REPORT OF THE AUDITOR-GENERAL ON KENYA RAILWAYS CORPORATION FOR
THE YEAR ENDED 30 JUNE, 2022

PREAMBLE

| draw your attention to the contents of my report which is in three parts:

A. Report on the Financial Statements that considers whether the financial statements
are fairly presented in accordance with the applicable financial reporting framework,
accounting standards and the relevant laws and regulations that have a direct effect
on the financial statements.

B. Report on Lawfulness and Effectiveness in Use of Public Resources which considers
compliance with applicable laws, regulations, policies, gazette notices, circulars,
guidelines and manuals and whether public resources are applied in a prudent,
efficient, economic, transparent and accountable manner to ensure Government
achieves value for money and that such funds are applied for the intended purpose.

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

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

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

REPORT ON THE FINANCIAL STATEMENTS
Qualified Opinion

| have audited the accompanying financial statements of Kenya Railways Corporation set
out on pages 1 to 41, which comprise the statement of financial position as at
30 June, 2022, statement of profit or loss and other comprehensive income, statement of
changes in equity, statement of cash flow and the statement of comparison of budget and
actual amounts for the year then ended and a summary of significant accounting policies
and other explanatory information in accordance with the provisions of Article 229 of the
Constitution of Kenya and Section 35 of the Public Audit Act, 2015. | have obtained all
the information and explanations which, to the best of my knowledge and belief, were
necessary for the purpose of the audit.

In my opinion, 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 Railways Corporation 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 (IFRS) and comply with the Public
Finance Management Act, 2012 and the Kenya Railways Corporation Act, Cap 397 of the
Laws of Kenya.

Basis for Qualified Opinion
1. Inaccuracies in the Financial Statements

The statement of comparison of budget actual and amounts reflects general expense of
Kshs.286,805,243, while Note 9 and (9b) to the financial statements reflects general office
expense of Kshs.191,504,555 resulting to a variance of Kshs.95,300,688 which was not
explained or reconciled.

Further, the following variances were noted in the financial statements and the ledgers
provided for audit review;

Balance as Per the | Balance as Per the

Financial Statements Ledgers Variances
Item Notes (Kshs.) (Kshs.)) (Kshs))
Administration 9 939,683,469 964,929,388 (25,245,919)
Expenses
General 9(b) 191,504,559 216,750,474 (25,245,915)
Expenses
Total 1,131,188,028 1,181,679,862 50,491,834)

In addition, the following inaccuracies were noted in the cashflows statement and notes
to the accounts.

Balance as Per

Balance as Per the Notes to the

the Cashflows Accounts Difference
Item (Kshs.) (Kshs.) (Kshs.)
Purchase of Plants 304,940,025 308,934,595 (3,994,570)
and Equipment
Movement in GOK 324,168,372 344,643,694 (20,475,322)
Grants
Total 629,108,397 653,578,289 (24,469,892)

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

The statement of profit or loss and other comprehensive income and as disclosed in Note
5 to the financial statements reflects main income of Kshs.18,650,546,585 .Included in
the main income is SGR rental income of Kshs.33,484,197 with a billing adjustment of
Kshs.9,383,379 which related to waiver of rental fees for NAS Airport Services which was
not supported by board approval.
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In the circumstances, the accuracy of main income of Kshs.18,650,546,585 could not be
confirmed.

3. Government Grants

The statement of profit or loss and other comprehensive income and as disclosed in Note
6 to the financial statements reflects Government grants of Kshs.30,929,966,797 from
The National Treasury which differed with the confirmed balance from The National
Treasury of Kshs.35,129,256,804 resulting in  unexplained variance of
Kshs.4,199,290,007. Further, Management did not provide exchequer issue notifications
or exchequer receipt vouchers to support the transfers from National Treasury.

In the circumstances, the accuracy and completeness of Government grants of
Kshs.30,929,966,797 could not be confirmed.

4. Property, Plant and Equipment

The statement of financial position and as disclosed in Note 19 to the financial statements,
reflects property, plant and equipment balance of Kshs.562,397,012,335 (2021-
Kshs.582,737,040,996). The following unsatisfactory matters were noted: -

4.1 Land Valuation

The statement of financial position reflects land balance of Kshs.15,175,501,812 as at
30 June, 2022. However, land valuation has not been done over the years and therefore
the land balance could be significantly understated. This is contrary to Paragraph 49 of
the International Public Sector Accounting Standard (IPSAS) No.17 on property, plant
and equipment, which provides for revaluation of property plant and equipment every
three to five years.

In the circumstances, the fair valuation of land with a cost of Kshs.15,175,501,812 could
not be confirmed.

4.2 lllegal Allocation of Land

As previously reported, various parcels of land were allocated to third parties without the
consent of the Corporation by either the Commissioner of Lands or the defunct local
Authorities. For instance, land within Limuru railway station constituting nine (9) industrial
plots measuring approximately three (3) acres; a piece of land within Kikuyu railway
station measuring approximately two (2) acres; and parcels of land adjacent to Mombasa
railway station measuring approximately 0.75 to one (1) acre have been irregularly
allocated to third parties with some having been developed. Further, another five hundred
and twenty-nine (529) parcels of land have been illegally allocated across the country.
However, Management has sought court intervention to repossess twenty-seven (27) of
the illegally allocated parcels. The Corporation has also sought the intervention of various
Government agencies such as the Ethics and Anti-Corruption Commission, Ministry of
Lands and Physical Planning, National Land Commission and the Director of Survey to
assist in the recovery of irregularly allocated land.

Although Management has put in place various measures to recover the irregularly
allocated land, many pieces of land belonging to the Corporation are yet to be recovered.
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4.3 Encroachment of Land (Ziwani Nakuru)

As previously reported, land measuring approximately seven (7) acres in Nakuru Ziwani
estate belonging to the Corporation has been encroached on by the County Government
of Nakuru and currently used as bus park. The land had been allocated to customers on
a long-term lease of 25 years with Kshs.37,500,000 having been paid as premium
attracting an annual rent of Kshs.13,300,002.

Management has not explained the steps being taken to revert the land to the tenants.
Further, the Corporation continues to lose the opportunity to collect the annual rent of
Kshs.13,300,002.

4.4 Nakuru Station Area

Similarly, as previously reported, land measuring eighty (80) acres at Nakuru Railway
Station had been leased on Temporary Occupation Lease (TOL) basis. However, the
County Government of Nakuru has encroached on ten (10) acres from the parcel of land.
The Corporation has demolished the buildings on the remaining portion with a projected
annual rental income of Kshs.5,655,688. Management has not explained the actions
taken to remedy on the encroachment.

4.5 Malaba Apartments

As previously reported, the Corporation renovated 24 units of two (2) bedroom
apartments at Malaba but the apartments have remained unoccupied. Other than loss of
revenue annually, the units are deteriorating due to non-occupancy. Further, four (4)
buildings in Malaba have been encroached by private occupants.

4.6 Residential Buildings in Kisumu

Further, as previously reported, the 247 residential units in Kisumu have been forcefully
occupied by organizations with no lease agreements and therefore not paying rent. The
Corporation is losing rent to the tune of Kshs.27,435,600 annually.

In the circumstances, the accuracy and completeness of property, plant and equipment
balance of Kshs.562,397.012,335 could not be confirmed.

5. Trade and Other Receivables

5.1 Long Outstanding and Inaccuracies in Trade Receivables

The statement of financial position and as disclosed in Note 24 to the financial statements
reflects trade and other receivables balance of kshs.28,644,051,354. Included in this
balance is trade receivables balance of Kshs.7,222,374,198 whose supporting schedule
reflects Kshs.7,363,140,230 resulting in unexplained variance of Kshs.140,766,042.
Further, the trade receivables balance includes balances totalling to Kshs.7,207,888,594
or 99% of the total trade receivables that was outstanding for more than ninety (90) days.
In addition, the trade receivables balance is net of credit balances totalling to
Kshs.575,499,121 contrary to Paragraph 48 of International Public Sector Accounting
Standards (IPSAS) which prohibits offsetting of assets and liabilities unless required or
permitted by an IPSAS.
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In the circumstances, the accuracy and recoverability of trade receivables balance of
Kshs.28,644,051,354 could not be confirmed.

5.2 Inaccuracies and Credit Balance Under Rent Receivable

The statement of financial position and as disclosed in Note 24 to the financial statements
reflects rent debtors balance of Kshs.2,384,340,759. However, the supporting schedule
reflects Kshs.1,901,705,701 resulting in unexplained variance of Kshs.482,635,058.
Further, the rent debtors balance includes credit balances totalling to Kshs.250,641,399
contrary to Paragraph 48 of International Public Sector Accounting Standards (IPSAS)
that prohibits offsetting of assets and liabilities unless required or permitted by an IPSAS.
of IPSAS 1 which prohibits offsetting of assets and liabilities.

In the circumstances, the accuracy of rent debtors balance of Kshs.2,384,340,759 could
not be confirmed.

5.3 Long Outstanding Prepayments

Note 24 to the financial statements reflects prepayments balance of Kshs.4,164,889,015
as at 30 June, 2022 which includes an advance lumpsum of Kshs.11,813,898 included
as a single entry in the general ledger and which occurred on 30 June, 2010 and remained
outstanding as at 30 June, 2022 thus casting doubt on its collectability. Further, included
in the prepayments balance is SGR advance payment balance of Kshs.3,333,807,445 for
which the terms and conditions of the advance payment were not provided for audit
review. Further, it is not clear why the balance has not been recovered from the
contractor.

In the circumstances, the accuracy of prepayment balance of Kshs.4,164,889,015 could
not be confirmed.

5.4 Long Outstanding Staff Receivables

(). Included in the staff receivables balance of Kshs.64,613,544 is staff debtors
balance of Kshs.42,162,068. However, a review of the staff debtors balance ledger
revealed that staff debtors of Kshs.10,265,952 relate to transactions that occurred
between 30 June, 2010 and 30 June, 2020 thus casting doubt on their
recoverability.

(if).  Further, included in the staff receivables balance of Kshs.64,613,544 is an amount
due from pensioners of Kshs.42,162,068 for which pensioners details were not
provided thus casting doubt on its recoverability.

(ii). In addition, included in the staff receivables balance of Kshs.64,613,544 is a salary
advance amount of Kshs.1,767,540. A review of the salary advance ledger revealed
that the balance of Kshs.1,767,540 related to the period between 30 June, 2010 to
30 June, 2020 casting doubt on recoverability of this balance.
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5.5 Other Receivables
(i) Long Outstanding World Bank Receivable

Other receivables balance of Kshs.708,162,205 disclosed at note 24 to the financial
statements includes World Bank receivable balance of Kshs.131,899,050 which relates
to Kenya Railways Corporation staff pending bills from the Ministry of Transport,
Infrastructure, Housing and Urban Development and Public Works. This balance arose
during the pre-concession period and has been outstanding in the Corporation’s books
for a long time. It is however not clear how the Management intends to recover the
outstanding balance from the World Bank.

In the circumstances, recoverability of World Bank receivable balance of
Kshs.131,899,050 could not be confirmed.

(i) Unreconciled Inter-Company Debtors

Other receivables balance of Kshs.708,162,205 includes intercompany balance of
Kshs.514,713,077 in respect of Railway Training Institute (RTI) which differed with the
RTI reported balance of Kshs.502,029,464 resulting in unreconciled balance of
Kshs.12,683,612.

In the circumstances, the accuracy and completeness of intercompany debtors’ balance
of Kshs.514,713,077 could not be confirmed.

(iii) Long Outstanding Imprest Debtors

Included in the other receivables balance of Kshs.708,162,205.87 is an imprest balance
of Kshs.5,709,188 which further includes an amount of Kshs.4,039,919.63 reflected in the
ledger for imprests dating back from June, 2010 to 30 June, 2021. Further, details of the
staff owing the amounts were not provided.

(iv) General Advances

Included in the other receivables balance of Kshs.708,162,205.87 is general advances’
balance of Kshs.50,899,491. Review of the ledger indicates that the transaction arose on
30 June, 2018 and was indicated as purchase of good shed from Kenya Railways Staff
Retirement Benefit Scheme (KRSRBS). It was not clear why the entity has not recovered
the outstanding general advance balance from the scheme.

In the circumstances, the accuracy and recoverability of the general advances’ balance
of Kshs.50,899,491 could not be confirmed.

5.6 Unreconciled Kenya Ports Authority Balance

Included in trade receivables of Kshs.7,222,374,198 is Kenya Ports Authority (KPA)
balance of Kshs.2,477,297,352 which differed with the KPA confirmed balance of
Kshs.239,389,000 resulting in an unreconciled balance of Kshs.2,237,908,352.

In the circumstances, the accuracy of KPA balance of Kshs.2,477,297,352 could not be
confirmed.
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5.7 Inaccuracy in Tax Receivable Balance

Also included in the trade and receivable balance of Kshs.28,644,051,354 is tax
receivables balance of Kshs.21,388,538,546 on various tax heads which differed with
reported KRA Itax balance of Kshs.1,315,403,437 resulting in an unreconciled balance of
Kshs.14,655,074,807.

In the circumstances, the accuracy and completeness of the trade and other receivables
balance of Kshs.28,644,051,354 could not be confirmed.

6. Store Inventories

The statement of financial position and as disclosed in Note 23 to the financial statements
reflects stores inventories balance of Kshs.3,837,946,375, while the ledger provided for
audit review indicated a balance of Kshs.3,414,632,027 resulting to a variance of
Kshs.423,314,348 which was not reconciled or explained.

Further, the inventories balance was not supported by stock taking sheets as at
30 June, 2022.

In the circumstances, the accuracy and fair statement of inventories valued at
Kshs.3,837,946,375 could not be confirmed.

7. Cash and Bank Balances

The statement of financial position and as disclosed in Note 27 to the financial statements
reflects cash and bank balance of Kshs.266,358,498. Included in the balance is
operational account balance of Kshs.35,490,653 which is net of imprest debit cards
expenditure totaling to Kshs.70,299,005 for various goods and services whose support
documents were not provided for audit verification. Further, included in the cash and bank
balance is KCB Staff Mortgage account with a balance of Kshs.3,624,378. Management
did not however prepare separate financial statements for the Mortgage scheme.

In the circumstances, the accuracy and completeness of the cash and bank balance for
the two accounts totaling to Kshs.39,115,031 could not be confirmed.

8. Cash Deposits and Guarantees

The statement of financial position and as disclosed in No 26 to the financial statements
reflects cash deposits and guarantees balance of Kshs.44,164,837,552. However, and
as previously reported, the cash deposits and guarantees balance includes 200,254,780
being FDR with Chase Bank (Under Receivership) that has been outstanding since
August, 2018 whose recoverability could not be confirmed. However, the balance has
been fully provided for as bad and doubtful debt.

In the circumstances, the accuracy and completeness of the cash deposit and guarantees
of balances totaling to Kshs.550,274,571 could not be confirmed.

9. Payables and Accrued Charges

The statement of financial position and as disclosed in Note 35 to the financial statements
reflects payables and accrued charges balance of Kshs.43,754,974,043. Included in the
balance is penalties/interest on lent loan of Kshs.1,956,705,512 that has accrued due to
nonpayment of the Exim Bank loan.
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In the circumstances, the corporation continues being exposed to increasing interest on
loan which may affect the cashflow status of the corporation in future.

10. Administration Expenses

The statement of profit or loss and other comprehensive income reflects administration
expenses of Kshs.939,683,469.

The following anomalies were noted,;
10.1 Security Expenses

Included in the amount is security expenditure of Kshs.115,182,226 for which, review of
records revealed that the service providers with a total contract sum of Kshs.276,731,640
started provision of the services before the signing of the contracts as detailed below: -

Contract
Sum

Contract No. (Kshs.) | Audit Findings
KRC/SCM/016/2019- 56,244,000 | Services started on 15t March, 2020 but
2020 signed on 24" April, 2020
KRC/SCM/020/2020- 27,606,000 | Services started on 20/12/2020 but contract
2021 signed on 18/1/2021
KR/SCM/097/2021- 26,785,440 | Services started on 15t April, 2022 but
2022 contract signed on 10" June, 2022
KR/SCM/097/2021- 47,091,360 | Services started on 15t April 2022 but contract
2022 signed on 15" June, 2022
KR/SCM/097/2021- 73,313,640 | Services started on 1t April 2022 but contract
2022 signed on 10" June, 2022
KR/SCM/097/2021- 45,691,200 | Services started on 15t April, 2022 but
2022 contract signed on 10" June, 2022
Total 276,731,640

Further, review of procurement records revealed that two bidders were disqualified after
the financial evaluation stage based on the past performance. However, there was no
criteria during the mandatory and technical evaluation that alluded that past performance
was required. The procuring entity introduced new criteria which was not part of the tender
documents.

In the circumstances, the propriety and validity of security expenses of Kshs.115,182,226
could not be confirmed.

10.2 Cleaning Expenses

Included in the administration expenses is cleaning expenditure of Kshs.50,957,987
incurred during the year. Review of records revealed that the corporation incurred
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Kshs.20,982,647 paid to a cleaning company whose contract was extended after the
expiry without adhering to the laid down rules and regulations on procurement.

In the circumstances, the validity of cleaning expenses of Kshs.20,982,647 could not be
confirmed.

10.3 Other Office Expenses

Included under other office expenses amount of Kshs.78,289,192 is a credit amount of
Kshs.2,841,792 that has been disclosed as purchase and direct cost. The Management
has not provided any document or explanation on what this expenditure relates to and
why it is appearing as a credit.

In the circumstances, the accuracy of other office expenses of Kshs.78,289,192 could not
be confirmed.

11. Board Expenses

The statement of profit or loss and other comprehensive income and as disclosed in Note
8 to the financial statements reflects board expenses of Kshs.33,538,335. Review of the
attendance register revealed that the board held one hundred and eight (108) meetings
which were higher than the prescribed and approved fifty-one (51) meetings thus
contravening circular no OP/CAB.9/1A and letter Ref TNT/CONF/130/01 dated
11t March, 2020, 21 January, 2022 and 2" June, 2022 respectively.

In the circumstances, management was in breach of the Office of the President circular
and National Treasury correspondences and therefore, the propriety and validity of the
board expenditure of Kshs.33,538,335 could not be confirmed.

12. Staff Costs

The statement of profit or loss and other comprehensive income and as disclosed in Note
9(a) reflects staff costs Kshs.1,859,969,412 . Included in the staff costs is salaries wages
and staff allowances of Kshs.1,378,963,879 which differed with the payrolls amount of
Kshs.1,926,592,391 resulting in an unreconciled variance of Kshs.547,628,512.

In the circumstances, the accuracy and completeness of staff costs amount of
Kshs.1,859,969,412 could not be confirmed.

13. Capital Works-In-Progress

As previously reported, included in capital works-in-progress balance of
Kshs.118,974,681,727 and as disclosed in Note 22 to the financial statements is an
amount of Kshs.12,000,000,000 being land compensation under SGR Phase 1. However,
supporting documents for compensations amounting to Kshs.1,043,439,897 to Project
Affected Persons (PAPS) including list of the beneficiaries; copies of national identity
cards, Personal Identification Number (PIN) certificates and title deed surrenders from
the National Land Commission were not provided for audit review. In addition,
overpayments of Kshs.14,669,748 were made to PAPS who were paid Kshs.15,752,406
instead of the entitlement of Kshs.1,082,658. Although recovery of Kshs.5,698,770 has
been subsequently made, a balance of Kshs.8,970,978 was still outstanding as of
30 June, 2022.
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In the circumstances, the accuracy and validity of work-in-progress balance of
Kshs.118,974,681,727 could not be confirmed.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the Kenya Railways Corporation (KRC)
Management in accordance with ISSAI 130 on Code of Ethics. | have fulfilled other ethical
responsibilities in accordance with the ISSAI and in accordance with other ethical
requirements applicable to performing audits of annual report and financial statements in
Kenya. | believe that the audit evidence obtained is sufficient and appropriate to provide
a basis for my qualified opinion.

Other Matter
1. Capital Work-In-Progress — Slow Progress of On-going Projects

The statement of financial position reflects capital work in progress of
Kshs.118,974,681,727 as at 30 June, 2022. Included in the balance are three (3)
incomplete/ongoing projects arising from the relocation of public utilities during the
construction of the SGR phase 1 from Mombasa to Nairobi whose details are shown in
the table below.

Original | Elapsed Delay in
Weighted Contract | Contract Contract
Project Period Period | Completion

Project Progress (Weeks) | (Weeks) (Weeks) % Delay
Kathekani 35% 52 276 224 313
Secondary
School
Ndohivyo 93% 52 211 159 306
Special School
for the mentally
challenged
Mtito Andei 97% 52 211 159 307
Health Centre

From the above analysis, it was noted that all the projects were behind schedule in terms
of project completion thus denying the public the necessary benefits that would have
accrued from completion of the projects.

2. Contingent Liabilities

Note 38 to the financial statements reflect contingent liabilities of 12,447,834,803 made
up of law suits against the Corporation yet to be determined estimated at
Kshs.12,281,001,983 and guarantees given on behalf of the Corporation of
Kshs.166,832,810. Further, review of correspondences from the legal department to the
Board indicate that as at February, 2023, the total estimated legal exposure had
increased to Kshs.250 billion made up of exposure from illegal demolition of leased
properties by the Corporation of Kshs.15 billion and RVR arbitration cost of Kshs.235
billion.
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In the event that the liabilities crystalize, the Corporation will be highly exposed financially.
Key Audit Matters

Key audit matters are those matters that, in my professional judgment, were of most
significance in the audit of the financial statements. There were no key audit matters to
report in the year under review.

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. Use of Inappropriate Procurement Method

Review of procurement records indicate that the Corporation procured work in progress
at a cost of Kshs.2,216,155,686 using either direct or restricted methods of tendering as
detailed in Appendix |. However, review of the procurements indicated that the prevailing
circumstances did not warrant use of the methods as open tendering was the most
appropriate. This is contrary to Section 96(2) of the Public Procurement and Asset
Disposal Act, 2015 which require advertisement of tenders in dedicated Government
totals or own website or a notice in at least two daily newspapers of nation-wide
circulation.

In the circumstances, Management was in breach of the law.
2. Project Status Report

Physical inspection of various projects under capital works in progress revealed that
there was a delay in completion of projects, poor workmanship and lacked support
documentation as shown. in Appendix Il.

In the circumstances, value for money on the projects under implementation could not be
confirmed.

3. Staff Costs

Review of employees’ records revealed that thirty-four (34) employees were in acting
positions for more than six months contrary to Section 34 of the Public Service
Commission Act No 10 of 2017. Further, net salaries of Kshs.14,983,361 were paid to
twelve employees earning less than one third of the basic salary contrary to Section 19(3)
of the Employment Act, 2007 which states that”. Without prejudice to any right of recovery
of any debt due, and notwithstanding the provisions of any other written law, the total
amount of all deductions which under the provisions of subsection (1), may be made by
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an employer from the wages of his employee at any one time shall not exceed two-thirds
of such wages or such additional or other amount as may be prescribed by the Minister
either generally or in relation to a specified employer or employee or class of employers
or employees or any trade or industry”.

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 matter described in the Basis for Conclusion on
Effectiveness of Internal Controls, Risk Management and Governance section of my
report, | confirm that, nothing else has come to my attention to cause me to believe that
internal controls, risk management and overall governance were not effective.

Basis for Conclusion

Rent Debtors

As disclosed in note 24 to the financial statements, the statement of financial position
reflects net trade receivables balance of Kshs.2,317,848,042 which includes rent debtors’
balance of Kshs.2,384,340,759 (net of provision for bad debts on closed accounts of
Kshs.1,224,009,963 as per Note 9(d) to the financial statements).

This is an indication of inadequate revenue collection mechanisms that exposes the
Corporation to loss of rent income due to inadequate internal controls over rental revenue.

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

Responsibilities of Management and the 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.
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In preparing the financial statements, Management is responsible for assessing the
Corporation’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 terminate the Corporation 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
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 Corporation’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 ISSAIls will always detect
a material misstatement and weakness when it exists. Misstatements can arise from fraud
or error and are considered material if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions of users taken on the basis
of these financial statements.

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

Further, in planning and performing the audit of the financial statements and audit of
compliance, | consider internal 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
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amounts that would be material in relation to the financial statements being audited may
occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions.

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

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

e Conclude on the appropriateness of the Management’s use of the applicable 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
Corporation’s ability to continue to sustain services. 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 Corporation
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 Corporation 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.
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| 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

13 June, 2023

Appendix 1 — Work-In-Progress - Direct and Restricted Procurements
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Procurement Amount
Projects Contractor Method (Kshs.)
Proposed rehabilitation of China Communication Direct 334,690,891
Nakuru Railway Station, Nakuru | Construction Company procurement
Loco Sheds and Naivasha Limited
Railway Station
Proposed construction of cargo Direct 886,481,832
handling facility at Malaba procurement
The new Kisumu Station Zifel Construction Direct 88,312,682
associated works Company Limited procurement
Supply and delivery of furniture | Fast Choice Limited Direct 19,731,225
at Nakuru-Kisumu line procurement
Supply and delivery of furniture | Milicons Limited Direct 14,700,000
at marine school procurement
Supply and delivery of murram Medot Enterprises Restricted 19,600,000
for rehabilitation of Kisumu- tendering
Butere line
Supply and delivery of murram Medot Enterprises Restricted 19,600,000
for rehabilitation of Kisumu- tendering
Butere line
Supply and delivery of murram Fairheads Construction | Restricted 29,300,000
for rehabilitation of KM30/7 & and Water Company Ltd | tendering
KM 40/1 (Nakuru- Kisumu line)
Supply and delivery of murram Devrell International Ltd | Restricted 23,000,000
for Butere Line. tendering
Supply and delivery of murram Medifin Investments Ltd | Restricted 20,000,000
to be stacked at Yala. tendering
Supply and delivery of murram Mosrach Ltd Restricted 19,850,000
to be stacked at Butere tendering
Supply and delivery of murram Medifin Investments Ltd | Restricted 9,975,000
Gilgil- Nyahururu line tendering
Supply and delivery of murram Eliz Ventures Ltd Restricted 19,500,000
for rehabilitation of Kisumu- tendering
Butere line
Supply and delivery of murram Eliz Ventures Ltd Restricted 19,500,000
for rehabilitation of Kisumu- tendering
Butere line
Supply- Track Ballast Stacked At | Aaminini Limited Restricted 55,248,000
Sultan Hamud/Mku tendering
5030cubic Metres@2990 Ballast | Al Watan Limited Restricted 15,039,700
Leseru- Kil Line tendering
Ballast, Riversand & Cement - Albion Business Restricted 1,410,000
Order 604705 Solutions Limited tendering
Supply Of Track Ballast For Ncr- | Al-Harbi Investments Restricted 15,750,000
Dagoretti Station Limited tendering
Supply Of Track Ballast For Badan Raro General Restricted 18,526,853
Thika -Ruiru Enterprises Ltd tendering
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Procurement Amount

Projects Contractor Method (Kshs.)

Ballast For Mombasa-Konza Bizcan Transporters Restricted 20,520,000
tendering

Delivery of Track Ballast Cadi Carriers Company | Restricted 20,819,410
Stacked - Voi Station Limited tendering

Supply of Hardcore,Quarry Chaaz Agencies Restricted 2,900,000
Dust,Ballast N Sa 604601 tendering

Supply of Ballast for Rehab at Equalizer Contractors Restricted 11,800,000
Gilgil-Nyahururu Limited tendering

Track Ballast Nairobi-Ruiru Line | Habim Company Limited | Restricted 18,559,800
Rehab tendering

Track Ballast Ksm-Butere Line- | Higiro Construction An Restricted 21,357,900
Kr/Scm/020/2021-2022 Suppliers Ltd tendering

Aggregate Ballast & River Sand | Infratech Projects Ltd Restricted 2,475,000
- Order 604629 tendering

Track Ballast Kr/'Scm/085/2019- | Lakezal Enterprises Ltd | Restricted 2,767,410
2020 Payment 3 tendering

Supply of Track Ballast Gilgil- Laspro Investment Restricted 24,000,000
Nyh-(Kms 26.0-52.0) Limited tendering

Truck Ballast Nakuru - Kisumu Linage Group Limited Restricted 42,352,654
Mgr Line - Pmt 3 tendering

Track Ballast Kr/'Scm/085/2019- | Lyn-Cent Ventures Ltd Restricted 2,767,410
2020 Payment 4 tendering

V Belts for Ballast Prifiler Master Energy Afrika Ltd | Restricted 131,961
Machine Order 604986 tendering

Track Ballast Ksm-Butere Line- | Myner Agencies Ltd Restricted 21,991,300
Kr/Scm/016/2021-2022 tendering

Wip - Gilgil Nyahururu Supply of | Nyonjoro East Africa Restricted 23,600,000
Ballast Limited tendering

Ballast For NAKURU-KISUMU PATMBICH GENERAL Restricted 82,288,670
LINE ENTERPRISES tendering

LIMITED

Ballast for Nakuru Station Peeples Capital Limited | Restricted 41,991,412
tendering

Ballast for Nakuru Station Safariland Enterprises Restricted 38,378,698
Co. Ltd tendering

Ballast for Konza-Mombasa Simjam Logistics Limited | Restricted 65,440,640
tendering

Ballast for Konza -Mombasa Solena Holdings Limited | Restricted 13,780,000
tendering

Balalst for Mombasa -Nairobi Trisol Engineering Restricted 8,639,478
tendering

Ballast for Nairobi-Kisumu Ujenzi Quarries Limited | Restricted 93,351,174
tendering
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Procurement Amount
Projects Contractor Method (Kshs.)
Supply and delivery of Infrastructure Managed | Restricted 21,438,144
construction materials for Services Kenya Limited - | tendering
drainage works between Imara | plant
Daima- & Donholm on mainline
Fencing of Athi-River SGR Murraymo Limited Restricted 4,588,442.40
bridge tendering
Total 2,216,155,686

Appendix Il - Project Implementation Status

Contract
Amount
No. | Contractors | Projects (Kshs.) | Audit issues
1 Zifel Remodeling of 24,922,640 | -Projects started on
Construction | existing 16 September, 2021 to be completed
Company godowns at on 31 July, 2022 (45 weeks) while
Limited Kisumu the time elapsed as at February,
marshalling 2023 was 73 weeks (162%) as at the
yard lot 1 time of inspection in February, 2023.
-Weighted progress was at 83.25%
2 Kagwi & | Remodeling of 29,728,775 | Time elapsed is at 162% compared
Vournas existing with weighted progress report being
Limited godowns at at 38% during the time of inspection
Kisumu in February, 2023.
marshalling The contractor was not on site.
yard lot 3
3 China Road | Upgrading of 659,215,995 | -Lack of project file
and Bridges | Railway -Pending works on tuition blocks,
Corporation Training library and kitchen equipment as per
Kenya Institute the snag list not addressed as at the
time of the audit in February, 2023.
4 Parbat -Siyani | Relocation Original contract
Construction | Action Plan | - Kshs. -Contract completion date was
Limited (RAP) at | 1,033,505,854 31 March, 2017 and it has delayed
Kibera & for six years with a completion rate of
Mukuru Lot A Revised sum- 100% on 621 residential and 900
Kshs. business units.
1,732,147,151 -On civil works, boundary wall,
Project contract | unpaved foot paths and footbridge
revised by Kshs. | were at 43%, 51% and 0%
698,641,297 respectively as at
(67%) February, 2023.
The contractor was not on site.
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Contract

Mukuru Lot B

Revised contract
sum Kshs.
879,572,407.04

Project contract
sum revised by
Kshs.
305,432,027
(53%)

Amount
No. | Contractors | Projects (Kshs.) | Audit issues
-Legality of revision of contract sum
by 67% was not confirmed.
5 Vee Vee | Relocation Original contract | -624 residential units were at 100%
Enterprises Action Plan | sum-Kshs. completion rate;
Limited (RAP) at | 574,140,380.18 | -On civil works, boundary wall and
Kibera & water supply were at 0% and 98%

respectively

-Contract completion date was 31
March 2017 and it has delayed for six
years and the contractor was not on
the site;

-Total payment of Kshs.903,894,272
against the contract sum of
Kshs.879,572,407 thus an
overpayment of Kshs.24,321,865.

-Legality of revision of contract sum
by 53% was not confirmed.

Mukuru Lot D

Revised contract
sum-
Kshs.3,945,725,
091.01

Project contract
sum revised by

6 Epco Builders | Relocation Original contract | -1327 residential and 1249 business
Limited Action Plan | sum-Kshs units were at 100% completion.
(RAP) at | 3,239,491,979.7 | -Contract completion date was 31
Kibera & |0 March 2017 and it has delayed for six
Mukuru Lot C years to date and the contractor was
Revised contract | not on site.
sum- -Weighted progress report is 34%
Kshs.4,312,205, | compared with time elapsed of 282%
838.40 for outstanding civil works as at
February, 2023.
Project contract | -On civil works, boundary wall,
sum revised by unpaved footpath, water supply and
Kshs.1,072,713, | underpass were at 61%,20%,73%
858 (33%) and 0%
-Revision of contract sum by 33%
was not confirmed.
7 Young & | Relocation Original Contract | -Contract completion date was 31
Warren JV Action Plan | sum- March 2017 and it has delayed for six
(RAP) at | Kshs.2,498,850, | years and the contractor was not on
Kibera & | 638.79 the site;

-Weighted progress report at 44%
compared with time elapsed of 282%
as at February, 2023.

-On civil works, residential units,
business units, boundary wall, paved
footpath, unpaved footpaths,
sewerage, water supply and
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Contract

Amount
No. | Contractors | Projects (Kshs.) | Audit issues
Kshs.1,446,874, | underpass were at
452 i.e 57% 76%,14%,0%,46%,0%,51%,60%
and 0% respectively.
Legality of revision of contract sum
by 57% was not confirmed

8 Idhidh Deluxe | Proposed 26,353,300 | Projects completion as at February,
Contractors & | construction of 2023 at 90%, installation of water not
Distributors satelite Station done, expenditure of Kshs.395,000
Limited on preliminary and provisional

lumpsum was not confirmed,;

9 Gamaoji Proposed 29,869,830 | -Project at 44% and ongoing while
Limited construction of time lapsed is 22 weeks as at

Mutuini February, 2023.

Railway

Station -Expenditure of Kshs.117,500 on
preliminary and provisional lumpsum
was not confirmed;
-Nairobi County Government and
NEMA approvals were not availed for
audit confirmation.

10 | Idhidh Deluxe | Proposed 29,948,460 | -Overall progress at 40% and on
Contractors & | construction of course as at February, 2023.
Distributors Makongeni
Limited mini Station -Nairobi County Government and

NEMA approvals were not availed for
audit confirmation.

11 | Beban and | Construction of 34,999,007 | -Weighted progress report at 20%
Benson Kibera Railway compared with 50% of the elapsed
Limited Mini Station contract period as at February, 2023.

-Payment progress status at 31%
against the weighted progress of
20%.

-Performance guarantee availed for
audit confirmation but expired on
28 February, 2023, Renewal was
requested by the client on 8" March
2023 but it has not been received as
at the time of the audit verifications.

12 | Kimbisa Construction of 29,585,092 | -Weighted progress was 57%
Agencies Gitambaya against the 89% elapsed contract
Limited Mini  Railway period as at February, 2023.

Station -Performance guarantee availed to

expire on 20 January 2023 but has
not been renewed by March 2023
during audit verification
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Contract

Amount
No. | Contractors | Projects (Kshs.) | Audit issues
-NEMA and Nairobi  County
Government approvals were not
availed for audit confirmation
13 | Soyama Proposed 29,175,945 | -Project at 99% and not handed over
Hardware construction of as at February, 2023.
Limited New Railway
station at -Various items in the BQ had not
Kenyatta been performed/provided among
University them site notice board, County
Government approvals and others
amounting to Kshs.4,485,940 was
not performed as per the bill of
quantities;
Defects noted as per the site meeting
held on 6™ February 2023 were not
confirmed to have been addressed
as at the time of the audit;
14 | Humeiras Proposed 8,672,940 | -Project at 73% while time lapsed is
Construction | construction of 8 months as at February, 2023.
$ Supplies | dog kennels at -Time elapsed of 133% against the
Company Nairobi and agreed completion project period.
Limited Mombasa
terminal -PVC gutters not installed and there
was no drainage works;
15 | National Nakuru- Amount | -Project progress and status report
Youth Service | Kisumu meter allocated was | was not costed,;
and Kenya | Gauge line not availed | -There was no project team to
Defense rehabilitation ensure the right quantity and quality
Forces of work;
-Cumulative progress report was at
80% as at February, 2023.
-Among the issues in Elburgon,
Tunnel, Fort Tennan and Muhoroni
Stations were incomplete plumbing
works, non-delivered furniture’s,
gates not installed etc
16 | National Nakuru- Amount | -Project progress and status report
Youth Service | Kisumu meter allocated was | were not costed;
and Kenya | Gauge line not availed | -There was no project team to
Defense rehabilitation ensure the right quantity and quality
Forces of work;

-Cumulative progress report was at
64%-Among the issues in Kisian,
Lela and -Butere stations were
incomplete plumbing works, gates
not installed etc
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No.

Contractors

Projects

Contract
Amount
(Kshs.)

Audit issues

17

Jedi General
Contractors
Limited

Voi Girls
Education
Centre

230,858,760

-No official handing over of the
project

-Footpaths and pavements were not
done.
-Landscape not
specifications.
-Poorly done floors
-Poor workmanship on
classroom with cracked walls
-Final inspection and substantial
completion  reports were  not
submitted

done as per

various

18

Various
contractors
and suppliers

Supply and
Delivery of
Trach ballast

665,887,470

-Dates of appointment of inspection
and acceptance committee, letter of
appointment of tender evaluation
and negotiation committees were not
disclosed in the support documents;

-Delivery notes per lorry per trip in
most payments were not confirmed;

-Details such as weight bridge
receipts, gate passes to KRC
stations where deliveries were made
was not availed.

-Laboratory inspection reports were
not availed:;

-Stock control records such as bin
cards for ballast were not availed for
verification;

19

Various
contractors
and suppliers

Supply and
delivery of
murram,
boulders and
gabions

180,325,000

-Field reports on pre and post repair
inspection reports on sections of
track line damaged and repaired
were not availed;
- Stock control
quoted register
availed;

- Letters of notification of award to
suppliers were not availed;

- Records showing the quantity of the
murram supplied vis a vis the record
of trucks was not availed for
confirmation

records such as
folios were not
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