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REPORT OF THE AUDITOR-GENERAL ON THE KENYA POWER AND LIGHTING
COMPANY PLC 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 the 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.

An unmodified opinion does not necessarily mean that an entity has complied with all
relevant laws and regulations and that its internal controls, risk management and
governance systems are properly designed and were working effectively in the financial
year under review.

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
Opinion

| have audited the accompanying financial statements of The Kenya Power and Lighting
Company PLC set out on pages 75 to 162, which comprise of the statement of financial
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position as at 30 June, 2024, the statement of profit or loss and other comprehensive
income, statement of changes in equity and the statement of cash flows 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, the financial statements present fairly, in all material respects, the financial
position of The Kenya Power and Lighting Company PLC as at 30 June, 2024, and of its
financial performance and its cash flows for the year then ended, in accordance with the
International Financial Reporting Standards (IFRS) and comply with the Companies Act,
2015 and the Public Finance Management Act, 2012.

Basis for Opinion

The audit was conducted in accordance with the International Standards for Supreme
Audit Institutions (ISSAls). | am independent of The Kenya Power and Lighting Company
PLC 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 opinion.

Material Uncertainty Relating to Going Concern

| draw attention to Note 2(a) to the financial statements which discloses that the Company
recorded a negative working capital of Kshs.27,439,000,000 (2023 -
Kshs.51,234,000,000). The Company has remained in a negative working capital position
for the eighth consecutive year. Over the years, the Board of Directors and Management
indicated that strategic initiatives were being undertaken to improve the financial results
of the Company. However, these initiatives were yet to yield the intended results as at 30
June, 2024. This indicates existence of material uncertainty that may cast significant
doubt on the Company’s ability to continue as a going concern. My Opinion is not modified
in respect of this matter.

Emphasis of Matter
Land Without Titles

The statement of financial position reflects property, plant and equipment balance of
Kshs.275,774,833,000 which, as disclosed in Note 16 to the financial statements,
includes a balance of Kshs.785,710,000 in respect of freehold land. The latter balance
includes sixteen (16) parcels of land in various locations valued at Kshs.29,724,258 for
which the Company had no title deeds. Management indicated that most of the parcels
were allotted from trust land, and there have been delays in demarcation of the areas and
adjudication processes required to facilitate acquisition of title deeds. However, evidence
of efforts made by Management to ensure that the process of land adjudication is
concluded was not provided.
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In the circumstances, the status of transfer of ownership of the parcels of land could not
be confirmed.

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. These matters were addressed in
the context of the audit of the financial statements as a whole and in forming my opinion
thereon. | do not provide a separate opinion on these matters. For each matter below, a

description of how the audit addressed the matter is provided in that context.

Key Audit Matter

How the Audit Addressed the Key
Audit Matter

Revenue Recognition

As disclosed in Note 7 to the financial
statements, the Company revenue is
derived from different streams which are
subject to different recognition and
disclosure requirements based on the
nature, timing, amount, and level of
uncertainty.

Electricity sales revenue is recognised
when customers on post-paid metering are
billed for power consumed each month
based on meter readings or estimated
consumption. Uncollected revenue is
included in the accounts receivable. On the
other hand, sales from prepaid metering are
recognised when customers purchase
electricity units and then adjusted for an
estimated unconsumed power determined
in average over a period.

Other revenue charged to electricity sales
include fuel cost recoveries as per monthly
approved ftariff by the Energy and
Petroleum Regulatory Authority (EPRA)
Fuel Cost Charge (FCC) and foreign cost
adjustment which arises from foreign
currency denominated obligations at a
difference between tariff factored rates and
realised exchange rates. The two revenue
categories are passthrough costs to
customers.

A revenue systems review was
conducted to provide an understanding
of the design and operating effectiveness
of the systems and general controls over
input, processes, integration, and
transfer of revenue information between
the multiple systems involved in
recording revenue.

In addition, the following Procedures
were performed:

i. Existing controls over input changes
in the billing systems arising from
tariff adjustments were tested for
adequacy and effectiveness;

ii. Information Technology (IT) general
controls over customer
categorization and biling were
tested to ascertain accuracy and
completeness of generated reports
utilised for revenue reporting;

ii. An end-to-end testing of different
revenue streams was conducted,
and an evaluation done on
reconciliations between billing data
and journals processed in the
general ledger;
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Key Audit Matter How the Audit Addressed the Key

Audit Matter
The occurrence and accuracy of amounts | iv. Analytical review procedures were
recorded as revenue is susceptible to risks performed over significant revenue
due to the complexity of the billing systems, streams;
changes in tariffs, and multiple electricity
generation sources. v. A sample-based testing of customer

contracts was done to confirm

The application of International Financial validity and performance obligations
Reporting Standard (IFRS) 15: Revenue as agreed by both parties and that
from contracts with customers for revenue revenue was appropriately
recognition requires the use of complex recognised;

rating, billing and accounting systems. The
complexity is compounded by the significant | vi. Unconsumed power data for

number of revenue transactions that occur selected months was evaluated to
annually. assess the reasonableness of

estimates used in adjusting pre-paid
My audit attention was directed at this area electricity sales revenue;

because of the significance of the number
of revenue transactions, complexity of [vii. Sampled journal entries were

billing systems and the risk that reviewed against supporting
inappropriate judgments or assumptions documentation to ascertain that they
could lead to material misstatements in the related to the correct period and
financial statements. were appropriately authorised; and

| therefore identified revenue recognition to |viii. Accounting policies were reviewed

be most significance during the year under and assessed for compliance with
review as a Key Audit Matter for the IFRS 15 for adequacy and
purposes of the audit. consistency with other disclosures in

the financial statements.

| have fulfilled the responsibilities described in the Auditor's Responsibilities for the Audit
section of the report, including in relation to these matters. Accordingly, the audit included
the performance of procedures designed to respond to the assessment of the risks of
material misstatement of the financial statements. The results of the audit procedures,
including the procedures performed to address the matters above, provide the basis for
my audit opinion on the accompanying financial statements.

Other Information
Conclusion

The Directors are responsible for the other information set out on page 4 to 73 which
comprise of corporate information, the Board of Directors, Executive Management Team,
Chairman'’s statement, Report of the Managing Director and the Chief Executive Officer,
Statement of Performance Against Predetermined Objectives, Sustainability Report,
Corporate Governance, Directors’ Report, Directors’ Remuneration Report and
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Statement of Directors’ Responsibilities. The other information does not include the
financial statements and my audit report thereon.

Basis for Conclusion

In connection with my audit on The Kenya Power and Lighting Company PLC 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.

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
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. Procurement of Goods and Services
1.1 Unsupported Decline in Value of Leased Land

During the year under review, Management tendered for lease of unused parcels of land
and houses owned by Company. Successful bids were recommended for award
subsequent to an evaluation process. The leased properties included a parcel of land
located in Nairobi measuring 2.9654 acres which was awarded to a firm at an annual rent
of Kshs.3,709,445 per acre translating to total rental income of Kshs.110,000,000 for a
period of ten (10) years based on a valuation carried out in February, 2023. However,
according to an earlier valuation carried out in June, 2020, the annual rental reserve price
per acre for the parcel of land was Kshs.8,700,000, which would have resulted in rental
income of Kshs.257,989,800. The decline in rental reserve value of the land was not
supported or explained. As a result, the Company was at a risk of losing rental income
amounting to Kshs.147,989,800 over the lease period.

In addition, the valuation carried out in February, 2023 was conducted by the Company's
employees instead of independent professional valuers. Although the Company
employees were qualified valuers, their independence and objectivity could not be
confirmed.

In the circumstances, value for money in the leasing of public properties to third parties
could not be confirmed.
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1.2 Unprocedural Procurement of Off-Grid Generation Fuel

During the year under review, Management procured Low Sulphur Diesel for Off-Grid
stations at a contract price of Kshs.3,868,669,072. The approved tender estimated the
quantity required for the stations to be 31,020,000 litres annually totalling to 62,040,000
litres for two years, with a total cost estimate of Kshs.3.8 billion and Kshs.7.6 billion
annually and for the two years respectively. However, the bidders quoted prices which
were significantly higher than the budget estimates, with the most responsive bidder
quoting Kshs.14,379,262,976, which was 205% above the budget estimate for the two
years. Despite the tenderers quoting prices above the budget, the Evaluation Committee
in a report dated 22 November, 2023 recommended award to the most responsive bidder
who had quoted a price of Kshs.14,379,262,976 subject to the estimated annual budget
of Kshs.3,868,669,072. This was contrary to Section 53(8) of the Public Procurement and
Asset Disposal Act, 2015 which provides that the Accounting Officer shall not commence
any procurement proceedings until satisfied that sufficient funds to meet the obligations
of the resulting contract are reflected in its approved budget estimates.

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

2. Human Resource
2.1 Payment of Acting Allowances Beyond Allowable Period

Review of the records on appointments to acting positions and allowances paid thereof
revealed that thirty-nine (39) 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.60,459,459. In some instances, some appointees
had been holding positions in an acting capacity for more than four (4) years, without a
special approval from the General Manager, Human Resources and Administration as
provided for in the Company policy. This is contrary to Section 34(3) of the Public Service
Commission Act, 2017 which provides that an officer may be appointed in acting capacity
for a period of at least thirty days but not exceeding six months. In addition, Section
C14(1) of the Human Resource Policies and procedures Manual for the Public Service
provides that acting allowance is not be payable to an officer for more than six (6) months.

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

2.2 Non-Compliance with the One-Third Basic Salary Rule

Analysis of the payroll data revealed that one thousand, one hundred and one (1,101)
employees were paid a net salary which was less than a third (1/3) of their basic pay. This
contravened Section 19(3) of the Employment Act, 2007 which provides that all
deductions made by an employer from the wages or salaries of his employees at any one
time shall not exceed two thirds of such wages or salaries.

In the circumstance, Management was in breach of the law.
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2.3 Non-Authentication of Academic Qualifications for Employees

Review of the Human Resources records revealed that Management conducted an
authentication of academic and professional certificates for management cadre
employees in July 2021. However, authentication of academic and professional
certificates for union staff who constituted 65% of the Company employees and managers
who joined the Company after July, 2021 was yet to be conducted. This was contrary to
the Public Service Commission (PSC), Circular issued on 19 October, 2022 requiring all
Authorized Officers for government institutions to undertake an audit of academic and
professional certificates of employees.

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

3. Non-Compliance with Age Limit Requirement for Appointment to Board

During the year under review, four (4) Directors were elected to the Board in an Annual
General Meeting held in December, 2023. However, review of records relating to the
Directors revealed that one Director was elected at the age of seventy-six (76). The
election contravenes the Company'’s Articles of Association, Board Charter, and the Code
of Corporate Governance Practices for Issuers of Securities to the Public, 2015, which
limits the age of a new Director to seventy (70).

In the circumstances, the Company was in breach of public listing guidelines and its
Articles of Association.

4. Penalties on Overdue Invoices

During the year under review, the Company incurred an expenditure of Kshs.981,803,000
being interest on late payment of invoices. The expenditure resulted in the increase of
cost of sales and negatively affected the Company’s cash flows and profitability.
Management attributed the delays in settling the invoices to acute shortage of foreign
currency in the market which is used to settle foreign currency denominated obligations.

In the circumstances, there was no value for money incurred on the penalties on overdue
invoices as it amounted to wastage of resources.

5. Comparative Cost of Power Purchase Between KenGen and Independent Power
Producers

As disclosed in Note 8 to the financial statements, a total of Kshs.150,605,904,000 was
paid for a total of 13,684 gigawatt-hour units of electricity purchased. Analysis of the units
of electricity against the cost of purchase revealed disparities between the power
purchased from the Kenya Electricity Generating Company PLC (KenGen) and the Power
Procured from Independent Power Producers (IPPs). Analysis of power purchase
revealed that KenGen supplied a total of 5,048 gigawatt hours (GWh) in thermal,
geothermal and wind generated energy equivalent to 59% of total power purchased from
the three sources while the IPPs supplied the remaining 3,483-gigawatt hours (GWh) or
41% from similar sources. However, the cost of the power purchased from KenGen in
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respect of the three sources was Kshs.49,369,297,000 or 40% compared to the cost of
power purchased from IPPs from similar sources totalling Kshs.73,723,453,000 or 60%
of the total purchase cost for the three sources.

The analysis indicates that the cost per Kilowatt hours (KWh) was significantly higher for
power purchased from the Independent Power Producers compared to power purchased

from Kenya Electricity Generating Company PLC as summarized below:

Cost of Power | Energy IPPs Cost of Power | Energy

Purchased Purchased Cost Purchased | Purchased KenGen

from IPPs | from per from KenGen | from KenGen | Cost

{Ksh) IPPs(kWh) kWh {Ksh) | (kWh) Per kWh
Thermal 29,710,977,000 679,000,000 | 43.76 | 10,756,820,000 365,000,000 29.47
Geothermal | 18,558,217,000 | 1,074,000,000 | 17.28 | 38,172,401,000 | 4,633,000,000 8.24
Wind 25,454 259,000 | 1,730,000,000 | 14.71 440,076,000 50,000,000 8.80
Total 73,723,453,000 | 3,483,000,000 49,369,297,000 | 5,048,000,000

As previously reported, the disparity was mainly atfributed to the terms contained in
contracts entered with the Independent Power Producers (IPPs) where in some
instances, realised sales were below the cost price. To mitigate against this disparity, a
Presidential Taskforce appointed in March 2021 to undertake a comprehensive review of
Power Purchase Agreements (PPA) with Independent Power Producers recommended
a review of the PPAs with a view of renegotiation and exploring ways to address the
disparity. However, Management did not provide evidence of the progress made in
respect of the recommendation.

6. Failure to Prepare Financial Statements for a Donor Project

Note 42 (b) and (c) to the financial statements reflects that the Company expended
Kshs.71,199,000 and 17,968,000 received from World Bank credit and grant financing
respectively under the Kenya Electricity Modernization Program (KEMP) through Credit
and Grant No.5587-KE. Review of the Project Agreement revealed that the Bank had
committed a credit financing of Kshs.90,000,000,000. As at 30 June, 2024, the Bank had
disbursed grants totalling Kshs.15,996,633,000 and Kshs.9,273,038,000 under the credit.
However, since inception of the project in 2015, Management have not prepared and
submitted financial statements for the project to the Auditor-General for audit as required
under Clause 90.3 (1) of the subsidiary loan agreement between the Government of
Kenya and The Kenya Power and Lighting Company PLC dated 29 July, 2015.

In the circumstances, Management was in breach of the financing agreement.

The audit was conducted in accordance with ISSAls 3000 and 4000. The standards
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.
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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 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 from Government Entities

The statement of financial position reflects current trade and other receivables amounting
to Kshs.58,532,339,000. As disclosed in Note 21(b) to the financial statements, the
balance is net of gross receivables and provisions totalling Kshs.86,373,208,000 and
Kshs.26,573,663,000 respectively. Included in the current trade and other receivables
balance is an amount of Kshs.5,267,438,169 due from fiber optic sales, Last Mile
Connectivity program and commercial customers which have been long outstanding.
Management efforts to recover the amounts have been unsuccessful.

Similarly, the trade and other receivables balance includes an amount of
Kshs.36,903,094,935 in respect of receivables from National and County Government

entities which had been long outstanding as detailed below:

Receivables totalling Kshs.30,734,578,000 was in respect of Rural Electrification
Scheme (RES) which the Company administers on behalf of the Government of Kenya.
Management indicated that Rural Electrification Scheme (RES) is funded by the National
Government and implemented by the Company on behalf of the Ministry of Energy and
Petroleum (MOEP). The Schemes of RES are considered sub-economic, given that their
operational and maintenance costs exceed their revenue, and it was agreed that the
Government will reimburse the Company any deficit arising from the Scheme. The
resultant accumulated deficit is recoverable from the Government of Kenya (GOK) as
stipulated in the 1973 Mercado agreement signed between KPLC and the GOK through
the MOEP. As at 30 June, 2024, no reimbursement had been made to cover the deficits
despite a cabinet resolution to disburse Kshs.19,400,000,000 to settle the RES losses,

.. The receivables balance includes an amount of Kshs.158,393,000 due from the Ministry

of Energy and Petroleum, Kenya Electricity Generating Company PLC (KenGen),
Geothermal Development Company (GDC), Rural Electrification and Renewable Energy
Corporation (REREC), Energy and Petroleum Regulatory Authority (EPRA) and Nuclear
Power and Energy Agency (NUPEA), had been outstanding since 2015. The amount
relates to media campaigns executed in November, 2014 through electronic, print, and
online media to gauge demand for 5000+ MW from existing and potential investors as
was directed by the then Cabinet Secretary for Ministry of Energy and Petroleum.
Records at the Company indicate that the Ministry of Energy and Petroleum and its
parastatals had agreed to share the costs of the integrated media advertising for
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investors power plan data gathering campaign. However, no evidence was provided to
show how the Company ended up paying all the costs on behalf of the other entities.

The receivables balance includes Kshs.4,040,767,301 in respect of unpaid electricity
bills from the forty-seven (47) County Governments which continue to accumulate.
Management did not demonstrate efforts made to recover the amount. In addition,
Kshs.74,402,114 in respect of street lighting maintenance costs was due from several
County Governments for works done in the years 2016 and 2017. Management
efforts to recover the amounts have not yielded results.

In the circumstances, the existence and effectiveness on controls on revenue collection
from various Government and commercial entities could not be confirmed.

2. Outstanding Rent

The statements of financial position and as disclosed in Note 21(b) to the financial
statements reflects net current trade and other receivables balance of Kshs.58,532,339,000
Included in the balance is an amount of Kshs.13,907,730 due from thirty-eight (38) tenants
that leased the Company premises in Mombasa. However, the tenants have since vacated
the premises without settling the outstanding rents, with some of the debts dating back to
eight (8) years. Management did not provide measures put in place to recover the
outstanding rents.

In the circumstances, the existence and effectiveness on controls on revenue collection

could not be confirmed.
3. Delays in Completion of Customer Electricity Connection Projects

The statement of financial position and as disclosed in Note 16 to the financial statements
reflects work in progress balance of Kshs.20,000,201,000. Included in the balance are
projects for which customers had paid a total of Kshs.12,323,601,525 for electricity
connections. Review of a list of the works revealed that two thousand, two hundred and
two (2,202) projects with a total capital contribution of Kshs.147,722,978 paid for by
customers were yet to start. This denied the customers electricity supply and at the same
time denied the Company revenues. This was contrary to the Company's Customer
Charter on connection of electricity which provides for timelines within which electricity
connection for customers are to be carried out depending on the type of connection
ranging from seven (7) days to twenty-eight (28) days. Management attributes the delays
in completion of projects to non-availability of materials, wayleaves acquisition challenges
leading to re-design, abandonment of projects by customers, premises not ready for
connections and customer requests for refunds or transfers to other sites.

In the circumstances, the effectiveness of controls in place to monitor customer
connections could not be confirmed.

4. Weaknesses in Project Management

Review of the project management practices and work in progress records at the
Company as at 30 June, 2024 revealed significant delays in the execution of projects. For
instance, ten thousand and seventy-eight (10,078) projects with a cost of
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Kshs.2,689,291,582 were behind their respective execution schedules having been
outstanding for a period ranging from two (2) to fifteen (15) years. In addition, the
Company lacked a robust project management framework, including regular progress
monitoring, root cause analysis for delays, and corrective action plans. Management
indicated that the projects are at different levels of execution and delays are occasioned
by lack of materials in prior years preceding the year under review.

In the circumstances, the customers may not have realized value for money spent on the
projects and the objectives of the projects may not be achieved.

5. Weaknesses in Electricity Consumption Billings

The statement of profit or loss and other comprehensive income reflects revenue from
contracts with customers amounting to Kshs.231,123,597,000. As disclosed in Note 7(a)
to the financial statements, the revenue relates to electricity sales on post-paid and
prepaid metering. Review of the billing systems revealed the following weaknesses and
anomalies:

i. Analysis of the customer billing data revealed that ninety-nine thousand nine hundred
and seventy-five (99,975) customer accounts, were billed a total Kshs.649,394,841
based on estimated consumption for more than three (3) consecutive months. No
corrective actions had been taken as provided for in Paragraph 6.3 of the Company’s
Operating Procedures on handling consecutive estimates, which requires corrective
measures to be taken after three (3) consecutive months of bill estimation.
Additionally, 11,735 customer accounts had zero estimates for the entire year despite
the accounts remaining active. The foregoing indicates lack of oversight and adequate
systems and controls within the billing department, which failed to trigger the required
corrective actions and reporting mechanisms as stipulated in the Company's
procedures,;

ii. A comparative analysis of post-pay meters and billing of customers revealed that
8,359 customer accounts which were active as at 30 June, 2024 were not billed. This
was an indication of control weakness in the billing and reconciliation process,
insufficient monitoring and automation of billing procedures.

iii. During the year under review, a total of 100,748,518 units billed to customers for
electricity consumption equivalent to Kshs.2,469,562,303 remained unpaid. The
amount includes 93,764 units attributed to active and vending meters with a
consumption of Kshs.1,357,861,643. Reasons for non-payment and measures taken
by Management to collect the unpaid amount were not confirmed.

iv. Review of the receivables revealed an amount of Kshs.5,474,313,031 due from
postpaid customers whose accounts were terminated for non-payment of bills with
some dating back to over twenty (20) years ago. However, meter numbers for the
terminated accounts had been reassigned to new customers without reconciliation of
the outstanding balances. Reassignment of the meter numbers increases the risk of
loss of revenue arising from untracking of terminated accounts.
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In the circumstances, the adequacy and effectiveness of controls for customer
connections and billing could not be confirmed.

6. Network Inefficiencies
6.1 Power Losses

The statement of profit or loss and other comprehensive income reflects revenue from
contracts with customers amounting to Kshs.231,123,597,000. As disclosed in Note 7(a)
to the financial statements, the revenue includes electricity sales amounting to
Kshs.150,969,121,000 and Kshs.34,297,848,000 in respect of postpaid and prepaid
electricity sales respectively. Review of units of electricity purchased against units sold
revealed a total of 13,684 in gigawatt-hours (GWh) purchased from power producers out
of which 10,516 GWh were sold to customers resulting in energy losses of 3,168 GWh or
23.16%. The industry regulator, Energy and Petroleum Regulatory Authority (EPRA)
approved for the Company to recover from consumers system losses of up to 19.5% that
is deemed to be normal loss. The excess of 3.66% power loss above the allowed loss
constitutes inefficiency power loss which is borne by the Company thus increasing
operating costs.

In addition, review of the power transmission data revealed that the losses occurred in
the distribution and transmission networks. However, KPLC does not break down losses
arising from those networks which, if accurately determined, can be attributed and borne
by respective distribution schemes under the Rural Electrification and Renewable Energy
Corporation (REREC) and the Kenya Transmission Company Limited (KETRACO).

In the circumstances, effectiveness and efficiency in the pricing of the power supply could
not be ascertained.

6.2 Instabilities in the Power Supply Network

The Company uses System Average Interruption Frequency Index (SAIFI) to measure
average number power supply of interruptions a customer experiences over a specific
period, with lower values indicating better performance. During the year under review, the
actual SAIFI was 47.54 , which significantly exceeded a set annual target of 32 in the
Company’'s Strategic Plan. The significantly high interruptions index indicates
inefficiencies in the Company’s power distribution network.

In the circumstances, the effectiveness of measures implemented to mitigate against
power supply interruptions could not be confirmed.

7. Weaknesses in Management of Risks

During the year under review, Management identified several fraud incidences through
internal processes comprising of internal audit assessment and voluntary reporting from
employees and customers. The identified risks were referred to the Security Department
for investigations. Review of the status of the incidences reported and investigations
undertaken during the year revealed the following weaknesses.
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i. As at the time of conclusion of the audit in September, 2024, Management was yet to
fully implement recommendations of investigations, especially those requiring putting
in place measures to prevent reoccurrence of similar fraud schemes.

ii. An internal investigation into alleged theft of generation fuel at off-grid stations in
Turkana County conducted during the year under review revealed that between
October, 2021 and December, 2023, a total of 1,163,583 litres of diesel valued at
Kshs.207,653,022 could not be accounted for. Several employees, security guards
and fuel tanker drivers were found culpable. The investigation report recommended
that investigation be expanded to other Counties with off-grid stations given that the
same tanker drivers were supplying the other regions. Additionally, a demand letter
was sent to the supplier for compensation of the lost fuel. However, as at the time of
conclusion of the Audit in September, 2024, no documents were provided indicating
commencement of the investigation to other stations. Measures taken against the
security company and the transporter as well as the response to the demand letter to
the supplier were provided for verification.

iii. Similarly, an internal investigation was conducted into alleged misappropriation of
meters in Central Rift region in 2022/2023 financial year. Several employees were
implicated in irregular issuance of meters and unauthorised meter separation which
occasioned an estimated loss of Kshs.17,475,000. However, Management did not
provide evidence of measures put in place to prevent similar occurrences as well as
ascertaining prevalence of the scheme in other regions.

iv. Reported fraud incidents were referred to the Security Department where they would
be reviewed and recommended for investigation or any appropriate action. However,
the outcome of some of the investigations were not shared to the Internal Audit
Department. As a result, the Internal Audit Department and the Board Audit
Committee were not able to track implementation of recommendations arising from
the investigations.

In the circumstances, the adequacy, effectiveness, and oversight of controls on fraud
risks 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, | report based on my audit that | 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, | confirm that:
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i. Information given in the Directors’ report on pages 67 to 68 is consistent with the
financial statements; and

ii. The auditable part of the Directors' remuneration report on pages 69 to 71 has been
properly prepared in accordance with the Companies Act, 2015.

The Companies Act, 2015 requires that | report on the legal or regulatory requirements,
or on performance information disclosed. These matters require expressing a separate
opinion as to the Company’s compliance with laws and regulations. | believe that the audit
evidence | have obtained is sufficient and appropriate to provide a basis for my
conclusion.

Responsibilities of Management and the 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
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
Company’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 Company'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
INTOSAI Framework of Professional Pronouncements (IFPP). The Framework requires
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
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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, |
also | 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://mwww.oagkenya.go.ke/auditor-generals-
responsibilities-for-audit/. This description forms part of my auditor’'s report.

FCP ) CBS
AUDITOR-GENERAL

Nairobi

28 October, 2024
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