REPORT OF THE AUDITOR-GENERAL ON KENYA RURAL ROADS AUTHORITY
FOR THE YEAR ENDED 30 JUNE, 2022

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

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

B. Report on Lawfulness and Effectiveness in Use of Public Resources which considers
compliance with applicable laws, regulations, policies, gazette notices, circulars,
guidelines and manuals and whether public resources are applied in a prudent,
efficient, economic, transparent and accountable manner to ensure Government
achieves value for money and that such funds are applied for 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 Rural Roads Authority
set out on pages 32 to 70, which comprise of the statement of financial position as at
30 June, 2022, and the statement of financial performance, statement of changes in net
assets, statement of cash flows and statement of comparison of budget and actual
amounts for the year then ended, and a summary of significant accounting policies and
other explanatory information in accordance with the provisions of Article 229 of the
Constitution of Kenya and Section 35 of the Public Audit Act, 2015. | have obtained all
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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 effects of the matter 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 Rural Roads Authority as at 30 June, 2022,
and of its financial performance and its cash flows for the year then ended, in accordance
with International Public Sector Accounting Standards (Accrual Basis) and comply with
the Public Finance Management Act, 2012 and the Kenya Roads Act, 2007.

Basis for Qualified Opinion
1. Unreconciled Development Partners Grants

The statement of financial performance and Note 8 to the financial statement reflects
Development Partners Grant totalling to Kshs.520,945,000 in respect to Bank for
Economic Development in Africa (BADEA) Kshs.476,150,000 and European Union
Kshs.44,795,000. Review of the project audited accounts revealed “Gilgil Machinery”
Road Project file funded by BADEA revealed that Kshs.414,210,668 was disbursed to the
project, and Kshs.5,000,000 was disbursed towards German Development Bank (KFW)
resulting to unexplained and unreconciled variances of Kshs.61,939,332 and
Kshs.5,000,000 respectively.

In the circumstances, the accuracy of development partners grant amount of
Kshs.520,945,000 could not be confirmed.

2. Road Works Expenditure
2.1 Road Maintenance Levy Fund (RMLF)

The statement of financial performance and Note 12 to the financial statements reflects
road works expenditure totalling to Kshs.40,197,725,000. Included in this expenditure is
RMLF 22% Constituency Roads Fund of Kshs.7,950,824,000 while the trial balance
provided for audit review reflected an amount of Kshs.7,892,511,000 resulting to a
variance of Kshs.58,313,000 which was not explained or reconciled.

Further, the expenditure of Kshs.7,950,824,000 under constituency roads fund and
Kshs.3,994,932,000 on critical link roads against road maintenance levy of
Kshs.7,510,716,000 and Kshs.3,329,411,000 respectively, resulting to over expenditure
of Kshs.440,108,000 and Kshs.665,521,000 was not explained or supported. In addition,
the basis for the allocation among the specific funds was not provided.

In the circumstances, the accuracy of the RMLF 22% Constituency Roads Fund amount
of Kshs.7,950,824,000 and road maintenance levy fund expenditure of Kshs.870,813,000
could not be confirmed.
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2.2 Donor Funded Projects

The statement of financial performance and Note 12 to the financial statements reflects
road works expenditure totalling to Kshs.40,197,725,000. Included in the road works
expenditure amount of Kshs.40,197,725,000 is an amount of Kshs.870,813,000 under
Donor Funder Projects. However, review of financial records under the projects revealed
that Kshs.414,210,670, Kshs.44,974,887 and Kshs.5,000,000 was disbursed to BADEA,
EU and KFW Projects respectively all totalling to Kshs.464,185,557 resulting to an
unexplained and unsupported variance of Kshs.406,627,443. In addition, the
corresponding revenue for German Development Bank (KFW) was not captured in the
statement of financial performance.

In the circumstances, the accuracy of the Donor funded projects of Kshs.870,813,000
could not be confirmed.

2.3 GoK Spot Improvement Funds

Included in the road works expenditure of Kshs.40,197,725,000 is an amount of
Kshs.18,072,580,000 incurred under GoK Spot Improvement Funds. However, review of
records revealed that Kshs.17,799,054,000 was received under this item resulting to
underfunding of Kshs.273,526,000. Further, expenditure analysis provided resulted to an
amount of Kshs.18,075,429,682 as analyzed below resulting to a variance of
Kshs.2,849,682 which was not explained or supported.

Item Kshs.
RW GOK_Maintenance_ Projects 15,702,892,608
Socio Economic Baseline, Monitoring and Evaluation (154,700)
Survey and Road Mapping 24,976,221
Environmental Sustainability (512,950)
Axle Load Monitoring, Traffic Census and Road Safety 15,669,994
Emergency Culverts and Bridges 712,640
ARICS 781,600
Routine and Spot Improvement 437,381,847
Periodic Maintenance 1,859,650,262
Axle Load 176,400
LVS Management Cost 33,855,759
Sub-Total 18,075,429,681

In the circumstances, the accuracy of GoK Spot Improvement Funds expenditure of
Kshs.18,072,580,000 could not be confirmed.

3. Expenditure of Overheads from Bill One Deductions

Analysis of expenditure shows that a total of Kshs.4,197,279,000 was spent on overheads
out of which Kshs.804,082,000 was financed by Kenya Roads Board Overheads
allocation and Kshs.3,393,197,000 financed by bill one deductions from contracts. It was
further noted that Kshs.2,953,523,000 from bill one was used to finance office operational
cost which were non-roads related expenditure. It was also noted that the Authority
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reported a surplus of Kshs.2,706,634,000 which was financed from bill one expenditure
of Kshs.2,953,523 000 as shown in the table below;

Amount
Total Expenditure Kshs.
Directors Costs 32,085,000
Employment Costs 2,821,451,000
Repairs and Maintenance 169,130,000
Other Operating Costs 1,174,613,000
Total Expenditure 4,197,279,000
Less: Utilization from KRB Funds (KRB Receipt Operations - Operating (804,082,000)
Surplus)
Expenditure from Bill One 3,393,197,000
Less Expenditure Related to Roads: CRC and Tender Evaluation (216,437,000)
Less Expenditure Related to Roads: Fuel and Other Vehicle Running (173,468,000)
Expenses
Less Expenditure Related to Roads: Motor Vehicles Repairs and (49,769,000)
Maintenance
Total Expenditure for Bill One Used for Other Overheads 2,953,523,000

In the circumstances, the validity of the expenditure totalling to Kshs.2,953,523,000 could
not be confirmed.

4. Unsupported Security Expenses

The statement of financial performance and Note 16 to the financial statements reflects
other operating costs totalling to Kshs.1,174,613,000. Included in this amount is an
expenditure of Kshs.111,091,000 incurred on security out of which an amount of
Kshs.45,457,960 was paid for arbitration proceedings between the Authority and a
security firm. No explanation was provided on why the expenditure was not charged
under legal fees. Review of records indicated that security services pending bill for
security firm amounted to Kshs.27,500,000. The basis for the payment of
Kshs.45,457,960 was not provided.

In addition, included in the security expenditure of Kshs.111,091,000 is a payment of
Kshs.7,004,804 made to another security firm being claim as a result of reconciliation of
previous payments. No analysis indicating previous payments was provided for audit
verification as indicated in KeRRA Internal Memo Letter Ref.
No: KeRRA/02/3/38/Vol.5(11) dated 16 November, 2021. The full contract agreement
was also not provided for audit. Further, the security firm had no security pending bills as
per the budget.

In the circumstances, the propriety and validity of security payments totalling
Kshs.52,462,764 could not be confirmed.
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5. Unsupported Foreign Travel by Non-Executive Directors

The statement of financial performance and Note 13 to the financial statements reflects
Directors’ costs amount of Kshs.32,085,000 This amount constitutes executive and
non-executive Directors’ costs of Kshs.11,008,000 and Kshs.21,078,000 respectively.
Included in the non-executive Directors’ costs of Kshs.21,078,000 is an amount of
Kshs.9,483,878 incurred on foreign travel and subsistence but charged under
subsistence local expenses. Further, the expenditure on foreign travel to Turkey of
Kshs.2,969,007, South Africa of Kshs.1,625,912 and Israel of Kshs.4,888,958 was not
supported with boarding passes and approved work plans as evidence that the journeys
had been factored in the work plans. In addition, the expenditure exceeded the Directors
overseas travel budget of Kshs.1,198,000.

In the circumstances, the accuracy and validity of non-executive balance of
Kshs.21,078,000 could not be confirmed.

6. Unreconciled Employment Costs

The statement of financial performance reflects employment costs totalling to
Kshs.2,821,451,000 which includes salaries and wages totalling to Kshs.1,881,261,000.
Included in the amount is Kshs.6,617,168 paid to interns engaged during the year.
Scrutiny of the approved interns’ payroll for the month of April, 2022 revealed
inconsistencies between the interns’ payroll and the payroll reconciliation summary as
analyzed below: -

Payroll

Interns | Reconciliation
Payroll Summary Variance
(Kshs.) (Kshs.) (Kshs.)
Nhif Relief 7,290 7,928 (638)
Personal Relief 136,800 144,000 (7,200)
Salary 1,355,000 1,430,000 (75,000)
Basic Pay Arrears 149,515 344,675 (195,160)
Total Earnings 1,504,515 1,926,602 (422,087)
NHIF 48,600 52,850 (4,250)
NSSF 11,400 12,000 (600)
PAYE 42,941 100,698 (57,757)
Total 3,256,061 4,018,753 (762,692)

In the circumstances, the accuracy and completeness of the salaries and wages of
Kshs.1,881,261,000 could not be confirmed.

7. Cash and Cash Equivalents

The statement of financial position and as disclosed in Note 18 to the financial statements
reflects cash and cash equivalents balance of Kshs.44,527,506,000. Review of bank
reconciliation statements in respect of RMLF Operations Account, Salaries Account and
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Roadworks account under Headquarters revealed unpresented cheques which had not
cleared for over six months amounting to Kshs.25,648,898, Kshs.1,308,690 and
Kshs.736,145 respectively.

Further, analysis provided under summary of cash and bank balances in KeRRA head
office reflects 3 bank accounts with cumulative retention funds of Kshs.2,604,405,029 as
at 30 June, 2022. However, Note 24 to the financial statements reflects contract retention
totalling to Kshs.7,985,152,000 as at the same date. The variance of Kshs.5,380,746,971
was not explained or reconciled.

In the circumstances, the accuracy of cash and cash equivalents balance of
Kshs.44,527,506,000 could not be confirmed.

8. Long Outstanding Staff Advances

The statement of financial position reflects receivables from non-exchange transaction
balance Kshs.1,665,795,000 which includes; advances to staff of Kshs.43,271,000,
deposits and prepayments of Kshs.64,223,000 and other receivables of
Kshs.1,558,302,000. Advances to staff consists of long outstanding staff imprest of
Kshs.40,676,791 and staff advances of Kshs.2,594,154 totalling Kshs.43,270,945 which
has not been recovered. Some of these advances date back to the year, 2019.

In the circumstances, the recoverability of staff advances of Kshs.43,271000 could not be
confirmed.

9. Failure to Revalue Fully Depreciated Fixed Assets in Use

Fixed assets amounting to Kshs.819,328,471 included in the Authority’s asset register
were fully depreciated, still in use and had not been revalued as detailed below;

Acquisition Cost
Fixed Asset (Kshs.)
Building 1,769,314
Plant and Machinery 52,852,955
Motor Vehicles 421,760,160
Office Equipment 20,901,583
Furniture and Fittings 117,850,008
Computers and Software 204,194,451
Total 819,328,471

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 the fully depreciated property, plant and
equipment with a cost of Kshs.819,328,471 could not be confirmed.
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10. Lack of Roads Inventory

The statement of financial position and Note 22 to the financial statements reflects road
infrastructure assets balance of Kshs.124,175,119,000 comprising of a balance brought
forward of Kshs.118,640,409,000 and transfer from work in progress of Kshs.5,534,710
during the year. However, Management did not provide an inventory of the roads under
the Authority that make up the disclosed amount.

In the circumstances, the accuracy, completeness and validity of roads infrastructure
assets totalling to Kshs.124,175,119,000 could not be confirmed.

11. Unsupported Payables

The statement of financial position and Note 24 to the financial statements reflects
payables balance of Kshs.48,908,092,000 which includes current payables from
exchange transactions balance of Kshs.40,922,940,000 and non-current payables from
exchange transactions balance of Kshs.7,985,152,000. However, the payables schedule
in support of the disclosed amounts was not provided for audit review.

Further, the following variances in payables were noted between the financial statements
balances and the respective ledgers balance:

Financial
Statement Ledger

Balance Balance Variance
Item Details (Kshs.) (Kshs.) (Kshs.)
Due to Contractors
Trade Creditors 38,277,691,914 | 10,306,481,017 | 27,971,210,897
Equalization Fund HQ 450,487,885 231,249,383 219,238,502
Other Trade Payables - General
Performance Security Bonds 2,028,000 1,250,000 778,000
Trade Creditors 2,036,897,598 928,466,654 | 1,108,430,944
CRC Payables 8,649,245 8,431,314 217,931
Other Payables
PAYE 676,867 2,391 674,476
NHIF 844,660 19,700 824,960
NSSF 792,964 56,644 736,320
Payroll Control 5,936,955 637,341 5,299,614
Withholding Tax (VAT) 17,530,669 1,458,142 16,072,527
Withholding Income Tax 17,851,288 48,183 17,803,105
Other Deductions 5,165,948 2,183,764 2,982,184
Staff Insurance 63,385,000 35,730,000 27,655,000
Staff Creditors 131,000 3,099,023 -2,968,023
Non-Current Payables
Contract Retention 7,985,152,000 739,369,623 | 7,245,782,377
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| Total | 48,873,221,993 | 12,258,483,179 | 36,614,738,814 |

In addition, the current payables of Kshs.40,922,940,000 includes an amount of
Kshs,38,629,061,000 due to contractors. As previously reported, the Authority continues
to incur interest expense on account of delayed payments to contractors. Review of
related records revealed that as at 30 June, 2022, the Authority had accumulated interest
on delayed payments of Kshs.3,015,324,661 (2021 - Kshs.1,891,100,494). Although
Management explained that this was occasioned by delayed Exchequer releases, the
interest charge is avoidable expenditure and therefore not a proper charge to public
funds.

In the circumstances, the accuracy and validity of payables balance of
Kshs.48,908,092,000 could not be confirmed.

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

Key Audit Matters

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

Other Matter
Budgetary Control and Performance

The statement of comparison of budget and actual amounts reflects final budget and
actual amount on comparison basis of Kshs.69,588,352,000 and Kshs.66,483,620,000
resulting to underfunding of Kshs.3,104,733,000 or 4.5% of the budget. Similarly, the
Authority incurred actual expenditure of Kshs.63,675,244,000 against final expenditure
budget of Kshs.81,004,390,000 resulting in an under-expenditure of Kshs.17,329,146 or
21% of the budget. Further, approvals for the over-expenditure in respect of road works
cost - maintenance and employment costs of Kshs.145,478,000 and Kshs.17,835,000
respectively were not provided.

The under-expenditure affected the planned activities and may have impacted negatively
on road infrastructure delivery to the public.
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REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC
RESOURCES

Conclusion

As required by Article 229(6) of the Constitution, based on the 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. Failure to Adhere to a Third Gender Rule

An analysis of the staff bio data provided for audit revealed that out of seven hundred and
forty-eight (748) staff, there were five hundred and twenty-five (525) male and two
hundred and twenty-three (223) female. The number of women were therefore below a
third of the total number of staff contrary to the requirements of Article 27(8) of the
Constitution which stipulates that not more than two thirds of the members shall be of the
same gender.

In the circumstances, Management was in breach of the law.
2. Non-Compliance with Third Rule of Basic Pay

An analysis of the payroll for the month of April, 2022 revealed that 45 employees had
net salary way below a third of their basic pay which is contrary to Section 19(3)1 of the
Employment Act, 2007 which states that “deduction may be made by 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.

3. Stalled and Incomplete Projects

3.1 Delayed Completion of Projects

Review of projects records provided for audit review revealed that in the financial year
under audit, a total of thirty-one (31) new contracts were awarded on different dates, with
total contract cost of Kshs.46,715,868,748. Further, there were 91 projects awarded
between April, 2016 and September, 2020 with a total contract cost of
Kshs.180,656,714,960 of which advance payments totalling to Kshs.16,198,531,681 had
been paid as at 30 June, 2022. However, the projects remain incomplete mostly due to
delay in payments.

In the circumstances, value for money for the incomplete projects could not be confirmed.
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3.2 Ting’a—Igena - Itambe Road (Nyamira County)

Records provided for the above project revealed that the road was financed through the
GoK Road Maintenance Fund and was in the work plan for financial year 2021/2022 at a
budgeted of Kshs.17,500,000.

The tender was advertised through the standard newspaper on 25 January, 2022 and in
the Authority’s website, under preference and reservation for women. Minutes of tender
opening meeting dated 23 February, 2022 shows that twenty-three (23) bidders
responded. According to tender evaluation minutes dated 22 April, 2022 an engineering
Company was found to be the lowest evaluated responsive bidder and professional
opinion issued on 22 April, 2022 recommending approval of the recommendation of the
evaluation report. On 27 May, 2022, notification of intention to enter into a contract was
issued vide letter referenced KeRRA/08/8C/Vol.XV11(890).

The contract was awarded to the Company on 22 June, 2022 thereafter accepted on
27 June, 2022 and the contract signed on 28 July, 2022. On 02 August, 2022
commencement letter was issued by the Authority and site possession order given on
03 August, 2022. The contract was to take a period of six (6) months with a defect liability
of three (3) months.

According to progress report dated 11 October, 2022, the Project was 100% complete
and payment made on 07 December, 2022 through Banking vide payment voucher
number PV:40449 of gross amount Kshs.14,202,436. The Contractor is yet to be paid
retention amount of Kshs.727,876.

Further, Management did not provide the Inspection and Acceptance Committee report
an indication that the works were not inspected and accepted before payment was
effected. It was also noted that handing over of the road to Authority had not been done
and the completion certificate had not been issued as at the time of the audit in
February, 2023.

Physical Verification

Verifiable Roadworks done revealed:

Details Audit Verification
Road Length 7.3Km

Tarmac Section in the Market 0.4Km

Road Works Done 6.9Km

Road Width 7meters

Signhage Not Done

Culvert Installation 900mm

8 Cross Culvert

Culvert Installation 600mm

9 Access Culvert

Stone Pitching

Done

Provide and Place Gabion Installation

Not Done and Not Paid For

Provide and Place Rock Fill to Gabhion

Not Done and Not Paid For
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Heavy Grading Notable
Provide Gravel Wearing Course-Excavation Spread, | Notable
Water and Compact Gravel to Specifications

The works were therefore, not fully complete and the outstanding retention amount of
Kshs.727,876 may not be able to cover for the costs.

In the circumstances, value for money on amounts spent on the project could not be
confirmed.

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. I 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 in use of Internal Controls, Risk Management and Governance section of
my report, | confirm that, nothing else has come to my attention to cause me to believe
that internal controls, risk management and overall governance were not effective.

Basis for Conclusion

1. Lack of an Annual Training Plan

Included in the employment costs amount of Kshs.2,821,451,000 is an amount of
Kshs.183,945,000 incurred under training and development in the year under review. It
was noted that during the year under review, employees were sponsored for various
training by the Authority. However, the Authority failed to provide an approved annual
training plan to justify the expenditure.

In the circumstances, it was not possible to confirm that the Authority got value for
Kshs.183,945,000 incurred under training and development during the year.

2. Lack of an Updated Fixed Asset Register

Management did not maintain an Updated fixed asset register as at 30 June, 2022, as
required by Section 143(1) of the Public Finance Management Act (National Government)
which states that the Accounting Officer shall be responsible for maintaining a register of
assets under his or her control or possession.

In the circumstances, Authority’s assets may not be fully accounted for and maybe at risk
of loss.
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3. Unsupported Reversals in the Ledgers

A review of the ledgers provided shows that a total of 1,147 transactions reversals were
effected during the period under review. However, there were no documentation provided
showing approval of the reversals.

In the circumstances, the entity is exposed to unauthorized transactions which could
affect the accuracy of the financial statements.

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 Public Sector Accounting Standards (Accrual
Basis) and for maintaining effective internal controls as Management determines is
necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error and for its assessment of the effectiveness
of internal controls, risk management and governance.

In preparing the financial statements, Management is responsible for assessing the
Authority’s ability to continue to sustain its services, disclosing, as applicable, matters
related to sustainability of services and using the applicable basis of accounting unless
Management is aware of the intention to terminate the Authority or to cease operations.

Management is also responsible for the submission of the financial statements to the
Auditor-General in accordance with the provisions of Section 47 of the Public Audit Act,
2015.

In addition to the responsibility for the preparation and presentation of the financial
statements described above, Management is also responsible for ensuring that the
activities, financial transactions and information reflected in the financial statements are
in compliance with the authorities which govern them, and that public resources are
applied in an effective way.

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

Report of the Auditor-General on Kenya Rural Roads Authority for the year ended 30 June, 2022
12



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 controls in order to give an assurance on the effectiveness
of internal controls, risk management and overall governance processes and systems in
accordance with the provisions of Section 7(1)(a) of the Public Audit Act, 2015 and submit
the audit report in compliance with Article 229(7) of the Constitution. My consideration of
the internal control would not necessarily disclose all matters in the internal controls 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 controls components does
not reduce to a relatively low level the risk that misstatements caused by error or fraud in
amounts that would be material in relation to the financial statements being audited may
occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions.

Because of its inherent limitations, internal controls may not prevent or detect
misstatements and instances of non-compliance. Also, projections of any evaluation of
effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the
policies and procedures may deteriorate.

As part of an audit conducted in accordance with ISSAIs, | exercise professional
judgement and maintain professional skepticism throughout the audit. | also:

e Identify and assess the risks of material misstatement of the financial statements,
whether due to fraud or error, design and perform audit procedures responsive to
those risks, and obtain audit evidence that is sufficient and appropriate to provide a
basis for my opinion. The risk of not detecting a material misstatement resulting from
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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 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 Authority’s
ability to continue to sustain its 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 Authority to cease to
continue to sustain its services.

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 Authority to express an opinion on the financial statements.

Perform such other procedures as | consider necessary in the circumstances.

| communicate with Management regarding, among other matters, the planned scope and
timing of the audit and significant audit findings, including any significant deficiencies in
internal control that are identified during the audit.

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

CPA Nancy Gathungu, CBS
AUDITOR-GENERAL

Nairobi

18 May, 2023
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