Prospects as
well as related consultancies on Implementation Consultant, Feasibility Study and
Transaction Advisor. The addendum of the loan agreement stipulated that each well
would be EUR 3.5M and would be effected through a result disbursement-based
lending and therefore the 15 - 20 wells would amount to EUR (15 *3.5M) or
EUR 52.5M.

Further, according to the agreement, the drawdown period was to expire on
01 August, 2017 but the target was not achieved and hence an extension was sought
from KfW which was granted and again expired on 01 August, 2019. To avoid the
perennial extensions, the last one was sought and in August, 2020, the Company
shared its updated drilling plan with KfW whereby they reduced the achievable number
of wells from 15 to 12. The non-achievement was caused by constraints that related
to water supply system, adverse weather conditions and insecurity in the project area.
The Company therefore revised timelines for Baringo - Silali KIW drilling plan taking
into consideration the constrains and came up with the timelines which were submitted
to KfW in April, 2021. According to the Drilling Plan submitted to KfW in April, 2021,
the Company could only drill up to twelve (12) wells by 01 August, 2022. This therefore
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meant that the Company could not be able to absorb about EUR 10.5M (3* EUR 3.5M)
of the loan amount by 01 August, 2022.

In addition, examination of documents provided for audit revealed that the Company
had only drilled seven (7) wells as at the time of audit (August, 2022) and had been
reimbursed for only two (2) wells. Therefore, the Company is likely to lose an amount
of EUR 17.5M (5* EUR 3.5 M) for having failed to achieve the number of wells (12)
that had been agreed upon as per the drilling plan that was submitted to KfW in
April, 2021. Additionally, by failing to achieve the range of 15 - 20 drilled wells, it had
already lost EUR 10.5 and therefore the total loss could become EUR 28M.

In the circumstances, Management did comply with the terms of the loan agreements.

8. Loss of Funds Upon Cancellation of Contract

The Company entered into a consultancy contract with Jomo Kenyatta University of
Agriculture and Technology (JKUAT) Enterprises Limited for six (6) months on
16 November, 2020. The contract stipulated that JKUAT Enterprises was to recruit 11
managers on behalf of the Company at a contract sum of Kshs.8,241,600. The
recruitment process was to be undertaken in two phases beginning with the
preparation for shortlisting before the actual interviews were conducted. Upon the
completion of phase one, on 18 March, 2021 JKUAT Enterprises Limited requested
for payment of Kshs.3,073,495 and was paid on 23 August, 2021. However, the
contract was terminated before proceeding to the second phase.

In the circumstances, the Company did not obtain value for money on expenditure of
Kshs.3,073,495.

9. Non-Compliance with Law on Gender Balance

Review of the Human Resource records confirmed that the Company staff composition
comprised of 71% male against 29% females. This was contrary to Article 232(1)(h)
of the Constitution of Kenya which states that the values and principles of public
service include affording adequate and equal opportunities for appointment, training,
and advancement at all levels of the public service of men and women.

In the circumstances, Management was in breach of the law.
10. Failure to Observe One Third of Basic Salary Payment Rule

Review of the Company’s payroll for the month of June, 2022 revealed that
sixty-nine (69) officers of the Company earned salaries which were less than a third of
their respective basic salaries. This was contrary to Section 19(3) of the Employment
Act, 2007 which states that without prejudice to any right of recovery of any debt due,
and notwithstanding any written law, the total amount of all deductions which under
the provisions of Section (1), may be made by an employer from the wages of his
employee at any time shall not exceed two thirds of such wages or such additional or
other amount as maybe prescribed by the Minister either generally or in relation to a
specified employer or employee of class of employers or employees or any trade or
industry.
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In the circumstances, Management was in breach of the law.
11. Under-Utilized Drilling Rigs

As previously reported, the fixed assets records indicated that the Company owned
seven geothermal drilling rigs with a net book value of Kshs.7,732,797,598 as at
30 June, 2022. The rigs were bought at an aggregate cost of Kshs.15,937,787,572
several ago. However, review of records on their use indicated that four (4) of the rigs
with a net year book value of Kshs.4,249,024,110 as at 30 June, 2022 and purchase
cost of Kshs.8,963,025,527 had not been used in the previous five financial years.

One of the rigs was acquired and used to drill two wells in 2016 and had been idling
ever since. Further, records on the rigs indicated each could drill one standard well in
one hundred and twenty days (six months), or two wells per year. However, the
Company’s rigs averaged less than one (1) well per year, which implied that they were
not used efficiently, or were idling for much of the time.

In view of the low utilization of the rigs, the Company may not have obtained value for
money on public funds totalling Kshs.15,937,787,572 spent on the purchase of the
rgs.

12. Failure to Implement E-Procurement System

Regulation 49(2) of the Public Procurement and Asset Disposal Act Regulations, 2020
requires public entities to procure goods, works and services through the
e-procurement system integrated to the State Portal. However, none of the Company’s
procurements in the year under review was done through the State Portal.

Therefore, Management was in breach of the law and the procurements done may not
have been competitive enough to ensure value for money on the public funds spent
on the resulting contracts.

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, because of the
significance of the matters discussed in the Basis for Adverse Opinion and Basis for
Conclusion on Effectiveness of Internal Controls, Risk Management and Governance
sections of my report, based on the audit procedures performed, | confirm that internal
controls, risk management and governance were not effective.
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Basis for Conclusion
1. Uncollected Revenue

Review of financial records indicated that accrued revenues of Kshs.2,771,619,446
from KenGen had not been collected since 16 November, 2021 contrary to Section 10
of the agreement between the Company and the Kenya Electricity Generating
Company PLC. However, Management has not provided reasons for non-collection of
the revenue.

Further, an amount of Kshs.1,063,203,224 remained uncollected from KenGen for
over a year. This amount relates to the interest charged for late payment of steam
charges and continues to accumulate annually without there being sufficient reasons
for non-settlement.

In the circumstances, it was not possible to confirm existence of effective internal
controls to collect long outstanding revenues.

2. Failure to Insure Company Assets (Rigs)

The statement of financial position and Note 17 to the financial statements reflects
property, plant and equipment balance of Kshs.41,836,174,000. Included in the
balance is an amount of Kshs.7,732,797,578 representing the net book value of the
seven (7) rigs which are owned by the Geothermal Developing Company Limited. The
rigs were purchased at a cost of Kshs.15,937,787,572. Examination of the documents
provided for audit revealed that the Company has a Policy of insuring assets before
they can be put to use where applicable. However, despite there being a Policy, the
Company had not insured the rigs.

Further, included in the balance is an amount of Kshs.617,383 relating to the net book
value of a truck number UD trucker KBL 111G and which had been purchased at a
cost of Kshs.12,347,658 on 30 April, 2010. The truck got involved in an accident on
19 July, 2019 in Baringo Silali and the accident was reported to the Insurance
Company through their Brokers. The Insurance Company appointed a loss adjuster
firm to assess the extent of damage. However, on 12 March, 2020, the loss adjuster
wrote to the broker stating that the claim was inadmissible because the truck was
covered on a third-party basis and therefore GDC has no claim and had to bear the
total loss. The insurance cover on a third-party basis contravened Section 19.13 of the
GDC Policy Manual 2017.

In the circumstances, it was not possible to confirm existence of effective internal
controls to ensure that the Company’s assets are safeguarded against loss.

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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REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS
As required by the Companies Act, 2015, | report based on my audit, that:

i. | have obtained all the information and explanations which, to the best of my
knowledge and belief, were necessary for the purpose of the audit;

ii. In my opinion, adequate accounting records have been kept by the Company, so
far as appears from the examination of those records; and,

iii. The Company’s financial statements are in agreement with the accounting
records and returns.
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 (IFRS) 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
Company’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 Company 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 Company’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
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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 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 control that might be material weaknesses under the ISSAISs.
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 |dentify and assess the risks of material misstatement of the financial statements,
whether due to fraud or error, design and perform audit procedures responsive to
those risks, and obtain audit evidence that is sufficient and appropriate to provide
a basis for my opinion. The risk of not detecting a material misstatement resulting
from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of
internal 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 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 Company’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
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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 Company 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 Company 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.

S EE= Sty

CPA Nancy Gathungu, CBS
AUDITOR-GENERAL

Nairobi

27 April, 2023
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