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REPORT OF THE AUDITOR-GENERAL ON KENYA DEVELOPMENT CORPORATION
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.

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 Kenya Development Corporation
set out on pages 1 to 73, which comprise of the statement of financial position as at
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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 Kenya Development Corporation 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 (IFRS) and comply with the Companies
Act, 2015, Kenya Development Corporation Limited (Vesting) Order, 2021 and the Public
Finance Management Act, 2012.

Basis for Qualified Opinion

1. Unsupported Unquoted Investments

Note 22 to the financial statements reflects unquoted investments balance of
Kshs.16,293,635,103 which as per the accounting policy is measured at fair value though
other comprehensive income (FVTOCI). However, the value attached to each investment
was not supported by a valuation report from an independent valuer as detailed working
to demonstrate how the amount was arrived at.

In the circumstances, the accuracy and completeness of the unquoted investments
balance of Kshs.16,293,635,103 could not be confirmed.

2. Non-Compliance with IFRS 10 - Consolidated Financial Statements

Note 22 to the financial statements reflects unquoted investments balance of
Kshs.16,293,635,103. However, there are five (5) instances where the Corporation owns
more than 50% of the controlling interest in the investment and this has not been reported
as subsidiary and consolidated in the financial statements.

In the circumstances, the Management was non-compliant with IFRS 10 on Consolidated
Financial Statements and the accuracy and completeness of the unquoted investments
balance of Kshs.16,293,635,103 could not be confirmed.

3. Unresolved Borrowings

Note 34(a) to the financial statements reflects external borrowings balance of
Kshs.531,394,015 which was the same balance at 1 July, 2023. The loan is drawn in
foreign currency from Exim Bank of India and therefore should have been received at 30
June, 2024. In addition, although the facility has a repayment grace period of five (5)
years where no repayment in the year under review, the interest should have been
charged at 4% of the drawn amount and therefore should have increased the loan
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repayable by approximately Kshs.21,255,761 and increased the interest expense by the
same amount.

In the circumstances, the accuracy of the external dollar denominated loan balance of
Kshs.531,394,015 could not confirmed.

4. Non-Compliance with International Accounting Standards 20 - Accounting for
Government Grants

The statement of financial position reflects grant balance of Kshs.3,948,392,552 as
disclosed in Note 33 to the financial statements. However, the accounting treatment was
not as per the International Accounting Standards (IAS) 20 which describes the
accounting for and disclosure of Government grants which require grants to be accounted
for either using the capital or the income approach. The Management has not used any
of these approaches. Further, the Corporation does not have an accounting policy to
guide recognition and accounting for grants.

In the circumstances, the accuracy and completeness of the grant balance of
Kshs.3,948,392, 552 could not be confirmed.

The audit was conducted in accordance with International Standards for Supreme Audit
Institutions (ISSAIs). | am independent of Kenya Development Corporation Management
in accordance with ISSAI 130 on the Code of Ethics. | have fulfilled other ethical
responsibilities in accordance with the ISSAl 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. Non-Performing Loans

Note 23 to the financial statements reflects loans receivables of Kshs.6,930,236,458.
Review of loan listings reflected loans classified as loss amounting to
Kshs.3,179,613,165. These are loans which are considered uncollectible or of such
collateral value that their containing recognition as bankable assets is not warranted.
Principal and interest payments are past due for more than three hundred and sixty-five
(365) days. Contrary to the loan agreement, the Corporation may either not be able to
recover the balances or it will take long to recover its loan from its clients. Further, as
previously reported, the Corporation has stopped accrual of interest on the loans in line
with the In Duplum principle which requires that interest accrued should not exceed the
principal amount outstanding when the loan becomes non-performing. In addition, the
securities related to some of the old non-performing loans being borrowers' ancestral
lands, were reported to be missing, impaired or irredeemable.

Further, one (1) investment that has currently ceased operations namely Kenya Hotel
Properties (Intercon Nairobi) Limited has been valued at Kshs.117,603,012 which is an
amount that may not be realizable. In addition, several investments in Companies that

Report of the Auditor-General an Kenya Development Corporation for the year ended 30 June, 2024

3



are currently in operation including Sunset Hotel Limited, KENATCO Taxis Limited, Kenya
National Trading Corporation, South Nyanza Sugar Company, Agro Chemical and Food
Industries and Nzoia Sugar Company Limited have been fully written off from the books
of the Corporation.

In the circumstances, the Corporation may not recover these amounts leading to loss of

public funds or may not realize value for money for loans which are taking too much time
to be recovered.

2. Budgetary Control and Performance

The statement of comparison of budget and actual amounts reflects final income budget
and actual on comparable basis of Kshs.6,231,736,744 and Kshs.4,022,967,520
respectively resulting in an under-funding of Kshs.2,208,769,224 or 35% of the budget.
However, the Corporation spent Kshs.1,292,119,574 against actual receipts of
Kshs.4,022,967 520 resulting to an under-utilization of Kshs.2,730,847,946 or 68% of the
receipts.

In the circumstances, the underfunding and the under-utilization affected the planned
activities and may have impacted negatively on service delivery to the public.

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. 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 Matter

Unrealized Revenue on Investment in Property

Review of the Corporation’s inventory on investments in property indicated that during the
year 2020/2021, the Board of Directors revised downwards the sale price of the of the
housing projects with a view to increasing the demand for the tenants. However as at
30 June, 2024, the number of unsold houses were four (4) out of twenty-eight (28) and
nineteen (19) out of thirty-six (36) for the Zamia heights apartments and Oceania
apartments respectively. This is despite the fact that Zamia Heights Apartments were
completed in July 2015 and Oceania Apartments were completed in 2018.

As per the Board meeting minutes of November 2022, the selling price of the remaining
units for both Zamia and Oceania apartments, were set at the lower minimum of mortgage
price and maximum of market price as per valuation carried out by Trans Country Valuers
Limited in April 2022. As at 30 June, 2024 the remaining four (4) units for Zamia Heights
were costed at Kshs.33,750,000 which was below Kshs.44,963,636 valuation at the
beginning of the year and nineteen (19) units for Oceania apartments were costed at
Kshs.286,200,000 which was below the valuation of Kshs.290,422 917 based on
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30 June, 2023. This represented unrealized revenue of Kshs.319,950,000. The
Management did not explain the basis of reduction in unite cost at the beginning of the
year and end of the year. The unsold units also continued incurring cost in terms of
administration cost and service charges of Kshs.10,000 per unit per month.

In the circumstances, the inventory held by Corporation is possibly impaired based on the
slow uptake of the apartments during the year under review.

Other Information

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

In connection with my audit on the Corporation’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.

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. Prolonged Acting Appointments

Review of the payroll revealed that eight (8) officers have been in acting capacities for
more than six (6) months. This was contrary to Section C.14 of the Human Resource
Policies and Procedures Manual for the Public Service Commission of May 2016. Some
members of staff have been in acting capacity for more than one (1) year.

In the circumstances, the Management is in breach of the law.
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2. Lack of Appointment Letter of an Alternate Member

Review of the Board attendance registers and minutes, revealed that one of the Board
members has been representing the Permanent Secretary, State Department of
Investment Promotion on various Board meetings as an alternate Board member.
However, the appointment letter as an alternate member was not provided for audit.

In the circumstances, the regularity of the Board member representing the State
Department in the Corporation could not be confirmed.

Long-Outstanding Trade Payables

The statement of financial position reflects trade and other payables balance of
Kshs.604,729,353 as disclosed in Note 37 to the financial statements. However, included
in the balance are trade payables balance of Kshs.395,120,121 which had been
outstanding for more than one (1) year. This is contrary to Section 53 (8) of the Public
Procurement and Asset Disposal Act, 2015 which states that, an Accounting Officer shall
not commence any procurement proceedings until satisfied that sufficient funds to meet
the obligations of the resulting contract(s) are reflected in approved budget estimates.

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

The audit was conducted in accordance with ISSAI 3000 and 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, | confirm that, nothing has come to my attention to cause me to
believe that internal controls, risk management and governance were not effective.

Basis for Conclusion

The audit was conducted in accordance with ISSAI 2315 and 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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REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS
Conclusion

As required by the Companies Act, 2015, | report, based on my audit, that except for the
matter described in the Basis for Qualified Opinion, | confirm 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. Information given in the Directors’ report on pages xxix is consistent with the
financial statements; and

ii. The auditable part of the Directors' remuneration report on pages 24 has been
properly prepared in accordance with the Companies Act, 2015.

Responsibilities of the Management and the Board of Directors

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with International Financial Reporting Standards 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
Corporation’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 Corporation’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 responmbllmes for the audit is locatad at the Ofﬁce of the
Auditor-General's website at: https://www.oagkenva.go ke/auditor-generals-responsibilities
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lor-audit/. This description forms part of my audltor s report

FCPA%JG%MJ, CBS

AUDITOR-GENERAL

Nairobi

30 December, 2024
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