REPORT OF THE AUDITOR-GENERAL ON LAKE BASIN DEVELOPMENT
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
Qualified Opinion

| have audited the accompanying financial statements of Lake Basin Development
Authority set out on pages 1 to 43, 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.

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 Lake Basin Development Authority as at
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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 and comply with the
Public Finance Management Act, 2012 and the Lake Basin Development Authority Act,
2012.

Basis for Qualified Opinion
1. Failure to Accrue Service Charges and Collect Revenue

The statement of financial performance and as disclosed in Note 11 to the financial
statements reflects general expenses of Kshs.416,024,215 which includes management
fees of Kshs.1,349,037. It was indicated that management fee was derived from 4.2%
charge on total collection of lease revenue which was Kshs.32,119,932 in the year.
However, supporting schedules provided for audit indicated that revenue collectable
from the Lake Basin Development Authority (LBDA) Mall during the year amounted to
Kshs.53,872,679 as disclosed in Note 8 to the financial statements and service
charges amounting to Kshs.6,977,523, all totalling Kshs.60,850,202. However, the estate
agent corrected an amount of Kshs.32,119,932 leaving an amount of Kshs.28,730,269
outstanding. In addition, the amount of Kshs.6,977,523 relating to service charges has
not been accrued in these financial statements.

In the circumstances, the completeness and accuracy of the reported revenue from rent
of Kshs.53,872,679 and the accompanying management fees of Kshs.1,349,037 could
not be confirmed.

2. Long Outstanding Imprest and Other Receivables from Exchange Transactions

The statement of financial position reflects amounts of Kshs.5,443,854 and
Kshs.77,726,730 being receivables from non-exchange transactions and receivables
from exchange transactions respectively, as disclosed in Note 21a and 21b to the
financial statements respectively. Review of records provided revealed that a total of
Kshs.1,062,298 related to current staff debtors in respect of unsurrendered imprest
issued to staff. The entity did not provide evidence to show efforts made to recover the
unsurrendered imprest or details of the current status of the imprest as at the time of the
audit.

Further, an amount of Kshs.4,381,554 related to debtors in respect of former staff relating
to overdue imprest and credit sales. However, Management did not provide any credit
sale documents or records to support how the debts were arrived at or measures on how
Management intended to deal with the outstanding amounts.

In addition, included in the receivables from exchange schedule is an amount
of Kshs.534,080 being provision for bad debts. There was however no supporting
schedule showing how the provisions were arrived at or a policy for the provision provided
to support the amount.

In the circumstances, the accuracy and completeness of receivables from non-exchange
transactions and receivables from exchanges transactions balances of Kshs.5,443,854
and Kshs.77,726,730 respectively could not be confirmed.

3. Unsupported Additions to Property, Plant and Equipment
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The statement of financial position and as disclosed in Note 23 to the financial statements
reflects property, plant and equipment balance of Kshs.4,956,656,245. Included in the
amount are additions made during the year amounting to Kshs.88,600,303. However,
included under work-in-progress additions amount of Kshs.81,228,021 are two balances
totalling to Kshs.68,144,186, made up of ERP software and mill plant of Kshs.33,643,943
and Kshs.34,500,243 respectively, which were not supported by acquisition invoices and
payment vouchers. Further, documentation, relating to additions to plant and equipment
balance of Kshs.3,491,706, were not provided in support of the acquisition.

In the circumstances, the accuracy, validity and completeness of property, plant and
equipment balance of Kshs.4,956,656,245 could not be confirmed.

4. Long Outstanding Trade Payables

The statement of financial position and as disclosed in Note 26b to the financial
statements, reflects a balance of Kshs.3,201,082,934 relating to non-current trade and
other payables. Included in the balance is an amount of Kshs.2,500,000,000 indicated to
be owing to Cooperative Bank and has been outstanding for the last seven (7) years
without any repayments. Further, included in the long outstanding trade payables are
amounts totalling Kshs.68,236,606 that has been outstanding for between ten (10) and
thirty-three (33) years. No reason was provided for this state of affairs. This is contrary to
Regulation 150(1) of the Public Procurement and Asset Disposal Regulations, 2020 which
requires that subject to availability of funds and after proper certification of goods, works
or service, prompt payments are made within 60 days from date of receipt of invoice.

In the circumstances, the Company is exposed to fines and penalties as a result of delay
in payment of amounts due.

5. Failure to Comply with Loan Agreement Terms

The statement of financial position and as disclosed in Note 28 to the financial statements
reflects borrowings from Government balance of Kshs.2,000,000,000. The balance
represents a loan from the Government of Kenya, pursuant to a loan agreement dated
29 June, 2017. The Government of Kenya and the Lake Basin Development Authority
entered into a loan agreement for Kshs.1.5 billion for the mall project. An additional
amount of Kshs.0.5 billion was granted on 30 November, 2017 raising the loan amount
to Kshs.2.0 billion. This was a bailout to the Authority to facilitate it to settle outstanding
debts in regard to Lake Basin Mall Complex project in Kisumu.

According to the loan agreement, the Authority ought to have paid the first loan instalment
of Kshs.58,823,529 on 30 September, 2021, the second instalment of the same amount
on 31 March, 2022, the third instalment on 30 September, 2022 and the fourth
instalment on 31 March, 2023 of the same amount. This was not repaid, and hence the
Authority is in arrears of Kshs.235,294,116 in the repayment of the principal amount of
Kshs.2,000,000,000 owed to the GoK as at the end of the year. The Authority was also
to repay interest on the principal outstanding amount at a rate of 5% per annum on
reducing balance. Further, according to the loan agreement, interest shall accrue from
the respective dates of disbursement of the loan proceeds and shall be computed on the
basis of a 360-days year of twelve 30-days months and interest accruing over the first
year of the grace period will be capitalized on the first principal repayment date.
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Thereafter, interest shall be payable semi-annually on the 315t day of March and 30" day
of September each year.

However, review of the financial records indicated that the Authority had not repaid any
interest on the loan hence resulting in an accumulated total of Kshs.581,250,000.00 out
of which Kshs.100,000,000 related to the year under review. Further, although the
Authority continues to charge the interest expense in its statement of financial
performance there is no corresponding accrual of the interest payable in the statement of
financial position.

In the circumstances, Management was in breach of the terms of the loan agreement.
Additionally, the amount borrowed from Government is understated.

The audit was conducted in accordance with the International Standards for Supreme
Audit Institutions (ISSAIs). | am independent of the Lake Basin Development Authority
Management in accordance with ISSAI 130 on the 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.

Key Audit Matters

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

Other Matter
Unresolved Prior Year Matters

In the previous year, several matters were raised under report on the financial statements
and report on lawfulness and effectiveness in use of public resources. Review of the
status of the same at the time of audit revealed that very few of those matters have been
resolved. No reason has been provided for the failure to address the matters.

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. Incomplete Water Project Charged under Contracted Services

The statement of financial performance and as disclosed in Note 16 to the financial
statements reflects an amount of Kshs.481,532,181 relating to contracted services.
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Examination of records provided for audit revealed that Management contracted a limited
liability company for the drilling, equipping boreholes and construction of water supply
infrastructure in the Lake Victoria Basin Region in June, 2022 at a contract sum of
Kshs.66,479,810.74. The contract period was 16 weeks with expected completion date
of 28 October, 2022.

The contractor had been paid a total of Kshs.34,366,547 as at the time of audit. However,
verification of project sites conducted in January, 2024 revealed that one project under
the Lot 1, Kitere Technical Training Institute Community Water Project was incomplete
and has stalled. Management attributed the failure to complete the project to myriad of
hurdles including complaints from the locals that they were not involved in the initial
planning of the projects and needed to be considered in the distribution of water.

In the circumstances, Management was in breach of the law and the Public may not derive
value for money from the incomplete and stalled project.

2. Unutilized Assets

The Ministry of Environment and Forestry through Lake Victoria Environmental
Management Project Phase Il donated a water hyacinth harvester worth Kshs.80,776,044
and two (2) tipper trucks worth Kshs.18,717,400 to Lake Basin Development Authority
vide transfer certificate dated 22 January, 2021. It was noted that to date the harvester
and trucks are not in use and are depreciating with time as there are no budgetary
allocations made. Further, the water hyacinth harvester has not been insured of any
eventuality given the high value of the asset.

In the circumstances, value for money was not achieved from the unutilized assets.
3. Non-Compliance with the Law on Ethnic Composition

The statement of financial performance and Note 12 to the financial statements reflects
expenditure on employee costs of Kshs.390,872,507. Review of the staff compliment
revealed that the Authority had two hundred and sixty-seven (267) employees during, out
of which one hundred and forty-nine (149) or approximately fifty-six percent (56%) were
from the dominant community. Further, the Authority recruited 22 new staff in the year
under review, out of which 11, representing 50% of the recruitment, were from the same
ethnic group. This was contrary to Section 7(1) and (2) of the National Cohesion and
Integration Act, 2008 which states that, all public offices shall seek to represent the
diversity of the people of Kenya in the employment of staff and that no public institution
shall have more than one-third of its staff establishment from the same ethnic community.

In the circumstances, Management was in breach of the law.
4. Failure to Record Details of Revenue Receipts

The statement of financial performance reflects a balance of Kshs.12,221,279 being sale
of agricultural products as disclosed in Note 7 to the financial statements. However,
review of records provided revealed that details on the nature and source of revenue
were not disclosed in the official receipts and the cashbook. This was contrary to
Section 104 (2) of the Public Finance Management Act, 2012 which states that all receipts
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and payments vouchers shall contain adequate narration of the particulars of the services,
goods or works procured and being paid for.

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

The audit was conducted in accordance with the International Standards for Supreme
Audit Institutions (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
comply, 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 THE 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, | confirm that, nothing has come to my attention to cause me to
believe that internal controls, risk management and overall governance were not effective.

Basis for Conclusion

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

Responsibilities of Management and the Board of Directors

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with International Public Sector Accounting Standards (Accrual
Basis) and for maintaining effective internal controls as Management determines is
necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error and for its assessment of the effectiveness
of internal controls, risk management and 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.
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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 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 controls would not necessarily disclose all matters in the internal controls that
might be material weaknesses under the ISSAIls. A material weakness is a condition in
which the design or operation of one or more of the internal controls components does
not reduce to a relatively low level the risk that misstatements caused by error or fraud in
amounts that would be material in relation to the financial statements being audited may
occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions.

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

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

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

Conclude on the appropriateness of the Management’s use of the applicable basis of
accounting and based on the audit evidence obtained, whether a material uncertainty
exists related to events or conditions that may cast significant doubt on the Authority’s
ability to continue to sustain its services. If | conclude that a material uncertainty exists,
| am required to draw attention in the auditor’s report to the related disclosures in the
financial statements or, if such disclosures are inadequate, to modify my opinion. My
conclusions are based on the audit evidence obtained up to the date of my audit
report. However, future events or conditions may cause the Authority to cease to
continue to sustain its services.

Evaluate the overall presentation, structure and content of the financial statements,
including the disclosures and whether the financial statements represent the
underlying transactions and events in a manner that achieves fair presentation.

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

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

| communicate with Management regarding, among other matters, the planned scope and
timing of the audit and significant audit findings, including any significant deficiencies in
internal controls 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

22 March, 2024

Report of the Auditor-General on Lake Basin Development Authority for the year ended 30 June, 2023

8



