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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
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 Petroleum Refineries
Limited set out on pages 1 to 59 which comprise of the statement of financial position as
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at 30 June, 2024, 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 Petroleum Refineries Limited 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 Companies Act,
2015 and the Public Finance Management Act, 2012.

Basis for Qualified Opinion
1. Undisclosed Material Uncertainty Relating to Going Concern

During the year under review the Company recorded a loss of Kshs.91,123,903 (2023:
loss of Kshs.464,500,212) which eroded its retained earnings by the same amount.
Further, the Company's current liabilities of Kshs.4,189,427,269 exceeded its current
assets of Kshs.1,698,362 678 by Kshs.2,491,064,591 which impacts on the Company's
ability to meet short-term financial obligations. In addition, Management did not disclose
the material uncertainties in the financial statements as required by the International
Accounting Standard (IAS) 1 - Presentation of Financial Statements.

The Company is therefore insolvent, and its continued existence was dependent on the
Government and creditors.

In the circumstances, the Company's ability to continue operating as a going concern
could not be confirmed.

2. Fully Depreciated Assets in Use

The statement of financial position reflects property, plant and equipment with a net book
value of Kshs.1,701,498,502 as similarly disclosed in Note 15 to the financial statements.
Review of an asset register provided in support of the balances revealed several assets
with a cost value of Kshs.2,366,461,077 which were fully depreciated but were still in use.
Additionally, intangible assets acquired at a cost of Kshs.214,905,548 which were still in
use, had been fully amortized. However, Management did not review their useful life or
make disclosures of the gross carrying amount of the assets in the financial statement as
recommended by IAS 16 - Property Plant and Equipment.

In the circumstances, the accuracy and completeness of the property, plant and
equipment balance of Kshs.1,701,498,502 could not be confirmed.
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3. Unreconciled Related Entities Balances

The statement of profit or loss and other comprehensive income reflects a balance of
Kshs.1,738,424,721 in respect of other income which as disclosed in Note 7 to the
financial statements, includes Kenya Pipeline Company Limited (KPC) lease recoveries
of Kshs.1,653,784,578. However, a confirmation of the amount from records of KPC
revealed reimbursements totaling Kshs.1,813,920,323 resulting in an unexplained
variance of Kshs.160,135,745. A reconciliation provided for the difference indicated that
KPC paid a total of Kshs.74,795,215 directly to suppliers on behalf of KPRL. However,
the amount was not included in the expenditures of the Company.

In the circumstances, the accuracy and completeness of KPC Lease recoveries
amounting to Kshs.1,653,784,578 could not be confirmed.

4. Long Outstanding Trade Receivables

The statement of financial position reflects trade and other receivables balance of
Kshs.415,324,151. As disclosed in Note 21 to the financial statements, the balance
comprised of gross trade and other receivables less provision of bad and doubtful debt of
Kshs.568,194,144 and Kshs.152,869,993 respectively. Review of an ageing analysis
provided in support of the receivables revealed an amount of Kshs.165,592,876 which
had been outstanding for over 120 days. Included in the amount is Kshs.85,210,525 in
respect of inactive Qil Marketing Companies (OMCs) and Kshs.61,705,051 in respect of
prepaid costs for a Liquefied Petroleum Gas (LPG) project which did not materialize, and
whose recoverability was doubtful.

In the circumstances, the accuracy and completeness of the Kshs.165,592,876 included
in trade receivables could not be ascertained.

5. Inaccuracies in Captive Power Plant LLoan Balance

The statement of assets and liabilities reflects borrowings balance of Kshs.1,770,356,056.
As disclosed in Note 28 to the financial statements, the balance includes a dollar
denominated loan used in financing a Captive Power Plant (CPP) of Kshs.1,079,535,819
(USD8,334,446.25) obtained from ABSA bank (previously Barclays Bank). However, a
confirmation certificate from the Bank reflected a balance of USD8,420,978.05 resulting
in unreconciled variance of USD86,531.08 equivalent to Kshs.11,208,204.

In the circumstances, the accuracy and completeness of borrowings balance of
Kshs.1,770,356,056 could not be confirmed.

6. Crude and finished products stocks

The statement of financial position reflects inventories valued at Kshs.319,546,164.
Included in the balance as detailed in Note 20 to the financial statements are crude and
finished products stocks valued at Kshs.305,694,169. However, despite provision of an
individual item balances, there was no evidence of stock taking done during the year to
confirm the balances or a confirmation from Kenya Pipeline Company (KPC) on quantities
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and valuation of stocks held on behalf of KPRL. Further the basis for valuation of the
crude and finished product inventories was not provided for review.

In the circumstances, the accuracy and completeness of inventories balance of
Kshs.319,546,164 could not be confirmed.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIls). | am independent of the Kenya Petroleum Refineries Limited
Management in accordance with ISSAI 130 on Code of Ethics. | have fulfilled other ethical
responsibilities in accordance with the ISSAl 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 qualified opinion.

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 Qualified Opinion section, | have determined that there are no other key audit matters
to communicate in my report.

Other Matter
Unresolved Prior Year Issues

In the audit of the previous year, several matters were raised under the Report on
Financial Statements, Report on Lawfulness and Effectiveness in Use of Public
Resources and Report on Effectiveness of Internal controls, Risk Management and
Governance. However, although Management has indicated as having resolved and
process on going, those matters in appendix 1 to the financial statements, no evidence
was provided to support that status.

Other Information

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

In connection with the audit of the 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 the knowledge obtained in the audit, or
otherwise appears to be materially misstated. Based on the work | have performed on
the other information obtained prior to the date of this auditor's report, if | conclude that
there is material misstatement of this other information, | am required to report that fact. |
have nothing to report in this regard.
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My opinion on the financial statements does not cover the other information and | do not
express an audit opinion or any form of assurance 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. Employees Acting for More than Six Months

Review of human resource records revealed that five (5) employees were appointed in
acting capacity for a period of more than 6 months contrary to the Head of Public Service
circular dated 11 March, 2020, which provides that acting positions should be for a
maximum period of 6 months. Some of the appointees had been serving in acting capacity
roles for periods exceeding thirty (30) months.

In addition, the records indicated that the Chief Executive Officer (CEO) was appointed
in acting capacity on 4 October, 2019 for an initial twelve (12) months and has held the
position in acting capacity for over four (4) years. Further, the Board of Directors has since
been extending the acting CEO tenure for twelve months rolling period.

In the circumstances, Management was in breach of public service policies and
guidelines.

2. Unprocedural Secondment of an Employee

During the year under review, the Company's Chief Operating Officer was seconded to
the State Department of Petroleum with effect from April, 2023 for an additional period of
2 years. This is despite the officer having exhausted the maximum allowable secondment
period of 6 years, having been seconded to the State Department since July, 2017,
contrary Section B.33 of Human Resource Policies and Procedures Manual for the Public
Service 2016 which provides that Secondment of officers from the Public Service to other
organizations is applicable to pensionable officers, for a period not exceeding three (3)
years and may be renewable once.

Management in correspondence with the State Department of Petroleum on 6 April, 2024
indicated being aware of Regulations governing secondment of public officers but went
ahead and released the officer. Further, the Public Service Commission approval for the
secondment was not provided for audit review.
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In the circumstances, Management was in breach of public service policies and
guidelines.

3. Unutilized Residential Buildings

During the year under review, six (6) out of seven (7) leasehold properties owned by the
Company were not commercialized despite the Board granting an approval for
commercialization of the houses in 2016. No explanation was provided on why the six
houses had not been leased out despite their prime location. Further, the Company
continued to incur recurrent utility costs relating to the facility like water, electricity and
security charges further increasing the losses.

In the circumstances, the effectiveness in use of the assets and value for money incurred
in maintaining the assets could not be ascertained.

4. Non-Implementation of E-Procurement Requirements

During the year under review, the Management procured goods, works and services for
Company operations as was provided in the procurement plan. However, the
procurements were not done through an e-procurement platform as required in
Regulation 49(2) of the Public Procurement and Assets Disposal Regulations, 2020 and
The National Treasury circular.

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

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 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. Non-Compliance with Mwongozo Code of Governance

Review of Board composition and activities during the year revealed several anomalies
as follows:
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i. Biodata of Directors provided for audit reflected that the Board of KRPL did not have a
Director with financial expertise as required in Mwongozo Code of Governance for
State Corporation guidelines. The guidelines require at least one Director to possess
necessary qualifications and expertise in financial management or accounting and be
a bona fide member of a profession body regulating the accountancy profession, and
in compliance with the requirements thereof.

ii. During the year under review, the Board was not fully constituted as it had only (5)
Directors against the requirements of Mwongozo guidelines and the State
Corporations Act which sets the minimum number of members to a board in a state
corporation to be seven (7). Consequently, the Board could not achieve the required
quorum for full Board meetings, which limited its ability to discharge its mandate.

ii. Two (2) Directors had served in the Board for over seven years while one (1) Director
had served for 10 years. This was contrary to Mwongozo code of governance for state
corporation which provide that board members should not serve for more than six (6)
consecutive years.

In the circumstances, the composition of the Board of Directors was not in line with the
guidelines. Further, weak corporate governance may impact negatively on the reputation
and financial performance of the Company.

2. Lack of a Strategic Plan

During the year under review, the Company did not have a strategic plan, with the
previous one having expired in 2013. In its place, Management formulated five (5)
strategic pillars and objectives to guide its operations. Lack of a strategic plan is contrary
to Section 68 (2) (g) of the Public Finance Management Act, 2012 which provides that an
Accounting Officer shall prepare a Strategic Plan for the entity in conformity with the
medium-term fiscal framework and fiscal policy objectives of the National Government.

In the circumstances, Management was in breach of the law.
3. Lack of a Functional Internal Audit Department

During the year under review, the internal audit department had two officers with one
acting as Chief Manager Audit. However, the staff establishment did not have the position
of a Chief Manager Audit and thus the officer was acting in a nonexistent position. The
officer acted on the position up to his retirement in February, 2024, leaving the department
with only one officer.

In the circumstances, the ability of the Company’s Internal Audit Function to perform its
responsibilities could not be ascertained.

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
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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.  In my opinion, adequate accounting records have been kept by the Company, so far
as appears from the examination of those records; and,

iii.  The Company's financial statements are in agreement with the accounting records
and returns.

Responsibilities of 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 (IFRS) 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
Management is aware of the intention to liquidate the Company 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 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 overall
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 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.

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%@'}CBS

AUDITOR-GENERAL

Nairobi

27 December, 2024
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