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Enhancing Accountability

REPORT OF THE AUDITOR-GENERAL ON NATIONAL HOUSING 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 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 National Housing corporation
set out on pages 1 to 41, which comprise the statement of financial position as at

Report of the Auditor-General on National Housing Corporation for the year ended 30 June, 2024



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 effects of the matter described in the Basis for Qualified
Opinion section of my report, the financial statements present fairly, in all material
respects, the financial position of National Housing 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 and comply with the Housing Act, 2012 and
the Public Finance Management Act, 2012.

Basis for Qualified Opinion

1. Unsupported Investment in Subsidiary

The statement of financial position and as disclosed in Note 17 to the financial statements
reflects an unquoted investment balance of Kshs.135,705,557. The balance includes an
amount of Kshs.130,505,557 in respect of Research and Development Unit Ltd, a wholly
owned subsidiary Company of the National Housing Corporation. The Corporation
suspended the operations of the subsidiary in the financial year 2013/2014 with a view to
developing a new strategy to reverse the trend of losses. Thereafter, the Corporation
resolved through its Board of Directors that the unit be liquidated.

Review Memorandum of Association, Articles of Association and Certificate of
Incorporations showed that the subsidiary company was wholly owned by the National
Housing Corporation. However, the process of transfer of ownership of the subsidiary
company from the former directors (a former Chairman and Managing Director) to the
incumbent Chairman and Managing Director had not been completed since the formers
chairman is deceased and the former Managing Director refused to sign the documents.
The Corporation filed a miscellaneous application seeking Court orders to compel the
former Managing Director to execute the transfer but the application remained
undetermined as at 30 June, 2024.

Further, the Corporation contacted the administrators of the estate of the late former
Chairman, to execute the transfer of the share certificate forms to facilitate the transfer of
the share he held in RDU to the current National Housing Corporation Board Chairman.
However, the process has not yielded any results.

In the circumstances, the existence and beneficial ownership of the subsidiary company
upon liguidated could not be confirmed.

2. Unsupported Property, Plant and Equipment

The statement of financial position and Note 13(a) to the financial statements reflects
property, plant and equipment balance of Kshs.3,401,070,854. However, review of
records revealed the following unsatisfactory observations:
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(i) The balance includes land with a total value of Kshs.2,296,149,896 in respect of
fifteen (15) parcels of land owned by the Corporation. However, four (4) parcels of
land with a total value of Kshs.88,287,260 were not supported with the respective
ownership documents such as title deeds.

(i) Further, as previously reported, sixty-eight (68) parcels of land were not valued and
had not been included in the value of land balance of Kshs.2,239,277,049.
Management explained that twenty-two (22) parcels had received title deeds while
forty-six (46) parcels had no ownership documents.

(i) Two (2) of the untitled parcels within Kakamega County had ownership disputes.
Management explained that one of the plots had received an allotment letter but the
Corporation could not pay the required statutory fees since the title to the land had
already been fraudulently obtained. Similarly, for the other plot, the Corporation
could not obtain an allotment letter since the title to the land had already been
fraudulently obtained. Review of records revealed that the matter of the two (2) plots
was reported by Management to the Ethics and Anti-Corruption Commission but the
matter is still under investigation.

(iv) As previously reported, the valuation report for the Corporation’s land provided for
audit excluded two (2) pieces of land in Webuye and Pumwani, Nairobi with a total
value of Kshs.10,358,358,

(v) Further, included in the property, plant and equipment balance is the Expanded
Polystyrene (EPS) Factory building balance of Kshs.800,000,000. Review of records
revealed that the land on which the building is situated is in the name of the Principal
Secretary Treasury and not in the Corporation’s name. Therefore, the Corporation
cannot claim ownership of the land and the respective developments on it.

In the circumstances, the accuracy and completeness of the property, plant and
equipment balance could not be confirmed.

The audit was conducted in accordance with International Standards for Supreme Audit
Institutions (ISSAls). |am independent of the National Housing Corporation Management
in accordance with ISSAl 130 on the Code of Ethics. | have fulfiled other ethical
responsibilities in accordance with the ISSAIl 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.

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
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
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Resources, and Report on Effectiveness of Internal Controls, Risk Management and
Governance. However, the issues were not resolved.

Other Information

The Management is responsible for the other information set out on page iii to xlvi which
comprise of Key Entity Information and Management, The Board of Directors, Key
Management Team, Fiduciary Management Report, 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 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 conclusion
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 effects 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. Stalled Implementation of Enterprise Resource Planning (ERP) System

The statement of financial position and as disclosed in Note 18 to the financial statements
reflect schemes in progress balance of Kshs.2,805,099,048. Included in the balance is
amount of Kshs.81,274,817 in ERP Computer Software balance. Review of records
revealed that the Corporation embarked on automation of its business processes and on
16 May, 2013, the Management advertised for an ERP System. In August, 2013, the
Corporation entered into a contract with a firm for implementation of SAP ERP system at
a contract sum of Kshs.129,784,417 out of which an amount of Kshs.81,274,817 was paid
based on milestones. This project was to take a period of one year. However, the project
stalled at the Blue Print stage.

It was noted that the stalled ERP project had been escalated to the Public Investment
Committee of Parliament where it pronounced itself and referred the matter to the ICT
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Authority who recommended the appointment of a consultant to re-look and advise on the
way forward. However, the process has not been completed.

In the circumstances, the value for money incurred on the stalled Implementation of the
ERP system could not be confirmed.

2. Delayed Implementation of the Proposed National Housing Stoni Athi Economy
Phase Il

Review of records revealed that on 30 September, 2021, the Corporation entered in to
contract with a firm for the construction of the proposed NHC Stoni Athi Economy at a
contract sum of Kshs.769,976,976. The certificate of possession of the site was issued
on 19 October, 2021 and the Project commenced on 9 December, 2021 with expected
original completion date of 8 June, 2023 and revised completion date of
15 November, 2023. As at time of audit, the amount certified was Kshs.375,704,427,
contract sum expended of 43%, work progress at 62% and time elapsed at 149%.

Further, the Contractor raised financial claims on various grounds. The claims were
evaluated and found not payable. As a result of this determination by the Project Manager,
the Contractor reduced resources on site and works slowed. Discussions were held with
the Contractor to have the claims settled amicably in accordance with contract provisions,
but no amicable settlement was reached. The Contractor referred the matter to arbitration,
and the proceedings commenced on 9 October, 2024. The Corporation raised preliminary
objections on the grounds that the arbitrator did not have requisite qualifications as per
the contract and that the matter was referred to arbitration prematurely as the issues
raised were to be arbitrated only after completion or termination of the contract. The
arbitrator disqualified himself since he was not one of the professionals specified in the
contract to handle arbitration. As a result, the Chartered Institute of Arbitrators (Kenya
Branch) appointed another arbitrator with qualifications from the built environment. The
Arbitration preliminary meeting was held on 10 December, 2024 during which time the
Corporation submitted a Natice of Preliminary Objection. The Arbitrator directed that the
parties file pleadings and submissions, after which determination will be made on the
Preliminary Objection.

Delayed implementation of the Project negatively affected service delivery to the public.

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 matter described in the Basis for
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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

Inadequate Staff Establishment

Review of the Corporation's human resource records revealed that the Corporation had
an approved staff establishment of three hundred and seventy-six (376) employees
against in-post staff of one hundred and fifty-eight (158) resulting in understaffing by two
hundred and eighteen (218) employees. Failure to comply with the approved
establishment may negatively affect the operations of the Corporation and may affect the
efficient delivery of service to the public. Further, the understaffing poses succession
challenges.

In the circumstances, the effectiveness of internal controls on human resources
management 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 those Charged with Governance

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.

Report aof the Auditor-General on National Housing Corporation for the year ended 30 June, 2024
6



Those charged with governance are 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.

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

FCPA u, CBS
AUDITOR-GENERAL

Nairobi

30 December, 2024
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