REPORT OF THE AUDITOR-GENERAL ON ENGINEERS BOARD OF KENYA FOR
THE YEAR ENDED 30 JUNE, 2023

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 that the
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 Engineers Board of Kenya set
out on pages 1 to 30, which comprise of the statement of financial position as at
30 June, 2023, 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 Engineers Board of Kenya as at 30 June, 2023 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
Engineers Act, 2011 and the Public Finance Management Act, 2012.

Basis for Qualified Opinion
1. Unsupported Conference and Air Ticket Expenditures

The statement of financial performance reflects use of goods and services expenditure of
Kshs.236,144,205 as disclosed in Note 13 to the financial statements. Review of records
revealed that there were conference and air tickets expenditure of Kshs.1,528,660 and
Kshs.3,163,025 respectively that were incurred without valid requisitions and issuance of
local purchase/service orders.

In the circumstances, the propriety of the expenditure of Kshs.4,691,685 could not be
confirmed.

2. Inaccuracies in Board Expenses

The statement of financial performance reflects Board expenses balance of
Kshs.21,090,207 as disclosed in Note 15 to the financial statements. Review of the
supporting ledger revealed that various expenses amounting to Kshs.2,801,104 were
mis-posted to other various expenditure items distorting the respective expenditure
balances reported in the financial statements. Therefore, the total Board expenditure
including the mis-posted Board expenditure would have amounted to Kshs.23,891,311
(or 5.7% of the total expenditure).

Further comparison of the balance with the recommended Board expenditure of
Kshs.20,141,103 or 5% of the total expenditure of Kshs.402,822,058 in the year
under review, Management have incurred an amount of Kshs.3,750,208 above the
recommended Board expenditure without the required approvals.

In the circumstances, the accuracy of the Board expenses balance of Kshs.21,090,207
could not be confirmed,

3. Long Outstanding Receivables from the State Department for Roads

The statement of financial position reflects receivables from non-exchange transactions
balance of Kshs.195,986,816 as disclosed in Note 19 to the financial statements. The
balance includes development partners - EARTTDFP amount of Kshs.19,404,719 in
respect of funds receivable from the State Department for Roads under the East Africa
Regional Transport, Trade and Development Facilitation project. The latter balance
includes outstanding expenditure incurred by the Board to be funded through the donor
funded project for holding the Engineers Partnership Convention in the year 2022 at a
cost of Kshs.9,663,200. Further, included in the balance of Kshs.19,404,719 was an
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amount of Kshs.3,500,455 incurred by the Board as part payment for ERP system
implementation and which was to be funded through the project.

Review of records revealed the following observations;

(). It was highly unlikely that the debt will be recoverable before the expiry of the credit
facility by the donor since the debt has been outstanding for eighteen (18) months
by the time of the audit.

(if). Further, third party confirmation from the audited financial statements for the
EARTTDF project for the year ending 30 June, 2023 revealed there were no pending
payables related to the Board. Consequently, the authenticity of the outstanding debt
could not be confirmed.

Further, the balance includes an amount of Kshs.94,682,097 in respect to annual
subscription which comprised of net receivables amount of Kshs.135,260,138 and the
provision for doubtful debts amount of Kshs.40,578,041. However, the ageing analysis
provided reflects debtors’ balance of Kshs.136,585,851 that had been outstanding for
more than 90 days with some dating back to from 30 June, 2019.

In the circumstances, the recoverability of the receivables from non-exchange
transactions balance of Kshs.195,986,816 could not be confirmed.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the Engineers Board of Kenya 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 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

Budgetary Control and Performance

The statement of comparison of budget and actual amounts reflects final budget and
actual on comparable basis amounts of Kshs.450,644,000 and Kshs.303,288,479
respectively, resulting to underfunding of Kshs.147,355,521 (or 33% of the budget).
Similarly, the Board expended Kshs.410,831,321 against an approved budget of
Kshs.450,644,000, resulting to under-expenditure of Kshs.39,812,679 (or 10% of the
budget).

In the circumstances, the underfunding and under-expenditure affected the planned
activities and may have impacted negatively on service delivery to the public.

My opinion is not modified in respect of this matter.
Key Audit Matters
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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
Unresolved Prior Year Matters

In the audit report of the previous year, several issues were raised under the Report on
Financial Statements, Report on Lawfulness and Effectiveness in Use of Public
Resources, and Report on Effectiveness of Internal Controls, Risk Management and
Governance. However, the Management has not provided an explanation of how the
issues were resolved.

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. Lack of a Substantive Board Chairman

Review of the Board’s records revealed that the previous Board Chairman was re-
appointed as a Board Member for the second and final term on 04 August, 2022.
However, it was observed that upon re-appointment, he was not officially appointed as
the Board’s Chair and therefore the Board had no substantial Chairman as at the time of
the audit, in December, 2023. This is contrary to Section 5(1)(a) of the Engineers Act,
2011 which states that the Board shall consist of - the chairperson who shall be appointed
by the Cabinet Secretary from amongst the members appointed under Paragraph (g).

In the circumstances, Management and the appointing Authority were in breach of the
law.

2. Unapproved Staff Bonus Payments

The statement of financial performance reflects employee costs amounting to
Kshs.101,003,977 as disclosed in Note 14 to the financial statements. Review of the
Board’'s payrolls for the period under review revealed that bonus payments of
Kshs.2,288,693 were paid to various staff of the Board in the month of August, 2022.
Although Management provided the performance contracting guidelines, evaluation
by the Ministry of Public Service and Gender and the approval of the Board, the
approval of the parent Ministry was not provided. This is contrary to Circular
No. OP/CAB9/21/2A/L11/43 dated 23 November, 2004 which states that the approval of
the parent Ministry must be considered in making bonus payments.

Report of the Auditor-General on Engineers Board of Kenya for the year ended 30 June, 2023
4



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

3. Delayed Implementation of the Enhanced Enterprise Resource Planning (ERP)
System

The Board entered into a contract with a firm on 06 September, 2021 for provision of an
Enterprise Resource Planning system (ERP) at a contract sum of Kshs.11,698,463.
The project was donor funded by East Africa Regional Transport, Trade and Development
Facilitation Project (EARTTDFP) Credit N0o.5638-KE) due on 31 December, 2023 as
reflected in the financing agreement with an extension of one more year to
31 December, 2024.

Review of the contract agreement revealed that as provided in Clause GCC 12.1(b)
thirty percent (30%) of the total contract price was to be payable against issuance
of the installation certificate under GCC Clause 26. This payment was made on
19 January, 2023, one year and three months after the time the contract was signed
however, the refund has not been made.

As at the time of the audit, the performance guarantee dated 16 August, 2021 and valid
up to 01 August, 2022 had expired. Further, it was observed that the Board did not have
a valid contract with the consultant since the original contract had expired.

Further, it was noted that there was delay in achievement of operation acceptance which
was to be achieved within 120 days (06 January, 2022). This was documented through
some manual operations of the Board in the financial year 2022/2023 since the ERP was
not fully operational.

In the circumstances, the delay in project implementation negatively affected service
delivery to the public.

4. Staff Under-Establishment

Review of human resource records provided for audit revealed that the Board had an
approved staff establishment of one hundred and twenty-one (121) officers. However,
during the financial year under review only thirty-nine (39) officers were placed in various
cadres which was equivalent to 32%, thus resulting to a shortfall of eighty-two (82) officers
across the various staffing cadres due to underfunding of the Board.

In the circumstances, there is a risk of the Board not being able to deliver on its mandate.
5. Payment of Airtime Allowance
5.1 Employees Paid Airtime Allowance Above the Approved Rate

Review of the Board’s monthly payrolls revealed that Management paid four (4)
employees airtime allowance above what is stipulated in the salaries and allowances
entitlements for the Board by an amount of Kshs.63,785.

No evidence was provided by Management on recoveries of the overpayments of airtime
allowances from the affected staff.
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5.2 Employees Paid Airtime Allowance Less Than the Approved Rate

Further, review the Board’s monthly payrolls revealed that Management paid eight (8)
employees airtime allowance that was less than what is stipulated the salaries and
allowances entitlements for the Board by an amount of Kshs.8,083.

In the circumstances, Management was in breach of the Board’s policy on payment of
airtime.

6. Non-Rotation of Board Members in the Board’s Committees

Review of the Board committee composition and available records revealed that various
Board members in various committees were not rotated based on the approved
Regulations. This is contrary to Annexure I, Part D — Section 11 of Mwongozo — The Code
of Governance for State Corporations on Committees of the Board which states that the
Board may, from time to time, rotate Board members between the committees.

In the circumstances, the Board was in breach of the regulations.

The audit was conducted in accordance with ISSAI 4000. The standard requires that |
comply with ethical requirements and plan and perform the audit to obtain assurance
about whether the activities, financial transactions and information reflected in the
financial statements are in compliance, in all material respects, with the authorities that
govern them. | believe that the audit evidence | have obtained is sufficient and appropriate
to provide a basis for my conclusion.

REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT
AND GOVERNANCE

Conclusion

As required by Section 7(1)(a) of the Public Audit Act, 2015, based on the audit
procedures performed, except for the matters described in the Basis for Conclusion on
Effectiveness of Internal Controls, Risk Management and Governance section of my
report, | confirm that, nothing else has come to my attention to cause me to believe that
internal controls, risk management and overall governance were not effective.

Basis for Conclusion
1. Unrealized Application Fees - Independent Review Fees

The statement of financial performance reflects application fees amount of
Kshs.35,387,960 related to application fees as disclosed in Note 7 to the financial
statements which further includes independent review fees income of Kshs.2,249,820.
The statement of performance against predetermined objectives for the financial year
2022/2023 indicates that the Board conducted twenty (20) Independent Reviews on
Engineering Programmes in six (6) universities. The six (6) universities were invoiced a
total amount of Kshs.6,000,000 for the independent reviews conducted. However, as at
30 June, 2023 only two (2) universities had paid for the course accreditation of University
Engineering Programs while one (1) university had partially paid thus accounting for a
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total amount of Kshs.2,249,820 received during the year. Further, three (3) universities
had not paid the invoiced fees thus accounting for the unrealized application fees income
of Kshs.3,750,180.

In the circumstances, the Board is exposed to bad debts arising from non-collection of
debts accruing from offering of accreditation services.

2. Weak Internal Controls - Imprest Management

Review of the Board’s bank statements provided revealed that a total amount of
Kshs.15,058,935 was withdrawn in cash from two (2) bank accounts operated by the
Board on diverse dates. The withdrawals related to imprests paid to officers for various
activities of the Board. Included in the balance of Kshs.15,058,935 is cash withdrawals
amount of Kshs.8,081,005 relating to staff imprests exceeding the maximum petty cash
limit of Kshs.100,000 per week contrary to Section 5.1 of the Board’s Financial Policies
and Procedures Manual on petty cash. Further, the cash withdrawals were for other
payments instead of the respective payees’ contrary to the Board’s financial policies and
procedures on bank and cash management.

Review of records provided revealed that an amount of Kshs.12,841,802 was withdrawn
from the Board’s bank accounts as staff imprests and used to cater for various payments
other than those approved under imprest utilization. The amounts withdrawn exceeded
the petty cash withdrawal limit of Kshs.20,000 contrary to Section 5.3 of the Board’s
financial policies and procedures manual.

In addition, review of the Board’s cashbook and the bank statements revealed that various
cash withdrawals were made through direct withdrawals and cheque encashments for
various Board activities which were not recorded in the staff imprest register or ledgers.
Further, records provided revealed that the Board directly expensed the withdrawals in
various expenditure items. It was not possible to confirm whether the cash advances were
being supported by imprest warrants dully authorized by the Accounting Officer.

In the circumstances, the effectiveness of internal controls in relation to imprest
management could not be confirmed.

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 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 governance.
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In preparing the financial statements, Management is responsible for assessing the
Board’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 Board 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 Board’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 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

Report of the Auditor-General on Engineers Board of Kenya for the year ended 30 June, 2023
8



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 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
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 Board’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 Board to cease 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.

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

e Perform such other procedures as | consider necessary in the circumstances.
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| 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 communicate with them all relationships and
other matters that may reasonably be thought to bear on my independence and where
applicable, related safeguards.

FCPA Nancy Gathungu, CBS
AUDITOR-GENERAL

Nairobi

18 April, 2024
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