REPORT OF THE AUDITOR-GENERAL ON KENYA PETROLEUM REFINERIES
LIMITED (KPRL) 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

Adverse Opinion

| have audited the accompanying financial statements of Kenya Petroleum Refineries
Limited set out on pages 1 to 61, which comprise 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. |
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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 Kenya Petroleum Refineries 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 International Financial Reporting Standards (IFRS) and comply with the Companies
Act, 2015 and the Public Finance Management Act, 2012.

Basis for Adverse Opinion
1. Inaccuracies in Provision for Bad and Doubtful Debts

The statement of profit or loss and other comprehensive income and Note 9 to the
financial statements reflects administration expenses Kshs.1,226,839,459. Included in
this amount is a credit expense on provision for bad and doubtful debts of Kshs.7,889,323.
However, Note 21 to the financial statements reflects provision for bad and doubtful debts
at the beginning and at the close of the year of Kshs.493,746,047 and Kshs.464,816,750
respectively representing a net decrease in the provisions of Kshs.28,929,297. The
variance of Kshs.21,039,974 between the change in provision during the year under
review and the provision carried to the statement of profit or loss and other comprehensive
income was not explained or reconciled.

In the circumstances, the accuracy of the provision for bad and doubtful debts of
Kshs.7,889,323 charged in the statement of profit or loss and other comprehensive
income could not be confirmed.

2. Long Outstanding Reconciling Items

The statement of financial position and Note 24 to the financial statements reflects bank
and cash balance of Kshs.31,313,252. Included in this balance is cash at bank
Kshs.31,053,416. However, review of the bank reconciliation statements in respect of an
ABSA bank of Kenya account revealed long outstanding reconciling items debited in the
bank and not posted in the cashbook totalling Kshs.2,555,872,905 and bank credits
totalling Kshs.2,555,515,482 not posted in the cash book. The reconciling items have
been outstanding since the year 2015. Review of the correspondences between the
Company and the bank revealed that the reconciling items were reversed in the bank
statements in 2016 but the reversal entries had not been communicated with the
Company.

In the circumstances, the accuracy and completeness of bank and cash balances of
Kshs.31,313,252 could not be confirmed.

3. Unreconciled Related Entities Balances

The statement of financial position and Note 21 to the financial statements reflects
Kshs.288,155,544 in respect of trade and other receivables. The gross trade and other
receivables balance of Kshs.752,972,295 as detailed in Note 21 to the financial
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statements, includes Kshs.520,109,608 due from Kenya Pipeline Company (KPC) as at
30 June, 2022. However, records at KPC reflect a payable amount of Kshs.210,869,118
as at 30 June, 2022 resulting to unreconciled and unexplained variance of
Kshs.309,240,490.

Additionally, the Note reflects provision of bad and doubtful debts of Kshs.464,816,750
which include Kshs.357,107,645 or 77% of total provision, owed by Kenya Pipeline
Corporation (KPC). Management did not explain why the amounts owed from related
companies could not be recovered.

In the circumstances, the accuracy and validity of trade and other receivables of
Kshs.288,155,544 could not be ascertained.

4. Property, Plant and Equipment

The statement of financial position reflects property, plant and equipment with a net book
value of Kshs.2,882,802,124. However, review of the support documents in respect of
the balance revealed the following anomalies:

4.1 Impairment of Refining Plant and Assets

As previously reported, the property, plant and equipment balance include
Kshs.2,037,666,802 in respect of written down value of the Company’s crude petroleum
refining plant which was closed in September, 2013. The closure of the plant and its idle
state implies that a large portion of the Company’s assets may be significantly impaired.
The Company’s Board of Directors thereafter approved the impairment of the plant and
redundant assets. However, Management as at 30 June, 2022 had not assessed the
impairment of the assets as required by International Accounting Standard (IAS) 36 -
Impairment of assets.

As a result, no determination was made on the carrying amount of the refinery assets
totalling Kshs.2,037,666,802 as at 30 June, 2022 including the captive power plant which
upon completion was not commissioned. Further, the related impact of such adjustments
on the deferred tax liability and other tax obligations of the Company have not been
assessed.

In the circumstances, the financial statements have not been prepared in accordance with
the International Financial Reporting Standards (IFRS) and the carrying value of the
refinery assets totalling Kshs.2,037,666,802 as at 30 June, 2022 may not be fairly stated.

4.2 Inclusion of Non-Capital Expenses in Work-In-Progress Account

The statement of financial position and Note 15 to financial position reflects property,
plant and equipment balance of Kshs.2,882,802,124. Included in this balance is capital
work-in-progress totalling Kshs.621,267,928 which denotes costs incurred on a feasibility
study for the upgrade of the refinery in 2012. As previously reported, oil refining operations
were discontinued in September, 2013 and therefore the study did not result in an
upgrade or improvement of the refinery. The cost of the feasibility study should have
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been expensed as recurrent expenditure in line with the International Accounting
Standards (IAS) 16 - Property, Plant and Equipment.

In the circumstances, the inclusion of the cost in the property, plant and equipment
balance totalling Kshs.2,882,802,124 has misstated the balance.

5. Inventories

The statement of financial position and as disclosed in Note 20 to the financial statements
reflects inventories balance of Kshs.1,138,208,284. However, review of supporting
documents in respect of the inventories balance revealed the following anomalies:

5.1 Obsolete Inventories

The inventories balance includes engineering stores totalling Kshs.806,15,482 which
were acquired before refining operations  were shut  down on
04 September, 2013. However, despite the items being rendered unusable, they have
continually been carried in the books of the Company at cost instead of their salvage
values, if any. Management indicated that action on the matter was awaiting the National
Government’s decision on the future of the Company.

In the circumstances, the accuracy of inventories balance of Kshs.1,138,208,284 could
not be confirmed.

5.2 Misstatement of Inventories

The statement of financial position and Note 20 to the financial statements reflects
inventories balance of Kshs.1,138,208,284 while the physical count report provided for
audit review indicated Kshs.1,138,099,257 resulting to a variance of Kshs.109,027 which
was not explained or reconciled.

In the circumstances, the accuracy of inventories balance of Kshs.1,138,208,284 could
not be confirmed.

5.3 Inventory Management

Review of inventory records provided for audit revealed that the Company did not have a
comprehensive inventory management system that classifies inventory items according
to date acquired, date utilized and those that have been rendered obsolete. As a result,
the period in which specific inventory items have been held and whether any of the items
have been rendered obsolete could not be ascertained. Further, Inventory valued at
Kshs.2,198,668 had expired as at 30 June, 2022 therefore, rendering them obsolete.

In view of the anomaly, the accuracy and fair presentation of inventory balance could not
be confirmed.
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6. Material Uncertainty Relating to Going Concern

The statement of profit or loss and other comprehensive income indicates that the
Company recorded loss after taxation totalling Kshs.283,113,734 in the year under
review, being the sixth consecutive year of such losses. The loss further depleted its
accumulated reserves to Kshs.81,074,673 from Kshs.88,347,144 at the beginning of the
financial year. In addition, current liabilites as at 30 June, 2022 amounted to
Kshs.4,976,099,344 and exceeded current assets of Kshs.2,192,354,175 by
Kshs.2,783,745,169 (2021 - Kshs.2,931,521,673).

Therefore, the Company was technically insolvent and having closed its core business of
oil refining, its continued existence as a going concern is dependent upon continued
receipt of income from assets leased to Kenya Pipeline Company Limited and support by
its creditors and the National Government.

These conditions denote the existence of material uncertainty on the ability of the
Company to continue as a going concern. The Directors have not made any disclosure
on the uncertainty or the measures, if any, they may have initiated to stem the losses as
required by the International Accounting Standards (IAS 1), Presentation of Financial
Statements.

7. Contingent Liabilities

As previously reported, Note 40 to the financial statements reflect contingent liabilities
amounting to Kshs.2,339,963,338. The balance includes other legal claims against the
Company amounting to Kshs.9,167,595. However, further information on the claims was
not provided for audit review.

In the circumstances, their accuracy and validity of contingent liabilities
Kshs.2,339,963,338 could not be confirmed.

8. Trade and Other Payables

The statement of financial position and Note 32 to the financial statements reflects trade
and other payables totalling Kshs.1,454,408,958. As previously reported, the balance is
net of a provision on interest on dead oil stocks totalling Kshs.1,119,980,586 brought
forward from previous years.

Review of records provided for audit revealed that the provision was made after the
Company and the Oil Marketing Companies (OMCs) failed to agree on reconciliation of
the quantity and value of outstanding unrefined oil stock for the period April, 2010 to
September, 2010. The Management indicated that Ministry of Petroleum and Mining and
the Energy and Petroleum Regulatory Authority (EPRA) were trying to resolve the
impasse between the Company and the OMCs.

In the circumstances, the accuracy and completeness of the trade and other payables
balance totalling Kshs.1,454,408,958 could not be confirmed.
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9. Income Tax Expense

The statement of profit or loss and other comprehensive income and Note 12(b) to
financial statements reflects income tax expenses totalling Kshs.91,294,485. The balance
includes Kshs.21,027,981 denoted as effects of expenses not deductible for tax
purposes. However, the amounts were not supported with detailed tax computations.

In the circumstances, the accuracy and validity of the income tax expenses totalling
Kshs.91,294,485 could not be confirmed.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the Kenya Petroleum Refineries 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.
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REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC
RESOURCES

Conclusion

As required by Article 229(6) of the Constitution, because of the significance of the
matters discussed in the Basis for Adverse Opinion and Basis for Conclusion on
Lawfulness and Effectiveness in Use of Public Resources sections of my report, based
on the audit procedures performed, | confirm that public resources have not been applied
lawfully and in an effective way.

Basis for Conclusion

1. Failure to Seek for Quotations on Investments

The statement of financial position and as disclosed in Note 23 to the financial statements
reflects short-term deposits balance of Kshs.51,322,260. The amount comprises
Kshs.50,000,000 and an interest earned of Kshs.1,322,260. The deposit was placed by
the Management on call at the National Bank of Kenya on the 15 February, 2022 at an
interest rate of 7.15% per annum. However, there was no documentary evidence that
guotations were sought from other banks, and whether investment in National Bank of
Kenya was the best option.

In the circumstances, this action may have denied the Company the best interest rate for
the investment and may have resulted to loss of revenue.

2. Irregular Procurement of Legal Services

Review of expenditure records in respect of legal costs revealed that a totalling of
Kshs.4,491,292 was paid to various law firms for provision of legal services during the
year under review. However, the list of prequalified legal service providers and advisors
was generated and maintained by the Company’s legal department that identified the
firms. This was contrary to the requirements of Section 57(1) of the Public Procurement
and Asset Disposal Act, 2015 which places the responsibility for keeping the records on
the procurement unit. In addition, there were no records to indicate that the firms were
invited through a notice to submit applications to be pre-qualified as outlined in
Section 93(3) of the Act.

In the circumstances, procurement of the legal services was done irregularly and as a
result, the Company may not have obtained value for money on the expenditure incurred
on their services.

3. Non-Implementation of E-Procurement

During the year under review, the Company procured goods, works and services
worth Kshs.238,869,211. However, the procurements were not done through the
e-procurement platform as required in Regulation 49(2) of the Public Procurement and
Assets Disposal Regulations, 2020.
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In the circumstances, the Company was in breach of the law.

4. Unprocedural Recruitment

Review of employee records for the year under review revealed that the Company
recruited ten (10) employees through a consultancy firm. However, no documentary
evidence was provided to demonstrate that the vacancies were advertised by the
employment agency and that the process of shortlisting was competitive and fair for all
the applicants. Further, no explanation was provided for obtaining a listing from an
employment agency whereas the Company has the capacity to conduct recruitment
process.

In the circumstances, the competitiveness, fairness and equity in staff recruitment could
not be confirmed.

5. Unprocedural Promotion of Staff

Review of records provided in respect of staff promotions done indicated that eight (8)
employees were promoted to higher positions in the year under review. However, there
was no promotion plan and criteria, internal adverts, shortlisting of staff to be interviewed
and or interview reports. Further, the records indicated that the promotions followed
requests and recommendations made to the Human Resource Manager by Departmental
Heads. The Accounting Officer would thereafter approve the recommendations made by
the Manager.

In the circumstances, fairness and equity in staff promotions could not be confirmed.
6. Unprocedural Payment of Motor Vehicle Allowances to Senior Management

The statement of profit or loss and other comprehensive income and as disclosed in Note
9(a) to the financial statements reflects salaries and allowances of permanent employees of
Kshs.333,391,959. The amount includes Kshs.30,882,781 paid to Company employees in job
group four (4) and above as motor vehicle allowance to allow senior management employees to
acquire, maintain and own vehicles. However, the allowance was not defined or included in
Section C.7 of the Public Service Commission Human Resources Policies and Procedure Manual
2016.

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

7. Non-Compliance with Beneficial Ownership Information Requirement for
Procurement.

Review of procurement records for repairs and maintenance revealed that the Company
awarded several contracts to various winning bidders for the period ended 30 June, 2022.
However, the standard tender documents for the bids did not contain the revised
beneficial ownership information disclosure form as required by the Public Procurement
Regulatory Authority circular reference PPRA/6/5/VOL.1I(5) dated 27 October, 2022. In
addition, the Company was yet to upload on the public procurement information portal the
same as required by the directive.
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In the circumstances, the transparency, openness and accountability in procurements
process and tenders awarded could not be confirmed.

8. Budgetary Control and Performance

The statement of comparison of budget and actual amounts for the year ended
30 June, 2022 reflects Kshs.1,631,919,936 and Kshs.1,750,247,004 in respect of
revenue and expenditure budget respectively resulting in a deficit budget of
Kshs.118,327,068. Similarly, the Company spent a total of Kshs.1,429,103,662 against
realized income of Kshs.1,056,536,043 resulting in a deficit of Kshs.372,747,619. In
addition, review of expenditure against the budget revealed overspending on several
expenditure items of Kshs.199,813,323.40 while other budgeted items totalling to
Kshs.7,801,600 did not incur expenditure.

In the circumstances,, the expenditure exceeding the approved budget amounted to
unauthorized expenditure.

9. Unauthorized Insurance Costs

The statement of profit or loss and other comprehensive income reflects administration
costs amounting to Kshs.1,224,839,459. As disclosed in Note 9 to the financial
statements, the expenditure includes insurance costs amounting to Kshs.87,622,495.
Review of the expenditure against the approved budget for the item revealed that the
revised budgeted amount was Kshs.83,500,000 after a reallocation of Kshs.7,500,000.
However, the actual expenditure incurred during the financial year under review was
Kshs.87,622,498 resulting in an over-expenditure of Kshs.4,122,495. The over-
expenditure was not supported by evidence of approval for further reallocation of the
funds.

In the circumstances, the expenditure exceeding the approved budget amounted to
unauthorized expenditure.

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 Conclusion on Effectiveness of Internal Controls,
Risk Management and Governance section 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. Lack of Human Resource Policy Instruments

The Company was reverted to a public entity on 24 June, 2016 after the National
Government agreed with its investment partners Essar Energy Overseas Limited and
Essar Holdings Limited for transfer to the Government of legal and beneficial interest in
all the shares owned by the investors. However, review of the organizational structure,
staff grading and establishment, and the Human Resource Policy and Procedures Manual
as at 30 June, 2022 indicated that Management had not submitted the instruments to the
State Corporations Advisory Committee (SCAC) for review and approval. Records
provided for audit indicated that the last follow-up on the matter was in December, 2018.

In the circumstances, the Company’s organizational structures and systems are not
aligned to the Public Service Framework prescribed for state corporations.

2. Lack of Procurement Policy

During the year under review, the Company did not have an approved procurement policy
contrary to Section 45(1) of the Public Procurement and Asset Disposal Act, 2015 which
requires that “for the purpose of ensuring that the Accounting Officer’s decisions are made
in a systematic and structured way an Accounting Officer shall establish systems and
procedures to facilitate decision making for procurement and asset disposal. Corporate
decisions and segregation of responsibilities.”

In the circumstances, Management was in breach of the law.
3. lIrregular Meetings by the Board of Directors

The financial statements in Note 9 reflects Kshs.307,624 and Kshs.17,539657 in respect
of Directors’ emoluments and Board expenses respectively. Review of minutes of Board
meetings and attendance registers provided for audit revealed that meetings held by the
Board of Directors exceeded the maximum number of six (6) meetings set in the Head of
Public Service Circular Ref: No. OP/CAB.9/1A, A (3) dated 11 March, 2020, by three (3)
meetings. However, out of the 3 extra meetings held, only one approval for a special
meeting of the Board held on 20 June, 2022 was sought from the Principal Secretary
Ministry of Petroleum and Mining instead of Cabinet Secretary, in consultation with SCAC
as required in the circular.

In the circumstances, the three (3) unapproved meetings were irregular and may have
led to unauthorized expenditure being incurred.

4. Extended Acting Appointment

Staffing records indicated that the current acting Chief Executive Officer (CEO) was
appointed on 04 October, 2019 for a period of twelve (12) months. As at June, 2022, the
appointment had been extended four times. Further, no plausible explanation was
provided for the failure to fill the vacancy in a substantive way.

In the circumstances, the Chief Executive Officer remained in office irregularly.
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5. Non-Compliance with Code of Governance “Mwongozo” Guidelines
5.1 Lack of Financial Expert in the Board

The Mwongozo Code of Governance for State Corporations requires at least one Board
Member to be a financial expert with qualifications and expertise in financial management
or accounting and be a bona fide member of a relevant professional body. However,
during the year under review, none of the Directors of the Company possessed the
financial expertise prescribed in the Code.

5.2 Lack of a Board Chairperson

The Board conducts the Company’s business without a Chairperson after the
Chairperson’s appointment was revoked on 21 October, 2016. Further, the Board as at
30 June, 2022 was comprised of five (5) Directors contrary to the Mwongozo code, which
provides for a minimum of seven (7) and a maximum of nine (9) Directors.

In the circumstances, the Board was not properly constituted.
5.3 Director Serving Beyond Term Limit

One of the Board Directors was appointed on 25 March, 2003 and had as at
30 June, 2021 served in the Board for nineteen (19) years and nine (9) months. Further,
no letter of appointment for the Director was provided for audit review.

In the Circumstances, the Director’s long service as a Board Member was contrary to
Mwongozo guidelines, which limits each Board member’s tenure to two terms of three
years or a maximum of six (6) years.

6. Employees Acting for More than Six Months

A sample of human resource records reviewed revealed that several employees had been
in acting capacity for a period of more than six (6) months contrary to set provisions in the
public service framework. No explanation was provided as to why the positions have not
been advertised and competitively filled.

In the circumstances, the Company failure to adhere to the set guidelines on acting
allowances may have led to irregular payments.

7. Lack of a Strategic Plan

Review of the Company’s Strategic Plan confirmed that it expired in the year 2013 and
Management did not prepare a new strategic plan contrary to Section 68(2) of the Public
Finance Management Act, 2012 which requires an Accounting Officer to prepare a
strategic plan in conformity with the medium-term fiscal framework and fiscal policy
objectives of the National Government. In its place, the Company formulated five (5)
strategic pillars and objectives to guide its operations.

In the circumstances, the effectiveness and direction of the Company’s strategy could not
be confirmed.
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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 control as Management determines is necessary to
enable the preparation of financial statements that are free from material misstatement,
whether due to fraud or error and for its assessment of the effectiveness of internal
control, risk management and overall governance.

In preparing the financial statements, Management is responsible for assessing the
Company’s ability to continue as a going concern, disclosing as applicable, matters
related to going concern and using the applicable 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
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is not a guarantee that an audit conducted in accordance with ISSAIs will always detect
a material misstatement and weakness when it exists. Misstatements can arise from fraud
or error and are considered material if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions of users taken on the basis
of these financial statements.

In addition to the audit of the financial statements, a compliance audit is planned and
performed to express a conclusion about whether, in all material respects, the activities,
financial transactions and information reflected in the financial statements are in
compliance with the authorities that govern them and that public resources are applied in
an effective way, in accordance with the provisions of Article 229(6) of the Constitution
and submit the audit report in compliance with Article 229(7) of the Constitution.

Further, in planning and performing the audit of the financial statements and audit of
compliance, | consider internal control in order to give an assurance on the effectiveness
of internal controls, risk management and overall governance processes and systems in
accordance with the provisions of Section 7(1)(a) of the Public Audit Act, 2015 and submit
the audit report in compliance with Article 229(7) of the Constitution. My consideration of
the internal control would not necessarily disclose all matters in the internal control that
might be material weaknesses under the ISSAIs. A material weakness is a condition in
which the design or operation of one or more of the internal control components does not
reduce to a relatively low level the risk that misstatements caused by error or fraud in
amounts 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
Company’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 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 Company’s ability to continue as a going concern. If | conclude that a material
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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 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 control that are identified during the audit.

| also provide Management with a statement that | have complied with relevant ethical
requirements regarding independence and to communicate with them all relationships
and other matters that may reasonably be thought to bear on my independence, and
where applicable, related safeguards.

CPA Nancy Gathungu, CBS
AUDITOR-GENERAL

Nairobi

18 May, 2023
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