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[. KEY AUTHORITY INFORMATICN AND MANAGEMENT

(a) Background Information

The Authority was established vide the Kenya Roads Act, 2007. The Authority is under
the State Department of Infrastructure in the Ministry of Transport, Infrastructure,
Housing, Urban Development & Public Works for the general policy and strategic

direction.
(b) Principal Activities

The principal activity/mission of the Authority is to manage, develop, rehabilitate and
maintain the national road network.

(c) Key Management

The Authority’s day-to-day management is under the Director General who is an ex officio
member of the Board of Directors and Secretary to the Board.

(d) Fiduciary Oversight Arrangements

The Board of Directors exercise the oversight role on the Authority. The Board of
Directors who held office during the financial year ended 30" June 2018 were:

No. Designation Name

1. Chairman (non-executive) . Eng.Erastus K. Mwongera, CBS, FIEK, RCE
(Reappointed 18" April, 2018)

2. Director Mrs. Marykaren C. Kigen-Sorobit

3. Director Dr. Lydia Muriuki; Alternate to _

’ M. Julius Korir, CBS. PS Infrastructure

4. Director Mr. Humphrey Muhu; Alternate to
Mr. Henry Rotich, EGH. CS National Treasury

5. Director Mr. George Wanjau; Alternate to

Prof. Arch. Paul Mwangi Maringa (Phd), CBS.
PS Transport

6. Director Mr. Andrew C. Mitei
( Reappointed 17" September,2017)

7. Director Ms.Mary Gesare
( Reappointed 17" September, 2017)

8. Director Charles Gathogo (dAppointed 18" September,
2017)

9. Director General/Board Secretary Ene. Peter M. Mundinia
( ex-officio member) °

The Board of Directors constituted four Board Committees which included the Technical and
Strategy Committee, the Finance, Human Resource and General Purpose Committee, the Audit,
Risk and Governance Committee and the Procurement and Disposal Oversight Comumittee. The
Finance, Human Resource and General Purpose Committee, and the Audit, Risk and Governance
Committee are responsible for the fiduciary oversight of the Authority.
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Their key responsibilities are outlined below:

i) Finance, Human Resource and General Purpose Committee

This is a committee of the Board whose key responsibilities are to;

> Review, approve and/or recommend for Board’s approval;

1) Financial, Human Resources, ICT, Legal & Regulatory Affairs and C01p01ate

Communications policies and procedures,
2) Estimates of receipts and expenditures including their revisions,
3) Re-allocation of funds between budget heads,
4) Special funding proposals including borrowings and grants,
5) Proposals for opening bank accounts,
6) Proposals for investments and their returns,
7) Annual Corporate Social Responsibility activities and

8) Staff terms and conditions of service.

> Ensure that

1) Proper books of accounts and .records are maintained for the Authority’s

transactions,
2) All expenditures are w1th1n the approved budget,
3) Proper records are maintained on property and material liabilities.
ii) Audit, Risk and Governance Committee

This is a committee of the Board whose key responsibilities are to;

» Review, approve and/or recomumend for Board’s approval;

1) The external auditor’s management letter and management’s response to the

external auditor’s findings and recommendations,

2) The Authority’s procedures for detecting fraud and to review the investigation and

remediation of any alleged or suspected fraud;

3) At least annually, the status of the enterprise risk management program and

4) The annual internal audit work plan.

> Ensure that;

1) Unsettled and unimplemented Public Investment Committees’ (PIC) issues are

resolved,

2) Clarity of disclosure in financial reporting and the presentation of a balanced and

understandable assessment of the Authority’s financial position;
3) Recommendations of the Auditor General are implemented.

4) Integrity of the financial statements of the Authority is maintained at all times
5) Disagreements between management and any aud1t01 regarding the Authority’s

financial reporting are resolved

6) Special audit/ investigation on any allegations, concerns and complaints regarding

corruption, lack of accountability and transparency are conducted

iii) The other two Committees are the Technical and Strategy and the Procurement and

Disposal Oversight Committees.

i
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iv) Office of the Auditor General
The Annual Report and Financial Statements of the Kenya National Highways Authority are
audited in accordance with Ar ticle 229 sub article 7 of the Constitution of Kenya and Section 35

of the Audit Act 2015
v) Development Partner Oversight Activities

This group constitutes Bi/Multi — lateral lenders to the Government of the Republic of Kenya for
development projects under implementation of the Authority, whose key responsibilities include;
1) To examine the annual reports of the Auditor General on the ﬁnanclal statements of
projects
2) To conduct financial management supervision and offer project implementation
support
3) Review of quarterly Interim Financial Reports
4) Comumission independent auditors to undertake financial and technical review of
projects they have financed.

(vi) The Public Investments Committee
This is a Parliamentary Select Committee charged with the responsibility of examining the
activities of state agencies. It receives audit reports from the Clerk of the National Assembly who

in turn would have received them from the Authority.

Its key responsibilities as appertains to the Authority are to;
1) Examine the reports of the Auditor General on the ﬁnanclal statements of the

Authority,
2) Examine, in the context of the autonomy and efficiency of the public investments,

whether the affairs of the public investments, are being managed in accordance
with sound financial or business principles and prudent commercial practices.

3) Within three months after receiving the PIC report, Parliament shall debate and
consider the report and take appropriate action.

(e) Senior Management

The key management personnel who held office during the financial year ended 30™ June
2018 and who had direct fiduciary responsibility were:

No. Designation Name
1. Director General Eng. Peter M. Mundinia
) Director, Highway Planning and Design and Acting Eng. Samuel O. Omer
"~ Director, Policy, Strategy and Compliance
: . i hilw.
3. Director, Development FRg DEtted Jdnchdlin

. . Eng. Njuguna Gatitu
4.  Director, Road Asset and Corridor Management g Njug

. - . CPA James Bowen
5. Director, Corporate Services

& Director, Audit Services CPA. William Masita

Corporation Secretary/Deputy Director, Head Legal Ms. Norah Odingo-Kajwang’
Services
8. Deputy Director, Head Supply Chain Management Ms Levina Wanyonyi
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(f) Kenya National Highways Authority Headquarters

(g) Kenya National Highways Authority Contacts

(h) Kenya National Highways Authority Bankers’

(1)

0))

Blue Shield Towers
Hospital Road
Nairobi, Kenya

P.O. Box 49712

GPO 00100

Nairobi, Kenya

Telephone: (254) 02 8013842
E-mail: dg@keiiha.co.ke
Website: www.kenha.co.ke

1.Kenya Commercial Bank Limited
Moi Avenue Branch
P.O Box 30081
GPO 00100
Nairobi, Kenya

3. National Bank of Kenya
Hill Plaza Branch
P.0. Box 45219
GPO 00100
Nairobi, Kenya

5. Equity Bank Limited
Equity Centre Branch
P.O Box 75104-00200
City Square 00200
Nairobi, Kenya

Independent Auditor
Auditor General
Office of the Auditor General

Anniversary Towers, University Way

P.O. Box 30084
GPO 00100
Nairobi, Kenya

Principal Legal Adviser
The Attorney General
State Law Oftice.
Harambee Avenue

P.O. Box 40112

City Sguare 00200
Nairohi, Kenyva

2. Co-operative Bank of Kenya
Upper Hill Branch
P.O Box 30415-00100

GPO 00100
Nairobi, Kenya

4. NIC Bank
Masaba Road Branch,
NIC House
P.O Box 44599
GPO 00100
Nairobi, Kenya
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ILTHE BOARD OF DIRECTORS

Director

‘Brief Profile

A=A

1 Eng Eass . Mwongera, CBS, FIEK,
RCE
Chairman of the Board of Directors

Date of Birth: 2" December, 1949.

Fellow of the Institution of Engineers of Kenya
Registered Consulting Engineer

BSc (Civil Engineering)

HND. Construction

Dip. Water Engineering

Civil Engineering Consultant

43 years of Public Sector Administration and
Management experience

( Reappointed 18" April, 2018)

2. Ms. 1'aren C. Kigen-Sorobit
Director

Date of Birth: 14™ February,1969

LL.B (Hons) PGD. KSL, CPS(K)

Advocate of the High Court of Kenya

Member, Law Society of Kenya

23 years’ experience in legal and compliance
management.

3. Mr. Humphrey Muhu
Director — Alt. to CS (National Treasury)

Date of Birth: 28™ August, 1964.

Economist and Financial advisor9 The
National Treasury).

BSc (Statistics and Mathematics)

B. Phil Economics

MA (Economics)

Dip. Financial Management

25 years of Public Sector Management
experience

4, M1 George Wanj au
Director — Alt. to PS (Transport)

Date of Birth:19™ January, 1962,
Economist and Urban Transport Planner.
MSc (Project Planning & Financing)
BA (Economics)

31 years of Public
experience

Sector Management

Director

Date of Birth: 9™ June 1956
Certified Public Accountant
Bachelor of Commerce (Accounting)

Member, Institute of Certified Public
Accountants (K)
38 years of Private Sector Management

experience
(Reappointed 17" September. 2017)
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6. Mr. Charles R. Gathogo
Director

Date of Birth: 24th February 1966

Licensed Land Surveyor and GIS Consultant
Bsc. (Surveying and Photogrammetry).
Master’s Degree in Cadastral Application
Member of ISK (MISK).

20 years of Private Sector Management
experience in Engineering Survey, Cadastral
Surveying and /planning.

(Appointed 18" September, 2017)

4 7. Ms. Mary Gesare
Director

Date of Birth: 31st January 1968

Bachelor of Business Management

Member, Infrastructure = Committee and
Devolution and Security Committee (KAM)
Member, Institute of Human resource
management (IHRM)

28 years' of management experience
(Reappointed 17" September, 2017)

8. Dr_Lydla Muriuki,
Director — Alt. to PS (Infrastructure)

‘Director of Administration (MOTIHUD)

Date of Birth 28th November, 1958

Doctor of Philosophy (Strategic Management
Option)

Member, Kenya Institute of Management
(KIM)

MEMBER, Institute of Directors ( Kenya)

28 years of Public Sector Management
experience in Strategic leadership in Public
Administration & Security Management

Eng. Peter M. Mundinia

£ ..9.

Director General & Secretary to the Board

Date of Birth: 7th December,1963,

MBA (Business Management)

BSc. (Civil Engineering)

Diploma in Theology

Member of Institute of Engineers of Kenya
Registered Engineer with Engineers Board of
Kenya and

Member of Kenya Institute of Management
(KIM)

28 years of management experience

vii
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II. MANAGEMENT TEAM

Manager

Brief Profile

B A A Y
1. Eng. Peter M. Mundinia
Director General

Date of Birth: 7" December, 1963,

MBA (Business Management)

BSc. (Civil Engineering)

Diploma in Theology

Member of Institute of Engineers of Kenya -
Registered Engineer with Engineers Board
of Kenya and

Member of Kenya Institute of Management
(KIM)

29 years® of management experience

2. Eng.

muel . Omer
Director , Highway Planning & Design

Date of Birth: 17"February 1962,
MSec. (Civil Engineering)

BSec. (Civil Engineering)

Member of The Engineers Registration
Board

31 years of management experience

g /
3.CPA James K. Bowen
Director, Corporate Services

Date of Birth: 1*" January, 1973

MBA, BCom (Accounting)

Certified Professional Credit Manager
(CMP), Certified Public Secretaries (CPS
K), Certified Public Accountant (CPAK)

| Member of, ICPAK, ICPSK

21 years management experience

4. Eng. avjiuchlla
Director, Development

Date of Birth: 28™ December 1964

BSc. (Civil Engineering)

Member, Institution of Engineers of Kenya
29 years management experience

5. Eng. Njuguna Gatitu
Director, Road Asset and Corridor Management

Date of Birth: 1965.

BSc (Civil Engineering)

Post Graduate Diploma in Computer
Science

Member, Institution of Engineers of Kenya
29 years' management experience

viii ]
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3

6. CPA. William O. Masita
Director, Audit Services

Date of Rirth: 2" February 1979
MBA, BA (Economics)

Certified Information Systems Auditor
(CISA)

Certified Internal Auditor (CIA)
Certified Public Accountant (CPA)
Certified Public Secretary (CPS)
Member of ICPAK, ISACA, I1A

14 years’ Management Experience

4 g
7. Ms. Norah Odingo-Kajwang’
Corporation  Secretary/Deputy Director,
Legal Services

Head

Date of Birth: 27" April 1969
Degrees: MBA

Bachelor of Laws

Registered Advocate

Member Law Society of Kenya
Member Public Secretaries of Kenya
24 years’ Management Experience.

E5.5

- N S, 3!
8. Ms Levina Wanyonyi
Deputy Director, Head Supply Chain Management

Date of Birth: 13™ February 1972

Degrees: MBA

Bachelor of Science

Member:

Kenya Institute of Supplies Management ,
The Chartered Institute of Purchasing &
Supply 5

Institute for Management of Information
Systems

22 years' of Management experience.
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IV. CHAIRMAN’S STATEMENT
On behalf of the Kenya National Highways Authority (KeNHA) Board of Directors, it gives me

great pleasure to present this Annual Report and Financial Statements for the year ended 30th
June 2018. The period under review marked the end of the Second Medium Term Plan as well as
the Authority’s 2013/2014 - 2017/2018 Strategic Plan. The Authority is finalizing its 2018/2019-
2022/2023 Strategic Plan together with its corresponding Business Plan. Ambitious targets and
innovative strategies have been included in the new Plan. The Plan has been aligned to key
national and international policies while taking cognisance of the “Big Four” Development
Agenda through provision of back-bone road infrastructure to support affordabie housing,
manufacturing, food security and access to universal health care facilities.

In the implementation of our mandate of development, maintenance and management of the
national trunk road network, the Authority enhanced its efforts towards completion of ongoing
projects and maintenance of existing roads in the year under review. Further, the Authority with
guidance from the parent Ministry of Transport, Infrastructure, Housing, Urban Development and
Public Works continued to deliver the Government’s ambitious plan of investing in national road
infrastructure network. The Authority is tasked with delivering high quality services for the public
by enswing that all our road network totalling 18,549 kiloraetres is motorable and in good
condition. This results to enhanced service levels, reduced travel times and improved mobility.

‘The Board of Directors continued to provide oversight role to Management, to ensure that all

projects were implemented as planned. To this end, the Board’s Technical and Strategic
Committee facilitated continuous inspection of the Authority’s road - projects under

- implementation throughout the Country. In the year under review, the Board inspected several

road projects and identified specific areas that required improvement to facilitate smooth project
implementation. The Board guided Management to take note of common challenges occurring
across varicus projects, draw lessons learnt and avoid their future re-occurrences.

The Financial Year 2017/2018 was an ambitious one for the Authority in many ways. Following
the Authority re-categorisation from Category 3A to Category 7Al, the Board of Directors
approved and oversaw the implementation of the new Organisation Structure in line with the re-
categorization. The new structure is expected to enable the Authority to deliver its mandate in a
more effective and efficient manner. The process of ensuiing that members of staff are suitably
assigned responsibilities within the new structure is almost complete. This process depicts the
Board’s commitment in ensuring that the Authority has optimal staffing as well as adherence to
the two ~thirds (2/3) gender rule and regional balance as stipulated in the Constitution of Kenya,
2010 and the Executive Order No. 6 of 2015. '

In the year under review, His Excellency the President Hon. Uhuru Kenyatta, CGH, defined his
"Big Four" Transformation Agenda .for the Nation which identified four priority initiatives
namely Universal Healthcare for all, Manufacturing, Food Security and Affordable Housing to be
implemented over the next five years 2018/2019 — 2022/2023. National Trunk Roads are a key
enabler of this Big Four Transformation Agenda as well as a key component of communication
and economic development of any nation. The Authority has aligned all its projects in support of

the Big Four Transformation Agenda for the next five years.
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Equally, the Board of Directors remained focused on efficient and timely delivery of major road
projects to ensure that the public promptly derives benefits from these investments. This past year
saw KeNHA engaging with the community at a number of events together and speciﬁcally on
Resettlement Action Plans for Project Affected Persons and sensitization forums on illegal
encroachment on road reserves. These were undertaken in cognizance of the Government’s
commitment on the delivery of infrastructure, as well as its continued commitment to improving
the lives of Kenyan people. In general, the Authority continued to deliver its mandate by
achieving its targets as set out in the Strategic Plan and Annual Performance Contract. The
Authority also embarked on it’s Strategic Plan for the next five years 2018/2019 —2022/2023.

The second phase of the Road Sector Investment Plan is ongoing and will inform the medium to
long term prioritization of road development and maintenance needs in the sub-sector. The
Strategic Plan and Business Plan have been programmed for heightened lane kilometres of roads
to be upgraded, rehabilitated and maintained. The Plan envisages upgrading of the entire class
“A” roads to bitumen standard subject to availability of funds. Various projects are under design
for future improvement inclhding Kenol- Muranga - Sagana Road, Marua - Nanyuki-Lewa Road,
Nakuru - Loruk-Marichpass Road, Malindi — Madogo - Garissa Road and Isiolo -Nginyang -
Lokichar Road section of the Lamu Port South Sudan Ethiopia Transport (LAPSSET) Corridor.

On behalf of the Board, I wish to express our sincere gratitude to the Management and Staff
Members of KeNHA for their dedicated team work that enabled the Authority deliver on its
mandate during the 2017/2018 financial year. I also extend my sincere gratitude and thanks to my
colleagues, Directors of the Board for their support, contribution and strategic guidance to senior
management during the year. Finally, I wish to thank the Government through the State
Department for Infrastructure, our customers, Development Partners and key stakeholders for the
confidence and support they bestowed upon the Kenya National Highways Authority. '

God bless the Kenya National Highways Auth&:i'ty‘; God bless Kenya.

FiMwoungea—"""

Eng. Erastus K. Mwghgera, CBS, FIEK, RCE
Chairnjan ofjthe Board of Directors
04 [2018

Xi
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V. REPORT OF THE CHIEF EXECUTIVE OFFICER/ DIRECTOR GENERAL

This Report and Financial Statements for the year ended 30" June 2018 sets out what the
Authority has achieved over the past year and highlights how funds allocated were utilized. It also
gives an overview of the activities undertaken by the Authority during the Financial Year
2017/2018. In the period under review, the Authority experienced delays in receipts of
Exchequer for development projects hence absorbed 70% of its total annual budget of Kshs. 73
billion. Development Partner funding, the Exchequer and the Road Maintenance Levy Funds &
Transit Tolls components recorded absorption rates of 98%, 70% and 68% respectively. The
inability to absorb 100% of the development budget was a result of budget.cuts in the second
revision of the development budget for FY 2017/2018 which saw some development projects with
substantial pending bills loose significant allocations in their individual budget line items while
retaining funds to projects that had slowed down due to payment delays. Under absorption of
Road Maintenance and Axle Load funds was a result of the heavy rains acress the country
between the months of March and June 2018 which curtailed road uminténance activities during
that period. To supplement government grants, Internally Generated Funds worth Kshs. One
billion were collected during the year under review from Road User fees and Interest Income from

bank deposits.

During the year, the Authority delivered key road infrastructure projects geared towards efficient
movement of goods and services across the countrv and the region at laijge. In the year under
review, the Authority completed various rcad projects and commenced new works towards
opening up of new important corridors. Projects that were substantially completed by 30™ June
2018 (some of which were commissioned by His Excellency the President of the Republic)
include Merille River — Marsabit Road, Marsabit — Moyale Road, Mbita Causeway Bridge, Voi -
Mwatate Road, Multinational Mwatate — Taveta Road, Port Reitz — Moi International Airport.- -
Road, Bachuma Gate — Maji ya Chumvi Road, Webuye — Kitale Road, Kangema-Gacharage
Road, Kaloleni-Kilifi Road, Rumuruti-Maralal Road, Siaya-Ruambwa Road, Suna- Masara -
Kehancha Road, KCC (Sotik)-Ndanai-Gorgor Road and Package I of Dongo Kundu (Miritini —

Mwache — Kipevu Link Road)

The Authority continued to embrace Performance Based Maintenance Contracting (PBC) and
Road Asset & Corridor Management of the road network. This aims at ensuring that efficient
customer service is delivered through timely offering a road network of high quality and
standards. The road works program has been successful with the continuous implementation of
PBC on major roads which has since resulted in reduction of vehicle operating cost, risk sharing

with contractors, achievement of a sustainable road management system, increased flexibility in

Xii |
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attending to emergency situations, determent of road encroachments hence improvement of road

safety and curtailing of expensive relocation costs, to pave way for road expansion.

The Authorify continued to oversee the implementation of ongoing construction of Nuno —
Modogashe Road; Loichangamatak — Lodwar — Nadapal (A1) Road; Isebania — Kisii — Ahero
(Al) Road, James Gichuru Junction — Rironi road, Second carriageway between Athi River —
Machakos Turnoff Road, Kainuk Bridge, Garsen-Witu-Lamu Road; Narok-Masai Mara (Sekenani
Gate) Road; Kisiriri-Mau Narok Road; Kapchorwa — Suam — Kitale Road; Eldoret Town Bypass;
Busia —Malaba Road; Rumuruti Maralal Road; Ruiru Githunguri-Udplands Road, Kibwezi —
Mutomo — Kitui Road Dualling of; Kisumu Boys — Mamboleo Road; Phase I of Mombasa-
Mariakani (Mombasa — Kwa Jomvu) Road, Magongo Road among other road projects which are

at various stages of completion.

The key challenges that impacted negatively on project delivery during the year included low
development budget ceilings and development budget cuts during the financial year 2017/2018
which led to the growth of pending development bills. The Authority experienced destruction of
its road network through fires lit by protesters during the General Election of 2017; destruction of
the road network due to the countrywide heavy rains between the months of March and June
2018, vandalism of road furniture which compromises road safety; high cost and delays in land
acquisitions and relocation of utilities and encroachment 611 road reserves which resulted into

escalated costs and delays in project commencement, implementation and completion.

To augment the Exchequer and leverage on Private Sector Expertise and Finances, the Authority
is engaging the Private Sector under the Public Private Partnerships (PPP) and the Annuity
Framework. There are several road projects that are planned for construction and maintenance

under the PPP and Annuity financing framework. During the concluded financial year under

review, the Authority continued to work towards the Financial Close for Annuity Construction of

68 Kms between Modogashe and Samatar and 75 Kms between Rhamu and Mandera. The
Authority also signed a Heads of Terms Agreement with the Lamu Road Consortium for the
Design, Build, Finance, Maintain, Operate and transter of the 530 Kilometres Lamu — Garissa —
Isiolo Road which is a component of the LAPSSET Development Corridor. The other priority
project is the Dualling of Nairobi — Nakuru — Mau Summit Highway (AS8) which was tendered
and evaluation completed by the end of June 2018. The evaluation report has been submitted to

the PPP Committee at the National Treasury for deliberation.

xiii
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I take this opportunity to assure all our stakeholders that the Authority remains steadfast in
enabling the realization of the Kenya Vision 2030 and the “Big Four” Development Agenda. I
wish to thank the Board of Directors for the support and guidance extended to the Management
throughout the year. I also commend members of staff for working tirelessly to deliver our
mandate. I also extend my gratitude to the Government through the parent Ministry of Transport,
Infrastructure, Housing, Urban Development and Public Works and our various Development
Partners for financing the ongoing projects and programmes. Last but not least, I wish to thank all

other stakeholders for their invaluable contribution to the continuous improvement of the national

trunk road network.

Eng. Peter M. Mundinia

Director General
_ 04 / 2018

/
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VI.CORPORATE GOVERNANCE STATEMENT

The Kenya National Highways Authority is committed to the values and principles of good
corporate governance as an integral part of the corporate culture established at the Authority and
guides the manner in which its directors, management and staff conduct the business of the
organization. As a public sector organization dedicated to providing quality service to ifs
stakeholders, the Authority’s decisions are guided by the core tenets prescribed in the Public
Officers Ethics Act, the Leadership and Integrity Act, the Authority’s code of conduct, corporate
governance guidelines and Board and Board Committee Charters. The Authority endeavors to
develop, strengthen and sustain the trust that the Government, employees and the public have
placed in it. The Board is committed to regularly evaluating national and international standards
in responsible, transparent and efficient management with a view of enhancing corporate
governance at the Authority and consistently delivering on its statutory mandate.

This report describes the Authority’s corporate governance practices that were in place throughout
the financial year ended 30th June 2018.

Role of the Board of Directors’ '

The primary function of the Board of Directors’ (the Board) is to provide effective strategic
leadership and direction to enhance the long-term value of the Authority to its stakeholders. The
Board has the overall responsibility for overseeing the development and implementation of the
strategic plan, performance objectives, financial plans, annual budget, key operational initiatives,
major funding and investment proposals, financial performance reviews, and corporate
governance practices. They are also responsible for instilling the appropriate culture, values and
behaviour throughout the organization. The Board is therefore committed to maintaining very
high standards of corporate governance and ethical conduct.

Membership of the Board
The KeNHA Board is constituted as per the provisions of the Roads Act, 2007 with membership

- drawn from both the public and private sector. The Board is composed of nine (9) Directors with

six directors having a background or knowledge in the following areas:
o Business Industry;

e Highway engineering;

¢ Transport economics;

e Surveying:

e Accountancy

e Law.

Tenure of Directors

In line with the provisions of the Kenya Roads Act 2007, the Chairman and other members of
Board, other than designated public officers, shall hold office for a period of three years from the
date of appointment and may be eligible for re-appointment for one further term. The appointment
of all members of the Board as first constituted and at every change in membership thereafter
shall be by notice published in the Kenya Gazette. The Director General is appointed by the Board
in consultation with the Cabinet Secretary in charge of roads following a competitive recruitment

process. -

Induction, Training and Development of Directors
New Directors are provided with extensive materials on the Authority and its operations, the
procedures relating to the Board and its Committees and their duties and responsibilitics as

Directors.

v
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Committees of the Board

The Board has established four permanent Committees to assist in the. execution cf its
responsibilities. These are the Audit, Risk and Governance Committee, the Finance Human
Resource and General Purpose Committee, Procurement and Disposal Oversight Committee and
the Technical & Strategy Committee. Each of the permanent Committees operates pursuant to
approved terms of reference delegated to them by the Board.

Meetings of the Board
The Board and each committee have scheduled meetings held in every quarter of the financial
year. Special meetings are held as and when required. The Chairman of each Committee regularly

reports to the full Board on the Committee’s deliberations.

A schedule of individual board members, their position and number of meetings attended are is
per schedule below.

No. | Name of Director Board No. of Meetings
' Position Attended
1 Eng.Erastus K.Mwongera, CBS, FIEK, RCE Chairman 23
( Reappointed 17™ April,2018)
2 Mrs. Marykaren C. Kigen-Sorobit Member 22
3 Mr.Humphrey Muhu Member 19
4 Mr.George Wanjau Member 11
5 Mr.Andrew C.Mitei Member 20
( Reappointed 17" September,2017)
6 Ms.Mary Gesare ' Member 20
( Reappointed 17" September,2017)
7 Dr.Lydia Muriuki Member 11
8 Charles Gathogo : Member 11
(Appointed 1 8™ September,2017)
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VII. MANAGEMENT DISCUSSION AND ANALYSIS

Mandate
To manage, develop, rehabilitate and maintain national roads.

SECTION A
The Entity’s Operational and Financial Performance

Road Maintenance
' The Authority is undertaking numerous road maintenance projects on our entire road network as

| summarized in the table below.

S/No. | Project Activity | Ongoing Projects Source of Funding

| Targeted Output(km)

; 1. Periodic maintenance 3,083 Road Maintenance Levy

§ - : . Fund

2. Routine maintenance . ; 7,940 Road Maintenance Levy

! Fund

' 3. Performance Based 7,092 Road Maintenance Levy
Contracts ) Fund
Total 18,115

' Development & Rehabilitation Projects _ ,
. The Authority is implementing a number of development projects across the country on behalf of |
| the Government. A number of these projects are co-funded with our key Development Partners -
% such as IDA, AfDB, EU, TMEA, Spanish Kingdom, EXIM Bank. :

[ S/No. Project _ Unit of | Planne | Actual Source of Funding
Measur | d Output
e Output | (Cumulati
| (Km ve Km
Length | length
of achieved

5 ’ ‘ Road) | June 2018)
Projects Financed by '
AfDB and GoK S

1 Mombasa-Mariakani Lot | Kim 11.3 1.36 AfDB/GoK

! 1: Mombasa-Kwa Jomvu
2 Isebania-Kisii-Ahero Lot | Km 184 0 ATDB/GoK
1 Isebania-Kisii
3 | Isebania-Kisii-Ahero Lot | Km 192 0.12 ATDB/GoK
2 Kisii-Ahero .
4 Kitale-Endebess-Suam Km 45 0 AfDB/GoK
5 Eldoret Town Bypass Km 32 0 AfDB/GoK

Projects Financed by-
BADEA and GoK
6 Nuno-Modogashe Kim 1

41 BADEA/KUWAIT/G
OK

(O8]
W

Projects Financed by
China EXIM and GoK
7 Kibwezi - Mutomo - Kitui | Km 196 1

Projects Financed by

China EXIM

()]
U
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IDA and GoK

8 Kisumu Boys - Km 4.5 2.79 KTSSP_IDA/GOK
Mamboleo :
9 Bachuma Gate — Majiya | Km 534 10 KTSSP_IDA/GOK
Chumvi
10 Nakuru Interchanges % 100% | Substantiall | KTSSP IDA/GOK
y
completed
11 Kakamega- Webuye Km 40 31.78 KTSSP_IDA/GOK
12 Kisumu — Kakamega Km 46.5 7.5 KTSSP_IDA/GOK
13 EASA Access Road Km 3 3 (100%) KTSSP_IDA/GOK
(100%) .
14 Office Complex % 100% | 75% KTSSP_IDA/GOK
15 Athi River - Machakos Km 21 3.36 KTSSP_IDA/GOK
Turnoff
16 Kericho Interchange % 100% 16.48% KTSSP_IDA/GOK
17 Ahero Interchange % 100% 13.99% KTSSP_IDA/GOK
18 Webuye — Kitale- % 100% | 71.43% KTSSP_IDA/GOK
(Interchanges)
19 James Gichuru - Rironi Km 253 0(4%) NUTRIP_IDA/GOK
20 Kalobeiyei River — Kim 88 0 EARTTDFP IDA/GO
Nadapal K
21 Lokitaung Junction to Km 80 0 EARTTDFP_IDA/GO
Kalobeiyei River K
22 Lokitaung Junction to Km 80 0 EARTTDFP_IDA/GO
Lodwar K
23 Kainuk Bridge % Bridge |0 EARTTDFP_IDA/GO
K
24 Lodwar-Loichangamatak | Km 50 0 EARTTDFP IDA/GO
K
Projects Financed by
JICA and GoK
25 Miritini — Mwache incl. Km 10.6 10.6 MPARD_JICA/GOK
Kipevu Link
Projects Financed by
TMEA and GoK
26 Port Reitz/Moi Km 2 2 TMEA/GOK
International Airport
Access Road
Projects Financed by
GoK
27 Chebilat-Tkonge-Chabera | Km 38 37.5 GOK
28 Loruk-Barpelo Km 66 4 GOK ~
29 Chiakariga-Meru Km 55 8 GOK
30 0OljoOrok-Dundori Kim 35 9 GOK
31 Uplands - Githunguri Km 47 0 GOK
32 Garsen-Witu-Lamu Km 135 0 GOK
33 Busia - Malaba Km 28.3 4.66 GOK
.34 Nyaru - Iten Km 54 0 GOK
35 Mau Narok - Kisiriri Kim 34 0 GOK
36 Posta (Naibor) — Kisima - | Km 65 0 GOK
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Maralal
| 37 Ugunja-Ukwala- Kim 27 0 GOK
| Ruambwa (C92) :
138 Narok - Sekenani Km 75 19.5 GOK
SECTION B

' !

The Authouty has comphed with all statutory 1equ11ements ts which include: -
1) Accurate and timely remittance of monthly .

i.  National Hospital Insurance Fund contributions,
ii.  National Social Security Fund contubutlons

|
! iii. Pay As You Earn recoveries
i iv.  Withholding Tax
l v.  Value Added Tax -
i vi.  Training Levy
| !
SECTION C

[ Key Projects and Investment Decisions the Entity is Implementing

| The Authority is planning/ implementing 37 projects using funds from Development Partners and

i
i

 the Government of Kenya as summarized in Appendlx 1.

SECTION D
Major risks facing the Authority ;
The following outlines what the Board and Manaoement currently believe are the key risks that
could impact KeNHA’s operations and ‘mandate. The risks highlighted below shiould not be
considered a complete narration of all the risks and uncertainties that KeNHA may face.

No | Risk Drivers - Mitigation
1.1 Road Reserve.| o [nadequate  road reserve | e Mapping road reserve
Encroachment protection boundaries
e Political interference e Sensitize public
e Inadequate funds for | e Provide funding for
enforcement of road reserve | road reserve protection
mapping e [nforce law
e Limited public awareness
and - sensitization on land
encroachment
2 Employee Risk e Inadequate organization |  Restructuring the
structure  thus no upward | organization
mobility e [ncrease funding for
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stakeholders

e Inadequate  funding  for | training and capacity
remuneration building
e Possible gaps in humai | ® Review controls and
resources procedures and | procedures
policies e Better
» Inadequate funds for training remuneration
and capacity building
3 Contract Management e Inadequate contract | e Review bid and
document preparation and | contract documents and
review close gaps for claims
e [nadequate  project  cost | e Review project costing
estimation (Engineer’s | to take cognize of all
Estimate) 1;a1;1meters fisclol!
5 s T e Take isciplinary
» Posetotlity of bud 1'1gg1ng. action againstp staf)f
e Inadequate designs, | confirmed to be
necessitating unplanned | ipvolved in
reviews improprieties
e Poor project implementation | ® Interrogate designs to
team selection minimize inadequacies
« Inadequate project e Take action against
. . consultants and
supervision contractors who fail to
e Possibility of Corruption perform
e Inadequate project funding | e Employ adequate staff
resulting in  delays in| and build capacity
payments of IPCs e Ensure inclusion of all
e Inadequate  capacity to 1'eqF111'ed. skills 1
project implementation
manage contracts L.
and supervision teams
¢ Delays in land acquisition,
resulting in delayed project
completion
e Delays in relocation of
utilities, resulting in delayed
project completion
4 Overloading (Axle Load |e Integrity issues/ corruption | e Take disciplinary
Control) ¢ Political interference actiqn against  staff
e System weaknesses f:onhrmed to I?e
involved n
e Lack of awareness by some improprieties.

Enforce the law
Improve on the systems
weaknesses at  the
welighbridge

Sensitize lransportelﬂ
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and public
5 Access to Capital * | o Inadequate budgetary Ask  Treasury for
allocation more funds
e Chronic delays in receipt of fAItc;l:natlve sources of
1
budgeted amounts. ELH e ;
_ ; ngage county
o Budget cuts after budgeting government "
process maintenance of roads
o Lack of alternative sources of [s  Legislation on
funds advertisement on road
reserve
SECTION E N

Material arrears in statutory/financial obligations

The Authority has pending development bills amounting to Kshs. 40.6 billion. This is made up of .

payment certificates and fee notes for certified development works amounting to Kshs.19.5billion
~and outstanding dues to Project Affected Persons amounting to Kshs.21.1 billion as a result of
~inadequate GOK Development Budget and delayed release of Exchequer funds. This has led to
accumulation of interest on delayed payments and other contractual claims.

SECTION F

The Authority's Financial Probity and Serious Governance Issues

The Board of Directors takes overall responsibility for establishing systems of internal control and .
for reviewing and evaluating their effectiveness. The day-to-day responsibility for implementation :

of these systems and for ongomg momtouno of risk and the effectiveness of controls rests with
senior management.

The systems, which have been in place throughout the financial year and up to the date of

approval of these financial statements, include the following: -

The Audit, Risk & Governance Committee of the Board provides oversight over the
internal and external audit work and implementation of recommendations contained in °

audit reports.

The Risk Management Committee comprising of senior management is responsible for

ensuring that controls are in place to identity, evaluate and manage risk.

Enterprise Risk Management Section documents risks and the responses to them, carry out
risk assessments annually and report to the Risk Management Committee and the Audit,
Risk & Governance Committee of the Board on how effectively risks have been managed

during the year.

Periodic reviews of pe1fo1mance and quality in road construction and maintenance are

carried out by the Quality Assurance Section.

Internal Audit Section reviews the effectiveness of the financial and operational systems
and controls throughout the Authority and reports to the Audit, Risk & Governance

Committee.

External auditors comprising of the Office of the Auditor General, Office of the Internal
Auditor General, Kenya Roads Board and Development Partners review the Authority’s
tinancial statements and effectiveness of systems of internal controls.

The Authority’s systems of internal control and corporale governance arrangements in operation
during the year werce reviewed based on these institutional arrangements and found to be effective.

XXI |
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Our internal control systems are designed to manage, rather than eliminate, the risk of failure to
 achieve corporate objectives or in the case of financial controls, the risk of material misstatement -
( In our financial statements. Accordingly, they provide reasonable but not absolute assurance | i

l
| against such failure or material misstatement.
|
1
|
V
i
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VIII. CORPORATE SOCIAL RESPONSIBILITY STATEMENT
“Working with communities for a sustainable economic development”

In line with our mission to construct and manage national trunk roads that enhance socio
economic growth and prosperity, the Authority has always tried to integrate projects with
community needs and aspirations. Indeed the Authority does not just build roads, but create
development corridors that impact on livelihoods of Kenyans. While the roads facilitate
development in a literal sense, our CSR initiatives promote inclusive growth and overall
community development.

As a corporate citizen, the Authority remains committed to giving back to the community through
Corporate Social Responsibility initiatives to secure socio — economic development of the
Citizenry. To achieve this, we are guided by our Corporate Responsibility Policy and guidelines.

Pillars of CSR _
Our Corporate Social Responsibility programmes focus on areas of:

o Education
"o Health and Sanitation

e Security enhancement

*  Youth and Women Empowerment

e Promoting sustainable livelihoods
e Improving access to social amenities.

In the year under review, the CSR activities carried out were drilling of boreholes and
construction of water pans in arid and semiarid region, construction of classrooms, police stations,
town roads and feeder roads to public institutions as well as charity donations.

Project Name - List of CSR interventions to be
implemented/implemented in the project
Bachuma Gate — Maji ya Chumvi e Built Market stalls just before km 0 at
Bachuma Gate
Chebilat - Tkonge - Chabera e Construction of Access roads at

Makwakwa and Ikonge Centres

Isebania - Kisii— Ahero
e Donation of 6no. Ambulances to Kisumu,
Migori, Kisii, Nyamira and Homabay

Counties

e Commenced construction of a fully
equipped ultra-modern trauma center at
Nyabondo Hospital

o Grading of roads to Asumbi Teachers
Training College

Kakamega- Webuye e Constructed market stalls and 2 AP houses

~ at Lumbao

e Musemwa Primary School:
-Constructed 1 stored block of classrooms,
-Constructed a staffroom for teachers
-Constructed Toilets

e Constructing a Maternity Wing at Matete
Dispensary

Kisumu Boys - Mamboleo e Construction of Parking at Kibuye,
e Access roads and ablution block for
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Kibuye markel are on going:

Kisumu- Kakamega

Activities undertaken during the year at
Mwoki Primary School ’

Mangongo Water Project (Mwoki Masana) -
Construction works complete and tests done in
December 2017 and to be officially opened by
the County Government of Vihiga.

Provision of Lockers and chairs for pupils
and teachers

Provision of 1 Computer, 1 Printer, 1
Scanner

Construction of Latrines new for girls,
boys; teachers and ECD - Completed and
commissioned on 12th Feb, 2018

Repair of School blocks - ongoing

2 New school blocks - The 4 classroom (2
blocks) are complete and commissioned on
12th February, 2018

Provided uniforms for students

Loruk- Barpelo

Construction of 2 Classrooms at Cheptdnoi
Primary School:

Mombasa Southern Bypass

Sponsored of Football Match and Donation
of jerseys at Jaribuni

Levelling of Playground at Jaribuni
Primary school

Planting of seedlings in the community
Renovation of the ACC’s office at Jaribuni
Provision of soil and levelling of the road
at Miritini village and Jaribuni

Food Catering for the Orphans at Miritini
Orphanage

Organized the Kenya Police Service New
Year celebration party at Changamwe

Webuye - Kitale

Construction of markets at Sikhendu,
Kiminini and Misiku
Construction of a bus park at Kamukuywa

Rumuruti-Maralal

Construction of one(1) classroom and
ablution block at Kandutura Primary
School at KM 3 and Mathanji Primary
School at KM 9

Sinking of 3 boreholes at Kim 3, Km 20
and Km 37 i
Construction of a guard house, rest rooms.
water trough . generator room and fencing
at KM 3. Km 20 and KM 37 ]
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IX. REPORT OF THE DIRECTORS

The Directors submit their report together with the un-audited financial statements for the year
ended 30" June, 2018 which show the state of the Authority’s affairs.

Principle Activities

The principal activities of the Authority are to manage, develop, rehabilitate and maintain national
roads

Results

The results of the Authority for the year ended 30™ June, 2018 are set out on page 1

Directors
Directors of the Board who served during the year are shown on page vi and vii. During the year,

Eng. Erastus Mwongera's tenure as Chairperson of the Board was renewed with effect from 18"
April, 2018. Mr. Charles Gathogo was appointed with effect from 18" September, 2017 while
CPA Andrew C. Mitei and Ms. Mary Gesare had there tenures renewed on 17" September, 2017

for a further three year term.

Auditors

The Auditor General is responsible for the statutory audit of the Authority in accordance with
Article 229 of the Constitution of Kenya and the Public Audit Act 2015 for the year ended 30"

June, 2018

By Order of the Board

Eng. Peter M. Mundinia
Director General and Secretary to the Board

Nairobi
September 2018
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X. STATEMENT OF DIRECTORS’ RESPONSIBILITIES

Section 81 of the Public Finance Management Act, 2012 and section 14 of the State Corporations
Act, require the Board of Directors to prepare financial statements in respect of that Kenya
National Highways Authority (herein after referred to as the Authority) which give a true and fair
view of the state of affairs of the Authority at the end of the financial year/period and the
operating results of the Authority for that year/period. The Board of Directors are also required to
ensure that the Authority keeps proper accounting records which disclose with reasonable
accuracy the financial position of the Authority. The Directors are also responsible for
safeguarding the assets of the Authority. '

The Board of Directors is responsible for the preparation and presentation of the Authority’s
financial statements, which give a true and fair view of the state of affairs of the Authority for and
as at the end of the financial year (period) ended on 30" June, 2018. This responsibility includes:

(1) Maintaining adequate financial management arrangements and ensuring that these continue to
be effective throughout the reporting period;

(i1) Maintaining proper accounting records, which disclose with reasonable accuracy at any time
the financial position of the Authority; -

(iii)Designing, implementing and maintaining internal controls relevant to the preparation and fair
presentation of the financial statements, and ensuring that they are free: from material
misstatements, whether due to error or fraud;

(iv)Safeguarding the assets of Authority;
(v) Selecting and applying appropriate accounting policies; and

(vi)Making accounting estimates that are reasonable in the prevailing circumstances.

The Board of Directors accepts responsibility for the Authority’s financial statements, which have
been prepared using appropriate accounting policies supported by reasonable and prudent
Judgements and estimates, in conformity with International Public Sector Accounting Standards
(IPSAS) and in the manner required by the PFM Act and the State Corporations Act. The Directors
are of the opinion that the Authority’s financial statements give a true and fair view of the state of
Authority’s transactions during the financial year ended 30" June, 2018, and of the Authority’s
financial position as at that date. The Directors further confirm the completeness of the accounting
records maintained for Authority, which have been relied upon in the preparation of the Authority’s
financial statements as well as the adequacy of the systems of internal financial control. '

Nothing has come to the attention of the Directors to indicate that the Authority will not remain a
going concern for at least the next twelve months from the date of this statement.

Approval of the financial statements

The Authority’s financial statements were approved by the Board on 24 September 2018 and
signed on its behalf by:

o C

Eng.’EX. Mwon?g;\,r'a CBS,FIEK,RCE  CPA A.C. Mitei Eng. P.M. Mundinia
Chairman of the Board Director Director General

Xxvi| & o



N
/ kN
¥



gt

Telephone: +254-20-342330
Fax: +254-20-311482
E-mail: oag@oagkenya.go.ke
Website: www.kenao.go.ke

P.O. Box 30084-00160
NAIROBI

OFFICE OF THE AUDITOR-GENERAL

REPORT CF THE AUDITOR GENERAL ON KENYA NATIONAL HIGHWAYS
AUTHORITY FOR THE YEAR ENDED 30 JUNE 2018 ‘

REPORT ON THE FINANCIAL STATEMENTS
Qualified Gpinion

| have audited the accompanying financial statements of Kenya National Highways
Authority for the year ended 30 June 2018, set out on pages 1 to 49 which comprise .
the statement of financial position as at 30 June 2018, and the statement of financial
performance, the statement of cash flows, the statement of changes in net assets
and the statement oof comparison of budget and actual amount for the year then -
‘ended and a summary of S|gn1fcant accounting policias and other exp!anatory
information in accordance with provisions cf Article 229 of the Constitution of Kenya
and Section 35 of the Pubiic Audit Act, 2015. | have obtained all the information and
explanations which to the best of my knowledge and belief were necessary for the

purpos; of the audit.

" Inmy opinion, éxcept for the effects of the matter described in the Basis for Qualified . .
Opinion section of my report, the financial statements present fairly, in all material
respects, the financial position of Kenya Nationa! Highways Authcrity as at 30-June
2018, 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 w1th Kenya Roads Act, 2007.

5 BaS|s for Cuallf‘ed Oplnlon

Property, Plant and Eqmpment Undetermmed Value of Rental Property

: The statement of fi nancnal posmon reflects Property, Plant and Equipment balance
of Kshs.372,411,102,018; (2017-Kshs-315,677,638,402) and as disclosed under.

Note 27 to the fi nancial statements. Available information indicates that this balance -
excludes value of Iand and houses occupied by staff in the South Rift region. Their -
value has not been determlned despite the Authority reporting an annual income of
Kshs.1,211,500 durlnq the year. The ownership documents were not made
available for audit. Consequently, the accuracy and completeness of Property,
Plant and Equipment balance of Kshs.372,411,102,018 as at 30 June 2018 could

- not be confirmed.

The audit was condUcted in accordance with International Standards of Supreme
* Audit Institutions (ISSAIs). [ am independent of Kenya National Highways Authority

Repoft of the 4 uditor—Gene'r'-al on Financial Statements of Kenya National Highways Authority for the year
ended 30 Jure 2018 ,

Promoting Accountability in the Pubiic Sector



in accordance with ISSAI 30 on 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
Negative Working Capital

The statement of financial position reflects currents assets and liabilities balances
of Kshs.40,845,296,104; (2017- Kshs.40,021,627,608) and Kshs.45,507,442,377,
(2017- Kshs 26,625,629,243) respectively resulting into negative working capital
of Kshs.4,662,146,273. Management has not satisfactory explained measures
being undertaken to reverse this trend which may affect the Authority’s ability to
meet its obligations as and when they fall due.

Key Audit Matters

Key audit matters are those matters that, in my professional judgement, were of
most significance in the audit of the financial statements. | have determined that
there are no Key Audit Matters to communicate in my report.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC
RESOURCES

Conclusion

As required by Article 229(6) of the Constitution, based on the audit procedures
performed, | confirm that, except for the matters discussed in the Basis for Qualified
Opinion section of my report, nothing 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

The audit was conducted in accordance with 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 are in compliance, in 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, | confirm that, except for the matters discussed in the Basis
for Qualified Opinion section of my report, nothing has come to my attention to

Report of the Auditor-General on Financial Statements of Kenya National Highways Authority for the year
ended 30 June 2018
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cause me to believe that internal controls, risk management and governance were
not effective.

Basis for Conclusion

The audit was conducted in accordance with ISSAI 1315 and ISSAI 1330. The
standard requires that | plan and perform the audit to obtain assurance about
whether effective processes and systems of internal control, risk management and
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 control 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 control.

In preparing the financial statements, management is responsible for assessing the
ability to continue as a going concern, disclosing, as applicable, matters related to
going concern and using the applicable basis of accounting unless the management
either intends to liquidate the or to cease operations, or have no realistic alternative

but to do so.

The Management is also responsible for the submission cf 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
are in compliance with the authorities which govern them, and that public money is
applied in an effective manner.

Those charged with governance are responsible for overseeing the financial
reporting process, reviewing the effectiveness of how the Authority 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

The audit objectives are to obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement, whether due to fraud
or error, and to issue an auditor's report that includes my opinion in accordance
with the provisions of Section 48 of the Public Audit Act, 2015 and submit the audit

Report of the Auditor-General on Financial Statements of Kenya National Highways Authority for the year

ended 30 June 2018
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report in compliance with Article 229(7) of the Constitution. Reasonable assurance
is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with ISSAls will always detect a material misstatement and weakness
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 addition to the audit of the financial statements,; a compliance audit is planned
and performed to express a conclusion about whether, in all material respects, the
activities, financial transactions and information reflected in the financial statements
are in compliance with the authorities that govern them in accordance with the
provisions of Article 229(6) of the Constitution and submit the audit report in
compliance with Article 229(7) of the Constitution.

Further, in planning and performing the audit of the financial statements and audit
of compliance, | consider internal control 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 and submit the audit report in compliance with Article 229(7) of the
Constitution. My consideration of the internal control would not necessarily disclose
all matters in the internal control that might be material weaknesses under the
ISSAls. A material weakness is a condition in which the design or operation of one
or more of the internal control components does not reduce to a relatively low level
the risk that misstatements caused by error or fraud in amounts that would be
material in relation to the financial statements being audited may occur and not be
detected within a timely period by employees |n the normal course of performing
their assigned functions.

Because of its inherent limitations, internal control may not prevent or detect
misstatements and instances of non compliance. Also, projections of any evaluation
of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with
the policies and procedures may deteriorate.

As part of an audit conducted in accordance with ISSAIs, | exercise professional
judgement and maintain professional scepticism throughout the audit. | also:

e lIdentify and assess the risks of material misstatement of the financial
statements, whether due to fraud or error, design and perform audit procedures
responsive to those risks, and obtain audit evidence that is sufficient and
appropriate to provide a basis for my opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as
fraud may involve collusion, forgery, intentional omissions, misrepresentations,
or the override of internal control.

e Evaluate the appropriateness of accounting policies used and the
reasonableness of accountmg estimates and related disclosures made by the

management.

Report of the Auditor-General on Financial Statements of Kenya National Highways Authority for the year
ended 30 June 2018
4



Conclude on the appropriateness of the management’s use of the going concern
basis of accounting and, based on the audit evidence obtained, whether a
material uncertainty exists related to events or conditions that may cast
significant doubt on the ability to continue as a going concern or to sustain its
services. If | conclude that a material uncertainty exists, | am required to draw
attention in the auditor's report to the related disclosures in the financial
statements or, if such disclosures are inadequate, to modify my opinion. My
conclusions are based on the audit evidence obtained up to the date of my audit
report. However, future events or conditions may cause the to cease to continue
as a going concern or to sustain its services.

Evaluate the overall presentation, structure and content of the financial
statements, including the disclosures, and whether the financial statements
represent the underlying transactions and events in a manner that achieves fair

presentation.

Obtain sufficient appropriate audit evidence regarding the financial information
and business activities of the to express an opinion on the financial statements.

Perform such other procedures as | consider necessary in the circumstances.

| communicate with the management regarding, among other matters, the planned

~ scope and timing of the audit and significant audit findings, including any significant

deficiencies in internal control that are identified during the audit.

| also provide management with a statement that | have complied with relevant
ethical requirements regarding independence, and to communicate with them all
relationships and other matters that may reasonably be thought to bear on my
independence, and where applicable, related safeguards.

FCPA Edward R. O. Ouko, CBS
AUDITOR-GENERAL

Nairobi

21 August 2019

Report of the Auditor-General on Financial Statements of Kenya National Highways Authority for the year
ended 30 June 2018
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Reports and Financial Statements for the year ended 30" June 2018

XII. STATEMENT OF FINANCIAL PERFORMANCE

For the year ended 30 June 2018

Revenue from non-exchange transactions

Road maintenance contributions

Fines, penalties and levies

Transfer from other Government’s -Recurrent Revenue

Revenue from exchange transactions
Rental revenue from facilities and equipment
Finance income-external investments

Other income

Total revenue

Expenses

Road Maintenance and Axle Load expenses
Employee costs

Board Expenses

Depreciation and amortization expense
Repairs and maintenance

General expenses '

Project Administration expenses

Finance costs

Total expenses

Other gains/(losses)

Gain on sale of assets

Provision for doubtful debtors

Loss on foreign exchange transactions
Profit on foreign currency translations
Surplus before Tax

Taxation
Surplus for the Period

llP age

Note

N W

11
12
13
14
15
16

17

18
19
20
21

22

2017-2018 2016-2017
Kshs Kshs
19,464,127,999 17,645,828,000
521,247,647 570,361,054
369,339,721 649,619,565
20,354,715,367 18,865,808,619
1,211,500 1,076,000
580,952,999 444,204,301
50,714,121 70,622,629
632,878,620 515,902,930
20,987,593,987 19,381,711,549

16,630,870,822
1,360,698,939

11,754,089,545
1,259,945,483

48,751,858 71,673,144
217,048,858 217,423,614
89,134,282 89,055,490
494,501,010 383,168,270
369,339,721 649,619,565
2,967,652 3,169,528
19,213,313,142 14,428,144,639
4,493,312 1,256,048
(15,000,000) (4,923,265)
(13,505,986) (537,001)
551,842 2,636,784
1,750,820,013  4,951,999,476
230,279,690 .

1.520.540.323

The notes set out on pages 9 to 32 form an integral part of the Financial Statements

4.951.999.476



Financial Statements f01 the year ended 30" June 2018

XIII. STATEMENT OF FINANCIAL POSITION

As at 30 June 2018

Total Net assets and Liabilities |

Note 2017-2018 2016-2017
Kshs Kshs
Assets
Current assets
Cash and cash equivalents 23 8,750,326,227 11,732,046,105
Receivables from non- exchange transactions 24 18,486,568,238 18,430,754,231
Receivables from exchange transactions 25 13,604,169,625 9,853,873,353
Inventories 26 4,232,014 4,953,919
Total current assety 40,845,296,104  40,021,627,608
Non-current assets
Property, plant and equipment 27  372,411,102,018 315,677,638,402
Intangible assets 28 119,027,141 115,470,661
Total non-current assets 372,530,129,159  315,793,109,063
Total Assets 413,375,425,263  355,814,736,671
 Liabilities
Current liabilities : x ‘
Trade other payables from exchange transactions - 29 45,306,993,242 26,550,595,252
Refundable deposits from customers 30 150,505,960 67,210,651
Provisions 31 49,943,175 7,823,340
tal liabiliti
Total liabilities 45,507,442377  26,625,629,243
- Net assets 367,867,982,886  329,189,107,428
Reserves 356,556,025,115  319,397,689,980
‘Accumulated Surplus 11,311,957,771 9,791,417,448

413,375,425,263

355,814,736,671

The Financial Statements set out on pages 1 to 8 were signed on behalf of the Board of Directors by:

Chairman of the Director

Eng. Erastus K. Mwongera,
CBS, FIEK, RCE

Date :24—./..0.?/2018 ]

no
)
o
uq -
)

‘CPA A. C. Mitei
"ICPAK No.'1514

Date %/o .7/.2018

.V .
For: Director —Corporate Services

CPA Chanje Kera

ICPAK No. 8279

Date Q./-f/D (2018



KENYA NATIONAL HIGHWAYS AUTHORITY

Reports and Financial Statements for the year ended 30" June 2018

XIV.STATEMENT OF CHANGES IN NET ASSETS
For the year ended 30 June 2018

Accumulated Reserves
Surplus Grants Total
Kshs. Kshs. Kshs.
Balance as at 30th June 2016 4,832,417,972 258,061,269,046 262,900,687,018
Surplus for the period 4,951,999,476 - 4,951,999,476
Government Grants ©61,336,420,934 61,336,420,934
Balance as at 30th June 2017 9,791,417,448 319,397,689,980 329,189,107,428

1,520,540,323

Surplus for the period
Government Grants
Transfers to Accumulated Surplus -

37,158,335,135

1,520,540,323
37,158,335,135

Balance as at 30th June 2018 11,311,957,771

356,556,025,115

367,867,982,886
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KENYA NATIONAL HIGHWAYS AUTHORITY

Reports and Financial Statements for the year ended 30" Jine 2018

XV.STATEMENT OF CASH FLOWS
For the year ended 30 June 2018

Note

Cash and cash equivalents at the beginning 23

of the year

Cash flows from operating activities

Receipts

Road maintenance contributions 5

Fines, penalties and levies 6

Transfers from other governments—recurrent 7

expenditure

Rental revenue : 8

Other gains ' 18-21

Other income 10

Payments _

Road Maintenance and Axle Load expenses 11

Employees Costs ‘ 12

Board Expenses : 13

Repairs & Maintenance 15

General Expenses 16

Transfers from other governments — recurrent 7
- expenditure

Finance cost ‘ ‘ 17

Provision for doubtful debts 19

Taxation _ 22

Net cash flows from operating activities

Cash flows from investing activities

Purchase of property, plant, equipment and
intangible assets

Proceeds from sale of property plant and
equipment

(Increase)/ Decrease in trade payables

(Decrease)/increase in exchange receivables

(Decrease)/increase in non-exchange
receivables
Decrease/(increase) in inventory

4]

Current Year
Kshs.

11,732,046,105

19,464,127,999
521,247,647

369,339,721

1,211,500
(12,954,144)
50,714,121
20,393,686,844

16,630,870,822
1,360,698,939
48,751,858
89,134,282
494,501,010

369,339,721

2,967,652

15,000,000
230,279,690

19,241,543,974
1,152,142,870

(56,954,151,940)
4,576,298
18,839,693,299
(3,750,296,272)

(55,814,007)
721,905

Actual Audited

Prior Year
Kshs.

10,394,535,104

17,645,828,000
570,361,054

649,619,565

1,076,000
(1,179,096, -
70,622,629 (°

18,936,328,152

11,754,089,545
1,259,945,483
71,673,144
89,055,490
383,168,270

649,619,565

3,169,528
4,923,265

14,210,721,02%
4,725,607,127"

(50,403,370,606)

1,005,636,694
(5,580,307,548)

(10,186.322,953)
(77,097)



KENYA NATIONAL HIGHWAYS AUTHORITY
Reports and Financial Statements for the year ended 30" June 2018

Note Actual Audited
Current Year Prior Year
Kshs. Kshs.
Decrease/(increase) in payments received in 42,119,835 (4,279,851)
advance
Net cash flows used in investing activities (41,873,150,882) (65,168,723,361)
Cash flows from financing activities
Proceeds from borrowings 37,158,335,135 61,336,420,934
Interest Income 9 580,952,999 444 204,301
Net cash flows used in financing activities 37,739,288,_134 61,780,625,235
Net.mcrease/(decrease) in cash and cash (2,981,719,878) 1,337,511,001
equivalents
Cash and cash equivalents at'end of the year 23 8,750,326,227 11,732,046,105

(IPSAS 2 allows an entity to present the cash flow statement using the direct or indirect method but
encourages the direct method. PSASB also recommends the use of direct method of cash flow preparation. The
above Statement of Cash Flows is prepared using the direct method.) -
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KENYA NATIONAL HIGHWAYS AUTHORITY

Report and Financial Statements for the year ended 30" June 2018

NOTES ON MATERIAL VARIANCES BETWEEN BUDGETED & ACTUAL
AMOUNTS.

Budget notes :
1. Provide explanation of differences benveen actual and budgeted amounts (10% over/

under) IPSAS 24.14

2. Provide an explanation of changes between original and final budget ndicating whether
the difference is due to reallocations or other causes. (IPSAS 24.29)

3. Where the fotal of actual on comparable basis does not tie to the statement of financial
performance totals due to differences in accounting basis (budgel is cash basis; statement of
Jinancial performance is accrual) provide a réconciliation.

a) Road Maintenance Contributions
The variance was as a result of budget that was unutilised in the financial year. These

funds will be rolled over as carry over budget upon approval of the carry overs iii the FY
2018/2019

b) Fines, Penalties & Levies
The income from weighbridges was substantially above budget. Most of the income was

overload fees and exemption permits. The Authority continued to sensitize transporters on
the need to acquire the necessary exemption permits.

¢) Finance Income
The favourable variance was as a result of increased interest mainly from the call deposit

investments. The Authority endeavoured to negotiate the best rates in the market despite
the interest rate capping. These rates ranged 9-12% ‘

d) Other Income
The performance of these incomes was above the budgeted amount in the year due to the

income realised from liquidated damages from road projects including Mbita causeway,
Saba saba-Malindi, Kisumu-Busia and Thika-Kithimani.

e¢) Road Maintenance & Axle Load Expenses
The variance was as a result of slow uptake and delayed procurement of works.

f) Compensation of Employees
The variance is mainly due to the fact that the Authority operates below the approved staff
compliment which was factored in the budget estimates. However recruitment process is
underway to fill the key vacancies in the approved compliment. In addition, the variance
was also contributed by phased implementation of the new structure upon recategorization
from PC3A to PCA7A1 in October, 2016, non-payment of arrears as budgeted, and the
fact that most employees were placed at entry level in the new structure.

g) Finance Costs
The Authority closed down the equity bank accounts at the regions offices bringing down

the finance costs

) Board Expenses
Board activities took place within the financial year as planned. Two directors who had
served two full terms retired in June, 2017; one was replaced in September, 2017 while the

other one is yet to be replaced

i) Repairs & Renewals -
Repairs and maintenance activities were undertaken within the year as planned. The

Authority strived to keep the costs to minimum

T|Fwas



KENYA NATIONAL HIGHWAYS AUTHORITY

Report and Financial Statements for the year ended 30" June 2018

j) . Depreciation
The depreciation charge is a non-cash item not budgeted for. These emanate to Capital
items that are budgeted for in the operations budget but posted in the Statement of
Financial position as per the accrual basis of accounting when bought with only
depreciation appearing in the Statement of Financial performance.

k) General Expenses
The Authority strived to keep the costs to minimum by entering into framework contracts.

) Loss on foreign exchange transactions
This relates to payments on invoices denominated in currencies.

m) Gain on foreign currency translations
The gain was as a result of the closing rate used for translation of bank balances at the

reporting date.

n) Changes between Original and Final budget.
The changes between original and final budget were as a result of revision of the budget
within the Financial Year and inclusion of the approved carry over budget from Financial
Year 2016-2017 '

8 l Faoae



KENYA NATIONAL HIGHWAYS AUTHORITY
Report and Financial Statements for the year ended 30" June 2018
NOTES TO THE FINANCIAL STATEMENTS (Continued)

XVIL. NOTES TO THE FINANCIAL STATEMENTS
1. GENERAL INFORMATION

The Authority is established by and derives its authority and accountability from Kenya Roads
Act, 2007. The Authority is wholly owned by the Government of Kenya and is domiciled in
Kenya. The entity’s principal activity is the management, development, rehabilitation and
maintenance of national roads -

2. STATEMENT OF COMPLIANCE AND BASIS OF PREPARATION

The Authority s financial statements have been prepared in accordance with and comply with
International Public Sector Accounting Standards (IPSAS). The financial statements are
presented in Kenya shillings, which is the functional and reporting currency of the entity. The.
accounting policies have been consistently applied to all the years presented.

The financial statements have been prepared on the basis of historical cost, unless stated
otherwise. The cash flow statement is prepared using the direct method. The financial statements

are prepared on accrual basis.

3. ADOPTION OF NEW AND REVISED STANDARDS

i.  Relevant new standards and amendments to published standards effective for the year
ended 30th June 2018

Standard Impact

IPSAS 33: First| (Effective for annual periods beginning on or January 1, 2017)

time adoption of | In January 2015, the IPSASB published IPSAS 33, First-time Adoption of
Accrual Basis | Accrual Basis IPSASs. IPSAS 33 grants transitional exemptions to entities
IPSAS adopting accrual basis IPSASs for the first time, providing a major tool to help

entities along their journey to implement IPSASs. It allows first-time adopters
three years to recognize specified assets and liabilities. This provision aliows
sufficient time to develop reliable models for recognizing and measuring
assets and liabilities during the transition period.

The Authority adopted IPSAS in the year ended 30 June 2014 and therefore
provisions of first time adoption of accrual basis does not apply to the entity.

IPSAS 34: Separate

(Effective for annual periods beginning on or January 1, 2017)

Financial In January 2015, the IPSASB published IPSAS 34, Separate Financial
Statements Statements. IPSAS 34 prescribes the accounting and disclosure requirements
for investments in controlled entities, joint ventures and associates when an
entity prepares separate financial statements.
The Authority does nol have any subsidiaries, joint ventures or investments
and therefore the standard does not apply
IPSAS 35: | Effective for annual periods beginning on or January 1, 2017)
Consolidated In January 2015, the IPSASB published IPSAS 35, Consolidated Financial
Financial Statements. IPSAS 35 establishes principles for the preparation and disclosure

Statements

of consolidated financial statements when an entity controls one or more
entities. It requires an entity that controls one or more other entities to assess
control over those entities based on the following:

- Its power over the other entity




KENYA NATIONAL HIGHWAYS AUTHORITY
Report and Financial Statements for the year ended 30" June 2018
NOTES TO THE FINANCIAL STATEMENTS (Continued)

Standard

Impact

- Its exposure or rights to variable benefits from involvement w1th the
other entity
- Its ability to control the nature, timing and amount of benefits from the
other entity.
Once control is assessed the controlling entity is supposed to prepare
consolidated financial statements unless it meets all the criteria under section 5
of IPSAS 35.
The Authority does not have any subsidiaries, joint ventures or mve.s!mem.s
and therefore the standard does not apply.

IPSAS 36:
Investments in
Associates and Joint
Ventures

(Effective for annual periods beginning on or January 1, 2017)

In January 2015, the IPSASB published IPSAS 36, Investments in Associates
and Joint Ventures. The Standard prescribes for the accounting for investments
in associates and joint ventures and to set out requirements for the application
of the equity method when accounting for investments in associates and joint
ventures. The standard shall be applied by all entities with significant
influence over, or joint control of, an investee where the investment leads to
the holding of a quantifiable ownership interest.

The Authority does not have investments in associates or joint ventures/ the
entity holds investments in associates and joint ventures and the following is
the impact of application of the new standard IPSAS 36:

IPSAS 37: Joint

Arrangements

(Effective for annual periods beginning on or January 1, 2017)

In January 2015, the IPSASB published IPSAS 37, Joint Arrangements.
IPSAS 37 establishes principles for financial reporting by entities that have an
interest in arrangements that are controlled jointly.

The Authority does not have an interest in a joint arrangement and therefore
the standard does not apply.

38:
of
Other

IPSAS
Disclosure
Interests
Entities

in

(Effective for annual periods beginning on or January 1, 2017)

In January 2015, the IPSASB published IPSAS 38, Disclosure of Interests in
Other Entities. IPSAS 38 requires an entity to disclose information that
enables users of its financial statements to evaluate the nature of and risks
associated with, its interests in controlled entities, joint arrangements and
associates, and structured entities that are not consolidated; and the effects of
those interests on its financial position, financial performance and cash flows.
The Authority does not have an interest in other entities and therefore the
standard does not apply.

il.

New and amended standards and interpretations in issue but not yet effective in the year

ended 30 June 2017

Standard Effective date and impact:

IPSAS 39: | Applicable: 1* Januaiy 2018

Employee The objective to issue IPSAS 39 was to create convergence to changes in IAS [9
Benefits Employee benefits. The IPSASB needed to create convergence of IPSAS 25 to

the amendments done to IAS 19. The main objective is to ensure accurate
information relating to pension liabilities arising from the defined benefit scheme
by doing away with the corridor approach.

1017 =
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KENYA NATIONAL HIGHWAYS AUTHORITY

Reportand Financial Stalements for the year ended 30" June 2018 )

NOTES TO THE FINANCIAL STATEMENTS (Continued)

Standard Lffective date and impact:

IPSAS 40: | Appli¢able: 1° January 2019:

Public Sector | The standard covers public sector combinations arising from exchange

Combinations transactions in which case they are treated similarly with IFRS 3(applicable to
acquisitions only) Business combinations and combinations arising from non-
exchange transactions which are covered purely under Public Sector
combinations as amalgamations.

iii. Early adoption of standards
The entity did not early — adopt any new or amended standards in year 2018.

4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a) Revenue recognition
i) Revenue from non-exchange transactions

Fines, penalties & Levies
The Authority recognizes revenues from fees, taxes and fines when the event occurs and the asset

recognition criteria is met. To the extent that there is a related condition attached, that would give rise
to a liability to repay the amount, deferred income is recognized instead of revenue. Other non-
exchange revenues are recognized when it is probable that the future economic benefits or service
potential associated with the asset will flow to the Authority and the fair value of the asset can be

measured reliably.

Transfers from other government entitics

Revenues from non-exchange transactions with other government entities are measured at fair value
and recognized on obtaining control of the asset (cash, goods, services and property) if the transfer is
free from conditions and it is probabie that the economic benefits or service potential related to the
asset will flow to the Authority and can be measured reliably.

ii) Revenue from exchange transactions

a) Interest and other incomes
Interest income is accrued using the effective yield method. The effective yield discounts estimated

future cash receipts through the expected life of the financial asset to that asset’s net carrying
amount. The method applies this yield to the principal outstanding to determine interest income each

period.

Other income relates to incomes that arise from miscellancous activities that are not primarily aimed
at raising revenue.

b) Budget information
The annual budget is prepared on the accrual basis where all planned costs and income are presented

in a single statement to determine the needs of the Authority. As a result of the adoption of the
accrual basis for budgeting purposes, there is no basis for timing differences on the Authority that _
would require reconciliation between the actual comparabie amounts and the amounts presented as a
separate additional financial statement in the statement of comparison of budget and actual amounts.

c) Property, plant and equipment

]
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KENYA NATIONAL HIGHWAYS AUTHORITY .
Report and Financial Statements for the year ended 30" June 2018

NOTES TO THE FINANCIAL STATEMENTS (Continued)

N

>

A
>

All property, plant and equipment are stated at cost less accumulated depreciation an
impairment losses. Cost includes expenditure that is directly attributable to the acquisition
of the items. When significant parts of property, plant and equipment are required to be
replaced at intervals, the Authority recognizes such parts as individual assets with specific
useful lives and depreciates them accordingly. Likewise, when a major inspection is
performed, its cost is recognized in the carrying amount of the plant and equipment as a
replacement if the recognition criteria are satisfied. All other repair and maintenance costs
are recognized in surplus or deficit as incurred. Where an asset is acquired in a non-
exchange transaction for nil or nominal consideration the asset is initially measured at its
fair value. '

Depreciation is calculated on straight line basis at annual rates estimated to write off the cost
of the Asset qver expected useful lives.

The annual depreciation rates in use are: -

()
0)
(ii)
(iii)
(iv)
)
(vi)

>

Computer Equipment & Accessories 33.3%
ICT Infrastructure and Telephony 33.3%
Motor Vehicles 25.0%
Office Equipment and Furniture 12.5%
Office Partitioning and fixtures 16.7%
Plant & Machinery 10.0%
Buildings ' - - ' 2.5%

An item of property and equipment is de-recognised upon disposal. Any gain or losses on

de-recognition of the asset is included in the Statement of Financial Performance in the year
the asset is de-recognised.

> There are no restrictions on property, plant and equipment
» Contractual commitments for the acquisition of property, plant & equipment in the FY
2017/2018 amounted to Kshs. 171,744,638,958.97 [2016/2017 Kshs.82,664,568,739]
» There was no compensation from third parties for impaired, lost or given up items of PPE
>  Assets that cost Kshs. 458m and Kshs. 372m were fully depreciated as at 30.06.2018 and
30.06.2017 respectively
d) Leases

Operating leases are leases that do not transfer substantially all the risks and benefits incidental to
ownership of the leased item to the Authority. Operating lease payments are recognized as an
operating expense in surplus or deficit on a straight-line basis over the lease term.

Non-cancellable operating lease rentals are payable as follows;

2018 2017
Kshs Kshs
Not Later than one year 82,927,530 60,929,903
Later than one year and not later than three years 168,964,842 111,338,776

251,892,372 172,268,679

The Authority leased head office premises under two operating lease. The leases typically run for 6
years with an option for renewal upon expiry on 30 November, 2017 and 30 March 2019

respectively.

127 ae
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KENYA NATIONAL HIGHWAYS AUTHORITY
Report and Financial Statements Jor the year ended 30™ June 2018
NOTES TO THE FINANCIAL STATEMENTS (Continued)

Lease payments are increased according to the contract stipulations. The Board does not have an
option to purchase the leased asset at the expiry of the Icase period. There are no contingent rents
recognised in the statement of financial performance.

e) Intangible assets :

Intangible assets acquired separately are initially recognized at cost. The cost of intangible assets
acquired in a non-exchange transaction is their fair value at the date of the exchange. Following
initial recognition, intangible assets are carried at. Internally generated intangible assets, excluding
capitalized development costs, are not capitalized and expenditure is reflected in surplus or deficit in
the period in which the expenditure is incurred. The only intangible assets in the Authority’s books of
accounts are computer software.

The useful life of these intangible assets is assessed as indefinite.

f) Research and development costs
The Authority expenses research costs as incuired.

@) Financial instruments
Financial Assets

Initial recognition and measurement
Financial assets within the scope of IPSAS 29 Financial Instruments: Recognition and Measurement

are classified as financial assets at fair value through surplus or deficit, loans and receivables, held-
to-maturity investments or available-for-sale financial assets, as appropriate. The Authority
determines the classification of its financial assets at initial recognition.

Impairment of financial assets
The Authority assesses at each reporting date whether there is objective evidence that a financial

asset is impaired. A financial asset is deemed to be impaired if, and only if, there is objective
evidence of impairment as a result of one or more events that has occurred after the initial
recognition of the asset (an incurred ‘loss event’) and that loss event has an impact on the estimated
future cash flows of the financial asset can be reliably estimated. Evidence of impairment may
include the following indicators:

The debtors of the Authority are experiencing significant financial difficulty

Default or delinquency in interest or principal payments

The probability that debtors will enter bankruptcy or other financial reorganization
Observable data indicates a measurable decrease in estimated future cash flows (e.g. changes
in arrears or economic conditions that correlate with defaults)

VvV VY

Iy Financial liabilities
Initial recognition and measurement
Financial liabilities within the scope of IPSAS 29 are classified as financial liabilities at fair value

through surplus or deficit or loans and borrowings, as appropriate. The Authority determines the
classification of its financial liabilities at initial recognition.

All financial liabilities are recognized initially at fair value and, in the case of loans and borrowings,
plus directly attributable transactiori costs.

Loans and borrowing
After initial recognition, interest bearing loans and borrowings are subsequently measured at

amortized cost using the effective interest method. Gains and losses are recognized in surplus or
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deficit when the liabilities are derecognized as well as through the effective interest method

amortization process.
Amoitized cost is calculated by taking into account any discount or premium on acquisition and fees
or costs that are an integral part of the effective interest rate.

i) Financial Risk Management

The Authority has initiated and facilitated the process that will see the enhancement of risk
management. The Authority has an integrated risk management framework/strategy. The Authority’s
approach to risk management is based on risk governance structures, risk management policies, risk
identification, measurement, monitoring and reporting. The risk management policies and systems
are reviewed regularly to ensure they are in tandem with the micro and macro environment,
regulatory guidelines, industry practice, market conditions as well as the services offered.

The following risks arise in regard to financial instruments such as payables, receivables and cash
and cash equivalents held by the Authority; :

a) Liquidity Risk

Liquidity risk is the risk that the Authority will not have sufficient financial resources to meet its
obligations when they fall due or will have to do so at excessive costs. This risk can arise from
mismatches in the timing of cash flows from revenue and capital/ operational outflows, assets and
liabilities according to their maturity profiles and can occur where cash flow streams have been
discontinued, etc. Funding risk arises when the necessary liquidity to fund illiquid asset positions
cannot be met at expected terms and when required.

The objective of the liquidity and funding management is to ensure that all foreseeable operational,
capital and loan commitment expenditure can be met under both normal and stressed conditions and
the mismatch is controlled in line with allowable risk levels.

Below are the undiscounted cash flows on the Authority's financial assets and liabilities on the
earliest possible contractual/maturity date. The liquidity ratio is 0.90 (F¥ 2016/2017: 1.50)

Note 2017-2018 2016-2017
Kshs Kshs
Financial Assets )
Cash and cash equivalents 23 8,750,326,227 11,732,046,105
Receivables from non- exchange transactions 24 18,486,568,238 18,430,754,231
Receivables from exchange transactions 25 13,604,169,625 9,853,873,353
Total financial assets 40,841,064,090 40,016,673,689
Financial Liabilities
Trade other payables from exchange transactions 29 45,306,993,242 26,550,595,252
Refundable deposits from customers 30 150,505,960 67,210,651
Total financial liabilities 45,457,499,202 26,617,805,203
NET LIQUIDITY (4,616,435,112) 13,398,867,786
LIQUIDITY RATIO 0.90 1.50

The primary sources of revenue for the Authority are receipts from fuel levy fund and government

exchequer. Other sources include fines and penalties as approved by the subsidiary legislation

through legal notice no 86 of 2013.
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b) Market Risk

Market risk is the risk that the fair value of future cash flows of financial instruments will fluctuate
because of changes in foreign exchange rates, prices and interest rates. The objective of market risk
management policy is to protect and enhance the Statements of Financial Position and performance
by managing and controlling market risk exposures within acceptable parameters, and to optimize the
funding of business operations and facilitate capital expansion. The Authority is exposed to the

following market risks: -
(i) Currency Risk

Currency risk. arises primarily from purchasing imported goods and services from overseas or
indirectly via local supplies. The currency risk is minimal as cash and cash equivalents held with
banks are dominated in Kenya Shillings and there are minimal dealings in foreign currency.

(ii) Interest Rate Risk

The Authority is exposed to various risks associated with effects of fluctuations in the prevailing
levels of market interest rates on its financial position and cash flows. Interest margin may increase
as a result of such changes but may reduce losses in the event that unexpected movement arises.

The Authority closely monitors interest rate movements and seeks to limit its exposure by managing
the interest rate and maturity structure of assets and liabilities on the statement of financial position.
The interest rates on call deposits held in financial institutions are fixed and agreed upon on monthly
basis. The managem<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>