REPORT OF THE AUDITOR-GENERAL ON KENYA REVENUE AUTHORITY 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 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
Opinion

| have audited the accompanying financial statements of Kenya Revenue Authority (KRA)
set out on pages 62 to 94, 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 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, the financial statements present fairly, the financial position of the Kenya
Revenue Authority 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 Public Finance Management Act, 2012
and the Kenya Revenue Authority Act, 1995.

Basis for Opinion

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

Emphasis of Matter
1. Land Without Ownership Documents

The statement of financial position reflects a balance of Kshs.30,269,179,000 under
property, plant and equipment which, as disclosed in Note 8(ii) to the financial statements,
includes seven (7) parcels of leasehold land with a total measurement of 6.7071 hectares
and which the Authority is yet to receive ownership documents. The properties, with a net
book value of Kshs.270,828,846, are said to be at various stages of registration with the
National Land Commission and the Ministry of Lands and Physical Planning even though
the issue of ownership documents has been outstanding for a long period of time.

Further, the Authority was allocated five (5) parcels of land in Hulugho, Amuma, Gerille,
Elwak, and Diffu which have been gazetted as border entry points. The Authority was
also allocated three (3) parcels of land at Kainuk, Kakuma, and Lodwar by the County
Government of Turkana for regional cargo monitoring gazetted as regional cargo
monitoring stations.

The eight (8) parcels of land had not been valued and are therefore excluded from the
property, plant and equipment balance of Kshs.30,269,179,000. Except for the parcels of
land in Turkana County which have received letters of reservation from the National Land
Commission, the other five (5) parcels of land are yet to receive allotment letters. As a
result, it was not possible to ascertain whether all the above properties and improvements
thereon belong to the Authority.

In the circumstances, ownership of the parcels of land with a net book balance of
Kshs.270,828,846 as at 30 June, 2023 could not be confirmed.

2. Long Outstanding Payables

As reported in the previous year, the statement of financial position reflects a balance of
Kshs.8,196,980,000 under payables which, as disclosed in Note 15 to the financial
statements, includes an amount of Kshs.3,203,104,000 relating to trade creditors and
accounts payables. The latter balance includes an amount of Kshs.1,207,621,581 for
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local creditors out of which an amount of Kshs.60,641,507 has been outstanding for more
than three hundred and sixty (360) days. The balance of Kshs.60,641,507 relates to
amounts invoiced by the Administration Police for guarding KRA premises for the period
July, 2016, to January, 2018 before gazettement of the Authority as a protected area vide
Legal Notice N0.96 of 17 April, 2019. However, records maintained by the State
Department for Interior and Citizen Services reflects that the bill has accumulated to
Kshs.418,004,000 as at 30 June, 2023.

Although, Management has indicated that a request to the Inspector General of the
National Police Service was done for waiver and exemption from the payment, a
resolution is yet to be made on the matter.

3. Long Outstanding Receivables

The statement of financial position reflects a receivables balance of Kshs.669,526,000 as
disclosed in Note 10 to the financial statements which includes an amount of
Kshs.326,372,846 due from the County Executive of Nairobi City. The amount relates to
revenue collection services offered by the Authority to the County Government which has
accumulated since year 2020 as detailed below;

Amount
Year (Kshs.)
2020 78,055
2021 110,395,901
2022 215,898,890
Total 326,372,846

Review of correspondences between the Authority and the County Executive revealed
that Management has made several demands for the outstanding amount and the County
Executive of Nairobi City has acknowledged the debt. However, the amount has not been
recognized as a payable in the financial statements of the County Executive of Nairobi
City.

In the circumstances, recoverability of the outstanding receivables totalling
Kshs.326,372,846 could not be confirmed.

4. Material Uncertainty Related to Sustainability of Services

The statement of financial position reflects current assets and current liabilities balance
of Kshs.3,326,882,000 and Kshs.10,859,836,000 respectively, resulting to a negative
working capital of Kshs.7,532,954,000. Further, the Authority recorded a deficit of
Kshs.2,488,550,000 for the year under review. Management has indicated that the
negative working capital was as a result of non-disbursement of funds by The National
Treasury. Although The National Treasury has committed to providing additional funding
to the Authority during the 2023/2024 financial year, delayed and non-disbursement of
funds may adversely affect the performance of the Authority.
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In the circumstances, the existence of material uncertainty casts doubt on the Authority’s
ability to continue to sustain its services and to meet its obligations as and when they fall
due.

My opinion is not modified in respect of these matters.
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 and 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

Anomalies in Excise Goods Management Systems (EGMS)

The statement of financial position reflects payables balance of Kshs.8,196,980,000
which, as disclosed in Note 15 to the financial statements includes an amount of
Kshs.4,793,736,000 due to a supplier of excise stamps. Contract documents indicate that
in 2015, KRA entered into a contract agreement with an international company for the
printing, supply and delivery of security revenue stamps complete with track and trace
and integrated production accounting system. The terms of the contract was based on a
time factor subject to achievement of certain milestones including reaching the maximum
number of 12,876,633,889 stamps or the contract period of 5 years whichever came
earlier.

On 4 May, 2021, an Addendum to the Agreement was signed for the terms of handing
over the system to KRA upon expiry of the contract period of 2015. The Addendum also
required the two parties to enter into a maintenance contract after the expiry of the 2015
contract. A second Addendum was signed on 23 December, 2022 increasing the
maximum number of stamps to be supplied under the contract by 15% in order to provide
time for handover, reduce the unit price and change the contract currency from the Euro
to Kenya Shillings.

As at 30 June, 2023, the debt owed to the Company stood at Kshs.4,793,736,000 and
Management attributed the accumulation of the debt to the disproportionate pricing model
for the non-alcoholic beverages, which were priced below the cost of stamps, the
depreciation of the Kenya shilling against the Euro and the disproportionate volume mix
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between non-alcoholic and alcoholic beverages. However, review of records relating to
the contract revealed the following issues which have not been addressed:

I.  Although the contract expired in July, 2022, no evidence was provided for audit to
confirm that the handing over process had started. Further, the Addendum to the
expired contract was silent on whether the handover included both the software and
equipment used. In addition, Management had indicated that the process of sourcing
for a new supplier was ongoing but it was not clear whether the assets which would
be handed over would be compatible with another suppliers’ software.

ii. Although, Management has indicated that the Authority is following up with The
National Treasury on disbursement of funds to clear the outstanding amounts and
that the pending bill has been submitted to the pending bills verification committee
for verification, the progress made in this regard has not been disclosed.

In the circumstances, it was not possible to ascertain when the handover of the EGMS
will be done.

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
Internal Controls Weaknesses in the E-Recruitment System

During the year under review, KRA requested The National Treasury and the Public
Service Commission for authority to recruit one thousand, five hundred (1,500) Revenue
Service Assistants (RSAs). Approval by The National Treasury and Public Service
Commission were granted and the Authority proceeded to recruit one thousand, four
hundred and six (1,406) RSAs who were required to have a minimum grade of D+ and
aged below thirty-five (35) years. However, review of the recruitment process revealed
the following anomalies;
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i.  Sixty-nine (69) applicants with grades below D+ participated in aptitude Test | while
thirty (30) applicants with grades below D+ also participated in aptitude Test Il
This casts doubts on whether submitted applications were screened before inviting
the candidates to participate in the aptitude tests.

ii. Analysis of the raw data list comprising of one hundred and twenty-seven
thousand, one hundred and seventeen (127,117) applicants revealed that there
were three thousand, five hundred and ninety-two (3,592) unique records which
were duplicated thereby overstating the number of applicants by three thousand,
five hundred and ninety-two (3,592). The correct number of applicants was
therefore, one hundred and twenty-three thousand, five hundred and twenty-five
(123,525) applicants.

iii. The system allowed candidates with incomplete input data to successfully submit
their applications. Cases were noted where ldentity Numbers keyed in the system
contained characters as opposed to numerical humbers, identity numbers were
not keyed in during applications, and in some cases the applicants were sharing
same identity numbers.

iv. Although, disclosure of age of the applicant was a key criteria requirement in the
application and selection process, review of the raw list of one hundred and twenty-
seven thousand one hundred and seventeen (127,117) applicants revealed that
there were five thousand five hundred and seventy-seven (5,577) applicants who
did not indicate their date of birth. However, the applicants were not disqualified
but were irregularly allowed to progress to the next level of application and
selection process.

v. The internal employment application forms allowed applicants to submit more than
one application.

Although Management has committed to strengthen the control features in the SAP-E-
recruitment module, reliability of data in the current module may be misleading due to the
inaccuracies cited.

In the circumstances, the security controls embedded in the E-recruitment system are
weak and information obtained cannot be fully relied upon in its entirety.

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
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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 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.

Auditor-General’s Responsibilities for the Audit

The audit objectives are to obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement, whether due to fraud or error,
and to issue an auditor’s report that includes my opinion in accordance with the provisions
of Section 48 of the Public Audit Act, 2015 and submit the audit report in compliance with
Article 229(7) of the Constitution. Reasonable assurance is a high level of assurance, but
is not a guarantee that an audit conducted in accordance with ISSAIls will always detect
a material misstatement and weakness when it exists. Misstatements can arise from fraud
or error and are considered material if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions of users taken on the basis
of these financial statements.

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

Further, in planning and performing the audit of the financial statements and audit of
compliance, | consider internal 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
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the audit report in compliance with Article 229(7) of the Constitution. My consideration of
the internal controls would not necessarily disclose all matters in the internal control that
might be material weaknesses under the ISSAIls. A material weakness is a condition in
which the design or operation of one or more of the internal control components does not
reduce to a relatively low level the risk that misstatements caused by error or fraud in
amounts that would be material in relation to the financial statements being audited may
occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions.

Because of its inherent limitations, internal 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
fraud is higher than for one resulting from error, as fraud may involve collusion,
forgery, intentional omissions, misrepresentations, or the override of internal controls.

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

e Conclude on the appropriateness of 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.

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 controls 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.

FCPA Nancy Gathungu, CBS
AUDITOR-GENERAL

Nairobi

18 April, 2024
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