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REPORT OF THE AUDITOR-GENERAL ON EWASO NG'IRO SOUTH RIVER BASIN
DEVELOPMENT 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 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 paris 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 South River Basin
Development Authority set out on pages 1 to 36, 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 statement of comparison
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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 South 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 Ewaso Ng'iro South River Basin Development Authority Act, 1989
and the Public Finance Management Act, 2012.

Basis for Qualified Opinion
In consistent Records of Tomato Processing Factory

The Authority awarded a contract to a contractor on 20 March, 2020 for the review of
design, construction, equipping and testing of the tomato processing factory at a contract
sum of Kshs.430,326,034. Management explained that due to financial constraints, the
project was to be completed in phases as determined by the Authority.

Consequently, Management awarded a contract for Phase | of the project for the review
of designs, construct, equip and test the tomato processing factory with a joint venture
between the main contractor and another contractor at a contract sum of Kshs.52,332,503
signed on 20 April, 2020. Financial statements on page 37 revealed that an amount of
Kshs.313,911,597 or 35% had been spent to date. However, Management did not provide
the signed contract agreements and tender documents for other phases of the project
amounting to Kshs.261,579,094 and the progress report as at 30 June, 2024 to confirm
that the project was indeed 35% complete as disclosed.

Appendix 11 status of project completion reflects total project cost amount of
Kshs.1,000,000,000 which was significantly above the accepted bid amount of
Kshs.430,326,034 by an amount of Kshs.569,673,966. Management explained that it was
due to other incidental project costs such as land acquisition, fencing and water provision
costs.

The project status report as at November, 2024 indicates that the planned start date of
the project was July, 2019 to be completed in June, 2023. Further, the estimated project
cost to completion was Kshs.1,000,000,000 while the expenditure to date was indicated
as Kshs.165,000,000. In addition, the report indicated that the construction was 75%
complete and the total contract amount for the project including four (4) phases of the
construction was Kshs.228,959,791. This resulted in inconsistencies in records
maintained by the Authority on the project.

Further, Management has not provided an explanation for the delay in the construction of
the project which as at the time of the audit in November 2024 was overdue by sixteen
(16) months from planned end date of June, 2023.
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In the circumstances, the accuracy and value for money on the expenditure already
incurred and outstanding amount on the project could not be confirmed.

The audit was conducted in accordance with International Standards for Supreme Audit
Institutions (ISSAls). | am independent of the Ewaso Ng'iro South River 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.

Emphasis of Matter

Budgetary Control and Performance

The statement of comparison of budgets and actual amounts reflects the final revenue
budget and actual on a comparable basis totaling Kshs.816,420,000 and
Kshs.641,255,201, respectively, resulting in underperformance of Kshs.175,164,799 or
21% of the budget. Similarly, the Authority expended Kshs.992,654,515 against actual
receipts of Kshs.641,255,201, resulting in underutilization of Kshs.351,399,314, or 55%
of the actual receipts.

The under-performance and under-utilization of the actual receipts affected the planned
activities and impacted negatively on service delivery to the public.

My opinion is not modified in respect of this 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 matters described in
the Basis for Qualified Opinion Section of my report, | have determined that there are no
other key audit matters to communicate in my report.

Other Matter

Unresolved Prior Year Matters

In the audit report of the previous year, several paragraphs were raised under the Report
on Financial Statements and Report on Lawfulness and Effectiveness in Use of Public
Resources. However, Management has not explained how the issues were resolved.

Other Information

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

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 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. Inconsistency in Naming of Financial Statements

The financial statements submitted for audit have been named ‘Ewaso Ng'iro South
Development Authority: However, the Section 3 of Ewaso Ng'iro South River Basin
Development Authority Act, 1989 states the name of the Authority as "Ewaso Ng'iro South
River Basin Development Authority”

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

2. Non-Compliance with Law on Staff Ethnic Composition

Review of the Human Resources records revealed that the Authority had one hundred
and forty-four (144) employees out of which ninety-four (94) or 65% were from dominant
ethnic community. Further, the Authority's Tannery had one-hundred and four (104)
employees out of which eighty-two (82) or 79% of the employees were from the dominant
ethnic community. This is contrary to Section 7 (1) and (2) of the National Cohesion and
Integration Act, 2008 which stipulate that all public establishments shall seek to represent
the diversity of the people of Kenya in 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.

3. Non-Compliance with Law on Recruitment of Staff Living with Disabilities

Review of the Human Resources records revealed that the Authority had one hundred
and forty-four (144) employees out of which four (4) or 3% of the employees were from
people living with disabilities. Further, the Authority’s Tannery had one-hundred and four
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(104) employees out of which two (2) or 2% of the employees were people living with
disabilities. This is contrary to Section B.23 (1) of the Human Resource Policies and
Procedures Manual for the Public Service, May, 2016 which states that persons with
disability shall be accorded equal employment opportunities provided they have the
necessary qualifications and are suitable for such employment. Further, sub-section 2
states that the Government shall implement the principle that at least five (5) percent of
all appointments shall be for persons with disabilities.

In the circumstances, Management was in breach of the Manual.
4. Irregular Appointment Beyond the Mandatory Retirement Age of Sixty (60) Years

Review of the human resources records revealed that through a letter dated 10
December, 2021 an officer was to retire on 12 December, 2022. However, Management
decided to offer the staff a one-year contract to continue to serve in that capacity as they
waited to fill the position as per the letter referenced ENSDA/HRAD/07/FM/00085(81)
dated 13 December. 2022. However, this was contrary to Section 45 3 (e) of the Public
Service Commission Act, 2017 which states that the extension of a term of contract may
be allowed by the Commission or other appointing Authority if - the decision is made at
least three months before the expiry of the affected public officer's term of contract.

Further, the extension was done without expression of willingness by the employee to
engage for further terms of service which is contrary to Section 45 (3) (c) of the Public
Service Commission Act, 2017 which states that the extension of a term of contract may
be allowed by the Commission or other appointing Authority if - the public officer has
expressed, in writing, the willingness to engage for a further term of service.

In addition, there was no evidence of authorization of the extension of service by the
Board and Management did not provide any justification for retaining the officer beyond
the mandatory retirement age of sixty (60).

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

5. Non-implementation of E-Procurement Procedures

During the year under review, Management did not fully implement the E-procurement
system contrary to Regulation 49(2) of the Public Procurement and Asset Disposal
Regulations, 2020 which states that the conduct of E-procurement procedures for the
supply of goods, works and services shall be carried out by a procuring entity using an E-
procurement system which is integrated to the state portal.

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

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.
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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. Inefficient Revenue Generating System

Review of the production process of the tannery and hides revealed that the Authority
incurred a direct cost of production of Kshs.107,075, 961 to produce hides and skins
worth Kshs.50,186,652 (total sales amounting Kshs.46,958,102 and inventory balance of
Kshs.3,238,550). The high cost of production led to a direct loss amounting to
Kshs.56,889,309 from the production process. It was further observed that the Authority
did not have an internal standard costing manual or policy to guide the production
process.

In the circumstances, the controls on economical and efficient cost allocation could not
be confirmed.

2. Expired Chemicals

During the year under review, the Authority purchased chemicals from a supplier at an
amount of Kshs.53,800,400 (inclusive of the chemicals, finance charges, freight charges,
taxes, port charges and transportation charges). However, Review of records revealed
that the Authority stopped the production process due to the ongoing expansion of the
tannery without proper consideration of the negative outcomes that would result in such
loss of revenue and running overhead costs. Further, review of the production records
and the inventory records revealed that there were chemicals valued at
Kshs.22,212,628 in the store. The chemicals had a life span of one year from the date of
manufacture procured but were not utilized in the production process and had expired at
the time of audit exercise.

In the circumstances, the effectiveness of internal controls on procurement, storage and
usage, risk management and Governance could not be confirmed.

3. Long Outstanding Trade and Other Payables

The statement of financial position reflects trade and other payables from non-exchange
transactions balance of Kshs.199,450,455 as disclosed in Note 24 to the financial
statements. Further, the ageing analysis provided reflects an amount of Kshs.59,451,793
which relates to payables which have been outstanding for more than one year with some
dating back to 2021/2022 financial year. Management did not provide any explanation for
the delay in settlement of the long outstanding trade and other payables.
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In the circumstances, the Authority may incur additional and avoidable costs of interest
and penalties on delayed settlement of outstanding bills or payments.

4. Composition of the Board of Directors

During the year under review, the Authority had a Board of Directors with a membership
of seventeen (17) Board Members instead of the statutory twenty-four (24) Members. The
Board of Directors was therefore, not fully constituted as required by Section 4 of the
Ewaso Ng'iro South River Basin Development Authority Act, Cap 447 of the laws of

Kenya.

In the circumstances, the Authority may not benefit from effective oversight of a fully
constituted Board.

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 the 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 governance.

In preparing the financial statements, Management is responsible for assessing the
Centre'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 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
comply 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.
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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.

FCPA Nancy Gatﬁuﬁ%nés, BS

AUDITOR-GENERAL

Nairobi

31 December, 2024
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