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REPORT OF THE AUDITOR-GENERAL ON KENYA PIPELINE COMPANY LIMITED 
FOR THE YEAR ENDED 30 JUNE, 2022 
 

 

PREAMBLE  
 

I 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 
 

I have audited the accompanying financial statements of Kenya Pipeline Company 
Limited set out on pages 56 to 108, 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. 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. 
 

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 
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respects, the financial position of the Kenya Pipeline Company Limited as at                                
30 June, 2022, and of its financial performance and its cash flows for the year then ended, 
in accordance with the International Financial Reporting Standards (IFRS) and comply  
with the Companies Act, 2015 and the Public Finance Management Act, 2012. 
 
 

 
 

 
 

 

Basis for Qualified Opinion 
 

1.0  Unvalued Property, Plant and Equipment  
 

The statement of financial position reflects property, plant and equipment with a net book 
value of Kshs.85,978,670,508 as disclosed in Note 17 to the financial statements. As 
previously reported, the balance is made up of fair values of the assets determined by an 
independent valuer engaged by the Management in 2019, which have been adjusted for 
accumulated depreciation in the three (3) years up to 30 June, 2022. However, several 
assets comprising freehold land, buildings, fibre optic cable and motor vehicles with a 
book value of Kshs.7,382,233,566 as at the time of valuation on 1 July, 2019 were not 
revalued by the independent valuer, and their current book value is based on the historical 
costs and previous revalued amounts adjusted for accumulated depreciation. This 
contravenes the requirements of the International Accounting Standard (IAS) 16 – 
Property, Plant and Equipment which provides that if an item of property, plant and 
equipment is revalued, the entire class of property, plant and equipment to which that 
asset belongs shall be revalued. 

In the circumstances, the accuracy of the property, plant and equipment balance of 
Kshs.85,978,670,508 could not be confirmed. 
 

2.0   Irregular Disposal of Company Land 

The statement of financial position reflects leasehold land valued at Kshs.18,580,547,383 
as further disclosed in Note 18 to the financial statements. Included in the value is a piece 
of land located in Nakuru County measuring 19.07 hectares (47.10 acres) with book value 
of Kshs.697,661,254 from which a portion measuring15.8 hectares (39 acres) was sold 
to a private company in 2007 at a cost of Kshs.7,980,000, and transfer of title signed on 
21 September, 2021. Despite the land having been sold in 2007, the title of the land 
remained in the Company name until September, 2021 when the lease title was signed 
off. In addition, the Company has over the years continued to reflect the value of the entire 
parcel in its books. An independent valuer engaged by the Company in 2019 to undertake 
valuation of the Company assets reported that the Company occupies only five (5) acres 
valued at Kshs.75,000,000, with the rest of parcel measuring 42.10 acres valued at 
Kshs.625,000,000 being occupied by the encroachers who had erected permanent 
structures on the land.  
 

Further, documents supporting the disposal of the land including approval from the 
Company’s Board of Directors and The National Treasury, land valuation reports, 
invitation, receipt and evaluation of bids, from interested parties, and evidence of receipt 
of cash from the sale were not provided for audit review.  
 

In the circumstances, the accuracy, ownership and valuation of leasehold land valued at 
Kshs.18,580,547,383 at 30 June, 2022 could not be confirmed. Additionally, the regularity 
and value for money in respect of the sale of Company land could not be confirmed. 
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3.0 Trade and Other Receivables 
 

3.1  Inaccuracies in Provision for Bad and Doubtful Debts 
 

The statement financial position reflects trade and other receivables balance of 
Kshs.8,299,164,842 which has been reported net of provision for bad and doubtful debts 
and long term portion of the receivables. As disclosed under Note 23 (b) to the financial 
statements, the Management made general and specific provisions for bad and doubtful 
debts of Kshs.6,543,415,620 in respect of the receivables for the year under review. 
Review of the receivables’ ledger reflected a balance of Kshs.5,356,240,930 in respect 
of outstanding trade debtors as at 30 June, 2022 that was over 180 days.  A provision of 
10% of the outstanding trade debtors for over 180 days in line with the Company’s policy 
on general provision would have translated to Kshs.535,624,093. However, the 
Management  made provisions totalling Kshs.1,324,742,232 resulting in over provision of 
Kshs.789,118,139 which was not explained. 
 

In addition, the Management had made specific provisions amounting to 
Kshs.941,341,586 in respect of amounts owed by oil marketers who were still trading with 
the Company and the Kenya Airports Authority, and other provisions of Kshs.21,243,253 
in respect of staff debtors. These provisions were not supported by justification as well as 
the requisite approvals in line with the Company policy and Government Financial 
Regulations. 
 

In the circumstances, the accuracy and completeness of the provision for bad and 
doubtful debts could not be confirmed.  
 

3.2  Inaccuracies in Value Added Tax Recoverable 
 

Note 23 to the financial statements reflects Value Added Tax (VAT) recoverable of 
Kshs.1,744,055,338 as at 30 June, 2022. A reconciliation of the VAT account and file 
returns reflected an amount of Kshs.914,987,561 described as VAT credit expected from 
Kenya Revenue Authority (KRA). Review of correspondences between the Company and 
KRA revealed that the amount relates to input credits disallowed due to VAT Auto 
Assessment (VAA) which KRA was reviewing as at the time of the audit.  
 

In the circumstances, the accuracy and completeness of VAT recoverable balance of 
Kshs.1,744,055,338 could not be confirmed. 
 

4.0  Unreconciled Related Entities Balances 

The statement of financial position reflects Kshs.3,878,502,140 in respect trade and other 
payables as disclosed in Note 30 to the financial statements. The payables balance  
include Kshs.210,869,118 due to the Kenya Petroleum Refineries Limited (KPRL) as at                        
30 June, 2022. However, KPRL books and financial records as at 30 June, 2022 reflected 
an amount of Kshs.520,109,608 as receivable from the Company resulting in a variance 
of Kshs.309,240,490. Although Management provided a reconciliation for the variance, 
the same was not acknowledged and was disputed by KPRL Management. 

In the circumstances, the accuracy of the trade and other payables of Kshs.3,878,502,140 
respectively could not be ascertained. 
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The audit was conducted in accordance with International Standards of Supreme Audit 
Institutions (ISSAIs). I am independent of the Kenya Pipeline Company Limited 
Management in accordance with ISSAI 130 on Code of Ethics. I 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. I believe 
that the audit evidence I have obtained is sufficient and appropriate to provide a basis for 
my qualified opinion. 
 

Emphasis of Matter 

1.  Land Without Titles 
 

1.1  Freehold Land  
 

The statement of financial position for the year ended 30 June, 2022 reflects property, 
plant and equipment balance of Kshs.85,978,670,508. As disclosed in Note 17 to the 
financial statements, the balance include freehold land of Kshs.1,911,111,785 out of 
which five (5) parcels of land valued at Kshs.42,350,000, allocated to the Company in the 
1970s and 1990s for pipeline infrastructure, had no title deeds. According to 
Management, the land was allotted from trust land and there have been delays in 
demarcation of the areas and adjudication processes required to facilitate acquisition of 
title deeds. However, there was no evidence of efforts made by Management to ensure 
that the process of land adjudication is concluded and yet the parcels of land were 
allocated to the Kenya Pipeline Company more than twenty (20) years ago.  

Further, review of the records maintained at the Company revealed that a parcel of land 
purchased from a private vendor could not be registered as the title deed for the plot is 
charged to the Kenya Commercial Bank for loan taken by the owner. Although 
Management indicated that it is engaging the Kenya Commercial Bank directly to resolve 
the matter, no evidence of such engagement was provided. Further, no records of the 
said land were available at the Company and as such the carrying amount of the said 
parcel of land could not be confirmed. 
  

In the circumstances, the accuracy and completeness of property, plant and equipment 
of Kshs.85,978,670,508 could not be ascertained. 
 

2. Leasehold Land 
 

Included in the leasehold land balance of Kshs.18,580,547,384 as disclosed in Note 18 
to the financial statements is a parcel of land with a net book value of Kshs.5,210,102,489 
which the Company was allocated by the Government in 1976. However, the Company 
did not have a title deed for the parcel. Further, information provided during the audit 
indicates the parcel where Embakasi Depot sits and carried in the books at 
Kshs.5,210,102,489 had its title deed issued to the Kenya Airports Authority.  

Additionally, a parcel of land located in Mombasa County was carried in the books at Nil 
netbook value since it had been fully amortized. However, during the re-valuation of the 
Company’s assets by an independent valuer in 2019, the land was valued at 
Kshs.750,000,000. The Company could not carry the new cost to its books due to the 
expiry of the allotment on 1 July, 2019. However, the Company continues to possess 
critical, strategic and high value infrastructure in the two parcels of land which serves the 
country both at Jomo Kenyatta International Airport and Moi International Airport. 
Although Management had written severally to the Ministry of Lands and Housing, 
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National Lands Commission and the Kenya Airports Authority to have the parcels 
transferred and lease renewed on the matter, no responses were received.  

As a result, the ownership and completeness of the leasehold land balance of 
Kshs.18,580,547,384 could not be ascertained. 
 

3. Disputed Amount Payable to a Vendor  
 

As disclosed in Note 37 to the financial statements, contingent liabilities during the year 
amounted to Kshs.21,301,991,119 comprising of Kshs.21,213,920,267 and 
Kshs.88,070,852 in respect of pending lawsuits, and guarantees and letters of credit 
respectively. Included in the pending lawsuits is an amount of USD 3,845,695 
(Kshs.453,147,487) claimed by a vendor of hydrant pit valves and associated spare parts 
supplied to the Company in 2017/2018 financial year. The Company had made a 40% 
advance payment to the vendor, with the remaining 60% payable upon delivery and 
acceptance of the items. Although the valves were received and later utilized at the 
Company, the price of the items was disputed and subjected by criminal investigations 
and prosecutions by the Ethics and Anti-Corruption Commission (EACC).  

The vendor has since moved to court demanding for payment of the remaining 60% of 
the invoice amount. Management indicated that both cases were still pending before the 
High Court awaiting determination. 

In the circumstances, value of the items supplied by the vendor and the amount of liability 
owing to the vendor could not be ascertained 

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 provided after that date. 
 

The other information does not include financial statements and my audited report 
thereon. 
 

 

My opinion on the financial statements does not cover the other information and I 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 I have performed on 
the other information obtained prior to the date of this auditor’s report, if I conclude that 
there is material misstatement of this other information, I am required to report that fact. I 
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, based on the 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, I confirm that, nothing else 
has come to my attention to cause me to believe that public resources have not been 
applied lawfully and in an effective way.  
 

Basis for Conclusion 
 

1.0 Long Outstanding Balances  
 

The statement of the financial position reflects trade and other receivables of 
Kshs.11,656,908,350. As disclosed under Note 23 to the financial statements, the 
balance includes Kshs.10,065,175,278 in respect of trade debtors among them Oil 
Marketing Companies (OMCs), which had been outstanding for more than 180 days 
according to the aging analysis. According to the Transportation Service Agreements 
between OMCs and the Kenya Pipeline Company (KPC), the Company shall have a lien 
on equivalent Product Quantity up to the extent of the exposure belonging to OMC in the 
custody of KPC after 45 days and shall be at liberty to sell all such products and apply 
the proceeds of such sale in or towards the satisfaction of such lien and all proper charges 
and expenses in relation thereto. However, there were no measures put in place to ensure 
that the debts are collected from the Oil Marketing Companies within the existing 
framework.  
 

Under the circumstances, it has not been possible to confirm the effectiveness of internal 
controls measures put in place to collect outstanding debt. 
 

2.0   Corporate Social Investment 
 

2.1  Non-Compliance with Policy on Budgeting 
 

Review of the budget for the Corporate Social Responsibility programs revealed that 
Management set aside Kshs.120,000,000 during the year which is above the threshold 
provided in the Company’s Corporate Social Investment (CSI) Policy which provides for  
1% of the Company’s profit before tax from the preceding year or Kshs.100 million, 
whichever is higher, to be set aside for CSI programs. The higher of the two is Kshs.100 
million which ought to have been the basis for budgeting for the corporate social 
responsibility programs. Therefore, the Board and the Management are in breach of the 
set policies which may result in unplanned expenditure.  
 

2.2  Unbudgeted Expenditure 
 

During the year under review, the Company paid Kshs.20,000,000 to a Charitable Trust 
towards labor costs to extend the Mt. Kenya fence by 60 kilometers from Tigithi River 
towards Nanyuki Forest Station as part of Social Corporate Investment. The donation 
followed a request on 19 May, 2022 for the Trust for additional support. However, the 
project was factored in the approved annual Corporate Social Investment plan for the 
year under review.  
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In addition, the Company donated Kshs.18,859,250 to the above Trust for similar works 
in April, 2021. According to a monitoring and evaluation report done by Kenya Pipeline 
Company dated November, 2022, the construction of the fence of the 60 kilometers was 
at 50% completion stage and was expected to be completed in December, 2022. 
However, the additional funding of the project was done without ascertaining the 
completion status of the project. 
  

Under the circumstances, the regularity and validity of the expenditure could not be 
confirmed. 
 

3.0   Procurement of Goods and Services  
 

3.1  Irregular Award of Tender to a Technically Non-Responsive Tenderer 
 

During the year under review, the Management advertised a tender for the construction 
of security fence at Pump Station 9-JKIA Embakasi on 12 October, 2021. The tender was 
opened on 8 December, 2021 and subsequently evaluated. The Evaluation Committee in 
its report recommended re-tendering since all the six (6) bidders evaluated were 
technically non-responsive. A professional opinion dated 17 January, 2022 
recommended termination of the tender.  
 

However, the Accounting Officer rejected the opinion and recommended re-evaluation of 
the tender. The Evaluation Committee re-evaluated the tender and recommended  
termination and re-tendered noting that all the six (6) tenderers failed the technical 
evaluation. The technical requirement was for the bidders to provide relevant experience 
with fencing material manufacturer in similar works in the last five (5) years. Despite the 
recommendation of the Evaluation Committee upon re-evaluation, the head of 
procurement recommended to the Accounting Officer to award the contract to one of the 
bidders in a professional opinion issued on 8 February, 2022, at a cost of 
Kshs.37,964,458.  
 

Under the circumstances, the legality of the award and suitability of the bidder to 
undertake the works could not be confirmed. 
 

3.2  Procurement of Works Without Scope 
 

The Company awarded a contract for repair works of a petroleum storage tank on                                                              
1 April, 2021 at a cost of Kshs.145,695,636. Review of documents in respect of the works 
revealed that the tank was last rehabilitated in 2007 where corrosion defects on the tank 
bottom, shell and floating roof were repaired, and the tank epoxy lined internally and 
painted externally for corrosion control. The tank started showing signs of wetness at the 
foundation indicative of product release from underneath the tank bottom in 2017.  
 

According to the tender and other documents reviewed, the tender was initiated and 
awarded without undertaking inspection by an expert to determine the scope of work to 
be done as required under paragraph 6.4.2.2 of the American Petroleum Institute (API) 
653 on Tank Inspection, Repair, Alteration, and Reconstruction. On 27 September, 2021 
Management engaged an expert to carry out the inspection while the repair works were 
ongoing to determine the scope of works. The expert recommended complete 
replacement of the tank floor which had suffered significant corrosion metal loss to entail 
replacement of 16% of tank floor area and welding of repair patch covering 30% of tank 
floor area. The additional work resulted in additional costs of Kshs.97,173,865. 
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In the absence scope determination before commencement of work, the basis and 
necessity of the initial repair works could not be confirmed. As a result, it could not be 
confirmed whether the Company received value for money incurred on the tank repair 
works.  
 

4.0   Unprocedural Implementation of Mzima Springs Water Project 

The statement of financial position reflects property, plant and equipment balance of 
Kshs.85,978,670,508 as at 30 June, 2022. As disclosed in Note 17 to the financial 
statements, the amount includes work in progress of Kshs.373,526,780 which further 
includes Kshs.6,529,608 in respect of Line 1 conveyance for Mzima Water Project. The 
Mzima Springs Water Project was initiated through a Presidential directive communicated 
through Head of Public Service letter dated 25 March, 2022 to the Ministry of Petroleum 
and Mining in March, 2022. In the directive, the Ministry of Petroleum and Mining was to 
facilitate the utilization of the Mombasa-Nairobi Line 1 Oil Pipeline for supply of water from 
Mzima Springs to Mombasa City and its environs. The Board of Directors had earlier on 
February 9, 2022 approved the conversion of a portion of Line 1 pipeline to deliver water 
to Mombasa in collaboration with other Government agencies subject to a business case 
to justify the project been developed by the Management, and that all approvals required 
from the relative Authorities including wayleaves permit, National Environment 
Management Authority (NEMA), Energy and Petroleum Regulatory Authority (EPRA), 
National Construction Authority (NCA) and the Ministry of Water be issued before 
decommissioning of the line.  
 

The project was allocated a budget of Kshs.745,487,000 to be executed in two phases.  
Subsequently, Management appointed a business case technical team to determine the 
viability of the project. The technical team came up with a business case which 
recommended two options comprising converting line1 for water conveyance and lease 
it to the Coast Water Works Development Authority (CWWDA) at the current gazetted 
water tariff of Kshs.68 per m3, or refurbish the 14-inch line 1, replace the corroded 
sections of the line to enable utilization of existing pumps, and other associated facilities 
to complement the 20-inch Line 5 which has already attained its optimal capacity. This 
would improve flow rates to 880m3/hr and increase evacuation from Mombasa and 
alleviate ullage.  
 

However, the following anomalies were observed: 
 

i) The Company operating a water pipeline was outside its mandate and had not 
obtained approval from the Water Services Regulatory Board (WASREB) before 
embarking on the project. 
 

ii) No evidence was provided to indicate that the business case was presented to the 
Board for deliberation and which of the two options was adopted for implementation. 
However, the conversion of the pipeline for water conveyance was ongoing and was 
at 64% completion as at the time of the audit.  

 

iii) The Company intended to sell water in bulk to the Coast Water Works Development 
Authority (CWWDA) once the project was completed.  However, there was no Service 
Level Agreement or Memorandum of Understanding signed between the Company 
and CWWDA. As a result, there is no guarantee that CWWDA will agree to the 
proposal.  
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iv) The use of a petroleum pipeline for transportation of water may pose risks of 
contaminating the water with the residue petroleum in the pipe and effluent which may 
cause health and environmental concerns. 

 

v) On 19 January, 2022, the Management wrote to the National Environment 
Management Authority (NEMA) and sent all necessary documents for Environmental 
Impact Assessment (EIA) on decommissioning of Line 1 excavation, recovery, and 
relocation of a portion of 54 kilometres of the pipeline and use of 161 kilometres portion 
of the pipeline stretching from Mzima Springs to Mombasa for supply of portable water 
to Mombasa. NEMA responded indicating that the proposed project requires an 
Environmental Impact Assessment (EIA). However, no Environmental Impact 
Assessment (EIA) was carried out before commencing the project contrary to Section 
58 of the Environmental Management and Coordination Act, 1999 and Regulations, 
2003, Legal Notice No. 101. Further, a consultant engaged by Management to 
conduct as assessment for the proposed decommissioning and utilization of Line 1 to 
deliver water to Mombasa was yet to conclude and prepare a final report on the same. 
 

In the circumstances, the propriety of expenditure incurred on the project and its value for 
money could not be confirmed. 

 

5.0   Incomplete Marine Loading Arm Project 

The contract for the supply, installation, testing and commissioning of overhung marine 
loading arm at Kipevu Oil Terminal (KOT 1) was awarded to Hydro Pipeline Limited on                       
1 December, 2017 and signed on 18 April, 2018 at a contract sum was Kshs.43,438,520.  
The project commenced on 4 November, 2018 and was expected to take thirty-four (34) 
weeks and be completed on 2 May, 2019. The project objective was to replace the 
overhung marine loading arm as per the manufacturer’s recommendation and to increase 
the discharge flow rate for the Dual-Purpose Kerosene (DPK) arm from 1700M^3/hr to 
2500M^3/hr. In addition, the manufacturer’s recommended number of years for the 
existing loading arms has been surpassed hence the need to mitigate any risks of failure.  

Although materials were delivered to the site and expenditure amounting to 
Kshs.17,084,749 incurred, installations, testing and commissioning had not been done. 
Management indicated that with the operationalization of the new Kipevu Oil Terminal 
(KOT 2), the project has since been overtaken by events as the old oil terminal where the 
marine loading arm would have been fixed will be decommissioned. The fate of the project 
and the equipment that were delivered and are lying idle is therefore unknown. 
 

In the circumstances, the value for in the use of public resource has not been achieved 
as delayed completion of the project denies the company efficiency in discharge of 
products. 

6.0    Loss on Leased Facilities 
 

The statement of profit or loss and other comprehensive income reflects an expenditure 
of Kshs.13,791,313,695 as direct costs which, as disclosed in Note 7 to the financial 
statements, includes an amount of Kshs.2,530,110,019 in respect of pipeline 
maintenance. Included in the costs are lease payments to the Kenya Petroleum 
Refineries Limited (KPRL) amounting to Kshs.1,308,851,308 for use of pipeline network, 
storage tanks and associated infrastructure during the year under review. Comparison of 
total lease costs against total lease income for the year revealed that the Company 
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realised income amounting to Kshs.12,491,324 resulting to a net loss on the lease of 
Kshs.1,296,359,984. 

In addition, the lease agreement revealed that the lease payments were based on 
expenses incurred by KPRL during the year covered by the lease agreement. However, 
the Company was not in control of costs incurred by KPRL and therefore could not 
institute measures that could minimise the costs in line with realisable income. 

In the circumstances, the lease affected the overall performance of the Company and 
may need to be reviewed for efficiency. 
 

The audit was conducted in accordance with ISSAI 4000. The standard requires that I 
comply with ethical requirements and plan and perform the audit to obtain assurance 
about whether the activities, financial transactions and information reflected in the 
financial statements are in compliance, in all material respects, with the authorities that 
govern them. I believe that the audit evidence I 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 procedures 
performed, except for the matter described in the Basis for Conclusion on Effectiveness 
of Internal Controls, Risk Management and Governance section of my report, I 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 
 
 

Composition of Board Committees 
  

Circular number OP/CAB.9/1A, dated 11 March, 2020 and Paragraph B2 of Mwongozo, 
the Code of Governance for State Corporations provides that a Board may establish not 
more than four (4) Committees including Audit Committee to deal with the conventional 
issues appertaining to the running of the state cooperation. The guidelines also provide 
that the Board may however constitute Ad-Hoc Committees to deal with emerging issues 
that require focused attention, and which do not fall in the domain of regular Board 
Committees. Such Ad Hoc Committees should have clear terms of reference and a limited 
lifespan. The number of Members to any Committees should be no more than one third 
(1/3) of the Full Board to obviate the risk of a Committee conducting its business within 
the framework of a Full Board structure. 

During the year under review, the Company’s Board of Directors comprised nine (9) 
Members. Review of membership and record of minutes of Committee meetings revealed 
the following anomalies; 

i) Membership of Board Committees is expected to be a maximum of one third (1/3) 
of Board membership as guided by the Mwongozo Code of Governance for state 
corporations. However, the Audit Committee, the Human Resource Committee and 
the Technical Committee have five (5) Members each while the Finance Committee 
has six (6) Members instead of the maximum three (3) Members.  
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ii) Review of the reconstituted Board Committee Members revealed that two of the 
Directors were Members of all the four Board Committees which contravened 
Paragraph 4 of the Office of the President circular referenced OP/CAB.9/1A dated 
11 March, 2020, on Establishment of Board Committees which provides that 
Members can only sit in a maximum of two Board Committees.  

 

iii) The Managing Director was a Member of three of the Board Committees comprising 
Board Human Resource Committee, Board Technical Committee and the Board 
Finance Committee. However, Section 1.22(1) of the Mwongozo guidelines 
stipulates that the role of the Board should be separated from that of the 
Management. 

 

In the circumstances, the Board did not adhere to the guidelines. 
 

The audit was conducted in accordance with ISSAI 2315 and ISSAI 2330.  The standards 
require that I 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. I believe that the audit evidence I have 
obtained is sufficient and appropriate to provide a basis for my conclusion. 
 

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

i. 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. ln 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 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 
controls, risk management and overall governance. 

In preparing the financial statements, Management is responsible for assessing the 
Company’s ability to continue to 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. 
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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 the Management monitors compliance with 
relevant legislative and regulatory requirements, ensuring that effective processes and 
systems are in place to address key roles and responsibilities in relation to overall 
governance and risk management, and ensuring the adequacy and effectiveness of the 
control environment. 

 

Auditor-General’s Responsibilities for the Audit 
 

The audit objectives are to obtain reasonable assurance about whether the financial 
statements as a whole are free from material misstatement, whether due to fraud or error, 
and to issue an auditor’s report that includes my opinion in accordance with the provisions 
of Section 48 of the Public Audit Act, 2015 and submit the audit report in compliance with 
Article 229(7) of the Constitution.  Reasonable assurance is a high level of assurance, 
but is not a guarantee that an audit conducted in accordance with ISSAIs will always 
detect a material misstatement and weakness when it exists. Misstatements can arise 
from fraud or error and are considered material if, individually or in the aggregate, they 
could reasonably be expected to influence the economic decisions of users taken on the 
basis of these financial statements. 

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

Further, in planning and performing the audit of the financial statements and audit of 
compliance, I 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 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. 
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As part of an audit conducted in accordance with ISSAIs, I exercise professional 
judgement and maintain professional skepticism throughout the audit. I also:  
 

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

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

 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 I conclude that a material 
uncertainty exists, I 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.  

 

 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.  
 

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

 Perform such other procedures as I consider necessary in the circumstances. 
 

I communicate with 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.  
 

I also provide Management with a statement that I 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 
 

24 April, 2023 


