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REPORT OF THE AUDITOR-GENERAL ON DEVELOPMENT BANK OF KENYA
LIMITED FOR THE YEAR ENDED 31 DECEMBER, 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 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.

A Qualified Opinion is issued when the Auditor-General concludes that, except for
material misstatements noted, the financial statements are fairly presented in
accordance with the applicable financial reporting framework. The Report on Financial
Statements should be read together with the Report on Lawfulness and Effectiveness
in the Use of Public Resources, and the Report on Effectiveness of Internal Controls,
Risk Management and Governance.

The three parts of the report aim to address the Auditor-General's statutory roles and
responsibilities 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

The accompanying financial statements of Development Bank of Kenya Limited
(Group and Bank) set out on pages 18 to 84, which comprise of the consolidated and
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bank statements of financial position as at 31 December, 2024, and the consolidated
and bank statements of comprehensive income, consolidated and bank statements of
changes in equity and the consolidated and bank statements of cash flows for the year
then ended, and a summary of significant accounting policies and other explanatory
information, have been audited on my behalf by BDO East Africa — Kenya, 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 and explanations which, to the best of my knowledge and belief,
were necessary for the purpose of the audit were obtained.

In my opinion, except for the effect of the matters described in the Basis for Qualified
Opinion section of my report, the consolidated and bank financial statements present
fairly, in all material respects, the financial position of Development Bank of Kenya
Limited as at 31 December, 2024, and of its financial performance and its cash flows
for the year then ended, in accordance with International Financial Reporting
Standards (IFRS) and comply with the Public Finance Management Act, 2012, the
Kenya Companies Act, 2015 and the Banking Act, 2012.

Basis for Qualified Opinion

1. Non-Impairment of Investment in Associate

The consolidated statement of financial position reflects investment balance of
Kshs.268,490,000 in associate as disclosed in Note 22 to the financial statements. The
investment is in respect to the bank's 43% stake in Fresh Pick Processors making the
Company an associate. However, the Company is currently not operational making the
realisation of the reported value doubtful. Further, no impairment assessment on the
investment was undertaken by the Management to establish the fair value of the
Investment.

In the circumstances, the valuation of the investment in associate amounting to
Kshs.268,490,000 could not be confirmed.

2. Non-Compliance with International Financial Reporting Standards

The consolidated statement of financial position reflects financial assets at fair value
through other comprehensive income balance of Kshs.456,781,000 as disclosed in
Note 20 to the financial statements. The investment balance was in respect to
investment in 2,258,017 ordinary shares of Kshs.20 each in Kenya Hotel Properties
PLC. However, the valuation of the shares was last undertaken in 2022 and no
subsequent valuation has been done. This was in contravention of International
Financial Reporting Standards (IFRS 9) on Financial Instruments -Financial Assets at
Fair Value through Other Comprehensive Income which require the financial asset to
be assessed for impairment at each reporting date.

In the circumstances, the valuation of the investment at fair value through other
comprehensive income amounting to Kshs.456,781,000 could not be confirmed.
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The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAls). | am independent of the Development Bank of Kenya Limited
Management in accordance with ISSAI 130 on Code of Ethics. | have fulfilled other
ethical responsibilities in accordance with the ISSAIl 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 our professional judgment, are of most
significance in the audit of the financial statements of the current year. 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.

The Key Audit Matter

How the matter was addressed

Expected Credit Losses (ECLs) on loans
and advances to customers

The estimation of expected ECLs on loans and
advances to customers, involves significant
judgment and estimates due to the significant
uncertainty associated with the assumptions
used in the estimation in respect of the timing
and measurement of ECLs. | have therefore
identified the audit of the ECLs as a key audit
matter.

The key areas where | identified greater levels
of management judgment and assumptions
include:

Significant Increase in Credit Risk (SICR) -
Allocation of assets to stage 1, 2, or 3 is
dependent on criteria used in identification of
SICR which is highly judgmental. Staging of
assets determines whether a 12-month or
lifetime ECL is assessed and can materially
impact the ECLs recognized.

Forward-looking Information - IFRS 9
requires the bank to measure ECLs on a
forward-looking basis reflecting a range of

| reviewed the appropriateness of
the bank's accounting policy and
IFRS 9 model governance policy
documentations on correct
classification of the financial assets.

| evaluated the design and operating
effectiveness of controls relevant to
the company's processes over
material ECL balances, including the
judgments and estimates noted,
involving our internal financial risk
modelling specialists to assist us in
performing our procedures to the
extent they were appropriate.

Assessing the appropriateness of
parameters used in the statistical
models in respect of Probability of
Default (PDs), Loss Given Default
(LGDs), and Exposure at Default
(EADs) by considering local
economic conditions.

| evaluated the criteria used to
allocate financial assets to
respective stages in accordance
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The Key Audit Matter

How the matter was addressed

future economic conditions. Significant
management judgement applied to
determining the macroeconomic information
used and the probability weightings applied.

Model estimations - Inherently judgmental
modelling used to estimate ECLs, which
involves determining Probabilities of Default
(‘PD’), Loss Given Default ('LGD’), and
Exposures at Default (EAD'). The PD and LGD
models used are the key drivers of the banks's
ECL results and are therefore most significant

with IFRS 9. | reperformed the
staging distribution for a sample of
assets and assessed the
reasonableness of staging applied
by management. This included
challenging reasonability of
Management assumptions on cash
flow projections and time to
realization for a sample of the
facilities.

Corroborated the assumptions used
for determination of forward-looking
information in the model

Assessed the adequacy of the
disclosures in the financial
statements on the key judgements

and assumptions in accordance with
the requirement of IFRS 9.

judgmental aspect of the bank's ECL modelling
approach.

Other Matter
Impending Privatization of the Bank

As part of the Government's plan to steer the turnaround of State Corporations and
other State-Owned Enterprises, the Cabinet, in a meeting held on 14 February, 2024,
considered and approved the proposed privatization of the bank. However, the
Privatization Act, 2023, which formed the legal basis for the bank’s privatization, was
declared unconstitutional by the High Court on 24 September, 2024 halting the
privatization process.

Other Information

The Directors are responsible for the other information set out on page 2 to 13 which
comprise of Report of Directors, Corporate Governance and Statement of Directors
Responsibilities. The Other Information does not include the financial statements and
my audit report thereon.

In connection with my audit of Development Bank of Kenya Limited financial
statements, my responsibility is to read the other information and in doing so, consider
whether the other information is materially inconsistent with the financial statements or
my knowledge obtained in the audit or otherwise appears to be materially misstated.
If, based on the work | have performed, | conclude that there is a material misstatement
of this Other Information, | am required to report that fact. | have nothing to report in
this regard.
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REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC
RESQOURCES

Conclusion

As required by Article 229(6) of the Constitution, based on the audit procedures
performed, except for the effect of the matters described in the Basis for Conclusion
on Lawfulness and Effectiveness in the 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 Suspend Non-Performing Interest

Review of loans records held by the bank revealed that three (3) outstanding
customers’ loans totalling Kshs.419,100,454 had non-performing interest totalling
Kshs.79,254,870. However, the interest had not been suspended contrary to Section
3.6 of the Central Bank of Kenya (CBK) Prudential Guidelines, which states that when
a loan is classified as non-performing, an institution should either cease the accrual of
interest or continue to accrue interest suspended.

In the circumstances, Management was in breach of the CBK prudential guidelines.
2. Non-Compliance with Core Capital Requirements

Review of the total loans' portfolio revealed three (3) loan facilities totalling
Kshs.1,939,542,640 which individually exceeded the 25% threshold on core capital.
This was contrary to Section 3.1 of the CBK Prudential Guidelines which states that an
institution shall not grant to any person or permit to be outstanding any advance, credit
facility or give any financial guarantee or incur any other liability on behalf of any
person, so that the total value of the advances, credit facilities, financial guarantees
and there liabilities in respect of that person at any time exceeds 25% of its core capital.

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

3. Irregular Procurement of Goods and Services

The bank procured goods worth Kshs.1,071,840 directly without engaging in
competitive bidding. In addition, 50% of the amount was paid to the supplier in advance
without any security being placed on the funds. This was contrary to Section 91(1) of
the Public Procurement and Asset Disposal Act, 2015 which provides that open
tendering should be the preferred procurement method for procurement of goods,
works and services.

Further, the bank procured goods worth Kshs.319,200 and Kshs.607,300 from two (2)
local suppliers totalling Kshs.926,500, beyond the cash purchase threshold of
Kshs.50,000 per item per year. This was contrary to Regulation 92 of the Public
Procurement and Asset Disposal Regulations, 2020 which requires low value items to
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be procured for amounts not exceeding Kshs.50,000 per item per year. In addition,
there was no evidence that the items were inspected by an Inspection and Acceptance
Committee and a report on the same done to confirm conformity to specifications and

reguirements.

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

The audit was conducted in accordance with ISSAl 3000 and ISSAl 4000. The
standards require 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 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 effect of 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 governance were not effective.

Basis for Conclusion

1. Failure to Review Loan Valuations

Review of the collateral register maintained by the bank revealed that some loans
lacked updated valuation of the collaterals. As reported previously, it was observed
that some of the loan files had not been reviewed for over three (3) years even though
the Bank’s policy requires an annual review and site visits.

In the circumstances, there is potential credit risk exposure, which may lead to an
increase in non-performing loans.

2. Loss of Funds through Unauthorized Access

Review of internal audit reports indicated that the bank lost Kshs.5,526,100 through
unauthorized access to its mobile banking system. Consequently, the on-line banking
operations were suspended and the case handed over to the Banking Fraud
Investigations Unit. However, no progress report was provided fo show the status of
the investigation. Further, although the Bank made good the loss to the affected clients,
there was no evidence that the bank was compensated by the insurance.

In the circumstances, the effectiveness of the bank’s access controls could not be
confirmed.
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The audit was conducted in accordance with ISSAl 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 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.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS
As required by the Kenyan Companies Act, 2015, | report based on my audit, that:

. | have obtained all the information and explanations which. to the best of my
knowledge and belief, were necessary for the purpose of the audit;

ii. In my opinion, adequate accounting records have been kept by the Bank, so far
as appears from the examination of those records; and,

ii. The Bank's financial statements are in agreement with the accounting records
and returns.

Responsibilities of Management and the Board of Directors

Management is responsible for the preparation and fair presentation of these
consolidated financial statements in accordance with International Financial Reporting
Standards (IFRSs), and for maintaining effective internal control 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 control, risk control and overall
governance. i

In preparing the consolidated financial statements, Management is responsible for
assessing the Bank’s ability to continue as a going concern, disclosing, as applicable,
matters related to going concern and using the going concern basis of accounting
unless Management is aware of the intention to cease operations.

Management is also responsible for 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 manner.

The Board of Directors is responsible for overseeing the Bank’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
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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
Article 229(4) of the Constitution, Section 35 of the Public Audit Act, 2015 and the
International Standards for Supreme Audit Institutions (ISSAls). The standards require
that, in conducting the audit, | obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatements, whether due to fraud or
error and to issue an auditor's report that includes my opinion in accordance with
Section 48 of the Public Audit Act, 2015. Reasonable assurance is a high level of
assurance but is not a guarantee that an audit conducted in accordance with ISSAls
will always detect a material misstatement 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 conducting the audit, Article 229(6) of the Constitution also requires that | express a
conclusion on whether or not 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 addition, | consider the entity’s control environment 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.

Further, | am required to submit the audit report in accordance with Article 229(7) of
the Constitution.

Detailed description of my responsibilities for the audit is located at the Office of the

Auditor-General's  website  at: https://www.oagkenya.go.ke/auditor-generals-
responsibilities-for-audit/. This description forms part of my auditor's report.

T
FCPA CBS

AUDITOR-GENERAL

Nairobi

21 March, 2025
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