REPORT OF THE AUDITOR-GENERAL ON THE KENYA POWER AND LIGHTING
COMPANY PLC 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, gazetted notices, circulars,
guidelines and manuals and whether public resources are applied in a prudent,
efficient, economic, transparent and accountable manner to ensure Government
achieves value for money and that such funds are applied for intended purpose.

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

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

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

REPORT ON THE FINANCIAL STATEMENTS
Qualified Opinion

The accompanying financial statements of The Kenya Power and Lighting Company PLC
set out on pages 12 to 87, which comprise of the statement of financial position as at
30 June, 2022, the statement of profit or loss and other comprehensive income, the
statement of changes in equity and the statement of cash flows for the year then ended,
and a summary of significant accounting policies and other explanatory information, have
been audited on my behalf by Ernst and Young LLP, auditors appointed under Section
23 of the Public Audit Act, 2015. The auditors have duly reported to me the results of their
audit and on the basis of their report, | am satisfied that all the information and
explanations which, to the best of my knowledge and belief, were necessary for the
purpose of the audit were obtained.
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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 Power and Lighting Company PLC 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
Companies Act, 2015 and the Public Finance Management Act, 2012.

Basis for Qualified Opinion
1. Property, Plant and Equipment - Street Lighting Projects Cost

The statement of financial position reflects property plant and equipment balance of
Kshs.272,335,824,000 as at 30 June, 2022. As disclosed in Note 16 to the financial
statements, the balance includes Kshs.23,015,299,000 in respect of work in progress.
Review of work in progress schedules and projects listing provided for audit revealed
street lighting projects with a balance of Kshs.1,239,001,000. Management has indicated
that the street lighting projects are funded by the National Government and implemented
by the Company after which the projects are handed over to respective County
Governments.

Records at the Company indicates that upon completion, the projects are cleared from
the books against the received funds. Although the build-up of costs are included under
property, plant and equipment as work in progress, the resultant assets are not reported
as part of the Company’s assets.

Under the circumstances, capital work in progress balance of Kshs.23,015,299,000 has
been overstated

2. Variances on Balance with Related Entities

The statement of financial position reflects balances of Kshs.40,295,197,000 and
Kshs.87,508,583,000 in respect of trade and other receivables and trade and other
payables respectively as disclosed in Note 21(b) and Note 28(b) to the financial
statements. Review of receivables and payables balances for related entities revealed
variances between amounts reported by the Company and those confirmed by the entities
as indicated below: -

Balance Reported by Confirmed
KPLC Balance Variance
Company Classification (Kshs.) (Kshs.) (Kshs.)
KENGEN Payables 23,147,261,000 23,888,820,000 | (741,559,000)
KETRACO | Payables 4,567,868,000 4,643,480,000 (75,612,000)
KETRACO | Receivables 1,677,814,000 1,690,167,000 (12,353,000)
REREC Payables 12,164,824,000 10,685,566,000 | 1,479,258,000

The Management attributed the variances to disputes relating to interest charged on late
payment, withholding taxes, works carried out on behalf of the entities among others.
Collection of the disputed amounts was therefore in doubt.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of The Kenya Power and Lighting Company PLC
Management in accordance with ISSAI 130 on Code of Ethics. | have fulfilled other ethical
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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

1. Material Uncertainty Relating to Going Concern

| draw attention to Note 2(a)(iii) to the financial statements which discloses that the
Company’s current liabilities of Kshs.110,431,165,000 exceeded its current assets of
Kshs.54,687,018,000 by Kshs.55,744,147,000 (2021 - Kshs.66,479,167,000). The
Company has remained in a negative working capital position for the sixth consecutive
year. The Board of Directors and Management in the past and in the year under review,
indicated strategic initiatives that were being undertaken to improve the financial results
of the Company. However, these initiatives appear not to have yielded the intended
results as at 30 June, 2022. As further stated in Note 2(a), this condition, along with other
matters as set forth in the Note, indicates existence of material uncertainty that may cast
significant doubt on the Company’s ability to continue as a going concern.

2. Unmatched Passthrough Costs to Revenue

The statement of profit or loss and other comprehensive income reflects revenue from
contracts with customers and cost of sales amounting to Kshs.157,353,254,000 and
Kshs.115,208,040,00 respectively. As disclosed in Note 7(a) to the financial statements,
the revenue includes Kshs.7,322,584,000 and Kshs.24,446,580,000 in respect of foreign
cost adjustment and fuel cost charge respectively. However, the corresponding foreign
exchange costs and fuel costs amounted to Kshs.9,072,591,000 and
Kshs.26,358,279,000 respectively as reflected in Note 8 to the financial statements
resulting in variances of Kshs.1,750,007,000 and Kshs.1,911,699,000. The foreign
exchange costs and fuel costs are passed to the customers hence expected to match.
Management has indicated that the variance was due to actual recovery rates approved
by the Energy and Petroleum Regulatory Authority (EPRA) for billing to customers, being
lower than the actual rates applied at the point of purchasing power from the producers.

The disparity in those rates were borne by the Company thus affecting its financial
performance for the year.

3. Forensic Audits

On 29 March, 2021, a Presidential Taskforce on the review of Power Purchase
Agreements (PPAs) was appointed through a special Gazette Notice No0.3076 to
undertake a comprehensive review and analysis of all Power Purchase Agreements
(PPAs) entered into between various Independent Power Producers (IPPs) and The
Kenya Power and Lighting Company PLC. The Terms of Reference (TOR) of the
Taskforce was to develop a suitable strategy for engagement with the IPPs and lenders,
in order to achieve relief for electricity consumers and ensure the long-term viability and
sustainability of the energy sector.

The Taskforce in its report, outlined nine (9) recommendations, key among them
performing forensic audits on the following areas:-
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i. Procurement of Power Purchase Agreements with Independent Power Producers.

ii. Procurement and the use of Heavy Fuel Oil (HFO) in electricity generation by
thermal power plants in the last three (3) years.

iii. System losses on the Company’s key commercial consumers to confirm that power
delivered is consistent with metered power and that there is no power leakage.

iv. Supply chain processes in the Company with the objective of improving the
performance of the Company; improve efficiency and enhance value for money in
procurement and supply chain, among other priority areas.

Subsequently, two (2) consultants were appointed in February, 2022 and a third in
June, 2022 to carry out the assignment on behalf of the Auditor-General.

As at the date of this report, the forensic audits had not been finalized. Consequently, |
was unable to perform alternative audit procedures and to quantify the adjustments, if
any, likely to affect the revenue, cost of sales, administrative expenses, tax, property,
plant and equipment, trade receivables, trade payables, and disclosures, in the absence
of the forensic reports.

My opinion is not qualified with respect to these matters.
Key Audit Matters

Key audit matters are those matters which, in my professional judgment, are of most
significance in the audit of the financial statements. These matters were addressed in the
context of the audit of the financial statements as a whole, and in forming my opinion
thereon, and | do not provide a separate opinion on these matters. For each matter below,
a description of how the audit addressed the matter is provided in that context.

| have fulfilled the responsibilities described in the Auditor's Responsibilities for the Audit
section of the report, including in relation to these matters. Accordingly, the audit included
the performance of procedures designed to respond to the assessment of the risk of
material misstatement of the financial statements. The results of the audit procedures,
including the procedures performed to address the matters below, provide the basis for
my opinion on the accompanying financial statements.

How My Audit Addressed the Key
Audit Matter
Provision for Expected Credit Losses on | The following Procedures were

Key Audit Matter

Trade and Other Receivables performed: -
As at 30 June, 2022, the Company’s gross | j. Obtained an understanding of the
current trade and other receivables amounted Company's process for estimating

to Kshs.64,216,701,000 as disclosed in Note the ECL:
21(b) to the financial statements.

The Company recognized an allowance for
expected credit losses on these trade and
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How My Audit Addressed the Key

Key Audit Matter Audit Matter

other receivables of Kshs. 22,949,002,000 in | ii. Tested the key controls over the
accordance with IFRS 9 - ‘Financial administration of the expected
Instruments’. credit loss model;

Focus was given to the Expected Credit
Losses (ECL) due to the materiality of these
balances and the associated allowances for
ECL. In addition, compliance with IFRS in this
area involves significant judgement and
estimates to be made by the Company.

iii. Tested the accuracy and
completeness of the Company’s
data used for the ECL model;

iv. Analysed the expected credit loss

models against IFRS 9 guidelines;
The most significant areas identified with
greater levels of management judgement |V. Selected a sample of trade and

included: other receivables and performed

, . o o procedures to determine the

i. Determining the criteria for Significant reasonableness of the impairment
Increase in Credit Risk (SICR). assessed based on the model:

ii. Application of future macro-economic | For forward looking assumptions
variables reflecting a range of future used by the Company, discussions
conditions; and were held with Management and

corroborated with the assumptions

using both internal and publicly
available information; and

iii. Technigues used to determine the
Probability of Default (PD) and Loss Given
Default (LGD).

vii. Assessed the disclosures included
in the financial statements,
including their compliance with the
requirements of IFRS.

Relevant disclosures were included in Notes
3(), 4(b), 6(a), 9(d) and 21(b) to these
financial statements which give a description
of the accounting policies, credit risk
management and analysis of the expected
credit losses for trade and other receivables.

Other Matter
GOK Support for 15% Tariff Reduction

During the year under review, a Presidential directive was issued on implementation of
15% tariff reduction for all customer categories which was effected through Gazette
Notice No. 64 dated 7 January, 2022. Arising from the Presidential directive, the National
Government disbursed a total of Kshs.7,050,000,000 to the Company to support the tariff
reduction. According to the framework agreed between the Ministry of Energy and Semi-
Autonomous Agencies (SAGAS) in the electricity sub-sector, the SAGAs in the electricity
supply chain comprising The Kenya Power and Lighting Company PLC (KPLC), the
Kenya Electricity Generation Company PLC (KenGen), the Kenya Electricity
Transmission Company Limited (KETRACO), and the Geothermal Development
Company Limited (GDC), were to contribute through cost reduction initiatives to
supplement Government Support.
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KPLC implemented the tariff reduction from January, 2022 but the other Agencies did not
implement the cost reduction measures as per respective commitments which was
estimated to translate to Kshs.2,173,000,000.

Consequently, the Company did not realize full revenue support occasioned by the 15%
tariff reduction directive.

Other Information

The other information comprises the Chairman’s Statement and the Managing Director
and Chief Executive Officer's Statement, which | obtained prior to the date of this report,
and the rest of the other information in the Annual Report which is expected to be made
available to me after that date, but does not include the financial statements and my
auditor’s report thereon. The Directors are responsible for the other information. My
opinion on the financial statements does not cover the other information and | do not
express any form of assurance conclusion thereon.

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

When | read the rest of the other information in the annual report and | conclude that there
is a material misstatement therein, | am required to communicate the matter to the Board
of Directors.

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. Comparative Cost of Power Purchase between KENGEN and Independent
Power Producers

Analysis of electricity units purchased during the year under review against the cost of
purchase revealed a disparity between the cost of power procured from the Kenya
Electricity Generating Company PLC (KENGEN) and the power procured from
Independent Power Producers (IPPs). The analysis revealed that KENGEN supplied a
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total of 7,911 Gigawatt hours (GWh) or 63% of the total power purchased while the IPPs
supplied the remaining 4,742GWh (37%). However, the cost of the total power purchased
from KENGEN was Kshs.38,902,478,000 which was only 41%, compared to the purchase
cost of power from IPPs totalling Kshs.56,274,009,000 or 59%. The analysis further
revealed that it cost KPLC an average of Kshs.3.93 per Kilowatt hours (KWh) of power
purchased from Kenya Electricity Generating Company PLC while it cost the Company
an average of Kshs.11.87 per KWh of power from the Independent Power Producers. The
Company, therefore, entered into expensive contracts with Independent Power
Producers (IPPs) and was in some instances selling power below the cost price.

2. Unmatched Cost of Thermal power Against Units Purchased

The statement of profit or loss and other comprehensive income reflects cost of sales
amounting to Kshs.115,208,040,000 as disclosed in Note 8 to the financial statements.
The costs include fuel charge of Kshs.26,487,695,000 representing an increase of
Kshs.15,303,503 or 137% from the previous year. However, as reflected in Note 8(c) to
the financial statements, thermal energy purchased increased to a total of 1,577Gwh units
from 940GWh units in 2020/2021, an increase of 637GWh units or 68%.

The increase of fuel costs, therefore, did not match increase in units of thermal energy
purchased during the year.

3. Budgetary Control and Performance

During the year under review, the approved total expenditure budget for Kenya Power
and Lighting Company was Kshs.177,618,431,980. However, review of recurrent budget
revealed that the Company spent Kshs.167,634,935,592 against the approved budget of
Kshs.146,242,067,492 resulting to an over expenditure of Kshs.9,983,496,388 being 15%
contrary to Regulation 40 (2) of the Public Finance Management (National Government)
Regulations, 2015, which provides that prior to incurring any expenditure against revised
budgets, Accounting Officers shall seek the approval of The National Treasury, and if
approval is granted by the Cabinet Secretary, it shall be communicated to the Accounting
Officers through a notification.

Further, the Management adopted the Board approved recurrent budget of
Kshs.153,028,067,492 instead of The National Treasury approved recurrent budget of
Kshs.146,242,067,492.

4. Human Resources Matters

4.1 Irregular Secondment of Staff

During the year under review, thirty-six (36) employees were seconded from different
Ministries to the Company. However, review of relevant documents revealed that the
secondment was not approved by the Public Service Commission (PSC) as required by
Section 42 of the Public Service Act, 2017. Further, secondment of thirty-three (33)
employees to serve in supply chain officer positions for a period of three (3) months
effective February, 2022 was done by the Cabinet Secretary to The National Treasury
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instead of PSC. In addition, the officers continued to serve beyond the secondment period
without formal extension of the term of secondment.

4.2 Unconcluded Recruitment Process of a Managing Director

During the year under review, the Board of Directors through Management engaged a
consultancy firm to undertake the recruitment of the Company Managing Director through
a contract signed on 27 January, 2022. The process entailed analysis, preparation of
applicants’ profiles, longlisting, shortlisting, interview, and recommendation of suitably
qualified applicant for the position the Managing Director. The consultant in a letter dated
6 May, 2022 indicated that it had concluded the recruitment process and presented the
results of screening, final interview and recommended candidates for consideration to the
Chairperson of the Board of Directors and was paid full contract price of Kshs.2,989,320.

However, the report of the consultant, evaluation results, recommendation of the
consultant and Board minutes and resolutions on the matter were not provided for audit
review. Further, no explanations were provided on why the appointment was yet to be
made.

4.3 Non-Compliance with the One-Third of Basic Salary Rule

During the year under review, at least 2,635 employees were paid a net salary which was
less than a third (1/3) of their basic pay in the month of June, 2022. This was in
contravention of Section 19(3) of the Employment Act, 2007 which provides that the total
amount of deductions which may be made by an employer from the wages of his
employee at any one time shall not exceed two-thirds of such wages.

No plausible explanation was provided for breach of law on payment of salaries and
allowances.

5. Procurement of Goods and Services
5.1 Irregular Hire of Generator for Mandera and Lodwar Power stations

The Management contracted a rental company to supply on hire, 2 megawatts (MW) and
2.5 MW capacity generators for power generation in Mandera and Lodwar power stations
through six contracts spread between August, 2020 to September, 2022 at a cost of
Kshs.185,311,161 through direct procurement.

Review of the procurement process and contract documents revealed the following
anomalies:

i. Management cited Section 103(2)(d) of the Public Procurement and Asset Disposal
Act, 2015 as the justification for direct procurement. However, the justification was not
appropriate since no standardization and compatibility was needed as the same
services could be sought from other providers.

il. The method of procurement of the services was indicated as through open tender in
the approved procurement plans for the financial year 2019/2020 and 2020/2021 as
required by Section 53 (10) of the Public Procurement and Asset Disposal Act, 2015.
The use of direct procurement method is therefore in violation of the Act.
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Vi.

Hire of the generators has been the prevalent at the Company. However, a cost benefit
analysis between hiring and buying of generators conducted by Management in
2019/2020 financial year concluded that purchasing own generators was beneficial.
Despite the recommendation, the Management continued to hire generators after the
survey, thus negating the value for money for expenditure spent to hire the generators.

The supplier was engaged to provide generator hire services in Lodwar and Mandera
stations at a cost of Kshs.14,227,895 and Kshs.11,036,760 for the service period
between 25 November, 2020 to 25 February, 2021 and 19 December, 2020 to
18 February, 2021 respectively without signed contracts contrary to Section 135 of the
Public Procurement and Asset Disposal Act, 2015. Further, the supplier continued to
provide services in respect of six contracts before the procurement process was
completed and contracts entered into with successful tenderer which is irregular.

The Evaluation Committee in its report dated 7 January, 2021 indicated that the
supplier's bids for the service period between 25 November, 2020 to
25 February, 2021 and 19 December, 2020 to 18 February, 2021 at a cost of
Kshs.14,227,895 and Kshs.11,036,760 respectively, were not responsive in the
preliminary evaluation due to failure to submit audited financial statements for the last
18 months. In addition, the technical evaluation report indicated that the bidder did not
submit details of services statement in accordance with section XXI part B of the
tender documents. Although the Evaluation Committee noted the non-responsiveness
to tender, it recommended the award of tenders and negotiated with the bidder to bring
the documents later which was contrary to the Regulations. Further there was no
support evidence that the contractor provided the documents. Therefore, the award of
the two contracts were irregular and contrary to Regulation 75(1) of the Public
Procurement and Asset Disposal Regulation, 2020.

The evaluation report indicated that the supplier quoted a price of Kshs.10,846,470
for hire of generators to Mandera Substation for service period between
19 December, 2020 to 18 February, 2021. However, the Evaluation Committee made
correction to the quoted price to Kshs.11,036,759 on grounds that the bidder’s price
schedule computed VAT at 14% while the prevailing VAT rate was 16%. This
correction was contrary to Section 82 of the Public Procurement and Asset Disposal
Act, 2015.

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

5.2 Irregular Procurement of Insurance Services

During the year under review, the Management procured provision of various insurance
services through restricted tender method. Review of the procurement process and
documentation revealed the following anomalies.

The Management did not maintain a list of prequalified suppliers for Insurance brokers
or providers of insurance services. Subsequently, the Management invited nine (9)
tenderers contrary to Section 89 (5) of the Public Procurement and Asset Disposal
Regulations, 2020 which requires the procuring entity to invite tenders from at least
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ten (10) persons selected from the list maintained as provided for under Sections 57
and 71 of the Act. As a result, the procurement process for the nine (9) insurance
policies was done irregularly.

An existing insurance services provider continued to provide services from
1 September, 2021 to 30 June, 2022 despite the procurement process having
concluded on 19 January, 2022 when the professional opinion and the contract
subsequently signed on 15 March, 2022.

The use of direct procurement method and subsequent award to seven (7) insurance
brokers and underwriters was irregular as justification used was not among those
outlined under Section 103 of the Public Procurement and Asset Disposal Act, 2015.
Management had indicated that direct procurement was used because the contract
for the services had exhausted the maximum variation threshold of 25% thus a further
extension would have not been tenable under the set regulations and the Act.

. The insurance brokers and underwriters continued to provide insurance services from

1 March, 2022 to 30 June, 2022 after conclusion of the procurement process as
professional opinions were signed in March, 2022 and contract entered into on
June, 2022.

The budget for insurance services as per the approved budget and approved
procurement plan was Kshs.760,000,000. However, the Company incurred
expenditure of Kshs.810,593,434 resulting in unexplained over expenditure of
Kshs.50,593,434 or 7% of approved budget.

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

5.3

Irregular Procurement of Consultancy Services

The Company engaged a foreign consultant through a contract dated 16 March, 2022 for
provision of legal services of review and renegotiations of power purchase agreements
at a cost of Kshs.114,000,000. Review of the procurement process revealed the following
anomalies:

As part of the mandatory requirements, bidders were required to submit a duly filled,
signed, and stamped self-declaration form indicating that the tenderer is not debarred,
a confidential business questionnaire, declaration of no conflict of interest and a self-
declaration form indicating that they will not engage in any corrupt or fraudulent
practice. However, evaluation score sheets by the evaluation committee and the
evaluation report dated 23 December, 2021 indicated that the winning bidder’s self-
declaration forms, confidential business questionnaire, declaration of no conflict of
interest were not duly stamped as required in the evaluation criteria. This implies that
the tenderer was non-responsive and ought not to have progressed to technical and
financial evaluation.

The Cabinet Secretary to The National Treasury who had initiated the process
required the Company to engage a consultant through a competitive procedure which
would involve identification of reliable candidates with suitable track records and who
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had previously or are currently providing services to the Government. However, no
documentary evidence was provided to indicate how the three consultants invited to
bid were identified.

iii. The Evaluation Committee in its evaluation report dated 24 December, 2022 indicated
that the tender documents submitted by the winning bidder through an online platform
could not be accessed using the Company portal. The Head of Procurement
requested the bidder to resend the documents through email to the Evaluation
Committee secretary. Despite the Secretary to the Evaluation Committee not agreeing
to resubmission as it was contrary to Regulation 57 of the Public Procurement and
Asset Disposal Regulations, 2020, the Committee went ahead and evaluated the
resubmitted tender documents and eventually awarded the tender to the bidder

iv. Tender negotiation was done by a different Evaluation Committee from the one which
had evaluated the tender contrary to Section 46(4)(d) of the Public Procurement and
Asset Disposal Act, 2015 which requires an Evaluation Committee to complete the
procurement process for which it was appointed, and no new Committee shall be
appointed on the same issue unless the one handling the issue has been procedurally
disbanded.

v. Examination of the bid documents, contracts and other documents provided for
verification revealed that the Management did not require the consultants to provide
performance security contrary to Section 142(1) and (2) of the Public Procurement
and Asset Disposal Act, 2015.

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

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 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.
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Basis for Conclusion

1. Power Losses in the System

The financial statements in Note 7(a) reflects electricity sales of Kshs.107,206,265,000
and Kshs.19,666,579,000 in respect of postpaid and prepaid electricity sales respectively.
Review of units of electricity purchased against units sold revealed a total of 12,653GWh
purchased from power producers out of which, 9,814GWh were sold to customers
resulting in an efficiency loss of 2,839GWh or 22.44% which translates to approximately
Kshs.31,206,288,000 using the average sale price for the 9,814GWh sold.

The industry regulator, the Energy and Petroleum Regulatory Authority (EPRA), approved
for the Company to recover from consumers system losses of up to 19.9% (approximately
Kshs.21,077,217,000) that is deemed to be normal loss. The excess of 2.43% above the
allowed loss (232.53-19.9) translates to a loss of approximately Kshs.2.57 billion had the
same energy been sold to the consumers. The loss variance of 23.95% was attributed to
systems inefficiencies arising from commercial or technical operations. These losses
contribute to high power charges to the consumers since the industry regulator allows the
Company to charge up to 19.9% of the power loses to consumers.

The difference or excess of 4.05% power loss above the approved recovery rate of 19.9%
constitutes inefficiency power loss whose cost is not passed on to the consumers and
therefore increases the operating costs of the Company.

2. Failure to Observe Guidelines on Board of Directors Meetings

During the year under review, the Board of Directors had in its approved calendar a total
of thirty-three (33) full Board and Committee meetings which exceeded a maximum
number of six (6) recommended by the Office of the President Circular referenced
OP/CAB.9/1A dated 11 March, 2020. Additionally, during the year under review, the
Board held a total of eighty-nine (89) Committee meetings comprising forty-five (45) full
Board meetings and forty-four (44) Committees’ meetings, translating to a Board meeting
every four days thus making the Board becoming operational in nature.

Further, review of the requests made to the Cabinet Secretary for extra meetings revealed
only the extra meetings in the Board calendar were forwarded for approval. In addition,
the requests did not have the justification, source of funds and budget implications as
required in the circular. Further, six (6) of the requests for extra meetings, were approved
by the Principal Secretary who is a Member of the Board Member instead of the Cabinet
Secretary.

3. Lack of Annual Governance Audit

Review of records at the Company relating to Board activities revealed no evidence of
the Board having undertaken an annual governance audit during the year under review.
The audit is expected to address governance practices including leadership and strategic
management, transparency and disclosure, compliance with laws and regulations, Board
independence and governance, consistent shareholder engagement and value
enhancement among others.
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It was therefore not possible to confirm the level of adherence to applicable laws, rules,
regulations, and policies of the company.

Management explained that the difference between the actual system losses of 23.95%
and the allowed system losses of 19.9% is borne by the Company without any billing
impact to the customers/consumers. This loss has, however, been persistent for the last
four years.

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.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

As required by the Companies Act, 2015, except for the matters under the Basis for
Conclusion on Lawfulness and Effectiveness in Use of Public Resources and Basis for
Conclusion on Effectiveness of Internal Controls, Risk Management and Governance
sections of my report, | report based on the audit that:

(i) In my opinion, the information given in the report of the Directors on pages 2 to 3
is consistent with the financial statements.

(i) In my opinion, the auditable part of the Directors’ remuneration report on pages 5
to 7 has been properly prepared in accordance with the Kenyan Companies Act,
2015.

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 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 going concern basis of accounting unless
Management is aware of the intention to liquidate the Company or 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
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in compliance with the authorities which govern them, and that public resources are
applied in an effective way.

The Board of Directors is responsible for overseeing the Company’s financial reporting
process, reviewing the effectiveness of how Management monitors compliance with
relevant legislative and regulatory requirements, ensuring that effective processes and
systems are in place to address key roles and responsibilities in relation to overall
governance and risk management, and ensuring the adequacy and effectiveness of the
control environment.

Auditor-General’s Responsibilities for the Audit

The audit objectives are to obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement, whether due to fraud or error,
and to issue an auditor’s report that includes my opinion in accordance with the provisions
of Section 48 of the Public Audit Act, 2015 and submit the audit report in compliance with
Article 229(7) of the Constitution. Reasonable assurance is a high level of assurance, but
is not a guarantee that an audit conducted in accordance with 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 ISSAIls. 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
policies and procedures may deteriorate.
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As part of an audit conducted in accordance with ISSAIs, | exercise professional
judgement and maintain professional skepticism throughout the audit. | 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 control.

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 | 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 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 | consider necessary in the circumstances.
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| 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.

From the matters communicated with Management, | determine those matters that were
of most significance in the audit of the financial statements and internal controls of the
current year and are therefore the key audit matters. These matters are described in my
auditor’s report unless law or regulation precludes public disclosure about the matter or
when, in extremely rare circumstances, | determine that a matter should not be
communicated in my report because the adverse consequences of doing so would
reasonably be expected to outweigh the public interest benefits of such communication.

CPA Nancy Gathungu, CBS
AUDITOR-GENERAL

Nairobi

27 October, 2022
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