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Enhancing Accountability

REPORT OF THE AUDITOR-GENERAL ON KISUMU LAKEFRONT 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; 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 Disclaimer of Opinion is issued when the Auditor-General is unable to obtain sufficient
appropriate audit evidence to form an opinion on the financial statements. 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.

REPORT ON THE FINANCIAL STATEMENTS
Disclaimer of Opinion

| have audited the accompanying financial statements of Kisumu Lakefront Development
Corporation set out on pages 1 to 36, which comprise of the statement of financial position
as at 30 June, 2024 and the statement of financial performance, statement of changes in
net assets, 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
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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.

| do not express an opinion on the accompanying financial statements. Because of the
significance of the matters described in the Basis for Disclaimer of Opinion section of my
report, | have not been able to obtain sufficient and appropriate audit evidence to provide
a basis for an audit opinion on these financial statements.

Basis for Disclaimer of Opinion

1. Unsupported Ownership of the Corporation

Kisumu County Lakefront Development Act, 2021 states that the Corporation was
established on 17 September, 2021 as a Special Purpose Vehicle (SPV), to develop and
manage economic and social activities of the lakefront, mobilize resources and for
opportunity connection purposes. However, it was not spelt out how the resources would
be mobilized, or how the region's economy would be developed and managed. In
addition, it has not been stated how the social activities would be developed or managed.

The certificate of incorporation provided for audit review in support of the Corporation
indicates that a private limited company, Kisumu Lakefront Development Limited, was
incorporated under the Companies Act, 2015 on 24 October, 2019. This indicates that the
private company was incorporated two years prior to the enactment of the Kisumu County
Lakefront Development Act, 2021.

In addition, Section 4.1 of Kisumu County Lakefront Development Act, 2021 states that
the Corporation has authorized share capital of Kshs.100,000 divided into one thousand
ordinary shares of Kshs.100 each with the County Government of Kisumu holding ninety
percent (90%) of the shares. However, the ownership of the 10% shareholding has not
been disclosed and the share certificates for the Corporation's shareholders were not
provided for audit review.

A search at the Business Registration Service dated 11 March, 2024 revealed that
Kisumu Lakefront Development Corporation does not exist, but instead, a Company in
the name of Kisumu Lakefront Development Limited, a private limited company, with a
shareholding of 100,000 shares exists. Even though the private company is the one that
has been receiving funding from the County Government, Management did not provide
documentary information or evidence to show whether the two entities are related and in
what way.

Further, the Memorandum and Articles of Association of the Special Purpose Vehicle
indicating the terms of agreement was not provided for audit review.

In the circumstances, the Corporation's structures, powers and legal requirements could
not be confirmed and this may lead to loss of public funds.
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2. Preparation and Presentation of Financial Statements

The financial statements have been prepared in the name of Kisumu Lakefront
Development Corporation. An entity that although created by the Kisumu Lakefront
Development Act, 2021 does not operate a bank account. Instead, the private limited
company, Kisumu Lakefront Limited, operates the bank account number 1700279796270
at Equity Bank, which at year end reflected an amount of Kshs.8,774, while the cashbook
reflected an amount of Kshs.9,153. In the last three years, the company has received a
combined amount of Kshs.44,436,000, where an amount of Kshs.40,710,000 was
received from the County Executive, while an amount of Kshs.3,726,000 was indicated
to have been received from Public Contributions and Donations. However, the details of
the contributors and donors could not be confirmed. The trend on transfer of funds to the
private company has been observed as follows;

2021/2022 2022/2023 2023/2024
Kshs Kshs. Kshs | Comments
Transfer from County 13,810,000 15,700,000 5,500,000 | The financial statements of
Government as per the the Corporation reflected
County's Records receipts of Kshs.10,000,000
in the year 2022/2023 and
Kshs.11,200,000 in the year
2023/2024.
Public Contributions and 3,726,000 - - | The details of the
donations contributor's  and donors
was not provided.

Review of records provided for audit revealed that most of the expenditure was incurred
on travel and subsistence allowance, it is not clear, and Management did not provide
explanation on the relevance of the expenditure to the County. It is therefore not clear
and Management has not made any attempt to provide the relationship between the
Corporation, the private company and the supposed Special Purpose Vehicle that was to
be used to enable the County achieve its development agenda as aspired in the Kisumu
Lakefront Development Act, 2021.

In the circumstances, the regularity of the transfers of public money to the private
company in the last three years of Kshs.40,710,000 could not be confirmed.

3. Staff of the Kisumu Lakefront Development

Review of the annual report and financial statements and as disclosed under Key Entity
Information and Management indicates that the Corporation has key management team.
The team comprises of a Fund Administrator, a Chief Officer, a Fund Accountant, a
Director Communication & Marketing and Human Resource Team. Management
indicated that the Corporation has other staff members. These staff members are in the
payroll of the County Executive and all their emoluments are met by the County, although
the amounts are not included in these financial statements. They are therefore working
on behalf of the private company, at the cost of the County Executive.
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In the circumstances, the completeness of the disclosed expenditure on Kisumu Lakefront
Development Limited could not be confirmed.

4. Appointment of Board of Directors

The annual report and financial statements of the Corporation under key entity information
and management indicates six (6) Board Members and five (5) Members of key
management were in the office in the period under review. However, the recruitment and
selection documents, and the appointment letters for the Management were not provided
for audit review.

Further, Section 6.1(b) of the Act states that Chief Executive Officer (CEQ) is appointed
by the Governor of County Government of Kisumu, which contradicts Section 12(2) of the
same Act, which states that the Managing Director would be appointed by the Board of
Directors through a competitive process. The CEO is defined in the financial statements
as a Fund Administrator.

In addition, the appointment letters and minutes of shareholders meetings supporting the
appointment of Board Members as required by Section 6.1 of the Act, which requires
seven (7) members of the Board of Directors, four (4) appointed by the County
Government of Kisumu and three (3) by shareholders amongst themselves were not
provided for audit,

In the circumstances, the regularity of the appointment of Board and staff in office could
not be ascertained.

5. Travel, Accommodation, Subsistence and Other Allowances

The statement of financial performance and as disclosed in Note 16 to the financial
statements reflects use of goods and services expenditure of Kshs.11,228,492. The
expenditure on use of goods and services includes travel and accommodation,
subsistence and other allowances expenditure amounting to Kshs.3,359,200 out of which
payments amounting to Kshs.842,000 were not supported with signed list of the
participants and acknowledgement.

In the circumstances, the accuracy and completeness of the expenditure of Kshs.842 000
on use of goods and services could not be confirmed.

6. Unsupported Bank Account and Transactions

The statement of financial position reflects an amount of Kshs.9,153.00 in respect of cash
and cash equivalents, being the bank balance as at year end. Further, the financial
statements are prepared in the name of Kisumu Lakefront Development Corporation,
while the bank account is in the name of Kisumu Lakefront Development Limited, which,
as per the CR12 from the Business Registration Service dated 11 March, 2024 is a private
company owned by fifteen (15) individuals, twelve (12) of whom own 1000 shares each,
two (2) own 2000 shares each and one (1) owns 3000 shares of the company that was
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incorporated on 24 October, 2019. Lakefront Development Corporation was created by
an Act of the County Assembly of Kisumu on 17 September, 2021.

Further, review of the information on key entity information and management indicates
that five (5) of the directors of Kisumu Lakefront Development Corporation, were also
directors and shareholders of Kisumu Lakefront Development Limited.

However, Management did not provide details of the relationship between the private
company that received the public money from the county and how the payments made
out of the funds were done on behalf of the public corporation.

In the circumstances, the regularity of the fransactions disclosed in these financial
statements could not be confirmed.

7. Lack of an Approved Budget

During the year under review, Management did not have an approved budget. This is
contrary to Regulations 205(1) of the Public Finance Management County Government
Regulations 2015, which provides that the County Executive Committee Member
responsible for the county corporation shall approve the estimates of budget of the county
corporation and shall, not later than end of January every year, submit to the County
Treasury for approval of those estimates for the following financial year

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

8. Lack of Risk Management Policy

Review of internal control records and information provided by Management revealed that
the Corporation lacks a Risk Management Policy, contrary to the requirements of Section
158(1) of Public Finance Management (County Governments) Regulations, 2015.
Further, the Corporation does not have in place disaster recovery and business continuity
plans contrary to the provisions of Section 158 (1)(b) of the Public Finance Management
(County Governments) Regulations, 2015. The absence of a Disaster Recovery Plan
exposes the organization to potential operational downtime, data loss, and reputational
damage in the event of unforeseen disruptions.

In the circumstances, the existence of effective measures to deal with risks and business
continuity and disaster recovery could not be confirmed.

9. Lack of Internal Audit Reports

During the year under review, the internal audit reports for the corporation were not
provided for audit review. This was contrary to Section 153(1) of the Public Finance
Management (County Government) Regulations which require that the Internal Auditor
shall review the effectiveness of the financial and non-financial performance management

systems of the entities.
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In the absence of constant reviews by the internal audit unit, the effectiveness of internal
control and risk management in relation to the Kisumu Lakefront Development
Corporation for the year ended 30 June, 2024 could not be confirmed.

10. Irregularities in Procurement for Goods and Services

The statement of financial performance reflects use of goods and services expenditure
amount of Kshs.11,228,492 as disclosed in Note 16 to the financial statements. Review
of the payment vouchers and supporting schedule submitted for audit revealed the
following anomalies;

8.1 Lack of Procurement Plan and List of Prequalified Suppliers

Public Finance Management (County governments) Regulations, Regulation 114(2)
states that every year a procurement plan shall be prepared by Accounting Officers to
form the basis for procurement activities undertaken by government entities in the fiscal
year. Management of Kisumu Lakefront Development Corporation did not provide the
procurement plans for the years 2022/2023, 2023/2024 and the list of prequalified
suppliers and service providers were not provided for audit review. Therefore, it was not
possible to determine how the winning bidder was invited for the tender/contract contrary
to Regulation 33(3) of the Public Procurement and Asset Disposal Regulations, 2020,

8.2 Failure to Issue Regret Letters to Unsuccessful Bidders

Section 87(3) of Public Procurement and Asset Disposal Act, 2015 states that when a
person submitting the successful tender is notified under subsection (1), the accounting
officer of the procuring entity shall also notify in writing all other persons submitting
tenders that their tenders were not successful, disclosing the successful tenderer as
appropriate and reasons thereof.

Review of payment vouchers and the supporting schedules reveal that KLDC did not
notify unsuccessful bidders of tenders, who were not awarded the tender for supply and
delivery of assorted office stationery, Supply and Delivery of office Equipment and Supply
and delivery of Promotional Materials.

11.  Unbudgeted for Expenditure

The statement of financial performance and as disclosed in Note 16 to the financial
statements reflects use of goods and services expenditure amount of Kshs.11,228,492.
The amount of use of goods and services includes foreign travel expenditure amounting
to Kshs.373,744. However, the procurement of the foreign travel was not in the
procurement plan or the approved budget. This was contrary to Section 44(2)(a) of the
Public Procurement and Asset Disposal Act, 2015 which stipulates that in the
performance of the responsibility under subsection (1), an Accounting Officer shall ensure
that procurements of goods, works and services of the public entity are within approved
budget of that entity.

In the circumstances, Management was in breach of the law.
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REPORT ON THE LAWFULNESS AND EFFECTIVENESS IN THE USE OF PUBLIC
RESOURCES

Conclusion

| do not express a conclusion on the lawfulness and effectiveness in the use of public
resources as required by Article 229(6) of the Constitution. Because of the significance
of the matters described in the Basis for Disclaimer of Opinion section of my report, | have
not been able to obtain sufficient appropriate audit evidence to provide a basis for my
audit conclusion.

REPORT ON THE EFFECTIVENESS OF INTERNAL CONTROLS, RISK
MANAGEMENT AND GOVERNANCE

Conclusion

| do not express a conclusion on the effectiveness of internal controls, risk management
and governance as required by Section 7(1)(a) of the Public Audit Act, 2015. Because of
the significance of the matter(s) described in the Basis for Disclaimer of Opinion section
of my report, | have not been able to obtain sufficient and appropriate audit evidence to
provide a basis for my audit 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 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.

FCP , CBS
AUDITOR-GENERAL

Nairobi

30 December, 2024
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