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Enhancing Accountability

REPORT OF THE AUDITOR-GENERAL ON RURAL ELECTRIFICATION AND
RENEWABLE ENERGY 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 the 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 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, the risk
management environment and the 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 the Rural Electrification and
Renewable Energy Corporation set out on pages 1 to 57, which comprise of the statement
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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 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 Rural Electrification and Renewable Energy Corporation
as at 30 June, 2024, and of its financial performance and its cash flows for the year then
ended, in accordance with International Public Sector Accounting Standards (Accrual
Basis) and comply with the Public Finance Management Act, 2012 and the Energy Act,
2019.

Basis for Qualified Opinion

1. Late Exchequer Releases

The statement of financial performance and Note 9 to the financial statements reflects
transfers from other government entities amounting to Kshs.480,000,000. However,
included in this amount is Kshs.80,000,000 released in July, 2024 from State Department
of Energy. Late release of exchequer may have affected the Corporation’'s budget
performance and execution and led to failure to observe cut-off procedures in revenue
measurement, disclosure and recognition.

In the circumstances, the accuracy and completeness of transfers from other government
entities balance of Kshs.80,000,000 could not be confirmed.

2. Receivable from Exchange Transactions

2.1 Unsupported Receivable from Exchange Transactions

The statement of financial position reflects a balance of Kshs.543,636,000 in respect of
receivables from exchange transactions as disclosed in Note 28 to the financial
statements. However, no supporting evidence such as lease agreements, contracts were
provided to ascertain the validity and correctness of the balances. In addition, some
receivables date back to 2009 and that the Corporation does not have offices, parking
yards or stores with some landlords listed. Further, the figure on opening balances of
Kshs.2,359,371 could not be verified.

In the circumstances, the accuracy and completeness of receivables from exchange
transactions balance of Kshs.543,636,000 could not be confirmed.

2.2 Unconfirmed Court Deposits

The statement of financial position reflects current portion of receivables from exchange
transactions balance of Kshs.543,636,000. As disclosed in Note 28 to the financial
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statements, the balance includes Kshs.55,000,000 in respect of court case deposit
arising from dispute between a supplier of conductors and the Corporation. The court
instructed the deposit to be made in a joint account held by the advocates representing
the Corporation and the supplier.

During the year under review, it was not possible to establish the existence of these
monies held in the joint account of the advocates yet reported in the Corporation’s books
as court deposits since no confirmation of the bank balance was provided for our audit
verification.

In the circumstances, the accuracy and completeness of the receivables from exchange
transactions balance of Kshs.55,000,000 could not be confirmed.

3. Unsupported Expenditure on Land Survey Services

As previously reported, the statement of financial position reflects property, plant and
equipment balance of Kshs.115,789,988,000 which included capital in progress balance
of Kshs.11,474,474,000. As disclosed in footnote 2, under Note 32 to the financial
statements indicates Kshs.1,600,000,000 paid to three (3) firms for land survey services
is subject to investigation. The review of the balance revealed that it was for previous
years for unspecified projects undertaken by the Corporation. During audit, no evidence
was made available of budgeting for the services, their inclusion in the annual
procurement plan and competitive procurement. This was contrary to Section 45(3)(a) of
the Public Procurement and Asset Disposal Act, 2015 which states that all procurement
processes shall be within the approved budget of the procuring entity and shall be planned
by the procuring entity concerned through an annual procurement plan.

In the circumstances, the accuracy, completeness and validity of the land survey
expenditure amounting to Kshs.1,600,000,000 could not be confirmed.

4. Trade and Other Payables
4.1 Long Outstanding Payables

The statement of financial position reflects trade and other payables from exchange
transactions balance of Kshs.3,884,207,000 and as disclosed under Note 35 to the
financial statements. Included in the balance is an amount of Kshs.2,519,489,000
reported as trade creditors invoiced out of which Kshs.1,345,071,843 are payables that
have been due for over 90 days as per vendor aging analysis. However, Management
did not explain why the payables have not been cleared contrary to the Corporation’s
Service Charter which provides for 80 days.

Further, it was noted that there had been movement in the amount of un-invoiced trade
creditors from Kshs.1,334,790,000 reported in the previous year to Kshs.1,364,004,000
in the current year, resulting in an unreconciled increase of Kshs.29,210,000.
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4.2 Un-Invoiced Trade and Other Payables

The statement of financial position and Note 35 to the financial statements reflects trade
and other payables from exchange transactions balance of Kshs.3,884,207,000. Included
in this amount of Kshs.1,364,004 disclosed as trade-creditors not invoiced. No ledger
was provided to support the creditors not invoiced.

In the circumstances, the accuracy and completeness the trade and other payables
balance of amounting to Kshs.3,884,207,000 could not be confirmed.

5. Non -Contribution to the Fund

The statement of financial position reflects trade and other payables balance of
Kshs.3,884,207,000 and as disclosed in Note 35 to the financial statements. However,
the Company projected contribution for the ten-year period towards the Kenya Energy
Sector Environment and Social Responsibility Programme Fund, based on the 2019-2029
action plan revealed that out of the expected contribution of Kshs.54,000,000. The
Corporation had not made any contributions over the 4 years thus was owing
Kshs.27,000,000 which was not included in the trade and other payables balance as at
30 June, 2024,

In the circumstances, the accuracy and completeness of the trade and other payables
balance of Kshs.3,884,207,000 could not be confirmed.

6. Unaccounted Payment to Rural Electrification and Renewable Energy
Corporation

During the year under review, there were confirmations from Kitui West and Mbeere North
NG-CDFs amount of Kshs.5,000,000 each being transfers to Rural Electrification and
Renewable Energy Corporation (REREC) each totaling to Kshs.10,000,000 for electricity
distribution projects from National Government Constituency Development Funds.
However, there was insufficient evidence or documentation to account for the utilization
of the transferred funds including reports or documents from REREC to confirm how the
funds were utilized for the intended electricity distribution projects and site visits or
progress reports from REREC to confirm whether electricity distribution projects were
executed as planned.

Further, REREC failed to ensure that proper agreements, detailing responsibilities,
timelines, and deliverables, were signed with NG-CDFs before receiving the funds.

In the circumstances, the accuracy and completeness of the transferred funds from the
NG-CDFs to REREC totaling to Kshs.10,000,000 could not be confirmed.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the Rural Electrification and Renewable Energy
Corporation in accordance with ISSAI 130 on Code of Ethics. | have fulfilled 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
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that the audit evidence | have obtained is sufficient and appropriate to provide a basis for
my qualified opinion.

Key Audit Matters

Key audit matters are those matters that, in my professional judgement, are of most
significance in the audit of the financial statements. Except for the matters described in
the 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 of the previous year, several matters were raised under the Report Financial
Statements, Report on Lawfulness and Effectiveness in Use of Public Resources and
Report on the Effectiveness of Internal Controls, Risk Management and Governance.
However, although Management has indicated as having resolved and ongoing those
matters in Appendix 1 to the financial statements, no evidence was provided to support
that status.

Other Information

Management is responsible for the other information set out on pages v to xlii which
comprise of Key Entity Information, Management Team, Board of Directors, 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, Statement of Director's
Responsibilities and Report of the Independent Auditors. 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 USE OF PUBLIC
RESOURCES

Conclusion

As required by Article 229(6) of the Constitution and based on the audit procedures
performed, except for the matters described in the Basis for Conclusion on Lawfulness
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and Effectiveness in 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. Irregular Reallocation of Petroleum Development Levy Funds

Review of financial records revealed that the Corporation received an amount of
Kshs.110,000,000 from the Petroleum Development Fund which were utilized on
implementation of Rural Electrification projects. This was contrary to Section 4(4) of the
Petroleum Development Fund Act, 2012 which states that there shall be paid out of the
Petroleum Development Funds such monies as are necessary for the development of
common facilities for distribution or testing of oil products and matters relating to the
development of the oil industry. Further, there was no evidence of budgeting for the
expenditure and its inclusion in the annual procurement plan. This contravened Section
45 (3) (a) of the Public Procurement and Asset Disposal Act, 2015, which state that all
procurement processes shall be within the approved budget of the procuring entity and
shall be planned by the procuring entity concerned through procurement plan.

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

2. Unapproved Board Retreats

The statement of financial performance and Note 17 to the financial statements reflects
board expenses balance of Kshs.46,343,000. Included in this amount is Kshs.14,003,600
paid as sitting and/or daily subsistence allowances to board members during various
board retreats which however were not approved contrary to Section A part (4) of
Management of State Corporation Circular Ref No OP/CAB.9/1A dated March 11, 2020
provides that all Board business (including committee meetings) shall be transacted at
the principal or registered office of the Corporation (not branch offices). Board Retreats
are to be approved by the respective Cabinet Secretary.

Though Management provided some approvals that were signed by the Principal
Secretary State Department for Energy with the indication that the Cabinet Secretary had
granted approval for the Board to hold the retreats, no evidence was provided for audit
review indicating that the board retreats had been approved by the Cabinet Secretary for
Energy and Petroleum as required.

In the circumstances, Management was in breach of regulations on the expenditure
amounting to Kshs.14,003,600 on board expenses.

3. Irregular Acting Positions

Review of payroll and human resources records for the year under review, revealed that
eighteen (18) officers were holding various positions in an acting capacity while seven (7)
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officers drew acting allowances for more than six (6) months contrary to the provisions of
Section 34(3) of the Public Service Commission Act, 2017.  Further, in the year under
review the Corporation advertised for various positions (vacancies) but no reason has
been given why these positions were not prioritized.

Though Management indicated that extensions beyond the six-months period was
granted in accordance with the prevailing Human Resources Policy of the Corporation,
no evidence was provided to support this assertion.

In the circumstances, Management was in breach of the Law.
4. Non-Compliance with the Salaries and Remuneration Commission Approvals

The Corporation sought guidance from the Salaries and Remuneration Commission on
placement of staff in accordance with the grades provided by the Commission after a job
evaluation exercise conducted by the Commission in 2019. In response, the Commission
submitted its report Ref. No. SRC/TS/24/4 Vol.ll(83) of 4 May, 2023 detailing the re-
evaluated job groups following its 522" meeting held on 18 April, 2023. In the report, the
gross salary structure for Corporation staff was attached.

However, the Board did not approve for implementation the salary structure as guided by
the Commission following its job evaluation, grading results and the salary structure.
Partial implementation was undertaken on grading structure and all grades were aligned
to the Commission’s grading structure except for REREC 2, a position held by general
managers which is placed at D3 instead of E1. As a result, the remuneration of staff in
this category does not match the Commission’s approved terms.

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

5. Irregular Expenditure on Air-Time Allowance

The statement of financial performance reflects use of goods and services amount of
Kshs.594,343,000 and as disclosed under Note 15 to the financial statements. Included
in this amount is Kshs.26,727,000 in respect of telecommunication. Review of the
expenditure records together with their respective supporting documents revealed that
the payments related to airtime that was paid to officers that was way above the
prescribed rates in the Circular Ref. No. OP/CAB/15 dated 5%, March, 2010 on economic
utilization and efficient delivery of telephone services in the public service. A recalculation
of the airtime benefit paid during year resulted to excess payment of Kshs.5,666,100 for
the year under review.

In the circumstances, Management was in breach of Circular.
6. Default in Repayment of Concessional Loan

The Solar Power Plant Project in Garissa was completed on 20 November, 2018. An
Escrow account maintained at Kenya Commercial bank of Kenya revealed that there was
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only one transaction during the year on 20 July, 2023 which was a bank charge of
USD 7.49 (Kshs.1,179). The opening balance on 1 July, 2023 was USD 17,721,464 .69
(Kshs.2,490,282,243) and closed on 30 June, 2024 with a balance of USD 17,721,457.20
(Kshs.2,789,201,414). The funds were not utilized to repay the loan as required by the
financing agreement which led to default on repayment of the concessional loan. In
addition, a loan statement to show the current status of the loan was not provided for
audit review. Management contravened Article 4 (4.3) (Repayment of principal and
payment of interest). The Concessional Loan agreement on Kenya development of solar
power plant in Garissa project, stipulates that all principal amount drawn under the
agreement shall be repaid to the lender by Twenty-Six (26) equal installments.

As at the time of the audit in November, 2024, the escrow account had a balance of
Kshs.2,789,201,414 lying idle in the bank contrary to Section 83 (2) (c) of the Public
Finance Management (National Government) Regulation 2015 principles for sound cash
management.

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

7. Funding of Privately Owned Property in Joska Malaa

During the 2023/2024 financial year, a design was approved by head surveyor but had
no disclosure on the person who drew it on 29 April, 2024 for supply to Kakuyuni village
in Kangundo Constituency Ref: REC-1607723/24002. A project contract was signed on
15 May, 2024 between the Corporation and a local Company based in Mombasa for
provision of labour and transport services/works for the construction of the distribution
system to supply electricity.

Subsequently, even though this tender was under a framework agreement, no details
have been established of how the contractor was identified for this tender reference No.
RFX 496. In addition, no work plan/ master plan was provided to confirm that the project
had been earmarked for construction by the Corporation.

Further, the contractor was paid the contract sum of Kshs.411,281 on
19 September, 2024 having raised an invoice No. 006 on 9 September, 2024. This was
in addition to the cost of materials amounting to Kshs.3,445593 totaling to
Kshs.3,856,874. The following anomalies were observed:

i.  According to the preliminaries for a project execution, a request/ application must
be done to the CEQ, from either individuals, institutions or County Governments.
This was followed by preparations of a master plan based on the applications and
a facility created in the system to initiate the process. However, in this case, no
evidence has been provided to support if this was done.

ii. Onceareference is created and a memo addressed to the CEO for approval made,
a project designer makes an actual visit of the area and comes up with a budgetary
estimate for evaluation of the project cost. No support documentation was provided
for audit verification.
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iii. A surveyor is engaged to visit the area and report on wayleaves and the size of
the area to be covered before the General Manager Strategy and Planning raises
a memo of all the approved projects before procurement of the contractors to
perform the actual line construction. No report has been provided on the visit to
the area by a surveyor except for a design which was drawn by undisclosed
person(s) has been availed. Further it has not been established how the contractor
was procured.

iv. A joint inspection report was done on 22 August, 2024 which recommended the
project to be commissioned having utilized Kshs.3,856,873.83 of public funds on
a private owned property.

v.  Physical verification done on 20 December, 2024 revealed that the project was
not for Village as stated in the Corporation documents and the transformer which
was clearly labelled Kakuyuni village with serial number;Y11000599, goods
received Note number R154622 and year of manufacture 2024 instead was for a
private developer which was erected in the premises. The Kakuyuni village, where
the project was to be implemented is located approximately 35km away from Joska
Malaa area.

vi.  The transformer and the power line were installed in the private property owned by
the individual and it remains unknown why the same were not installed in public
land.

In the circumstances, value for money amounting to Kshs.3,856,873 could not be
ascertained and the benefits to the citizens of Machakos County denied as per the
Corporation's Mandate.

The audit was conducted in accordance with the International Standards for Supreme
Audit Institutions (ISSAI) 4000. The Standard requires 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 THE 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 matters described in the Basis for Conclusion on
the Effectiveness of Internal Controls, Risk Management and Governance, | confirm that
nothing else has come to my attention to cause me to believe that internal controls, risk
management and governance were not effective.
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Basis for Conclusion
1. Unsatisfactory Operations of the Board’s Committees

Review of Board records revealed that one member sat in three (3) committees contrary
to Section B part (4) of Management of State Corporation Circular Ref No OP/CAB.9/1A
dated March 11, 2020, which stipulates that a member can only sit in a maximum of two
committees. Further, it was noted that the board minutes were not maintained in the
minute book with the last record being in August, 2022.

In the circumstances, the effectiveness of the committees of the Board in provision of the
oversight function could not be ascertained.

2. Excess Board Committees Membership

The Corporation's Board during its 59 Board meeting held on 27 July, 2023 established
four (4) board committees namely Strategy and Project Implementation Committee,
Finance and Administration Committee, Human Resource Committee and the Audit
committee. Each committee had an excess committee member as the membership
exceeded a third of the board membership.

In the circumstances, the effectiveness of management of risk and governance of the
board committee membership could not be ascertained.

The audit was conducted in accordance with ISSAI 2315 and ISSAI 2330. The standards
require that | plan and perform the audit to obtain assurance about whether effective
processes and systems of internal controls, risk management and overall governance
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 Management and those Charged with Governance

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 the 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 to sustain its services, disclosing, as applicable, matters

related to sustainability of services and using the applicable basis of accounting unless
Management is aware of the intention to cease operations.
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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.

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

FCPm CBS

AUDITOR-GENERAL

Nairobi

31 December, 2024

Report of the Auditor-General on Rural Electrification and Renewable Energy Corporation for the year ended
30 June, 2024
12



