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Enhancing Accountability

REPORT OF THE AUDITOR-GENERAL ON GEOTHERMAL DEVELOPMENT
COMPANY LIMITED (GDC) 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
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, 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 Geothermal Development
Company Limited (GDC) set out on pages 1 to 40, which comprise the statement of
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financial position as at 30 June, 2024 and the statement of profit or loss and other
comprehensive income, statement of changes in equity, 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 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 GDC as at 30 June, 2024 and of its financial
performance and its cash flows for the year then ended, in accordance with International
Financial Reporting Standards (IFRSs) and comply with the Public Finance Management
Act, 2012 and the Companies Act, 2015.

Basis for Qualified Opinion

1. Non-Compliance with the International Financial Reporting Standards on
Revenue Recognition

The statement of profit or loss and other comprehensive income reflects steam charges
payments totaling Ksh.1,000,580,000 as disclosed in Note 5(a) to the financial
statements. However, the actual revenue received from steam charge was an amount of
Kshs.4,341,251,022 out of which Kshs.3,340,671,000 was for development activities
which has been placed under capital grants. Management explained that steam charge
payments received from Kenya Electricity Generating Company, PLC (KenGen) is
appropriations-in-aid and not sales revenue.

However, there is a contract between the Geothermal Development Company Limited
and KenGen on steam payments and therefore accounting for the payments should follow
International Financial Reporting Standards (IFRSs) 15 on revenue recognition
Paragraph 113 which states that "An entity shall disclose all of the following amounts for
the reporting period unless those amounts are presented separately in the statement of
comprehensive income in accordance with other Standards: (a) revenue recognized from
contracts with customers, which the entity shall disclose separately from its other sources
of revenue;.” The accounting policy adopted by Management constitutes a departure
from the requirements of the International Financial Reporting Standards (IFRS) No.15
on revenue from contracts with customers.

Had the Management accounted for revenue from steam sales in accordance with IFRS
No.15, amounting to the Company would have recognized additional revenue of
Kshs.3,340,671,000 in the statement of profit or loss and other comprehensive income,
and the carrying amount of the capital grants in the statement of financial position would
have been reduced by a similar amount. Further, the income tax charges and profit after
tax for the year under review would have increased.
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In the circumstances, and the accuracy and completeness of the revenue from steam
charge payments totalling Kshs.1,000,580,000 could not be confirmed.

2. Inaccuracies in Inventories Balance

The statement of financial position reflects inventories balance of Kshs.3,716,274,000
and as disclosed in Note 12 to the financial statements. However, review of the stock
take report as at 30 June, 2024 revealed that there were variances between the system
and physical count of inventory items held in the different stores resulting to a combined
an unreconciled variance of Kshs.93,400,584 .87

Further, review of inventory records revealed that the Company did not have a
comprehensive inventory management system that provides an ageing report. The stock
items could not be identified according to the receipt date they were acquired, date utilized
and ageing of the stocks to determine whether some have been rendered obsolete.

In the circumstances, the accuracy and completeness of inventories balance of
Kshs.3,716,274,000 could not be confirmed.

3. Non-Contribution to the Fund

The financial position reflects trade and other payables balance of Kshs.4,635,723,000
and as disclosed in Note 15 to the financial statements. However, the Company's
projected contribution for the ten-year period towards the Kenya Energy Environment and
Social Responsibility Programme Fund, based on the 2019-2029 action plan revealed
that out of the expected contribution of Kshs.54,000,000, The Corporation had not made
any contributions over the 4 years thus was owing Kshs.27,000,000 which was not
included in the trade and other payables balance as at 30 June, 2024.

In the circumstances, the accuracy and completeness of the trade and other payables
balance of Kshs.4,635,723,000 could not be confirmed.

The audit was conducted in accordance with International Standards for Supreme Audit
Institutions (ISSAls). | am independent of the Geothermal Development Company
Limited (GDC) 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
1. Commitments and Contingent Liabilities

Note 23 (c) to the financial statements reflects a dispute between the Company and a
firm was adjudicated at a Tribunal and at the High Court of Kenya. A ruling was made
against the Company, which was ordered to pay USD 18,206,548.72 together with
interest at 14% per annum till payment in full by the High Court. However, the matter has
been appealed and is currently pending at the Court of Appeal.
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In addition, the Company’s tax liabilities with Kenya Revenue Authority were picked by
the Public Investment Committee (PIC) of Parliament which was scheduled for round
table meeting by all stakeholders for further deliberation on way forward. This condition
indicates material uncertainty exist.

Further, the Company is subject to several legal claim’s incidental to its operations, the
outcome of which cannot at present be foreseen and possible loss or range of loss of
which cannot at present be meaningfully quantified.

In the event that those contingent liabilities crystalize, the Company may be exposed to
huge cash outlay which may affect its ability to meet its obligations when they fall due,
thus impacting on service delivery capacity.

2. Long Outstanding Receivables

The statement of financial position reflects receivables and prepayments from exchange
transactions balance of Kshs.1,845,845,000 as disclosed in Note 13 to the financial
statements. However, review of the aging analysis revealed that the Company has
receivables that have been outstanding for more than two years amounting to
Kshs.85,767,490.

The recoverability of receivables and prepayments balance of Kshs.1,845,845,000 could
not be confirmed, and this may continue to impact negatively on the Company’s budget
implementation.

My opinion is not modified in respect of these matters.

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. There were no key audit matters to
communicate in my report.

Other Matter

Unresolved Prior Year Matters

In the audit of the previous year, several matters were raised under the Report on
Financial Statements and Report on Lawfulness and Effectiveness in Use of Public
Resources and Effectiveness of Internal Controls, Risk Management and Governance.
Management has indicated the matters as on-going awaiting tabling and deliberations
before the Public Investments Committee (PIC) of the National Assembly in Appendix 1
to the financial statements and as such the issues are still outstanding.

Other Information

The Directors are responsible for the other information. set out on page v to xlv which
comprise of Key Entity Information and Management, The Board of Directors,
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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 Company'’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 and | am required
to report that fact. Based on the audit procedures performed and the matters described
in my Basis for Qualified Opinion, | confirm that other information is not materially
inconsistent with the financial statements.

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. Unutilized Monitoring Software

The Company entered into a contract with an International Company for Design, Supply
and Installation and commissioning of Information Management System at a cost of
Kshs.344 523,712 in the year 2014 whose role was to relay real time information on
drilling process for off-site monitoring. In addition, the contractor was to supply the fleet
management system, CCTV systems in each rig and Rigs information system for the
seven rigs. However, field verification during the month of November, 2024 revealed that

the Company has never used or installed this software since they were procured and the
supplier had been paid the advance payment and fleet management system totaling
Kshs.137,805,089.

Although Management indicated in their response that milestone one (1) on fleet
management, has been achieved, no documentary evidence was provided in support of
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this assertion. Additionally, Management also indicated that the matter is with the Ethics
and Anti-Corruption Commission (EACC) and that efforts to obtain progress report on the
case have not yielded any feedback from the Commission therefore there was no
evidence to proof this assertion by Management.

In the circumstances, value for money on expenditure totaling to Kshs. 137,805,089 has
not been achieved as the Management Information System (MIS) is yet to be installed.

2. Failure to Insure the Drilling Rigs

Review of the Company’s insurance documents revealed that the Company had not
insured its seven (7) drilling rigs with book value of Kshs.4,704,617,939 as analysed
below:

Asset Accumulated
Description Acquisition Value-Kshs. | Depreciation-Kshs. Book Value Kshs.
Drillers  Console
(RIG 1) 3,107,997 ,310.15 2,650,020,782.13 457,976,528.02
Drillers  Cansole
(RIG 2) 2,494 .910,397.04 2,127.,274,970.75 367,635,426.29
Drillers  Console
(RIG 3) 2,697,787,710.20 2,021,842,011.67 675,945,698.53
Drillers  Console
(RIG 4) 2,584,054,565.10 1,936,605,337.92 647,449,227.18
Drillers Console
(RIG 5) 1,660,831,716.07 841,488,069.44 819,343,646.63
Drillers  Console
(RIG 6) 1,692,919,769.08 B857,746,016.32 835,173,752.76
Drillers  Console
(RIG7) 1,699,286,104.65 798,192,445.24 901,093,659.41
Total

15,937,787,672.29 11,233,169,633.47 4,704,617,938.82

In the circumstances, the Company is exposed to high risk in the event of unfortunate
event happening to various rigs owned by the Company.

3. Non-Compliance on Car Loan and Mortgage Scheme Reporting Requirements

Note 13 (a) to the financial statements reflects restricted cash and cash equivalents
balance of Kshs.224 537,000 after adjusting for staff terminal benefits account and land
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compensation in favour of the Staff Car Loan and Mortgage Scheme which is being
operated by the Company. The amount represent transfers to three local commercial
banks. However, Management did not prepare and submit separate financial statements
for audit as required contrary to the Salaries and Remuneration Commission (SRC)
Circular SRC 023/12/2014 Ref: SRC/ADM/CIR/1/13 Vol. Il (128) dated
17 December, 2014 Clause 4 on financing which states that "Each Government
Agency/Organ will administer and manage the schemes internally and the same shall be
subjected to the annual audit of Government”.

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

4. Non-Compliance with a Third (1/3) Rule

During the year, an analysis of the payroll revealed that several staff members were
earning salaries below the 1/3 rule with others earning zero. The affected staff members
may cause peculiarly embarrassment to the reputation of the Company. Management
attributed this situation to the newly introduced mandatory taxes and levies on Affordable
Housing Levy and Social Health Insurance Fund. This contravenes section 19(3) of the
Employment Act, 2007.

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

5. Non-Compliance with Data Protection Act

During the year under review, Management did not appoint an officer for the position of
Data Protection Officer as required by the Data Protection Act, 2019. Management did
not provide evidence of registering the company with the Data Commissioner as required
under the Act.

In addition, no risk assessment has been provided for audit thus the entity may not have
mapped out the areas that present the greatest exposure on data protection. Further, it
was also noted that the Office of the Data Protection Officer did not exist in the staff
establishment of the Company.

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

6. Failure to File Annual Returns

During the year under review, it was noted that there were no records provided to indicate
if the Company filled annual returns to the Registrar of Companies as required under the
Companies Act, 2015. This is contrary to Part XXV| of the Companies Act, Cap. 486, 705
which “Duty of company to lodge annual returns with Registrar (1) Every company shall
submit to the Registrar successive annual returns each of which is made up to a date not
later than the date that is from time to time the company’s return date”. No explanation
was provided on the failure to make annual returns.

In the circumstances, Management was in breach of the law.
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3. Irregular Procurement of Governance Audit

The Company procured an external governance auditor for provision of external legal
audit services through request for quotation vide tender
No. GDC/HQS/RFQ/049/2023-2024 awarded to Law Advocates for Kshs.2,849,999
inclusive of VAT. However, the service being procured by the company was a consultancy
thus outside the scope of Request for Quotation as it is in the realm of intellectual,
technical or advisory nature. In addition, it was also noted that the firm assigned to
perform the compliance audit was headed by advocate not a member regulated by the
Institute of Certified Public Secretaries of Kenya (ICPSK) and accredited for that purpose.

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

4. Long Outstanding Payables

Included in accrued expenses balance of Kshs.281,478,000 are medical expenses
amounting to Kshs.62,287,868 as disclosed under Note 15 to the financial statements.
However, review of the aging analysis indicates payables amounting to Ksh.11,944,082
which has been outstanding for a period above six (6) months as indicated in the
Company service charter.

Further, Management has not provided justification for non-payment of the long
outstanding payables which should have formed the first charge in the subsequent year's
budget, and which exposes Company to the risk of incurring significant unquantified
interest costs and penalties due to delay in settling bills.

In the circumstances, it was not certain whether Management will settle the bills.

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 matter 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

Lack of Board Succession Planning

Review of appointment of board of directors revealed that majority of the independent
directors of the board were appointed at the same time implying that their terms of service
will also come to an end at the same time. Board succession planning is a part of
leadership succession planning undertaken to maintain a board's members’ quality and
to ensure the continuity and sustainability of corporate performance.

In the circumstances, lack of staggering of appointment of the board of directors may
result in legal and corporate governance issues.

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.

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

i. | 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. The information given in the Directors’ report on pages xliv is consistent with the
financial statements; and

ii. The auditable part of the Directors' remuneration report on pages 40 has been
properly prepared in accordance with the Companies Act, 2015.

Responsibilities of Management and Board of Directors

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with International Financial Reporting Standards (IFRS) 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
Company'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.
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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 Company'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

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 [FPP 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.
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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.

AUDITOR-GENERAL

Nairobi

30 December, 2024
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