REPORT OF THE AUDITOR-GENERAL ON KENYA URBAN 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 Authorities 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 Urban Roads Authority
set out on pages 53 to 90, 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 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.
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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 Urban 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. Road Rehabilitation and Maintenance Costs

The statement of financial performance and as disclosed in Note 15 to the financial
statements reflects road maintenance and rehabilitation costs amounting to
Kshs.6,799,078,191 . The following unsatisfactory matters were noted.

1.1 Lack of Payee Details

Review of the supporting ledgers/schedules showed some payments whose payee
details were not shown as detailed below;

Amount
Item (Kshs.)
Consultancy 10,867,205
Road Safety and Children Traffic Parks 9,185,806
Traffic Census and Forward Planning 1,032,442
Axle Load Control Costs 2,694,799
Road Reserves Mapping and Control Costs 5,279,908
Design Inhouse 4,925,956
Special Programs and Environmental Awareness 10,655,621
Total 44,641,737

In the circumstances, accuracy of the expenditure totalling to Kshs.44,641,737 could not
be confirmed.

2. Unreconciled Road Maintenance Levy Fund (RMLF)

The statement of financial position and as disclosed in Note 17(b) to the financial
statements reflects receivables from non-exchange transactions balance of
Kshs.5,533,727,695. Included in the balance is RMLF grants receivable balance of
Kshs.5,077,624,094 from Kenya Roads Board. However, the audited financial statements
of Kenya Roads Board Fund reflect RMLF disbursement payable to Kenya Urban Roads
Authority balance of Kshs.2,322,321,695 resulting to a variance of Kshs.2,755,302,399
which was not explained or reconciled.

In the circumstances, the completeness and accuracy of grants receivable amounting to
Kshs.5,077,624,094 could not be confirmed.
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3. Receivables from Exchange Transactions

The statement of financial position and as disclosed in Note 17(a) to the financial
statements reflects receivables from exchange transactions balance of
Kshs.4,153,600,796 in respect of contractors advances as at 30 June, 2022. Age analysis
of receivables from exchange transactions revealed that the amount of
Kshs.4,153,600,796 has been outstanding for more than one year, an indication that no
recoveries have been made against the advances. Management has not provided
justification for non-recovery of part of the advances.

In the circumstances, the accuracy of contractors’ advances amounting to
Kshs.4,153,600,796 could not be confirmed.

4. Failure to Recognize Road Assets

The statement of financial position and as disclosed in Note 20 to the financial statements
reflects Infrastructure Work-in Progress balance of Kshs.133,072,963,945. The
Infrastructure Work-in Progress balance has accumulated over the years and no
capitalization has been made to roads assets.

In the absence of justification for continued accumulation of Infrastructural Work-in
Progress, the accuracy and presentation of the financial statements could not be
confirmed.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the Kenya Urban Roads Authority Management
in accordance with ISSAlI 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 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
Pending Bills

The statement of financial position and as disclosed in Note 22(a) to the financial
statements reflects a balance of Kshs.15,356,572,639 in respect of payables from
exchange transactions which comprised of current payables amounting to
Kshs.14,180,564,783 and non-current payables amounting to Kshs.1,176,007,856. The
balance includes an amount of Kshs.14,146,847,283 due to suppliers and contractors.
The total balance as at 30 June, 2022 when compared to amount of Kshs.12,278,076,796
reflected in the financial statement for the year ended 30 June, 2021 results to an increase
of Kshs.3,078,495,843 or 25% and exposed the Authority to unnecessary and avoidable
costs of claims of interest and penalties on late payments to contractors on various
projects.

In the circumstances, the increase in pending bills may affect the cashflow of the Authority
and adversely affect its operations.
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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.

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 implement Projects

Review of the road contracts and records on projects implementation under Road
Maintenance Levy Fund revealed that road maintenance projects totalling to
Kshs.91,074,153 in the Annual Public Roads Programme (APRP) for the year ended
30 June, 2022 were not implemented even though the budget for the roads was approved
and funded as detailed below. Management has not provided reasons for non-
implementation of the projects.

Projects in the APRP but not implemented

Amount
Periodic (Kshs.)
Bibirioni - Ngarariga - Kamirithu 7,901,563.00
C505/Kiriaini Rd - Muranga Mortuary - Children Department Loop 12,937,720.00
Roads (Vidhu Pry Roads)
Kamakwa - Nyeri to Blue Valley 15,212,152.00
Beevers Hotel - Meeting Point Phase I 12,108,109.00
Routine
Lacquinta Hotel to Flamingo Bar - Tiema (C.B.D) 7,064,150.00
Muregeti-Kinyogori - Limuru Town 7,118,940.00
C544-St Mary Bus Stage - Muranga-High to Law Court. (Muranga 12,081,900.00
High - Bus Stage)
Masaku - Wataalam 6,752,472.00
Broadway - Cbd (General Kago Rd - Mku - A3), P 3 9,897,147.00

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

4



Total 91,074,153.00

In the circumstances, the Authority did not comply with the approved APRP for the year.
2. Implementation of Road Works Projects

2.1 Dualing of Ngong Road (Dagoretti Corner - Karen Roundabout)

The contract was initially awarded at an original contract sum of Kshs.1,987,981,993 on
12 May, 2017 which was later revised to Kshs.2,382,337,515 after a variation order of
Kshs.394,355,522. However, the contractor on 17 February, 2021 submitted a proposal
for assignment of works to a local company at an assigned amount of Kshs.751,108,491.
The agreement for assignment of part of the contract between the two (2) contractors and
the Government of Kenya represented by Kenya Urban Roads Authority (KURA) was
signed on 26 March, 2021.

The total length of the section is approximately 9.8km (Dagoretti Corner to Karen
Roundabout: 6.2 km, Karen Road section 1.9 km; Langat Road section:1.7km.)

The main project consists but not limited to new construction to bitumen standards,
rehabilitation to bitumen standards of the existing carriageway, construction of 1
No0.22.5m long reinforced concrete road over rail bridge, construction of 5 No. reinforced
concrete footbridges and construction of drainage structures.

The assignment agreement was that the employer (KURA) shall pay the assignee the
agreed assignment price of Kshs.751,108,491. That the Assignee shall prepare for
submission, interim payment certificates for the completed milestones(s) or sections and
the employer shall pay the money (net value of the IPC Less 5%) to the assignee Bank.
The 5% of the net value of the IPC shall be due to the original or main contractor to cover
overheads incurred by the main contractor in management of the contract. These shall
be paid directly to the account of the main contractor.

The project’s progress report dated November, 2022 indicated that the roadworks were
at 90% completion (excluding footbridges) with amount certified of Kshs.2,074,651,038
and a revised completion date of 30 March, 2022. Therefore, the contract duration had
expired and Management did not provide evidence of further extension of the contract.
The outstanding payment on certified works was Kshs.333,629,164. The report also
noted slow progress by the contractor, unpaid pending bills and encroachment by informal
operators as the main challenges to completion of the project.

Audit inspection exercise carried out on 15 February, 2023 revealed that the contractor
was not on site. The pedestrian walkways on the opposite side of Ngong Racecourse
entrance (Ngando area) were not constructed as per design and the section has been
encroached by small scale traders with their wares and thereby disrupting free flow of
pedestrians. In addition, the works on the carriageway were not complete and the surface
was uneven. Further, drainage works were not completed and this poses danger to road
users especially during the rainy season.
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The contract provides for five (5) footbridges but this had not been done thus exposing
pedestrians to risk of accidents given that Ngong road is a heavy traffic road.

In the circumstances, delay in the completion of the road works has adversely impacted
service delivery to the public and full value for money on road project could not be
confirmed.

2.2 Delayed Construction of Ngong Road Footbridges, Nairobi

The construction of Ngong Road Foot Bridges project was awarded at a cost of
Kshs.190,558,366.10. The project is located along Ngong Road and it consists of
construction of three footbridges located as outlined below;

(i) Gate B of Kenyatta National Hospital (KNH)
(i) Coptic Hospital
(i) Kenya Science Campus

The contract was signed on 24 September, 2020, while possession of site was granted
on 7 October, 2020. The estimated completion date was given as 2 May, 2022.

As at the time of the audit inspection in February, 2023, physical progress report was
indicated at 31%. Total amount certified and paid was Kshs.40,379,780 with programmed
certification of Kshs.21,576,502.53 pending payment which totalled to Kshs.61,956,283
or 32.5% of the contract sum.

The contractor had requested for extension of time and completion date which was
revised to May, 2023.

The Nairobi Hospital management had raised concern that the designated location of the
footbridge at Gate B of KNH did not have the approved consent from the Hospital through
an Environmental Impact Assessment (EIA) involvement as required. The matter had also
been referred to the National Environment Complains Committee.

In the circumstances, it is unlikely that the project will be delivered within the expected
timeline thus adversely impacting on realization of value for money by the public.

2.3 Nairobi Outering Road Improvement Project

The contract for Nairobi Outering Road Improvement project was awarded at a contract
price of Kshs.8,263,399,494 and the contract ended in April, 2020 with a two years
defects liability period.

As previously reported, the project was on a maintenance contract but had challenges of
open drainages that were used as receptacles of garbage/dumpsites. It was also noted
that there were mounds of garbage by the roadside on some sections.

Audit inspection carried out on 15 February, 2023 noted improvement on the observations
made in the previous year. However, the following issues were still outstanding;
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(). Cleaning of closed drains was not done well and some drainage covers had been
vandalized. The maintenance contractor on site needs to plan for occasional
cleaning of the closed drains to avoid flooding especially during the rainy season.

(). Dumping of garbage on various sections of the road was noted to be posing a
challenge to the contractor.

().  Pedestrians were crossing the road on undesignated sections whereas there are
footbridges erected for crossing.

In the circumstances, there is a risk of flooding on the road and loss of pedestrians’ lives.
2.4 Eastern By-Pass Road-Footbridge near Cabanas Area

The construction of the footbridge was carried out by the Authority through funding from
African Development Bank and completed for use to motorists several years back. The
Authority had erected metal barriers along the road and in between the bars were light
metal sheets to ensure that the pedestrians do not cross the road at un-designated areas
but instead use the footbridge for their own safety.

Audit inspection carried out on 15 February, 2023, revealed that the barriers were either
crashed by speeding vehicles or had been vandalised thus resulting to risk of loss of
lives. This issue had been noted and reported in the previous year’s audit with no
intervention from the Management of the Authority.

In the circumstances, there is a risk of loss of pedestrians’ lives as there are no barriers
to ensure safe usage of the footbridge.

2.5 Suspended Project - Improvement to Bitumen Standard of Nakuru Chief’s
Office - Ndaragua Road

The contract for the road project was initially awarded to a construction company on
22 July, 2020 at a contract sum of Kshs.38,224,685 and a commencement date of
26 September, 2020. The contract period was twelve (12) months with the expected
completion date of 25 September, 2021.

The contract stalled and the contractor entered into an assignment agreement, using the
same contract rates, with another contractor in September, 2021 for a total assigned
amount of Kshs.27,710,660.

The major contract works included new construction of 0.6km walkways and 0.6 Km roads
to bitumen standards, reinstatement of damaged drains and installation of culverts.

Audit inspection carried out on 28 February, 2023 revealed that, as previously reported,
the project had stalled, the contractor had abandoned site and no work was going on.

Management has not explained the circumstances under which the contractor abandoned
the project and action that have been taken on the contractor for failing to implement the
project as per the contract.
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In the circumstances, the project may not be delivered as per the contract terms.

2.6 Construction of Narok Town Roads - Narok

The contract was awarded to a construction company at a contract sum of
Kshs.680,415,106 on 29 April, 2020 for a contract period of eighteen (18) months. The
works commenced on 25 August, 2020 with expected completion date of
25 February, 2022. The project duration was later extended by 13 months to
20 March, 2023. The project works comprised of improvement to bitumen standards of
junctions B3 Kims Breeze - Polonga road, B3-Olmarei Lang’ Road, ENSDA Africa Hope
Centre Road, Maasai Mara University-GK Prisons Bridge and County Commissioner’'s
Loop Road in Narok County. The roads covered a total of 7.7 km in length. The main
works were construction of a 7-meter single carriageway, 2m wide footpath on either side
of the road, drainage structures including a twin box culvert and a river crossing reinforced
concrete 40-meter, 2 span bridge, road furniture, safety provisions and street lighting.

As at the time of audit inspection on 5 March, 2023, the contractor had total works certified
of Kshs.338,191,933 or 50% of the contract value and the total pending bills/unpaid
certified work was Kshs.92,982,638.

The following were noted during audit inspection of the project;

().  Construction of Kims Breeze-Polonga road was almost complete. The pending
section was at the box culvert section joining the Narok-Bomet road.

(i).  There was road encroachment on Olmarei-Lang Road Reserve which reduced
the road corridor.

(ii).  Only earthworks had been done on ENSDAAfrica Hope road.

(iv).  The contractor had only done some piles on the first and second abutment of
the bridge.

In the circumstances, it was unlikely that the project would be completed by
20 March, 2023 given that the progress was at 50%.

2.7 Construction of Homabay Town Roads Phase 1

The contract for the works was awarded to a local company at a contract sum of
Kshs.630,973,302 on 4 May, 2021 for a contract period of thirty (30) months. The order
to commence works was given on 14 June, 2021 with the expected completion date of
14 December, 2023. The main project works covered 7.11km long single carriageway,
walkways and drainage works within Homabay town. The works comprised of upgrading
to bitumen standards of Ruma — Stadium road, Ruma — Homabay High school, Ruma —
Site, SDA — Waterworks road, KeRRA offices — Arunda School — Sophia road and Sophia
— Nyagedha road.

A review of progress report for the month of January, 2023 revealed that assessed
completed works was estimated at 8.6% against an elapsed time of 65.3%. The report
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also indicated that the amount of certified and paid works was Kshs.145,398,402
representing 23% of financial progress. The progress report also indicated that the project
was likely to be extended by 203 days. The main challenges highlighted were presence
of utility services on road corridor and inadequate mobilization by the contractor.

At the time of audit inspection on 2 March, 2023, the contractor was doing earthworks,
culvert installation and drainage works on some road sections.

In the circumstances, there is a likelihood that the project delivery will be delayed due to
the slow progress of works by the contractor.

2.8 Improvement to Bitumen Standards of Eldoret Township Roads, Uasin Gishu
County

The contract for the road project was awarded to a construction company at a contract
sum of Kshs.1,156,540,838 for a contract period of forty-four (44) months. The works
commenced on 5 May, 2017 with expected completion date of 30 December, 2020. The
main project works were to cover 10.5 km upgrade to bitumen standards of Rivatex -
Kipkaren road and Kapsoya - Munyaka - Hawaii - Kiplombe road.

A review of the taking over certificate and minutes of completion dated 27 January, 2021
showed that the project was substantially complete and outstanding works were as
follows;

(). Installations of road signs, road marking, installation of guard rails on Rivatex-
Kipkaren road.

(i). Installations of road signs, road marking, installation of guard rails, stone pitching
and completion of unpaved walkways on Kapsoya- Munyaka- Hawaii road and
Hawaii- Kiplombe road.

Audit inspection carried out on 1 March, 2023 revealed that the outstanding works had
not been done and the contractor was not on site. The outstanding payments amounted
to Kshs.403,711,576 and interest on late payment was Kshs.2,197,895, an indicator that
the Authority had delayed making payments to the contractor.

In the circumstances, the project delivery has delayed and therefore value for money has
not been realized.

2.9 Construction of Kisii Bypass Phase 2 - Kisii County

The contract for the road works was awarded to a local contractor at a contract sum of
Kshs.846,921,029 and works commenced on 30 July, 2021, with a contract duration of
30 months and expected completion date of 14 December, 2023.

The main project works comprised of construction of 15.58 km long single carriageway in
Kisii town. The works included upgrading to bitumen standards of Itibo Market — Nyagesa
junction road, Omogonchoro market — Riverbank junction, Botorio — Lesos — Kona Mbaya
— La Premier and Access to Kisii University. Other works involved installation of road
furniture, drainage and construction of two box culverts.
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Review of the monthly progress report dated 17 January, 2023, revealed that the value
of works certified by December, 2022 was Kshs.81,126,253 and that the assessed
completed works were estimated at 9.24% against an elapsed time of 60%.

During the audit inspection carried out on 2 March, 2023, the contractor was not on site
and the works had been suspended.

In the circumstances, the project delivery may be delayed due to the slow progress of
works and the citizens of Kisii County may not get value for money on this project.

2.10 Delayed Completion of Nyeri Town Roads

The contract for the road works was awarded to a local company in respect of upgrading
to bitumen standards of Nyeri roads at a contract sum of Kshs.396,797,262 and the
commencement date of 28 October, 2020 with expected completion date of
28 April, 2023. The road network under construction is a system of inter-linked roads,
divided into three sections with total length of 5.4km.

Audit inspection exercise carried out in February, 2023, revealed that the contractor was
on site and works were going on. However, the project progress report as at January
2023 indicated that the project time elapsed was 90% against assessed work done of
40.9%.

In the circumstances, it is unlikely that the project will be delivered within the expected
completion date of 28 April, 2023 and the public may not get value for money on the
project.

2.11 Upgrading of Roads in Meru County Headquarters

The contract for the road works was awarded to a construction company at a contract
sum of Kshs.1,043,328,635 and the commencement date was 27 July, 2020 with
expected completion date of 27 July, 2022.

Audit verification exercise carried out in February, 2023 revealed that the contractor was
not on site and no work was going on. Available information indicated that due to
protracted delays in payments of certified interim payment certificates (IPCs) by the
Authority, the contractor demobilized 70% of the labour force and some equipment thus
significantly reducing the implementation capacity. It was further noted that the amount
certified as at 28 February, 2023 was Kshs.298,457,824 against the amount paid of
Kshs.164,403,685, thus leaving an unpaid balance of Kshs.134,054,139.

In addition, the contract period expired on 27 July, 2022 and the contractor had requested
for extension of time which was pending approval by the Authority as at the time of audit.

In the circumstances, the project is behind schedule and value for money may not be
realized. Further, the project risk incurring additional costs in interest due to non-payment
of certified works.
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2.12 Upgrading of Maua Town Roads

The contract was awarded to a construction company at a contract sum of
Kshs.993,165,499 with expected completion date of 19 May, 2019. It also included a
maintenance contract at a cost of Kshs.28,720,440 resulting to a total contract sum of
Kshs.1,021,885,939.

Available information indicated that the contractor was unable to complete the work,
which resulted to the work being assigned to three (3) assignees.

As previously reported and also observed during the audit inspection exercise carried out
on 28 February, 2023, one assigned contractor had completed their part of contract of
upgrading 1.5 km road and vacated the site.

The second assigned contractor was on site. A section of 1.5 km was substantially done
with outstanding works being road marking and drainage works. However, a section of
0.75 km had not been done with material for sub base on site but not spread.

The third assigned contractor was not on site and therefore no work was going on for the
0.7 km section of police station road and 0.8 km water intake roads as per the contract.
Overall, the percentage of time elapsed was 100% against work done of 80% and
therefore the two assignees may not meet their contractual obligation.

In the circumstances, the project is behind schedule and the public may not get value for
money on the project.

2.13 Construction of Access Roads to Maai Mahiu and Suswa SGR Stations

The contract was awarded to a local company at a contract sum Kshs.1,199,903,846 and
with expected completion date of 2 June, 2024. The project is funded by GOK (Kenya
Railways)and commenced on 2 December, 2021. The contractor has been paid advance
payment of Kshs.119,990,385 and the amount certified as per IPC 1 was
Kshs.62,281,558.

The scope of works involves construction of 12km access road to Maai Mahiu SGR station
and adjacent access roads and 3km access road to Suswa SGR station and adjacent
access roads. The project components included 9.0m wide carriageway inclusive of a
2.0M cycle track and 2.0M walkway, storage lanes and bus bays, in-situ concrete and
masonry lined u drains on both sides of the road, construction of box culverts as instructed
by the engineer, road furniture, markings and identification and relocation of services.

Audit inspection carried out in February, 2023 revealed that construction of access road
to Suswa SGR station was ongoing. Physical progress was at 10% as compared to time
elapsed of 58%. The contractor attributed the slow progress to delayed payment of the
advance payment and the IPC raised. Works on the access road to Maai Mahiu station
had not started. Challenges observed were excessive erosion on access road to Maai
Mahiu station due to the inherent nature of the loose volcanic soil and presence of Kenya
Power and Lighting Company electric poles along the road reserve. Further, discussions
were on-going between the Authority and Kenya Pipeline Company Ltd on removal of the
Company’s property from the road reserve.
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In the circumstances, there is a risk that the project will not be completed within the
contract period thus impacting adversely on realization of value for money.

2.14 Improvement of Nairobi Lot 2 - Upgrading of Shreeji Rd and Parts of Likoni
and Enterprise Roads

The contract for the road works was awarded to a construction company at a contract
sum of Kshs.892,661,116 on 8 September, 2020 for a contract duration of 24 months with
expected completion date of 30 September, 2022. It also included a 36 months
Performance Based Contract (PBC) on maintenance at a cost of Kshs.13,250,790.

The scope of the contract included rehabilitation and upgrading of single carriageway of
Shreeji road (1.1K.m) to two lanes two-way 7m, construction of walkways and drains,
expansion of existing bridge over rail on Likoni road and river bridge on Enterprise road,
concrete drains on both sides, pipe culverts and other drainage works and road furniture.
Audit inspection carried out in February, 2023 revealed the following anomalies;

().  Likoni road bridge was incomplete despite time lapse.

(i).  Enterprise road bridge was incomplete. The contractor had not submitted design
drawings for the proposed bridge structure.

(). A section of Shreeji road was incomplete. The contractor was doing earthworks as
at the time of the audit.

In the circumstances, it is unlikely that the project will be completed by the revised
completion date of 8 April, 2023, thus impacting adversely on realisation of value for
money.

2.15 Road Annuity Programme Lot 18; Kakamega, Vihiga, Bungoma & Busia

The Government through the Ministry of Transport, Infrastructure, Housing and Urban
Development and Public Works represented by the Kenya Urban Roads Authority
(KURA), identified the need to construct roads under the Road Annuity Programme Lot
18 and upgrade to bitumen standard under the Roads 10,000 programme. These roads
are intended to support the primary growth sectors of commerce, tourism, agriculture and
rural production, and extractive industries. The project is being implemented under
Finance, Design, Build, Maintain and Transfer (FDBMT) arrangement.

In Western Kenya the project covered roads with a total length of 35.3 km located in four
counties as follows:

County Road Name Road Length
Kakamega Kakamega - llesi Road 7.6km
Lutonyi - Kakamega Road 3.0km
Vihiga Vihiga - Chavakali- Munoywa - Kiritu 6.0km
Bungoma Mateka - Samoia Road 6.3km
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Mateka - Mwanda - Siritanyi - A104 Road 7.2km
Busia Busia (Jnc B1) - Alupe (Jnc C43) Bypass 5.2km
Total Length 35.3km

The total contract sum for the entire project was Kshs.14,496,000,000 with
commencement date of 16 February, 2022 and expected completion date of
February, 2024.

Audit inspection carried out in February, 2023 revealed that;

(). Kakamega-llesi road was about 70% done.
(i).  Vihiga- Chavakali- Munoywa- Kiritu was almost complete with 80% works done.

(ii).  Works in the other two counties of Busia and Bungoma were still at
initial/mobilisation stage.

In the circumstances, the project is not likely to be completed within the contract period
which will adversely impact realization of value for money.

2.16 Dualling of the Nairobi Eastern Bypass Road (From Baraka Roundabout to
Ruiru Kiambu Junction (63)

The contract for the road works was awarded to a Contractor at a contract sum
Kshs.12,494,837,029. The works commenced on 14 January, 2022 for a contract period
of 12 months, and was expected to be completed on 14 January, 2023. The defects
liability period (DLP) was agreed at 12 months after the completion date.

The scope of works involved upgrading of the existing 26.98 km Nairobi Eastern bypass
road from a single 2-lane carriageway to a dual 4-lane carriageway (6-lane carriageway
from Km 10+045 to Km11+688) complete with structures, drainage, lighting, and road
furniture and ancillary works.

Review of records and audit inspection carried out in February, 2023, revealed the
following;

(i) Overall Project Progress
Overall, 93.7% of the work was complete while 100% contract period had elapsed. Site

clearance, earthworks and road structures along the 26.98 Km road was complete while
drainage works, protection works and bituminous works were in progress.

(i) Pending Bills
As at the time of audit, in February, 2023 the amount certified for payment (including

advance payment) was Kshs.10,760,639,820 and the amount paid totalled
Kshs.9,231,244,640 resulting in a pending bill of Kshs.1,529,395,180.
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(iii) Safety Challenges - Roundabout at Nairobi Gate Industrial Park

The Authority on 16 February, 2022 approved change of the road’s design to include a
roundabout at Githurai Kimbo Phase Il link Junction due to heavy traffic on Githurai-
Kimbo road and especially trucks for Nairobi Gate Industrial Park. However, although the
request was made in good faith, the roundabout poses safety challenges to users due to
its location in the highway.

(iv) Insufficient Space at U-turns

It was observed that there was insufficient provision for U-turn radii on most of the U-turns
along the highway due to insufficient space within the road reserve and adjoining road
junctions. This presents safety hazards due to limited space to accommodate safe and
smooth turning of vehicles and allow- uninterrupted flow of traffic.

In the circumstances, there is need to continuously monitor the project to ensure that
emerging safety issues are addressed promptly.

2.17 Construction of Valley Road-Kenyatta Avenue/Ngong/Nyerere Road
Interchange and Upper Hill-Haile Selassie Overpass and Associated Road
Networks in Nairobi County

The contract for the road works was awarded to a Contractor at a contract sum
Kshs.2,987,506,754. The tender notice was issued on 31 March, 2020 while the
contractor was notified of award on 9 July, 2020. The contract agreement was signed on
17 September, 2020 and commenced the same day. The contract period was thirty-six
(36) months with expected completion date of 17 September, 2023 and with a defects
liability period (DLP) of twenty-four (24) months.

The main project works covered approximately 7 Km long dual carriageway with
intermittent service roads/slip roads and construction of 2 No. overpasses in Nairobi City
County. The project comprises of construction of 2-lane 2-way 7.0 m wide carriageway
up-grade road with raised central median, 2.0 m wide footpaths on each side of the road,
1.5m wide open drain with invert block drain and side slabs, 2 no. overpasses, road
furniture and marking, bus bays, utility relocation, safety provisions and protection works,
street lighting and landscaping.

As at 30 June, 2022, payments totalling to Kshs.219,800,000 had been made to the
contractor.

Further, as at the time of audit inspection carried in February, 2023, twenty-nine (29)
months or 81% of the contract period had elapsed, with work progress reported at 30.44%
and financial progress made was at 12.37%. Further, certified works amounted to
Kshs.975,945,069 out of which Kshs. 678,651,770 had not been paid. In addition, the
contractor was not on site having suspended work due to non-payment of certified work.

In the circumstances, the continued delay in payment is likely to attract interest and
penalties thus escalating the project cost. Further, delay in completion of the project is an
indication that the citizens may not obtain value for money on the project.
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2.18 Stalled Jomvu Kuu-Jitoni-Rabai Road Project

The contract was awarded to a construction company at a contract sum of
Kshs.1,023,765,470 on 10 July, 2017 and a revised completion date of 21 March, 2022.

The main project works comprised of construction to bitumen standards of Jomvu-Kuu-
Jitoni Rabai road with 7.0m wide carriageway, lined drains on both sides and 2.0m wide
walkways on both sides. The total length of the project is approximately 11.7km. The
works are situated in Mombasa and Kilifi Counties. The project was conceived under the
Low Volume Sealed Urban Roads (LVSUR).

Review of records revealed that Kshs.769,948,223 had been certified as at 31 May, 2022
out of which an amount of Kshs.579,171,604 had been paid leaving an unpaid balance
of Kshs.190,776,619.

Audit inspection exercise carried out in February, 2023 revealed that the project
implementation was behind schedule going by the project extended completion date of
21 March, 2022. It was noted that seven (7) milestones had been completed out of the
nine (9) programmed milestones. The works had stalled and the contractor was not on
site.

Further, some completed sections of the road had been worn out and required to be
redone.

In the circumstances, the project completion is behind schedule as approximately 11
months had elapsed from the revised project completion date of 21 March, 2022. This
will adversely impact on realization of value for money by the citizens.

2.19 Upgrading to Bitumen Standards of Mlolongo-Athi River-Joska Roads

The contract for the road works was awarded to a Contractor at an original contract sum
of Kshs.2,193,745,878 and later revised to Kshs.2,730,964,561 on 24 September, 2022
for a contract duration of twelve (12) months with an expected completion date of
14 October, 2023 and a twelve (12) months defects liability period.

The original scope of the project involved construction of single carriageways of
approximately 15kms of Mlolongo-Athi River-Joska Roads in Machakos County. This was
however revised to include additional works at Uhuru Gardens, Nairobi as emergency
works for the purpose of movement in and around the venue during Madaraka Day 2021
celebrations. The main works included construction to bitumen standards of the
carriageways, footpaths on either side of the carriageways, lined drains on either side of
the road, road furniture and markings, utility relocation and safety provisions and
protection works.

As at the time of audit inspection in February, 2023, twenty-nine (29) months or 76% of
the contract duration had elapsed while 61% work had been completed. Further, the total
amount certified for payment was Kshs.1,797,696,787 while the amount paid was
Kshs.833,029,058 thus leaving pending payments of Kshs.964,667,729.
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Further, the contractor had withdrawn from site due to non - payment of the certified
amount of Kshs.964,667,729.

In the circumstances, the Authority has breached contractual obligation due to non-
payment of certified works.

2.20 Upgrading to Bitumen Standards of Mombasa Road (Devki)-Kinanie
Park/Kinanie Leather, Machakos County

The contract was awarded to a consortium at a contract sum of Kshs.1,785,779,142 on
15 July, 2021 with a contract period of 36 months and expected completion date of
14 July, 2024. The project is situated in Machakos County.

The works comprise upgrading to bitumen standards of Mombasa Road (Devki)-Kinanie
Park/Kinanie Leather Park to include 7.0m wide carriageway, lined drains on both sides
and 2.0m wide walkways on both sides on a 25km distance.

As at the time of audit in February, 2023, progress was 41% while time elapsed was 18
months (50% of contract period). The amount paid on the contract was Kshs.238,434,076
out of total works certified of Kshs.476,005,001 resulting to unpaid certified amount of
Kshs.237,570,925.

In the circumstances, there is a risk of breach of contractual obligation by the Authority
and the delayed payment may attract interest and penalties thus escalating the project
cost.

2.21 Upgrading to Bitumen Standards of Roads Within East Africa Portland
Housing Scheme-Machakos County

The contract was awarded to a Contractor at a contract sum of Kshs.1,532,891,267 on
14 April, 2021 for a contract period of thirty (30) months with an expected completion date
of 26 December, 2023. The project is located at East Africa Portland land in Machakos
County with a total length of 15Km to provide access to affordable housing units.

The scope of works includes site clearance for the whole road reserve, earthworks to
formation level and construction of 300-450 mm improved sub-grade.

As at the time of audit in February, 2023, twenty (20) months or 66% of contract period
had elapsed with progress of work estimated at 50%, implying that the contractor was
slightly behind schedule. Further, the contractor was not on site and it was indicated that
he had scaled down operations due to delayed payments.

In the circumstances, the Authority risks incurring interest and penalties due to non-
payment. Further, citizens may not get value for money on the project.

2.22 Upgrading to Bitumen Standards of Kwale and Ukunda Township Roads

The contract was awarded to a Contractor at a contract sum of Kshs.529,440,462. The
project is located within Kwale Town, Matuga Constituency and Ukunda Township in
Msambweni Constituency all in Kwale County.

The main works comprise of construction of single carriageway gravel roads to bitumen
standards, construction of walkways and related drainage facilities. The roads to be
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upgraded are 1.38 km Kwale Tsimba Clinic road, 1.48 km Bongwe-lbiza-Ukunda road
and 3.83 km Diani Markaz Shamu Primary School.

The works to be executed included site clearance, pavement construction, drainage and
protection works, installation of road furniture, relocation of services and other ancillary
works including guardrails where necessary.

Audit inspection carried out in February, 2023 revealed that while works on the Kwale-
Tsimba Clinic section was 97% complete with only road markings and road furniture
installation remaining, the other two sections were below 30% completion and the
contractor was not on site. The constructed drainage on the Kwale town section had
overgrown bushes a sign of neglect or lack of site maintenance by the contractor.

In the circumstances, there is a risk that citizens may not get full value for money on the
project.

3. Interest on Late Payments

Review of records revealed that there were claims of interest on late payment to
contractors in respect of seven (7) projects undertaken by the Authority totalling to
Kshs.110,438,332 which had accrued as at 30 June, 2022.

Interest on delayed payments represents unnecessary additional charge to public funds
beyond the projects’ cost.

In the circumstances, the interest on delayed payment represents nugatory expenditure
which could have been avoided had the Authority made the payments to the contractors
within the agreed contract duration.

4. Non-Preparation of Separate Financial Statements for Staff Mortgage Scheme

During the year under review, Management did not prepare separate financial statements
for the Staff Mortgage Scheme. However, the Funds operations were reported together
with the Authority’s financial statements. This contravened Regulation 221(1) of the Public
Finance Management (National Government) Regulations, 2015 which states that the
accounting officer for a national government entity listed in Schedule 2 and 3 shall prepare
and submit annual financial and non-financial statements in the format gazetted by the
Cabinet Secretary within three months to the Auditor General with copies to the
responsible Cabinet Secretary and the National Treasury.

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.
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REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT
AND OVERALL 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 in 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.

Under Establishment of Human Resources

Review of human resources records revealed that the Authority has an approved
harmonized staff establishment of 639 staff with only 287 in post resulting to an under
establishment of 352 staff leading to an understaffing of 55%.

Further analysis of the records revealed that:

(). Two out of the six required directors’ positions-Grade 2 (Director, Urban roads
planning and Design and Audit Services) were not filled.

(i).  Nine out of the thirty-one required Deputy Director Positions-Grade 3, were not
filled with three positions out of the nine filled on acting capacity.

().  Forty-eight Assistant Director-Grade 4, positions out of the 75 required positions
were not filled.

(iv). Departments such as Office of Director Policy, Strategy and Compliance,
Research and Innovation Department, Quality Assurance and Compliance
Department, Office of the Director Corporate Services and Office of the Director
Audit Services have less than 2 staff with others having none.

(v). Departments such as the Road Asset Management, Survey Department, Special
Projects Department, Legal Services and all regional offices have less than half of
the required staff.

(vi).  The Top management levels-Grade 1 to Grade 4, are understaffed by 49.6% with
only 57 of the required 113 Assistant Directors, Deputy Directors and Directors in
post.

In the circumstances, Management was in breach of the approved staff establishment
and the Authority may not be able to meet its mandate and objectives due to the
understaffing.

The audit was conducted in accordance with ISSAI 2315 and ISSAI 2330. The standards
requires that | plan and perform the audit so as to obtain assurance as to whether effective
processes and systems of internal control, risk management and governance was
maintained in all material respects. | believe that the audit evidence | have obtained is
sufficient and appropriate to provide a basis for my conclusion.
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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 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
Authority’s ability to continue to sustain 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 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.
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Further, in planning and performing the audit of the financial statements and audit of
compliance, | consider internal control in order to give an assurance on the effectiveness
of internal controls, risk management and overall governance processes and systems in
accordance with the provisions of Section 7(1)(a) of the Public Audit Act, 2015 and submit
the audit report in compliance with Article 229(7) of the Constitution. My consideration of
the internal control would not necessarily disclose all matters in the internal control that
might be material weaknesses under the ISSAIs. A material weakness is a condition in
which the design or operation of one or more of the internal control components does not
reduce to a relatively low level the risk that misstatements caused by error or fraud in
amounts that would be material in relation to the financial statements being audited may
occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions.

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

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

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

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

e Conclude on the appropriateness of the Management’s use of the 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.

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.

¢ Obtain sufficient appropriate audit evidence regarding the financial information and
business activities of the Authority to express an opinion on the financial statements.
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e Perform such other procedures as | consider necessary in the circumstances.

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

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

CPA Nancy Gathungu, CBS
AUDITOR-GENERAL

Nairobi

16 June, 2023
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