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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 National Qil Corporation of
Kenya Limited set out on pages 1 to 110, which comprise the statement of financial
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position as at 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 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 National Qil Corporation of Kenya 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. Material Uncertainty Relating to Going Concern

The Corporation recorded a loss before taxation of Kshs.2,236,449,000 during the year
under review (2023: Kshs.2,334,502,000) raising its accumulated losses to
Kshs.8,333,193,000 from Kshs.6,766,468,000 in 2023. In addition, the Corporation's
current liabilities totalling Kshs.12,819,418,000 exceeded the current assets balance of
Kshs.1,212,466,000 by an amount of Kshs.11,606,952,000. These events or conditions
indicate material uncertainty regarding the Corporation's ability to continue as a going
concern. This material uncertainty in relation to going concern and any mitigating
measures put in place by the Directors to address the matter were not disclosed in the
notes to the financial statements as required by the International Accounting Standards
(IAS 1), presentation of financial statements.

In the circumstances, the Corporation was technically insolvent, and its continued
existence is dependent upon the financial support of the Government and its creditors
unless Management puts in place measures to improve the performance of the
Corporation and to reduce reliance on financial support from the shareholders.

2. Unresolved Hived Off Petroleum Products

The statement of financial position reflects inventories balance of Kshs.245,479,000
which as disclosed in Note 21 (a) to the financial statements comprise of a gross value of
Kshs.2,560,554,000 adjusted for provisions of Kshs.2,315,075,000. Included in the
inventory gross value is Kshs.1,494,624,828 in respect of petroleum products captured
as hived off in the books of the Corporation. According to Management, a resolution of
the Board in October, 2016, authorized Management to hive-off all historical non-
reconciling items to ensure new variances were not created. However, the historical non-
reconciling items continue to be carried in the books of the Corporation. Although the
Board of Directors approved the write-off of the amount and made a request to The
National Treasury for write off, the matter is still pending.
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In the circumstances, the accuracy and completeness of the inventories balance of
Kshs.245,479,000 could not be confirmed.

3. Trade and Other Payables
3.1 Unreconciled Trade and Other Payables

The statement of financial position reflects trade and other payables balance of
Kshs.6,272,813,000 as similarly disclosed in Note 31 to the financial statements. Included
in the balance are Block 14T surface fees accruals payable to the State Department of
Petroleum amounting to Kshs.131,982,568. However, review of records at the State
Department of Petroleum did not reveal any amount owed by National Oil Corporation of
Kenya Limited as at 30 June, 2024.

In the circumstances, the accuracy and completeness of the payables of
Kshs.6,272,813,000 could not be confirmed.

3.2 Non-Payment of the Audit Fees

The statement of financial position reflects trade and other payables balance of
Kshs.6,272,813,000 as disclosed in Note 31 to the financial statement. Review of the
ageing analysis provided reflects audit fees payable of Kshs.30,805,551 and an accrued
expense balance of Kshs.11,834,069 totalling Kshs.42,639,620. The fees have been long
outstanding. Management stated that the Corporation is at the tail end of on-boarding
non-equity strategic partner as per the Cabinet approval and on its revival and
commercialization on 8 August, 2023, who is meant to provide funds for working and
capital expenditure. Considering the process, the Corporation is expected to resume
business operations, generate sufficient cash flows to settle all outstanding financial
obligations including audit fees.

In the circumstances, existence and occurrence of the outstanding audit fees amounting
to Kshs.42,639,620 could not be confirmed.

4. Unsupported Decline in Value of Freehold Land

The statement of financial position reflects property, plant and equipment with a net book
value of Kshs.5,694,221,000 and as disclosed in Note 17 to the financial statements. As
previously reported, the values are based on a revaluation of assets in 2019/2020
financial year which resulted in a decline in the value of ten (10) parcels of freehold land
by Kshs.145,640,000 or 43%, from a previous value of Kshs.336,140,000 to
Kshs.190,500,000. The decline was not supported or justified by either change in size of
the parcels or any other adverse conditions. Management attributed the decline to
premiums paid on the acquisition of the parcels.

In the circumstances, the accuracy and valuation of the property, plant and equipment
balance of Kshs.5,694,221,000 could not be confirmed.

The audit was conducted in accordance with International Standards for Supreme Audit
Institutions (ISSAls). | am independent of the National Qil Corporation of Kenya
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Management in accordance with ISSAI 130 on the Code of Ethics. | have fulfilled other
ethical responsibilities in accordance with the ISSAI 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 a final revenue
budget of Kshs.91,769,264,000. However, only Kshs.1,436,166,000 was realized
resulting in under collection of Kshs.90,333,098,000. Further, Management spent
Kshs.3,672,615,000 from the realized revenue of Kshs.1,436,166,000 resulting in an over
expenditure of Kshs.2,236449,000.

The under collection may have affected the planned activities during the year.
My opinion is not modified in respect of this matter.
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 Basis for Qualified Opinion, | have determined that there are no other key audit
matters to communicate in my report.

Other Matter

Unresolved Prior Year Matters

In the audit 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.
Although Management has indicated as having resolved 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 v to xI 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 the Directors, and Statement of
Directors Responsibilities. The Other Information does not include the financial
statements and my audit report thereon.
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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.

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 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. Penalties on Late Payment

The statement of profit and loss and other comprehensive income reflects cost of sales
amounting to Kshs.1,112,509,000. Included in the cost of sales is Kshs.1,309,340 in
respect of penalties and fines. Review of the ledger provided in support of the balance
revealed that the Company was charged the penalties and fines on account of delays in
remitting statutory payments to the Kenya Revenue Authority KRA).

In the circumstances, value for money on Kshs. 1,309,340 incurred on fines and penalties
on account of delayed statutory remittances could not be confirmed.

2. Unauthorized Over Expenditure

The statement of comparison of budget and actual amounts reflects Kshs.90,178,858,000
and Kshs.3,672,615,000 in respect of operating expenses budget and actual on
comparable basis respectively. Review of expenditure items making up the operating
expenses revealed that Management overspent on legal fees and finance costs by
Kshs.30,464,000 and Kshs.280,952,000 respectively, resulting in a total over expenditure
of Kshs.313,324,000. However, neither a supplementary budget nor approval for re-
allocation of funds was provided to support the over expenditure contrary to Regulation
54 (1) which provides that an Accounting Officer of an entity may not authorize payment
to be made out of funds earmarked for specific activities for purposes other than those
activities.
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In the circumstances, Management was in breach of the law.
3. Failure to Maintain a Minimum Operational Stock

Review of inventory records on petroleum products revealed that during the year under
review, the Corporation did not maintain operational stocks replenished to optimal levels
as required by Regulation 3 of the Energy (Minimum Operational Stock) Regulations,
2008 which provides that all importers of petroleum products intended for use in Kenya
shall maintain at all times physical operational stock in quantities not less than the
minimum amounts specified in the Schedule of the Regulations.

In the circumstances, Management was in breach of the law.
4. Breach of Borrowing Repayment Terms

The statement of financial position reflects borrowings balance of Kshs.6,546,174,000
and as disclosed in Note 28 to the financial statements. Review of the loan account
revealed that the Corporation had not been servicing the loan contrary to the loan
agreement. Further, records provided indicated that Management had negotiated with the
lender to restructure the outstanding loan and secure an extension to a moratorium on
the loan, which had lapsed on 3 May, 2022, for an additional period of seven (7) months.
However, the lender declined to grant an extension until Management implements
recommendations of a Liquidity and Independent Business Review which was conducted
by a consultant on behalf of the lenders.

In addition, default on loan and interest repayment prompted the lenders to charge a
default interest rate which was higher than the normal interest and confirmed that the
Corporation had accrued a penalty of Kshs.2,434,192,749 thereby increasing the
Corporation'’s loan liability.

In the circumstances, the value for money in respect of default interest and penalties
amounting to Kshs.2,434,192,749 could not be ascertained.

5. Employees on Acting Capacity Beyond Stipulated Time

Review of records on appointments to acting positions and allowances paid thereof
revealed that eight (8) employees were appointed on acting capacity for long periods and
continued to draw acting allowances beyond the stipulated six months’ period resulting in
irregular payment of Kshs.1,144,314. This is contrary to Section 8.8.3 of the Corporation’s
Human Resources and Procedures Manual which provides that acting allowance will be
payable to an employee for a period of not more than six (6) months within which the
position should be advertised and competitively filled.

In the circumstances, Management was in breach of the law.
6. Stalled Liquefied Petroleum Gas Project

As reported in prior years, the State Department for Petroleum delegated to the
Corporation the responsibility of implementing Mwananchi gas project on behalf of the
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National Government through a letter dated 16 September, 2021. The project was
intended to promote the use of modern cooking fuels among low-income households and
entailed distribution of subsidized Liquefied Petroleum Gas (LPG) cylinders, grills and
burners purchased by the Ministry of Petroleum and Mining. According to the Ministry,
funds realized from sales were to be used to purchase additional gas.

The pilot programme for the project roll out was expected to kick off during the 2020/2021
financial year but the Corporation lacked sufficient working capital to purchase the gas
for filing the cylinders. Review of records at the Corporation at the close of the financial
year comprised of 161,448 6kg cylinders, of which 5,444 had been filled with gas, 329,303
burners, 330,115 6kg grills, 60,000 horse pipes and 84,499 double burner stoves. As at
30 June, 2024, only 11,675 6kg cylinders, 12,869 burners and 87,147 grills with an
aggregate value of Kshs.20,501,191 had been included in the Corporation's financial
statements. Management attributed non-inclusion of other items to lack of formal
ownership transfer of the items to the Corporation by the State Department.

In addition, implementation of the project was uncertain due to what management
attributed to lack of sufficient working capital.

In the circumstances, the value for money on the expenditure incurred on the project
could not be confirmed.

7. Defective Cylinders

The statement of financial position and as disclosed in Note 21(a) to the financial
statements reflects inventories with a net book value of Kshs.245,479,000 held by the
Corporation. Included in the inventory are 88,248 defective Liquefied Petroleum Gas
(LPG) cylinders valued at Kshs.155,845,107 stored at the Corporation’s Nairobi National
Terminal. However, during the year under review, Management did not provide measures
taken regarding the defective cylinders which were not in use and continue to lose value.

In the circumstances, the value incurred on acquisition of the LPG cylinders valued at
Kshs.155,845,107 could not be ascertained.

8. Slow Implementation of Oil Exploration Activities

The statement of financial position and as disclosed in Note 36 to the financial statements
reflects exploration expenses on block 14T of Kshs.2,291,112,000. As reported in the
prior year, the Corporation has in the past thiteen (13) years been undertaking
exploration activities in the Block which were expected to take a period of three (3) years
as per the Production Sharing Contract (PSC) entered with the Government.

In addition, records provided indicate that the Corporation entered into the first additional
exploration period for Block 14T on 27 July, 2023 which entailed acquisition of additional
500 kilometers of 2D seismic survey on the most prospective areas of the block,
acquisition of 100 square kilometers 3D seismic survey, and drilling of one (1) exploration
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well to a depth of 3000m within two (2) years. However, review Block 14T exploration
update report for July 2023 to June 2024 dated August, 2024 revealed that the 3D seismic
survey and drilling of an exploration well were yet to be done.

In the circumstances, the value for money on the expenditure of Kshs.2,291,112,000 on
exploration activities could not be confirmed.

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. Long Outstanding Receivables

The statement of financial position reflects trade and other receivables balance of
Kshs.398,612,000, as further disclosed in Note 22 (a) to the financial statements. Review
of an ageing analysis provided in respect of the receivables revealed that
Kshs.533,106,728 had been outstanding for more than one year. The long outstanding
balance accounts for 80% of the total trade receivables balance of Kshs.668,075,000.
Management attempts to recover the accounts receivables through issuance of demand
letters, were yet to yield results.

In addition, Note 22(b) of the financial statement reflects a receivables balance of
Kshs.651,411,000 which was outstanding for over 120 days. However, the balance was
not supported by an ageing analysis.

In the circumstances, the adequacy and effectiveness of measures implemented by
management to recover long outstanding trade and other receivables could not be
confirmed.

2. Use of Outdated Information Technology Systems

Review of the Corporation’s information technology systems revealed that Information
Technology (IT) systems in use at the Corporation were outdated as it had been acquired

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

8



in 2016/2017 financial year. The systems had attained their End of Life (EOL) period
which meant that updates that enhance the system’s security or technical support from
the vendor could no longer be received. Further, the Corporation had not paid the
software vendor for over three years and had accrued debts amounting to
Kshs.57,145,833 as at 30 June 2024 in respect of annual software updates, technical
support and additional licenses.

In the circumstances, the existence of controls to safeguard against business data and
continued operations using the existing IT system could not be ascertained.

3. Lack of a Strategic Plan

During the year under review, the Corporation did not have an approved strategic plan,
with the previous one having expired in the year 2020. This was contrary to Section
68(2)(g) of Public Finance Management Act, 2012 which require the Accounting Officer
to 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, existence of a policy framework and objectives aligned to the
Government fiscal policies 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.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS
Conclusion

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. The information given in the Directors’ report on pages xxxvii to xxxviii is consistent
with the financial statements; and

ii. The auditable part of the Directors' remuneration report on page 26 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 controls as Management determines is necessary to enable
the preparation of financial statements that are free from material misstatement, whether
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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 fransactions 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 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 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
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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 Na y CBS
AUDITOR-GENERAL

Nairobi

24 December, 2024
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