REPORT OF THE AUDITOR-GENERAL ON KENYA AIRPORTS 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 Kenya Airports Authority set out
on pages 37 to 103, which comprise of the statement of financial position as at
30 June, 2022, and the statement of profit or loss and other comprehensive income,
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.
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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 the Kenya Airports Authority as at 30 June, 2022, and
of its financial performance and its cash flows for the year then ended, in accordance with
International Financial Reporting Standards and comply with the Kenya Airports Authority
Act, Cap.395 and the Public Finance Management Act, 2012.

Basis for Qualified Opinion
1. Operating Revenue

The statement of profit or loss and other comprehensive income reflects operating
revenue amounting to Kshs.12,216,940,000 and as disclosed in Note 27(a) to the
financial statements. The revenue includes non-aeronautical revenue amounting
Kshs.2,956,930,000 out of which Kshs.1,908,310,000 relates to concessions revenue.
Review of revenue records revealed the following anomalies;

1.1 Unreconciled Car Park Revenue

Included in the concession’s income is Kshs.408,164,788 in respect to parking revenue.
Review of the car park income records for the Jomo Kenyatta International Airport which
is outsourced to the Kenya Airports Parking Services (KAPS) revealed that monthly car
parks revenue reported by KAPS of Kshs.191,068,580 differed with the total revenue
reflected in the electronic point of sale system (ePOS) of Kshs.77,141,090 resulting in
an unreconciled variance of Kshs.113,927,491.

In the circumstances, the accuracy and completeness of the car parks income of
Kshs.408,164,788 could not be confirmed.

1.2 Unbilled Facilitation Concession Income

Included in the concession income of Kshs.1,908,310,000 is facilitation concession of
Kshs.11,825,726 being fees charged on firms licensed to operate in JKIA. However,
review of the records provided revealed that two firms with valid licenses were not billed
for the period between July, 2021-December, 2021. The total of unbilled income
amounted to Kshs.4,000,000.

In the circumstances, the accuracy and completeness of the facilitation concessions
income of Kshs.11,825,726 could not be confirmed.

2. Unsupported Expenditure on Staff Costs

The statement of profit or loss and other comprehensive income reflects other
administration expenses of Kshs.7,847,650,000 and as disclosed in Note 30(a)(iii) to the
financial statements. The expenditure includes staff costs amounting to
Kshs.4,805,090,000 out of which Kshs.3,290,659,000 relates to salaries and wages.
Review of the payroll for the year under review, revealed that in the month of April, 2022,
189 staff members were paid amounts above their expected basic salaries amounting to
Kshs.225,746,409. No explanation and documents were provided to support the excess
payments.
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In the circumstances, the accuracy and completeness of the salaries and wages of
Kshs.3,290,659 ,000 could not be confirmed.

3. Property, Plant and Equipment

The statement of financial position reflects property, plant and equipment net book value
of Kshs.51,455,247,000 which as disclosed in Note 31 to the financial statements,
includes balances of Kshs.309,263,000 and Kshs.5,819,186,000 in respect of freehold
and leasehold land respectively. However, examination of records revealed the following
anomalies;

3.1

Land Without Ownership Documents

The leasehold land balance and as previously reported, excludes land measuring
3.29 acres of undetermined value located at Nairobi-Embakasi Village. Although
Management has explained that the parcel of land on which the Kenya Airports
Authority Police Station is located will be surrendered to the National Police Service,
documents and correspondences to support the surrender and its consideration
were not provided for audit review.

Included in the freehold land balance and as previously reported is the cost of
acquisition of land amounting to Kshs.190,763,189 for the expansion of Kisumu
International Airport. However, the ownership documents were not provided for audit
review.

Review of records held at the headquarters and as previously reported, indicate
that the Authority had two title deeds for the Kisumu International Airport which
reflect different acreage of 206.09 hectares and 362.9 hectares. No explanations
was provided for this anomaly.

3.2 Parcels of Land in Dispute

Review of records revealed that the Authority owned parcels of land whose ownership
was in dispute as detailed below:

Excluded from the lease hold balance is an unregistered parcel of land measuring
0.867 acres at Embakasi Village valued at Kshs.4,335,000. Information available
indicates that the Authority obtained partial allotment for the parcel of land measuring
0.443 acres from the National Land Commission on September, 2017. The other
part measuring 0.47 acres had been illegally excised and allocated to a third party.
Although Management wrote to the Commission requesting for investigation of the
illegal excision, there was no evidence of follow up and the outcome.

Two parcels of land within the original Jomo Kenyatta International Airport land were
excised and allocated to third parties. Although court proceedings were instituted
vide HCCC Nos. 206 and 489 both of 2004 and temporary orders issued restraining
the third parties, the latter proceeded to subdivide, resell and develop the land
parcels. To vacate the land, the Authority demolished the illegal structures in 2011.
The private developers subsequently sued the Authority and the case is still pending
in court.

Wilson Airport land whose size and value are yet to be determined was registered
in favour of the Authority on 29 July, 2003. However, a case challenging the
registration was filed in the High Court by third parties. The plaintiffs sought
temporary injunction restraining the Authority or their agents from demolishing or
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otherwise interfering with their ownership or possession or right of use of the parcel
of land until hearing and determination of the case. Information available indicated
that on 25 October, 2006, the court declined to issue the injunction orders sought.
Although Management has indicated they wrote to the National Land Commission
on 24 October, 2017 requesting it to intervene and revoke the title issued irregularly,
no action had been taken and ownership of the property remained in dispute.

iv. As previously reported, the leasehold land balance also includes a portion of land
measuring 0.8925 hectares at Malindi Airport, irregularly allocated to a church
organization. Further, land measuring 0.0549 hectares at the Airport was also
irregularly allocated to a petroleum company and had been excluded from the
reported leasehold land balance.

v. Review of records and correspondences relating to the Authority’s land, revealed
ownership disputes affecting eighty-five (85) parcels of land at eight (8)
airports/airstrips. Management did not provide details on the nature and the value
of land in dispute as well as the parties involved and their current status.

vi. Land measuring 253.61 hectares and 47.15 hectares of undetermined value at
Isiolo and Garissa airstrips respectively were also excluded from the property, plant
and equipment balance.

vii. Included in the leasehold land balance is parcel of land with a book value of
Kshs.5,210,102,489 on which the Kenya Pipeline Company Limited Embakasi
depot is situated. The land was allocated to the company by the Government in
1976. However, the property is registered in the name of the Authority and the
Authority is yet to transfer the ownership to the company.

viii. In addition, the Authority has leased two parcels of land at the Moi International
Airport to Kenya Pipeline Company Limited where the Company continues to hold
critical, strategic and high value infrastructure. However, the lease for the land
expired on 1 July, 2019 and was yet to be renewed. Although, the Company
Management has requested for the renewal of the lease, this had not been done at
the time of this report.

In the circumstances, the accuracy, ownership and completeness of freehold and
leasehold land balance of Kshs.309,263,000 and Kshs.5,819,186,000 respectively could
not be confirmed.

3.3 Misstatement of Capital Work in Progress

The statement of financial position reflects property, plant and equipment balance of
Kshs.51,455,247,000 which includes capital works in progress balance of
Kshs.11,143,484,000. However, re-computation of the balance vyields to
Kshs.11,147,729,030 resulting to unreconciled variance of Kshs.4,245,030.

In the circumstances, the accuracy of the capital work in progress balance of
Kshs.11,143,484,000 could not be confirmed.
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4. Failure to Incorporate Values of Revalued Assets

During the year ended 30 June, 2020, the Authority engaged valuers to undertake
valuation of land and buildings and pavements at a cost of Kshs.8,389,067,000. However,
the revalued amount of Kshs.1.2 trillion for these assets have not been incorporated in
the financial statements for the Authority.

In the circumstances, the accuracy and fair measurement of the land, buildings and
pavements balance could not be confirmed.

5. Omitted Biological Assets

Disclosed in Note 49 to the audited financial statements for the financial year 2020/2021
were biological assets comprising of trees that were planted at Eldoret International
Airport in the year 2006 and were valued at Kshs.443,000,000 as at 30 June, 2021.

However, the value of the trees was not incorporated in the financial statements as at
30 June, 2022.

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

6. Trade and Other Receivables
6.1 Long Outstanding Trade Receivables

Disclosed in Note 34(a) to the financial statements is gross trade receivables balance of
Kshs.13,030,414,000 out of which debtors balances amounting to Kshs.8,356,796,792
have remained uncollected for more than 270 days.

Further, Included in the balance are amounts totalling Kshs.4,292,490,389 due from
Kenya Airways Limited and Kshs.450,649,204 owed by Kenya Airfreight Handling
Limited, which is a subsidiary company of Kenya Airways Limited. This constitutes 36%
of the gross trade receivables. In addition the amount includes Kshs.2,641,767,520 due
from Kenya Revenue Authority (KRA) in respect of Airport Passenger Service Charge of
Kshs.1,967,546,517 and cargo handling concession of Kshs.674,221,003 or 20% of the
total trade receivables and Kshs.1,206,623,170 due from the African Cargo Handling
Limited which have been long outstanding.

In the circumstances, the accuracy and recoverability of the long outstanding receivable
balances of Kshs.8,356,796,792 could not be confirmed.

6.2 Unremitted Car Parking Revenue

Note 34(a) to the financial statements reflects trade receivables gross balance of
Kshs.13,030,414 which includes Kshs.195,291,724 revenue KAPS had not remitted to
the Authority as at 30 June,2022 out of which Kshs.145,584,362 had been outstanding
for over a period of 270 days.

This is contrary to Article Il Clause 3 of the concession agreement between Kenya
Airports Authority and Kenya Airports Parking Services Limited (KAPS) which provides
that the concessionaire shall pay to the Authority a concession fee at the rate of 82% of
parking revenue collections, subject to a minimum annual guarantee of Kshs.250,000,000
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and that the amount shall be payable in equal monthly instalments by the 5™ of every
month, in arrears.

In the circumstances, the service provider is in breach of the concession agreement, and
the recoverability of the outstanding revenue is doubtful.

6.3 One Time Customer Account Balances

Review of trade debtors’ schedules revealed debtors amounting to Kshs.29,032,309 due
from one-time customers in various airports. These one-time customers were cash
operators with no credit facility with the Authority who were expected to pay their dues
before take-off but were provided with credit facilities without any credit arrangements.

In the circumstances, the recoverability of Kshs.29,032,309 from OneTime customer
account is doubtful and the accuracy of the one-time customer account balances could
not be confirmed.

6.4 Staff Receivables

As disclosed in Note 34(a) to the financial statements the gross trade and other
receivables balance of Kshs.20,490,916,000 includes staff receivables balance of
Kshs.199,181,000 out of which Kshs.195,494,496 is in respect of payments made to staff
based on a job evaluation outcome of 2006 that was subsequently rescinded by the Board
of Directors.

In the circumstances, the accuracy of the staff receivables balance of Kshs.195,494,496
could not be confirmed and the recoverability of the debts is doubtful.

6.5 Term Deposits

The statement of financial position reflects net trade and other receivables balance of
Kshs.12,493,254,000 as at 30 June, 2022 which includes a term deposit amount of
Kshs.78,789,626 with a local Bank that is under receivership. in addition, the approval by
the Board of Directors to place the term deposit with the bank was not provided.

Further, during the year under review, the term deposit amount has been fully provisioned
for. However, there were no records such as board minutes or authority to fully provide
for the deposit.

In the circumstances, the recoverability of this deposits is doubtful.
7. Administration Expenses

The statement of profit or loss and other comprehensive income reflects administration
expenses totalling to Kshs.7,847,650,000 and as disclosed in Note 30 to the financial
statements. Included in the amount is transportation, travelling and subsistence amount
of Kshs.74,884,348 which comprises of foreign and local travel amounts of
Kshs.19,058,346 and Kshs.55,826,002 respectively. Review of the general ledger
provided, revealed that analysis of the entire expenditure of Kshs.74,884,348 had no
details of the payee and activities undertaken. No explanation was provided for failure to
disclose the details.
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Further, included in the administration amount are expenses amounting to
Kshs.53,963,547 charged to cleaning services and Kshs.37,316,627 charged to
environmental preservation all totaling Kshs.91,280,174 in respect of casual wages.
However, the expenditure on casuals wages was not budgeted for. In addition,
Kshs.173,621,526 was on under cleaning services, against a budget provision of
Kshs.152,640,000 resulting in irregular expenditure of Kshs.20,981,526.

In the circumstances, the accuracy and completeness of administrative expense of
Kshs.7,847,650,000 could not be confirmed.

8. Inventories

The statement of financial position reflects inventories balance of Kshs.105,353,000 as
disclosed in Note 33 to the financial statements which is net of Kshs.10,862,000 provision
for obsolete stock. However, included in the provision is stock valued at Kshs.1,903,201
that was destroyed by fire in 2013 and the Authority compensated for the loss. Further,
according to an internal memo dated 25 September, 2020, the said items were to be
disposed off in the financial year 2020/2021, however, verification carried out in February,
2023 revealed that the items were still in store.

In the circumstances, the accuracy and completeness of inventories balance of
Kshs.105,353,000 could not be confirmed.

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

Emphasis of Matter
Contingent Liabilities

As disclosed in Note 45 to the financial statements, the Authority had contingent liabilities
totalling to Kshs.35,660,000,000 arising from pending cases in court and tax assessment
and disputed pending contracts’ claims.

Although the liabilities have not crystallized to warrant recognition in the financial
statements by way of provisions, the financial impact to the authority would be significant
if the rulings are not in its favor.

My opinion is not modified in respect of this matter.

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.
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Other Matter
1. Budgetary Control and Performance

The statement of comparison of budget and actual amounts reflects original and final
revenue budgets of Kshs.9,806,294,413 and Kshs.12,023,431,178 respectively.
Similarly, the statement reflects original and final expenditure budget of
Kshs.13,881,043,247 and Kshs.21,660,126,688 respectively. The basis of the adjustment
of the original budget was not provided.

2. Unresolved Prior Year Matters

Various prior year audit issues remained unresolved. The un-resolved prior year issues
were not disclosed under the progress on follow up of auditor's recommendations section
of the financial statements as required by the Public Sector Accounting Standards Board.

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. Stalled Projects

The statement of financial position reflects property, plant and equipment net book value
of Kshs.51,455,247,000 which as disclosed in Note 31 to the financial statements,
includes an amount of Kshs.11,143,484,000 in respect of capital works in progress. The
balance includes amounts totalling Kshs.1,349,451,322 relating to costs incurred on
various project that have had no significant progress towards their completion in the year
under review as listed below:

Amount
Capitalized on | Asset Description (Kshs.)
31/12/2016 Malindi Land Acquisition 538,179,827
31/08/2016 World Bank Loan Interest (AUC)-Loan N0.4926 11,799,609
01/07/2016 Consultancy Service -Runway Design MIA 94,599,003
01/07/2016 Consultancy Design (AGL)-MIA 1,662,896
01/07/2016 Consultancy Services Water -MIA 32,323,533
28/02/2014 New Greenfield Terminal 172,174,287
31/08/2013 New Greenfield Terminal-JKIA 498,712,166
Total 1,349,451,322

In the circumstances, value for money on the resources already spent on these projects
could not be confirmed.
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2. Irregular Payment of Allowances

Review of the payroll revealed that commuter allowances amounting to Kshs.2,040,000
was paid to seven (7) officers to whom official transport was provided on pick and drop
basis contrary to Section C.9 of the Human Resource Policies and Procedures Manual
for Public Services.

Further, the drivers of the said officers were earning overtime allowances during the pick
and drop home hours.

In the circumstances, Management was in breach of the Human Resource Policies and
Procedures Manual and the payment of the allowances was irregular.

3. Payment of Acting Allowance for More than Six Months

Examination of the payroll and human resources records revealed that eleven (11)
employees were in acting capacities. These employees had acted for a period of over six
(6) months contrary to Section C.14(1) of the Human Resource Policies and Procedure
Manual for the Public Service.

In the circumstances, Management is in breach of the Human Resource Policies and
Procedure Manual for the Public Service, 2016.

4. Irregular Management of Leave Days

Review of staff records revealed that during the year under review, forty-seven (47)
employees of the Authority carried forward more than a half of their leave days to the
subsequent financial year. However, no evidence and explanation was provided for the
failure by the officers to utilize their annual leave days as required by Section E 2(iv) of
the Human Resource Policies and Procedure Manual for the Public Service 2016 was
provided.

In the circumstances, Management is in breach of laid down policies and procedures on
human resource practices.

5. lIrregularities in Recruitment of Security Personnel

Review of human resources records revealed that Management obtained approval for the
recruitment of 200 security personnel and that the recruitment was to be conducted at the
Naivasha National Youth Service (NYS) Training School and for only in service NYS
trainees who had completed the mandatory paramilitary training but with no specialized
professional training.

In addition, scrutiny of list of the successful candidates from the interviewing panels
revealed 131 candidates had been recommended for appointment having satisfied the
job requirements and successfully passing the interviews. However, 33 names were
removed from the list and 14 new names introduced. No reason or explanations were
provided for the changes in the list of candidates were provided.

In the circumstances, the regularity of the security personnel recruitment process could
not be confirmed.
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6. Anomalies in Project Implementation

6.1 Proposed Refurbishment of Terminals 1B and 1C at Jomo Kenyatta
International Airport

Management engaged a contractor for the proposed refurbishment of Terminals 1B and
1C at Jomo Kenyatta International Airport at a contract sum of Kshs.963,541,535.
However, review of project records revealed that the Contract Implementation Committee
in a meeting held on 13 August, 2021 recommended for the allocation Kshs.46,000,000
for waterproofing and in a meeting held on 24 August, 2021 allocated Kshs.103,000,000
for the procurement of Heating, Ventilation and Air Conditioning (HVAC) system. These
works had been dropped from during the project planning phase only to be introduced
later as urgent works.

In addition, the Managing Director approved the use of direct procurement method on
17 August, 2021 for the works and awarded the contract to the existing contractor at
contract sum of Kshs.175,366,274 which was above the allocated amount and a contract
signed on 3 December, 2021, which was four months after award.

Physical verification of the works carried out revealed that although Management had
sourced for HVAC system, there was omission of the same System on the ground floor
and the temperatures in the refurbished Terminal 1B and 1C were hostile and unfavorable
for use by the travelers. In addition, the tiles and paintwork on the ceiling of Level 1 were
not well done while the lifts to the smoking zone were not functional.

6.2 Maintenance of Tango Access Roads JKIA

Review of payment records held at the Authority revealed an amount of Kshs.6,347,843
was paid to contractors for the maintenance of Tango Access Roads at JKIA. However,
physical verification of the projects revealed that the roads were poorly done and by the
time of audit, there were visible potholes on the roads.

6.3 Pavements Rehabilitation at Moi International Airport (MIA) — Mombasa

The Authority awarded a contract for the rehabilitation of the runway, taxiways and apron;
airfield lighting including upgrading existing AGL; sink hole remediation and slope
stabilization; rainwater harvesting and drainage works to several contractors in a joint
venture at a contract sum of Kshs.7,008,000,000. The works commenced on 28 May,
2018 and as at 30 June, 2022, the Authority had paid the contractor a total sum of
Kshs.5,309,702,130 including Value Added Tax (VAT).

The project status report as at 31 December, 2021 indicated that the works progress was
at 92% level of completion while physical verification of the project in February, 2023
revealed that the contractor had demobilized all their equipment and machineries and left
the site. However, the ground stabilization and rainwater harvesting works had not been
completed and the construction of the water harvesting tank was abandoned with
leakages and several earth cracks had developed near the runway.
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6.4 Stalled Refurbishment of the Freight Terminal Building at Moi International
Airport — Mombasa

The Authority engaged a contractor at a contract sum of Kshs.18,420,325 for the
rehabilitation of the cargo terminal and offices. The works commenced on 13 January,
2020 and as at 30 June, 2022, work certified amounted to Kshs.3,803,500.

However, physical verification in the month of February, 2023 revealed poor
workmanship of the floor screed, the works had stalled and the contractor was not on site.
In addition, Management had issued a notice to terminate the contract.

6.5 Perimeter Wall Fencing at Moi International Airport

The Authority procured a contractor to erect a fence on the reclaimed land at AGL
Approach 21 at Kshs.75,000,000. However, although the tender documents were
forwarded to the procurement function for contract signing on 9 March, 2020, the contract
had not been signed as at the time of audit. In addition, physical inspection carried out in
February, 2023, revealed that the land to be fenced had been encroached by squatters
and the contract has not been performed.

6.6 Proposed Construction of Security Fence at Ukunda Airstrip

The Authority awarded a contract for the proposed construction of security fences on 7
November, 2019 at a contract sum of Kshs.40,335,653. The contract commencement
date was 18 February, 2020 and was to run for a period of 9 months. The scope of work
entailed construction of security fence at the Ukunda Airstrip and the newly constructed
Mkwakwani Primary School, construction of public road outside the airstrip perimeter
fence and provision of gates at the two sites.

Physical verification done in February, 2023, revealed that the construction of the security
perimeter fence around the newly constructed Mkwakwani Primary School was complete.
However, the construction of the security perimeter fence around the airstrip was not
complete due to land ownership disputes with the local community who have encroached
sections of the airstrip.

6.7 Phase | of the Proposed Emergency Works, Rehabilitation of Turnpad and
Pavement Markings at Eldoret International Airport

The Authority awarded a contract for the above works at a contract sum of
Kshs.93,060,219 for a revised contract period of six (6) with a commencement date of 22
February, 2022 and the revised completion date of 31 July, 2022. Management used
direct method of procurement in sourcing for the contractor and no justification was
provided the use of the method.

Physical verification of the works in February, 2023, revealed the works were at an
estimated 90% level of completion. However, the works on the turning pad, painting and
marking of the apron were substandard and the containerized office had not been
delivered to the site.

In addition, the performance bond provided by the contractor had expired on
31 July, 2022 and no evidence of renewal was provided.
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6.8 Proposed Alteration to Stem Rainwater Ingress into Passenger Terminal
Building

The contract for the proposed alteration works to stem rain water ingress into the
passenger terminal building at Kisumu International Airport was awarded to local
contractor at a contract sum of Kshs.15,699,840 for which the scope of works included
roof and repair works and other associated ancillary works. The works commenced on 7
November, 2019 for an initial contract period of four(4) months which was later extended
by sixty(60) days. Review of project records revealed that the value of works certified
and paid as 30 June, 2022 amounted to Kshs.7,446,086 and the works were at 95% level
of completion. However, the final inspection report on the final inspection of the works
that was to be undertaken by technical team on 30 December, 2021 and 13 January,
2022 was not provided audit review.

Physical verification of the works in February, 2023 revealed that the rain water continued
to ingress in to the terminal building due to poor workmanship, The piping connection of
the tank in the 06 watch tower had not been done. The door to the toilet was broken, the
water tank had leakages and The cabro parks were uneven.

In the circumstances, stakeholders may not obtain value for money on the resources
spent on these projects

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 effect of 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
1. Electronic Point of Sale (ePOS) at Jomo Kenyatta International Airport (JKIA)

The Authority entered into a contract with a service provider for the extension of electronic
point of sale (ePOS) system at the JKIA on 15 January, 2020 for. The contract
consideration was for a sum of Kshs.40,547,233 inclusive of applicable taxes for
installation, dual currency implementation and training and annual maintenance cost of
Kshs.5,366,995 per annum inclusive of taxes.
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However, review of the system revealed that the ePOS system is not integrated with the
Authority’s SAP system. Further, although the ePOS system is integrated to the Kenya
Airports Parking Services (KAPS), the reports generated from the ePOS varied with those
from KAPS. In addition, Management did not provide access to the ePOS system and
therefore the reliability of the reports generated could not be confirmed.

In the circumstances, Management internal controls on revenue may not be effective as
the system is underutilized.

2. Cargo Concession Revenue

Included in the concession’s income of Kshs.1,908,310,000 is cargo concessions income
of Kshs.139,906,356, which is income from the cargo airlifted. The cargo handling agents
declare the quantities of the cargo handled to Kenya Revenue Authority (KRA) who in
turn remits the amounts received to Kenya Airport Authority. The Kenya Airports Authority
recognizes the amounts received from KRA without authenticating the completeness and
accuracy of the cargo concession income. This is because the Kenya Airports Authority
does not have rights of access to information pertaining the cargo processed and handled
by the agents and the amount remitted to KRA by the cargo handling agents.

In the circumstances, lack of access to data on cargo processed exposes the Authority
to risk of loss of revenue.

3. Vulnerability of the Power House at Eldoret International Airport

The power house at the airport contained; medium voltage switchgear panels for control
and distribution of power within the airport, constant current regulators (CCR) for supply
of power to airfields and Uninterrupted Power Supply (UPS) for provision of
uninterruptable power supply to AGL cables supported by several equipment, machines
including generators. However, physical verification carried out in the month of February,
2023, revealed that power house was not well secured as the accessibility to the power
house rooms was not controlled, and no logs of who accessed the rooms at a particular
time were maintained.

In the circumstances, controls on access to critical facilities were not effective.

The audit was conducted in accordance with ISSAI 2315 and ISSAI 2330. The standards
require that | plan and perform the audit to obtain assurance about whether effective
processes and systems of internal control, risk management and overall governance were
operating effectively, in all material respects. | believe that the audit evidence | have
obtained is sufficient and appropriate to provide a basis for my conclusion.

Responsibilities of Management and Board of Directors

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with International Financial Reporting Standards and for
maintaining effective internal control as Management determines is necessary to enable
the preparation of financial statements that are free from material misstatement, whether
due to fraud or error and for its assessment of the effectiveness of internal controls, risk
management and governance.
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In preparing the financial statements, Management is responsible for assessing the
Authority’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 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 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 ISSAIls 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 controls that
might be material weaknesses under the ISSAIs. A material weakness is a condition in
which the design or operation of one or more of the internal control components does not
reduce to a relatively low level the risk that misstatements caused by error or fraud in
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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
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 I|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 control.

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

e Conclude on the appropriateness of the Management’s use of the going concern basis
of accounting and, based on the audit evidence obtained, whether a material
uncertainty exists related to events or conditions that may cast significant doubt on
the Authority’s ability to continue as a going concern. If | conclude that a material
uncertainty exists, | am required to draw attention in the auditor’s report to the related
disclosures in the financial statements or, if such disclosures are inadequate, to modify
my opinion. My conclusions are based on the audit evidence obtained up to the date
of my audit report. However, future events or conditions may cause the Authority 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 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.
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| 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

03 May, 2023
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