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Enhancing Accountability

REPORT OF THE AUDITOR-GENERAL ON KENYA RAILWAYS 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; 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 parts of the report aim to address the Auditor-General's statutory roles and
responsibilities 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 Railways Corporation set
out on pages 1 to 34, which comprise of the statement of financial position as at
30 June, 2024 and statement of profit or loss and other comprehensive income, statement
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of changes in net assets, statement of cash flows and the 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 Railways Corporation as at 30 June, 2024 and
of its financial performance and its cash flows for the year then ended, in accordance with
and International Public Sector Accounting Standards (Accrual Basis) and comply with
Kenya Railways Corporation Act (Cap. 397) and the Public Finance Management
Act, 2012.

Basis for Qualified Opinion

1. Property, Plant and Equipment

The statement of financial position reflects a balance of Kshs.521,618,927,225 in respect
of property, plant and equipment which, as disclosed in Note 19 to the financial
statements includes land balance of Kshs.17,951,351,801. However, Management had
not valued Corporation land for a long time. This was contrary to Paragraph 49 of the
International Public Sector Accounting Standard (IPSAS) No.17 on property, plant and
equipment and also the Corporation’s finance manual which requires assets of the entity
be valued once every five years.

Further, the Corporation did not maintain updated assets register. The assets register
provided for audit did not reflect serial numbers for various assets, the location of the
assets and land reference numbers. Further, descriptions of land category, L.R/certificate
Number and land ownership status (Freehold/leasehold) were all not indicated in the
register.

In addition, the assets had not been tagged for ease of tracing the assets in the asset
register. This was contrary to Section 4.11.2 of the Operations and Maintenance Palicy
on Asset and Liability Management in the Public Sector which states that the Accounting
Officer shall develop and implement an asset identification/ tagging system in accordance
with guidance provided by The National Treasury.

In the circumstances, the accuracy and fair value of land balance of Kshs.17,951,351,801
could not be confirmed.

2. Inaccuracies in Capital Works-in-Progress

The statement of financial position and as disclosed in Note 22 to the financial statement
reflects capital works-in-progress balance of Kshs.136,657,230,854. As previously
reported, the capital works in progress includes a balance of Kshs.16,483,606,399 in
respect of long outstanding capital works-in-progress. This comprise of assets which are
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complete and in use by the Corporation in generating revenue. No explanation was given
why these assets have not been reclassified to fixed assets.

In the circumstances, the accuracy and completeness of capital works-in-progress
balance of Kshs.136,657,230,854 could not be confirmed.

3. Trade and Other Receivables

The statement of financial position and as disclosed in Note 24 to the financial statements
reflects trade and other receivables balance of Kshs.43,979,696,526. Review of trade
and other receivables record revealed the following unsatisfactory matters:

3.1 Long QOutstanding Debtors

The statement of financial position and as disclosed in Note 24 to the financial statements
reflects a balance of Kshs.43,979,696,526 in respect of trade and other receivables. The
aging analysis schedule provided revealed that an amount of Kshs.7,837,999,088 had
been outstanding over one year. No explanation was given for the failure to recover long
outstanding receivables.

3.2 Other Receivables

Included in the trade and other receivables balance of Kshs.43,979,696,526 is a balance
of Kshs.201,558,432 in respect of other receivables. Review of other receivables records
revealed the following unsatisfactory issues;

3.2.1 World Bank Receivables

The other receivables balance of Kshs.201,558,432 includes World Bank receivables
balance of Kshs.131,899,050. As previously reported, this balance arose during the pre-
concession period and has been outstanding in the Corporation’s books for a long time.
Management did not demonstrate efforts to recover this debt or provide evidence on how
they intend to recover the outstanding balance from the World Bank. The recoverability
of World Bank receivables balance is doubtful.

3.2.2. Unsupported General Advances

Included in other receivables balance of Kshs.201,558,432 is general advances balance
of Kshs.61,867,854 relating to advances to individuals and suppliers of goods and
services some dating back to 2010 which remained outstanding. The balance is net of
Kshs.59,394,755 which was a transaction with negative balances whose details was not
provided for audit.

3.2.3. Imprests Debtors

Included in other receivables balance of Kshs.201,558,432 is Kshs.7,940,706 in respect
of imprests debtors dating back to 2011.No explanation was given why the imprest has
not been recovered through the payroll.
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3.2.4 Unsupported Inter-Company Debtors

Included in other receivables balance of Kshs.201,558,432 is amount of Kshs.723,148 in
respect to Inter-Company debtors. The balance is a net of Kshs.58,194,387 for the Inter-
Company debtors with a negative transaction whose details were not provided for audit.
The recoverability the long outstanding Intercompany debt is doubtful.

In the circumstance, the accuracy and completeness of the trade and other receivables
balances of Kshs.43,979,696,526 could not be confirmed.

4.Trade and Other Payables

The statement of financial position and as disclosed in Note 34 to the financial statement
reflects payables and accrued charges balance of Kshs.51,123,139,882. Included in the
amount is Kshs.12,688,850,568 in respect of trade creditors. Review of creditors records
revealed the following anomalies:

4.1. Long Outstanding Prepayments

Included in the trade creditors balance were prepayments to suppliers, Kenya Power and
Lighting Company, Nairobi City Government, National Youth Services, Kenya Railways
Staff Retirement Benefit and other state agencies all amounting to Kshs.1,005,558,410
that had remained outstanding for more than one(1) year. No satisfactory explanation
was given why the amount did not form first charge in the succeeding year.

4.2. Long Outstanding Land Compensation Balance

The balance includes an amount of Kshs.8,307,857,507 in respect of land compensation.
The balance remained the same from the previous year's amount. Management did not
explain why the balance has remained outstanding for a long period without being settled.

4.3. Long Outstanding Customer Deposits

The balance includes an amount of Kshs.5,521,7124,335 in respect of customer deposits
out of which an amount of Kshs.675,561,490 remained unsettled for long. These deposits
have been outstanding between January, 2012 and June, 2023. No plausible explanation
was given why the deposits have not been refunded to customers or remitted to the
consolidated fund.

4.4. Default Penalty Payable

The balance includes an amount of Kshs.5,309,944 132 in respect of penalties
outstanding arising from non-settlement of maturing loan obligations relating to the China
Exim Bank loan. These penalties expose the public to avoidable expenditure that could
otherwise been avoided. This expenditure is not proper charge to public funds.

In the circumstances, the accuracy and completeness of payable and accrual charges
balance of Kshs.51,123,139,832 could not be confirmed.
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5. Unsupported Revenue-Nakuru Parking Revenue

The statement of profit or loss and other comprehensive income and as disclosed in Note
8 to the financial statements reflects other income balance of Kshs.256,405,942. Included
in the balance is Nakuru Parking Revenue of Kshs.6,090,940. However, review of the
records provided during the audit revealed that the balances were not supported by
receipts and bank statements.

In the circumstances, the accuracy and completeness of the Nakuru parking revenue of
Kshs.6,090,940 could not be confirmed.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIls). | am independent of the Kenya Railways Corporation Management
in accordance with ISSAlI 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 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. Budgetary Control and Performance

The statement of comparison of budget and actual amounts reflects total revenue budget
and actual on comparable basis of Kshs.29,012,376,299 and Kshs.23,921,304,314
respectively, resulting in under-funding of Kshs.5,091,071,985 or 18% of the budget.
However, the Corporation spent an amount of Kshs.26,759,007,311 against actual
receipts of Kshs.23,921,304,314 resulting in an over utilization of Kshs.2,837,702,997 or
12% of the total receipts.

The under-funding affected the planned activities of the Corporation and may have
impacted negatively on service delivery to the public.

2. Contingent Liabilities

Note 37 to the financial statements reflect contingent liabilities balance of
Kshs.28,145,099,199. As reported in previous year, the balance comprises of law suits
against the Corporation yet to be determined estimated at Kshs.27,978,266,389 and
guarantees given on behalf of the Corporation amounting to Kshs.166,832,810. | draw
your attention to the fact that the Corporation is at risk of operations interruption should
the contingent liabilities crystalize.

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 effect of the matters

Report of the Auditor-General on Kenya Ratlways Corporation for the year ended 30 June, 2024
5



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 issues 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. The issues remained unresolved as at 30 June, 2024.

Other Information

Management is responsible for the other information set out on page viii to xlvii which
comprise of Key Entity Information and Management, The Board of Directors, Key
Management Team, Fiduciary Management, Report of the Managing Director, 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, | 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 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. lllegal Allocation of Land Asset

Review of land records revealed that five hundred and twenty-nine (529) parcels of land
have been illegally allocated across the country. Although Management has put in place
various measures to recover the irregularly allocated land, many pieces of land belonging
to the Corporation are yet to be recovered as highlighted below:
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1.1. Land in Mombasa

Various parcels of land were allocated to private persons without the consent of the
Corporation, by either the Commissioner of Lands or Local Authorities. For instance,
parcels of land adjacent to Mombasa Railway Station measuring approximately 0.75 to
one (1) acre was irregularly allocated to private persons who have since made
developments on the land. Although Management indicated that the leases were
procedural, board approvals authorizing the leases were not provided for audit. However,
Management has sought Ethics and Anti-Corruption Commission (EACC) intervention to
repossess the parcels of land and this process is ongoing and had not been concluded
as at 30 June, 2024.

1.2. Land in Limuru

Various parcels of land in Limuru were allocated to third parties without the consent of the
Corporation by either the Commissioner of Lands or the defunct local Authorities. For
instance, land within Limuru railway station constituting nine (9) industrial plots measuring
approximately three (3) acres; a piece of land within Kikuyu railway station measuring
approximately two (2) acres; However, Management has sought court intervention to
repossess twenty-seven (27) of the illegally allocated parcels. The Corporation has also
sought the intervention of various Government agencies such as the Ethics and Anti-
Corruption Commission, Ministry of Lands and Physical Planning, National Land
Commission and the Director of Survey to assist in the recovery of irregularly
allocated land.

1.3. Encroachment of Land (Ziwani Nakuru)

Land measuring approximately seven (7) acres in Nakuru Ziwani estate belonging to the
Corporation has been encroached on by the County Government of Nakuru and currently
used as a bus park. The land had been allocated to private individuals by the County
Government of Nakuru on a long-term lease of twenty-five (25) years and an amount of
Kshs.37,500,000 having been paid as premium and attracting an annual rent of
Kshs.13,300,002. Management has not explained the steps being taken to revert the land
to the tenants. Further, the Corporation continues to lose the opportunity to collect the
annual rent of Kshs.13,300,002.

1.4. Residential Buildings in Kisumu

Two hundred and forty-seven (247) residential units in Kisumu have been forcefully
occupied by organizations with no lease agreements and therefore not paying rent. The
Corporation is losing rent to the tune of Kshs.27,435,600 annually.

In the circumstances, the existence of effective asset management mechanisms to

safeguard public properties is lacking.

2. Non-Settlement of the Exim Bank Loan (On Lent)

The statement of financial position and as disclosed in Note 32 to the financial statements
reflects a balance of Kshs.646,072,165,699 in respect of Exim Bank loan (on lent).
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Included in the amount is an amount of Kshs.28,856,329,787 being interest on loan
capitalized due to the Corporation failure to settle payments when due. Further, as
disclosed in Note 34 to the financial statements, is an amount of Kshs.5,309,944,132
being default penalties payable that has accrued from the Corporation’s failure to settle
on-lent loan due.

Failure to meet obligations when due has attracted avoidable expenditure of
Kshs.34,166,273,919 in form of penalties amounting to Kshs.5,309,944,132 and interests
amounting to Kshs.28,856,329,787 which could have otherwise been avoided.

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 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 and 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.

Basis for Conclusion
Weakness in Revenue Collection-Meter Gauge Railway (MGR) Revenue

The statement of profit or loss and other comprehensive income reflects the main income
amount of Kshs.21,516,776,168. Included in the amount is Kshs.2,218,418,736 in respect
of MGR revenue out of which an amount Kshs.133,852,454 related to revenue from
Nairobi Commuter Railway. However, the following anomalies were noted;

i) Despite the Corporation having employed revenue inspectors, commuter service
trains are usually congested making it difficult for inspectors to confirm that all the
passengers were receipted. This may result in passengers not paying hence
potential loss of revenue.

i) Payment through MPESA was not well managed and coordinated. It was noted
that cashiers prioritize receipting cash customers and then MPESA customers.
Considering that the train has different boarding and alighting stations along the
route, it was likely that MPESA customers may alight before they were receipted.

i) Internal controls on handling of the issued receipts at the main railway station exit
was noted to be weak. The receipts were being dropped in an open tray. It was
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likely that the same used receipts can be used later either in the evening or next
day since the used receipts are not being safe guarded or destroyed.

iv)  In some instances, MPESA customers only displayed the message to the cashier
and the cashier requests the customer to read for him/her the MPESA reference
number. Considering that there are instances where dishonest people tamper with
MPESA messages, chances of the cashier recording doctored messages could
not be ruled out.

v)  The cashiers who gave out tickets were the very same people who walks around
to check the tickets. Lack of segregation of duties can easily lead to collusion and
loss of cash. Mostly, the inspectors/ supervisors are not on the train to check the
tickets.

In the circumstances, the effectiveness of internal controls on revenue collections in the
commuter service trains could not be confirmed.

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
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
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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 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 222(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: htips://www.ocagkenya.go.ke/auditor-generals-
responsibilities-for-audit/. This description forms part of my auditor's report.

FCPA%;\LBS

AUDITOR-GENERAL

Nairobi

31 December, 2024
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