REPUBLIC OF KENYA

FFICE OF THE AUDITOR- GENERAL
Enhancing Accountability

REPORT
OF

THE AUDITOR-GENERAL

ON

KENYA ELECTRICITY GENERATING
COMPANY PLC

FOR THE YEAR ENDED
30 JUNE, 2024






REPUBLIC OF KENYA

’ HEADQUARTERS

Telephone: +254-(20) 3214000 # :
Email: info@oagkenya.qgo.ke | Tvet Anniversary Towers
: 4 et g Monrovia Street
Website:www.oagkenya.go.ke ‘,,f’:.f" - B B S0t -5t
./ OFFICE OF THE AUDITOR-GENERAL NAIROBI

Enhancing Accountability

REPORT OF THE AUDITOR-GENERAL ON KENYA ELECTRICITY GENERATING
COMPANY PLC 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 the Financial Statements that considers whether the financial statements
are fairly presented in accordance with the applicable financial reporting framework,
accounting standards and the relevant laws and regulations that have a direct effect
on the financial statements.

B. Report on Lawfulness and Effectiveness in Use of Public Resources which considers
compliance with applicable laws, regulations, policies, gazette notices, circulars,
guidelines and manuals and whether public resources are applied in a prudent,
efficient, economic, transparent and accountable manner to ensure Government
achieves value for money and that such funds are applied far the intended purpose,

C. Report on Effectiveness of Internal Controls, Risk Management and Governance
which considers how the entity has instituted checks and balances to guide internal
operations. This responds to the effectiveness of the governance structure, the risk
management environment and the internal controls, developed and implemented by
those charged with governance for orderly, efficient and effective operations of the
entity.

An unmodified opinion does not necessarily mean that an entity has complied with all
relevant laws and regulations, and that its internal controls, risk management and
governance systems are properly designed and were working effectively in the financial
year under review.

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
Opinion

The accompanying financial statements of Kenya Electricity Generating Company PLC
set out on pages 32 to 127, which comprise of the statement of financial position as at
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30 June, 2024, statement of profit or loss and other comprehensive income, statement of
changes in equity, statement of cash flows, and a summary of significant accounting
policies and other explanatory information, have been audited on my behalf by Deloitte &
Touche, auditors appointed under Section 23 of the Public Audit Act, 2015. The auditors
have duly reported to me the results of their audit and on the basis of their report, | am
satisfied that all the information and explanations which, to the best of my knowledge and
belief, were necessary for the purpose of the audit were obtained.

In my opinion, the financial statements present fairly, in all material respects, the financial
position of the Kenya Electricity Generating Company PLC 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 and comply with the Public Finance
Management Act, 2012 and the Companies Act, 2015.

Basis for Opinion

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAls). | am independent of the Kenya Electricity Generating Company PLC
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 audit of financial statements in Kenya. | believe
that the audit evidence | have obtained is sufficient and appropriate to provide a basis for
my opinion.

Key Audit Matters

Key audit matters are those matters that, in my professional judgment, are of most
significance in the audit of the financial statements. These matters were addressed in the
context of the audit of the financial statements as a whole, and in forming my opinion
thereon, and | do not provide a separate opinion on them. For the matter below, a
description of how the audit addressed the matter is provided in that context.

How Audit Addressed the Key Audit

Key Audit Matter Matter

Impairment of Property,
Equipment

Plant and

The carrying value of the Company's
property, plant and equipment balance of
Kshs.426 billion (2023 — Kshs.432 billion) as
reflected in the statement of financial
position includes an amount of Kshs.355
billion (2023 — Kshs.368 billion) relating to
buildings, transmission lines, plant and
machinery. As disclosed in Note 15 to the

| performed the following procedures,
among others, to address the key audit

matter:

The audit procedures also focused on
reviewing the reasonableness of
assumptions made and methodologies
used to ensure that they are reasonable
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How Audit Addressed the Key Audit

generation assets are significant to the
statement of financial position and are
carried at revalued amounts less
accumulated depreciation and accumulated
impairment losses. The property, plant and
equipment balance also includes capital
work in progress amounting to Kshs.64
billion (2023 — Kshs.57 billion) which is
carried at cost less any impairment losses.

An impairment assessment was performed
on the power generating assets by
Management and a pre-tax impairment
provision of Kshs.382,572,000 (2023 -
Kshs.4,980,578,000) and Kshs.912,830,000
(2023 - Kshs.899,760,000) made in the
statement of profit or loss and other
comprehensive income. These provisions
have been disclosed under other
comprehensive income and Note 10(g) to
the financial statements respectively.
Management identified impairment
indicators in the plant and machinery assets
related to connected wells used for re-
injection whose casings were perforated
thus considered un-usable. In addition, an
impairment on capital work in progress was
assessed at Kshs.39,478,000 (2023 -
Kshs.10,040,000) which has been charged
to the statement of profit or loss and other
comprehensive income as disclosed in Note
10(g) to the financial statements.

Significant judgments are required to be
applied by the Directors in the impairment
assessment of these assets in line with the
accounting policies and International
Accounting Standard, No. 36 (IAS 36), on
Impairment of Assets.

Key Audit Matter Matter

Impairment of Property, Plant and

Equipment

financial statements, these power | and appropriate given my understanding

of similar situations.

| obtained Management's assessment of
the indicators of impairment and
reviewed the key assumptions made
with the objective of testing their
reasonableness based on evidence
available.

| challenged the significant judgments
made and conclusions reached. My

audit procedures focused on
understanding the basis of the
judgments made considering audit

evidence which | could obtain during the
audit and my understanding of the
nature and use of these assefs.

| obtained the impairment valuation and
analyses prepared by Management and
tested the approach applied for
appropriateness. | also tested the data
used in the impairment calculations for
accuracy and completeness.

With regards to my analysis of the
overall impairment assessment, | did not
identify any significant issues with the
approach used by Management and |
concluded that it was consistent with
International Accounting Standards 36
and the Company’'s accounting policies,
in all material respects. | also did not
identify any material misstatement in the
data used in the calculations in respect
of its accuracy and completeness.
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How Audit Addressed the Key Audit
Key Audit Matter Matter

Impairment of Property, Plant and
Equipment

| assessed the adequacy of impairment
My attention was drawn to this area due to | related disclosures in the financial
the significance of the carrying values of the | statements, including the judgments and
assets and the risk that inappropriate | assumptions used.

judgments or assumptions could lead to
material misstatements in the financial
statements. For the purposes of my audit, |
therefore, identified the impairment of
property, plant and equipment as
representing a key audit matter.

| have fulfilled the responsibilities described in the Auditor's Responsibilities for the Audit
Section of the report, including in relation to these matters. Accordingly, the audit included
the performance of procedures designed to respond to the assessment of the risk of
material misstatement of the financial statements. The results of the audit procedures,
including the procedures performed to address the matters above, provide the basis for
my unmodified opinion on the accompanying financial statements.

Other Matter

Non-Compensation of the Company’s Land by National Lands Commission and
Kenya National Highways Authority

Part of the Company's property in Changamwe was acquired by the Kenya National
Highways Authority (KENHA) for the dualling of the Mombasa-Mariakani Road. The
construction of the road rendered the staff houses in Changamwe temporarily unusable
since they were disconnected from the sewer line. The security wall was also damaged.
Management indicated that the two residential flats would realize a net rental income of
Kshs.768,000 per year for the Company. However, there was no response to
correspondences seeking compensation amounting to Kshs.250,611,659 from the
National Land Commission and KENHA.

Other Information

Conclusion

The Directors are responsible for the other information set out on page 1 to 30 which
comprise of Key Corporate Information, Management Team, Shareholding, Business
Overview, Report of the Directors, Statement of Directors Responsibilities and Director’s

]
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Remuneration Report. The Other Information does not include the financial statements
and my audit report thereon.

Basis for Conclusion

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, | am required to
report that fact. | have nothing to report in this regard.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN 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. Kipevu lll Power Station Fuel Penalties

The Power Purchase Agreement for Kipevu Il Power Plant between the Company and
Kenya Power sets fuel penalties when the daily fuel stock does not meet the set threshold
of eleven thousand five hundred and sixty metric tonnes (11,560 MT) per day. During the
year under review, the Company had a contract for supply and delivery of heavy fuel oil
at Kipevu lll Power Station with a local petroleum company. The contract sets the
minimum-security level at six thousand two hundred and eighty metric tonnes (6,280 MT)
per day which is below the threshold set in the Power Purchase Agreement. However,
the Company incurred penalties amounting to Kshs.11,348,922 because of the supplier
not meeting the required security stock levels.

In the circumstances, Management was in breach of contractual agreement and value for
money for the expenditure incurred on penalties could not be confirmed.

2. lIrregular Secondment of the Staff

During the year under review, the Company had seconded fourteen (14) members of staff
to different Government entities. However, review of the payroll revealed that the
Company had continued to pay salaries of the seconded staff amounting to
Kshs.48,841,060. This was contrary to the guidelines outlined in Section B.33 of the
Public Service Human Resources Policy (3), and the concept of matching principal that
the staff should be paid based on where they put on effort.
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In the circumstances, Management was in breach of the Regulations.

3. Lack of Ownership Documents for Turkwel Land

The Company operates a Hydro Power Plant in Turkwel Multi-Purpose dam which is also
utilized by Kerio Valley Development Authority. However, the land on which the Plant and
other facilities of the Company are constructed lacks a title deed to prove ownership.
Management provided the letter of allotment for the land signifying progress undertaken
in the acquisition of the title deed and explained how emotive the issue of land is in the
region.

Physical verification carried out in September, 2024 revealed that the Turkwel land
measuring 20,827 hectares had been encroached. The encroachment poses impairment
risk to the power plant. Further, there are public facilities on the land including two (2)
schools and a GSU camp.

In the circumstances, adequacy of measures, taken to safeguard public property and
critical infrastructure could not be confirmed.

The audit was conducted in accordance with ISSAls 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 are in compliance, 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 else has come to my attention to cause me
to believe that internal controls, risk management and overall governance were not
effective.

Basis for Conclusion

The audit was conducted in accordance with ISSAIs 2315 and ISSAIl 2330. The
standards require that | plan and perform the audit to obtain assurance about whether
effective processes and systems of internal control, risk management and 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 | 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:
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i.  Information given in the Directors' report on pages 25 to 27 is consistent with the
financial statements; and

ii. The auditable part of the Directors' remuneration report on pages 28 to 30 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, and for
maintaining effective internal control 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 control, 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 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 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 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
INTOSAI Framework of Professional Pronouncements (IFPP). The Framework requires
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
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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, |
also | consider the entity’s control environment in order to give an assurance on the
effectiveness of internal controls, risk management and governance processes and
systems in accordance with the provisions of Section 7 (1) (a) of the Public Audit Act,
2015,

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

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

T

FCPA athungu; CBS
AUDITOR-GENERAL

Nairobi

28 October, 2024
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