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PREAMBLE
| draw your attention to the contents of my report which is in three parts:

A. Report on 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 the 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.

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 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 Ewaso Ng'iro North River Basin
Development Authority set out on pages 1 to 34, which comprise the statement of financial
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position as at 30 June, 2024, 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.

In my opinion, except for the effects of the matter described in the Basis for Qualified
Opinion section of my report, the financial statements present fairly, in all material
respects, the financial position of Ewaso Ng'iro North River Basin Development 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 Public Finance Management Act, 2012 and the Ewaso Ng'iro
North River Basin Development Authority Act, Cap 448.

Basis for Qualified Opinion
Long Outstanding Trade and Other Payables

The statement of financial position and as disclosed in Note 18 to the financial statements
reflects Kshs. 194,276,601 in respect to trade and other payables. However, as previously
reported, available records indicate that some of the creditors/pending bills were over ten
(10) years old. No valid explanation was provided as to why the Authority had not settled
creditors/debts that have been outstanding for more than ten (10) years. This is contrary
to Treasury Circular No. 10- 2020, Ref DGIPE/A/1/80 of 16 June, 2020 on prioritization
of pending bills by state corporations and semi- autonomous government agencies which
required that state corporations should ensure that pending bills are treated as first charge
in their subsequent financial year approved budgets.

In the circumstances, the accuracy of the trade and other payables of Kshs.194,276,601
could not be confirmed.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAls). | am independent of the Ewaso Ng'iro North River Basin
Development 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 qualified opinion.

Emphasis of Matter
Budgetary Control and Performance

The statement of comparison of budget and actual amounts reflects final receipts budget
and actual amounts on comparable basis of Kshs.350,370,000 or100%of the budget.
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Similarly, the Authority expended Kshs.387,255,680 against an approved expenditure
budget of Kshs.350,370,000 resulting to unapproved over-expenditure of
Kshs.36,885,680, or 11% of the budget of the budget.

My opinion is however, not modified in respect of these matter.
Key Audit Matters

Key audit matters are those matters that, in my professional judgement, are of most
significance in the audit of the financial statements. Except for the matter described in the
Basis for Qualified Opinion section, | have determined that there are no other key audit
matters to communicate in my report.

Other Matters

Unresolved Prior Year Matters

In the previous audit report several issues were raised under Report on Financial
Statements, Report on Lawfulness and Effectiveness in Use of Public Resources, and
Report on Effectiveness of Internal Control, Risk Management and Governance.
However, although Management has indicated in the progress on implementation of
auditor's recommendations section that most of the prior year audit issues have been
resolved, no evidence was adduced for audit review to show how and when they were
resolved.

Other Information

The Directors are responsible for the other information set out on page iii to xxxi which
comprise of Key Entity Information and Management, The Board of Directors,
Management Team, Chairman’s Statement, Report of the Chief Executive Officer,
Corporate Governance Statement, Management Discussion and Analysis, Environmental
and Sustainability Reporting, Report of the Directors, Statement of Directors
Responsibilities, Statement of Performance Against Predetermined Objectives. The
Other Information does not include the financial statements and my audit report thereon.

In connection with my audit on the Authority’s 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.

My opinion on the financial statements does not cover the Other Information and
accordingly, | do not express an audit opinion or any form of assurance conclusion
thereon.
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REPORT ON LAWFULNESS AND EFFECTIVENESS IN THE 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. Non-Utilization of Enterprise Resource Planning (ERP) System

As reported in the previous financial year, the statement of financial position and as
disclosed in Note 17 to the financial statements reflects Kshs.10,794,522 in respect to
intangible assets which relates to the procured Enterprise Resource Planning system
(EPR) from a local supplier. However, two years after its procurement, Management has
not provided a justification for the non-utilization of the ERP system.

In the circumstances, the value for money derived from the intangible asset balance of
Kshs.10,794,522 could not be confirmed.

2. Employee Costs
2.1 Non-Compliance with the One-Third of Basic Salary Rule

The statement of financial performance and Note 9 to the financial statements reflects
employee costs balance of Kshs.284,347,921. However, examination of the payroll
records revealed that seventy-two (72) employees earned a net salary of less than a third
(1/3) of the basic salary contrary to Section 19 (3) of the Employment Act, 2007 which
states that the total amount of deduction of the wages of an employee shall not exceed
two thirds (2/3) of such wages.

In the circumstances, Management was in breach of the law.
2.2 Non-Adherence to Gender Rule

During the year under review, the Authority had one hundred and ninety-five (195)
employees consisting of one hundred and thirty-one (131) or 67% as male and sixty-four
(64) employees or 33% as female.

In addition, included in the one hundred and ninety-five (195) employees is a
management team of twelve (12) employees consisting of nine or 75% male and three
(3) employees or 25% as female. This was contrary to contrary to Article 27(8) of the
Constitution of Kenya, 2010 which states that that in addition to the measures
Contemplated in clause (6), the State shall take legislative and other measures to
Implement the principle that not more than two-thirds of the members of elective or
appointive bodies shall be of the same gender.

In the circumstances, Management was in breach of the law.
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3. Unutilized and Idle Project

As previously reported, the statement of financial performance and as disclosed in Note
22 to the financial statements reflects Kshs.534,500,884 on development expenditure
which includes Kshs.15,858,451 in respect to Gums Arabic and Gums Resins
Development Programme drought mitigation project. The expenditure was in respect of
construction of a gum and resins factory commissioned in February, 2022 to improve
livelihood, wealth and employment creation, conservation of natural resources and
management through enhancing gums and resin processing and value addition.

The factory was built at a cumulative cost of Kshs.374,858,451 and was expected to
generate annual revenue of Kshs.81,000,000. However, records available showed that
although the factory was completed and commissioned, it has remained idle and no
operations had taken place but continued incurring costs for nine (9) idle staff members
and security officers. The wages paid to the idle staff in the year under review amount to
Kshs.6,367,632.

In the circumstances, the intended purpose of the project and value for money on
development expenditure of Kshs.374,858,451 has not been realized.

4. Trade Creditors and Other Payables - Accrued Statutory Obligations

As previously reported, the statement of financial position and as disclosed in Note 18 to
the financial statements reflects trade and other payables of Kshs.194,276,601 which
include staff pension arrears of Kshs.10,878,823 payable to AON Minet, staff PAYE
arrears of Kshs.8,788,365 payable to the Paymaster General and unremitted VAT and
withholding tax of Kshs.25,000,000 payable to the Kenya Revenue Authority (KRA) which
remained unremitted to the respective authorities as at 30 June,2024. This is contrary to
the provisions of Section 53A (1) of the Retirement Benefits Act, 1997 which mandates
timely remittance of pension contributions within fifteen days of the deduction, with
penalties for delayed payments and Section 35(5) of Income Tax Act Cap 270, revised
2018.

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

5. Unapproved Investment

As previously reported, the statement of financial position and as disclosed in Note 14 to
the financial statements reflects Kshs.245,513,329 in respect fo cash and cash
equivalents which includes Kshs.150,000,000 that was invested in a shori-term fixed
deposit account. However, Management did not provide information to confirm approval
of the investment decision by the Board, and the criteria or process used to select the
bank for the investment.

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

6. Project Implementation Status

The statement of financial performance and as disclosed in Note 22 to the financial
statements reflects Kshs.534,500,881 in respect to development expenditures. However,
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physical verification of various projects totaling to Kshs.163,991,262 carried out in the
month of September 2024 on various projects revealed various anomalies:

6.1 Delayed Desilting and Rehabilitation of Chaffa Chachane Dam

At the time of audit in September 2024, though the contractor was still on site, several
key components of the desilting and rehabilitation project which includes major
earthworks such as silt removal, embankment compaction, ripping, installation of gabions,
and excavation of the spillway were incomplete.

Further, the signage for the ongoing desilting contract had not been erected, solar panels
and new gate valves had not been installed, no concrete works had commenced and the
20M long Gl pipe had not been installed. A valid WIBA (Work Injury Benefits Act)
insurance cover was not provided for review and the project completion rate was
estimated to be between 40-45% indicating significant delays and incomplete
deliverables.

6.2 Construction of Bori Water Pan

As at the time of audit, the project was substantially complete and the contractor had left
the site awaiting handover. However, the provision to have a bathroom and toilets for both
genders was not observed and only one toilet was done with poor workmanship on
finishing and a valid WIBA insurance cover was not availed for verification.

6.3 Construction of Nana Water Pan

As at the time of inspection, the contractor was not on site and the concrete works had
not started. Whereas the B/Q provided for 2 Billboards, only one was erected. The
provision to have bathroom was not observed and finishing was of low quality. The WIBA
insurance cover was not availed for verification.

6.4 Construction of Libi Water Pan

As at the time of inspection, the contractor was not on site and concrete works had not
been done. The fencing had not commenced and the provision to have bathroom was not
observed and finishing's was of low quality. A valid WIBA insurance cover was not
provided for verification.

6.5 Drilling, Test Plumbing and Equipping of Matetu Borehole

The contractor was to supply and delivered twenty-five (25) mono crystalline photo voltaic
solar modules connected in panels of 340W at a cost of Kshs.1,125,000. Instead, the
contractor supplied eighteen (18) mono crystalline photo voltaic solar modules connected
in panels of 335W. A communal water points with double four (4) number of taps at a cost
of Kshs.400,000 had been vandalized and the water point was not in use.

The contractor used gauge 18 instead of gauge 16 metal which is thin casting doubt on
the strength and durability of the gate. No shade had been constructed on the two (2),
10,000 water tanks exposing them to harsh environmental conditions. The specifications
of the water pump and its warranty was not provided.

Report of the Auditor-General on Ewaso Ng 'iro North River Basin Development Authority for the year ended 30 June,

2024
6



In the circumstances, the value for money for the various projects above totaling
Kshs.163,991,262 for the year ended 30 June, 2024 could not be confirmed.

6.6 Drilling, Test Plumbing and Equipping of Natiri Borehole

As at the time of audit in September 2024, the following works had not been done twenty
(20) days to expiry of the contract:

i) Supply, deliver to site and install borehole DNB65 water meter, type ABB range O-
20m3 /h -Kshs.80,000.

ii) Construction of 3M high reinforced concrete tower platform for 10,000 pvc water
tank, housing water kiosk/control room (not complete) Kshs.400,000.

iif) Application of 3 coats of waterproof paints to the built kiosk Kshs.40,000.

iv) Construction of commercial water point with 4 number draw offs Kshs.200,000.

v) Provision of 40mm PPR distribution pipe with associated pipe fittings Kshs.120,000.

vi) Supply and install 10 metres cubic PVC plastic storage tank at Kshs.150,000 not
done.

vii) Supply all material and construct cattle trough at Kshs.300,000 had not been done.

viii) Supply all material and construct shoat trough at kshs.300,000 had not been done.

ix) Construction of electrical fencing around the borehole at Kshs.650,000 had not been
done.

x) Provide and fix lockable metallic double gate size Smanchored on reinforced
concrete pillars, including padlock at Kshs.200,000 not done.

xi) Metallic signboard at cost of Kshs.80,000 not erected.

xii) The specifications of the water pump and its warranty was not provided.

xiii) A provisional sum of Kshs.400,000 not supported with quotations, invoices, receipts,
site minutes, attendance register and a payment register.

In the circumstances, the value for money for the various projects above totaling
Kshs.163,991,262 could not be confirmed.

The audit was conducted in accordance with ISSAI 3000 and ISSAI 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 effects 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.
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Basis for Conclusion
1. Lack of Functional Internal Audit

As previously reported, review of the internal audit function showed that internal audit
reports were not acted upon by Management or discussed by the audit committee.
Further, it was observed that the department lacked adequate number of personnel and
had only one (1) employee to ensure that it effectively discharged its duties.

In addition, the internal audit function did not publish an annual report on the review of
the independence, performance, and competence of the internal audit unit contrary to
Regulation 159(2) of the Public Finance Management (National Government)
Regulations, 2015, which provides that in each financial year the audit committee shall
carry out an annual review of the independence, performance and competence of the
internal audit unit and comment on its effectiveness in an annual report.

In the circumstances, the operational effectiveness and independence of the internal audit
department could not be ascertained.

2; Lack of Approved Information Technology (IT) Security Policy

The Authority did not have an approved IT policy for governance and management of its
ICT resources. In addition, there is no steering committee in place to assist in the
development of ICT policy framework to enable the company to realize long-term strategic
goals.

Lack of an approved IT policy may result in an unclear direction regarding maintenance
of information security across the organization and safeguarding the Authority's ICT
assets. Further, without a sound and approved framework, users may not have any rules
and procedures to follow in order to minimize risk of errors, fraud and the loss of data,

confidentiality, and integrity.
3. Use of Personal Email in Official Communication

Review of correspondences and interview with the ICT director revealed that most of the
workers were using personal emails for official government business despite being
provided with official email addresses. This was contrary to the Head of Public Service
circular SH/ADM 23(1) dated 14 June, 2022 Government ICT standards, 2019.

This consequently, makes work/confidential correspondences prone to reach the
unintended recipients and a risk of security breach for confidential and private official
government information. ICT security standards not adhered to.

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.
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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 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 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 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
Article 229(4) of the Constitution, Section 35 of the Public Audit Act, 2015 and the
International Standards for Supreme Audit Institutions (ISSAIs). 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 IFPP 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.
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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.

FCPE%%%@% CBS

AUDITOR-GENERAL

Nairobi

30 December, 2024
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