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REPORT OF THE AUDITOR-GENERAL ON CAPITAL MARKETS AUTHORITY FOR
THE YEAR ENDED 30 JUNE, 2024

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 the Government
achieves value for money and that such funds are applied for the intended purpose;
and,

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, risk
management environment and internal controls, developed and implemented by those
charged with governance for orderly, efficient and effective operations of the entity.

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

The accompanying financial statements of Capital Markets Authority set out on pages 61
to 101, which comprise of the statement of financial position as at 30 June, 2024, 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 have been audited on my behalf by M/s Ronalds LLP, auditors appointed
under Section 23 of the Public Audit Act, 2015. The auditors have duly reported to me the
results of their audit and on the basis of their report, | am satisfied that all the information
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and explanations which, to the best of my knowledge and belief, were necessary for the
purpose of the audit were obtained.

In my opinion, the financial statements present fairly, in all material respects, the financial
position of Capital Markets Authority as at 30 June, 2024, 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 Capital Markets Authority Act,
Cap.485A of the Laws of Kenya and the Public Finance Management Act, 2012.

Basis for Opinion

The audit was conducted in accordance with the International Standards of Supreme
Audit Institutions (ISSAls). | am independent of the Capital Markets 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 opinion.

Key Audit Matters

Key audit matters are those matters that, in my professional judgement, were of most
significance in our audit of the financial statements. These matters were addressed in the
context of the audit of the financial statements as a whole, and in forming my opinion
thereon, and | do not provide a separate opinion on these matters. For each matter below,
a description of how the audit addressed the matter is provided in that context.

| have fulfilled the responsibilities described in the Auditor's responsibilities for the Audit
of the financial statements section of the report, including in relation to these matters.
Accordingly, the audit included the performance of procedures designed to respond to
the assessment of the risks of material misstatement of the financial statements. The
results of the audit procedures, including the procedures performed to address the
matters below, provide the basis for my audit opinion on the accompanying financial
statements

How the Audit Addressed

Key Audit Matter the Key Audit Matter
Estimation of Expected Credit Loss Model on| The following audit procedures
Financial Assets were conducted;

e« We obtained an

IPSAS 41 - ‘Financial Instruments’ was adopted
by the Authority in the financial year ended 30
June, 2024, The standard requires recognition of

understanding of the basis
and parameters used to
determine the expected credit

loss allowance for expected credit losses on a losses and evaluated if it is in
financial asset recognized as provision for accordance with IPSAS 41
impairment losses in the financial statements. requirements.
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Key Audit Matter

How the Audit Addressed
the Key Audit Matter

The financial assets subjected to expected credit
loss model are receivables, staff loans and
advances, held to maturity investments and
cash at bank as shown in Notes 13, 14, 15 and
17 to the financial statements. The
determination of the values in the expected
credit loss model requires judgements which has
been highlighted in in the following areas;

e Assessment criteria of the risk of default
occurring in the financial statements and the
determination criteria for significant increase
in credit risk. The segmentation of the
financial assets into a 12 month or a lifetime

On a sample basis, we
assessed the segmentation
of the financial assets by

reviewing the credit
performance and the aging
analysis to determine
compliance  with  model

requirements.

We performed subsequent
tests on significant account
balances’ receipt after the
year end.

probability of default relies on the above
assessment and determination criteria.

e The assumptions and parameters used in

determining the Probability of Default, Loss | We  assessed the
Given Default and Exposures at Default for appropriateness o  the
the categories of financial assets in the assumptions used in the
financial statements. model by recalculating the

Probability of Default, Loss
Given Default and Exposure

at Default.
¢ The reasonableness and the supportability of :
the forward-looking information used in the | © Reviewed the
model. appropriateness of the
assumptions used in

determining forward-looking
information by assessing
the internal and publicly
available information.

Therefore, there is complexity in determining the
level of accuracy and reasonableness of the
management estimates with regards to
expected credit loss.

Other Information

The Directors are responsible for the other information which comprises of the
Chairman's report, Report of the Chief Executive Officer, Statement of Performance
against Predetermined Objectives, Corporate Governance Statement, Management
Discussion and Analysis, Environmental and Sustainability Reporting, Report of the
Directors and Statement of Directors Responsibilities. The other information does not
include the financial statements and our auditor’s report thereon.

My opinion on the financial statements does not cover the other information and | do not
express any form of assurance or conclusion thereon.
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Other Matter

In the audit report of the previous year, an issue on non-compliance with the Data
Protection Act, 2019 was raised under Report on Lawfulness and Effectiveness in Use of
Public Resources. However, Management has not resolved the issue or given an
explanation on failure to do so.

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 matter 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
Irregular Engagement of Temporary Staff

Review of the staff establishment and other staff records revealed that during the year
under review, the Authority engaged twenty-eight (28) members of staff on short term
employment basis. However, the Authority did not demonstrate the emergency situation
that needed to be mitigated and/or the specific expertise required. This is contrary to
Public Service Commission Circular Ref. PSC/GEN/10/111/(28) dated 5 April, 2019 which
provides that short term employment contracts will only be awarded in instances where
there is need to mitigate emergency situations and/or where specific expertise is required.

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.

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, | confirm that, nothing has come to my attention to cause me to
believe that internal controls, risk management and overall governance were not effective.
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Basis for Conclusion

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

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

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

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

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

Auditor-General’s Responsibilities for the Audit

My responsibility is to conduct an audit of the financial statements in accordance with the
International Standards of Supreme Audit Institutions (ISSAls), Article 229(4) of the
Constitution and Section 35 of the Public Audit Act, 2015.

Further, Article 229(6) of the Constitution requires that | express a conclusion on whether
or not in all material respects, the activities, financial transactions and information
reflected in the financial statements comply with the law and other authorities that govern
them and that public resources are applied in an effective way.
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In addition, | also consider the Authority's control environment in order to give assurance
on the effectiveness of internal controls, risk management and governance in accordance
with the provisions of Section 7(1)(a) of the Public Audit Act, 2015.

The report is submitted to Parliament in accordance with Article 229(7) of the Constitution
and Section 48 of the Public Audit Act, 2015.

=
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AUDITOR-GENERAL

Nairobi

25 September, 2024
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