






































































































































































































































































































































































































































































































































































































































































































































































































































Committee Observation and Recommendation

895. The Committee observed that the Company contributed to the Power Tariff
Reduction by making a direct payment of Kes. 2,954,106,816 to KPLC in June
2023, with a further Kes. 545,893,184 settled via a tariff adjustment. Therefore,
the matter stands resolved.

5.0. Work in Progress — Feasibility Studies

896. The statement of financial position reflects work in progress balance of
Kes.57,071,097,000 which, as disclosed in Note 15(a) to the financial statements
Report of the Auditor-General on Kenya Electricity Generating Company PLC
for the year ended 30 June, 2022 7 includes an expenditure of Kes.623,495,100
in respect of feasibility studies. However, eight (8] feasibility studies at a total
cost of Kes.377,999,568 were conducted between five (5) to ten (10) years ago
and were yet to be implemented as capital projects. Management has not
explained the reason for delay in implementation of the projects. In the
circumstances, the Company has not obtained value for money on
expenditure of Kes.377,999,568 incurred on feasibility studies.

Management Response

897. The management of KenGen had instituted measures to fast-track
implementation of projects that are deemed viable from the feasibility studies.
Feasibility studies are a global international practice for financier funded
projects to assess viability of a project. The National Treasury through Public
Investment Management [PIM) 2022, states that all mega projects must be
accompanied by a feasibility study before approval for implementation. The
feasibility studies are done for the projects in the approved Least Cost Power

Development-Plan—{LCPDP}Theprocurement-approach—forfeasibility—study—

consultant varies depending on the source of funding for each feasibility study:

e Donor-Funded Studies: Consultanis were procured in accordance with the
respective donor's procurement guidelines and procedures, as stipulated in
the financing agreements. These typically emphasize competitive
international bidding and strict eligibility and evaluation criteria to ensure
transparency and value for money.

e Internally Funded Studies: For studies financed using internal resources,
consultants were procured in line with the provisions of the PPADA and
regulations. This ensures compliance with national procurement standards,
including open and competitive tendering, fairness, and accountability.
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898.

Feasibility studies often precede land acquisition to assess viability and
secure interest from financiers. Delays in land acquisition are a known risk factor
— —and KenGen has been taking a proactive approach to engage landowner
very early in the process. Land acquisition typically follows confimation of
project viability and determination of size requirements. Below is a summary
with a status update on the feasibility studies.

Table 1: Status update of the feasibility studies.

No.

Project

Marsabit | ¢

Wind Project

Details of Project

éaﬁ-ﬁrﬁaﬁr’i of a
100 MW Marsabit
Wind project

Year | Amount under | Management
Started | review (Kes.) | Response
2020 27,933,266.77 | The amount relate

to feasibility study fc
construction of
1000MW  Marsak
Wind Farm fo b
implemented i
phases. This stuc
was finance
through a technice
grant from th
Agence  Francais
de Deéveloppemer
[AFD). Th
consultant WC
procured directly k
AFD, the financin
agency, th
confract attache
(Appendix 3 d).
Feasibility stuc
commenced in 20z
' and was complete
lin July 2023 E
| SOFRECO

| consultant. Th
| confract price wc
| Euro 642,989. Lan
| acquisition s |
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i

No. | Project

i
|
i
1

i
1
i
1]

Details of Project

Year
' started | review (Kes.) |

' Amount under Management

Response

7 Forks Solar | Development of a
| 42.5MW grid

PV
Plant

connected Solar

Plant. Evacuation
will  be  through

39,724,603.11 |

progress.
Environmental ar
Social Impa
assessment  studi
are ongoing.

 The Terms
Reference (ToR) a
given in .
In the Least C
Power Developme
Plan (LCPDP) 202
2042, the project
listed with
Commercial

. Operational Da
' (CoDb) 2028 f
' phase |, 200MW.

The study was fu
funded through

grant  from it
United States Trac
and Developme

existing 132kVY Agency. ,TH
kemburg-Masinga consulant— K&
transmission line. A | Advisors Wi

three breaker 132
kV loop-in, loop-out
switching station will
be consfructed.

procured by USTC
at a contract pric
of USD 990,000 ar
'the  contract

| aftached. |

| The feasibility stuc
commenced in 20
and was complete
| in 2018.
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No. | Project Details of Project t Year Amount under | Management
: Started | review (Kes.) | Response
—1 - The —  propose
! project hc
undergone th
requisite  approva
from MOEP and th
National Treasury.
Due diligence on th
feasibility study hc
been completed k&
the Project Financie
! Agence  Francais
': de Développemen
(AFD).
The project hc
received cabine
approval. The load
agreement hc
been signe
between KenGe
and AFD.
i Procurement fe
i ' Consultancy
'; Services/ owne
, engineer is i
| progress.

3 Meru  Wind | Construction of a| 2012 119,044,040.22 | The project wc
Phase || 80OMW Wind Farm funded through a
Feasibility gwifh the Evacuation AFD grant. KenGe
studly | Infrastructure to conducted th

Isiolo Substation procurement
_ process i
, accordance wit
| AFD guideline
obtaining a N
________ - L | Objection from AF
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Project Details of Project Year | Amount under  Management

: ' Started | review (Kes.) | Response _

| | "at each stage. Tk
‘ | consultancy

| | | confract Wi
i  awarded
Grontmij/Carl B
' A/S - Denmark at
- contract price

| Euros 467,450.

i The stuc
commenced
February  2011ar
; | was completed

| P July 2012

:_ Project delayed du
; to land acquisitic
challenges;

! however, lar
adjudication
ongoing and onc
| this is completed tr
project will move -
implementation

stage.
Assessment Construction of a 2017 20,005,303.57 | Terms of Referenc
on the 10MW  Wind Farm | for acquisition of tF
| performance | with the Evacuation | consultant i
of Ngong || Infrastructure to conduct tr
' Phase 3 Kimuka Substation : feasibility study wel
developed.

A site visit with KF
was conducted
December 2023.

iln a letter f:_igfe
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No. | Project ' Details of Project  Year | Amount under | Management
- Started | review (Kes.) | Response
B R i Cctober 2023, KCA
requested for th
relocation/

decommissioning ¢
existing turbines an
no furthe
development on th
proposed 10MW sit
due to frequenc
interference wit
their navigatio
equipment locate
near the site.

Karura Hydro
Power Plant

Construction of a
90MW Hydro power
plant and reservoir
with the Evacuation
through  breaking
the

Kiambere/Kamburu/
Rabai 220kV line
and leading both

ends to Karura on a |

Double Circuit line,
and the installation
of a 220kV outdoor
single  bus-  bar
system at Karura.

2014

163,428,143.04

The cbnsuliani fe

this study WC
procured internal
and contrac

awarded to Norke
Engineers at a co
of Euro 262,008 an

Kes 18,951,848.00
The contract
attached.

The stuc

commenced in 201
and was complete

in  2015. Howeve
due to delays |
project
implementation an
changing
social/environment
contexts, update
are necessar
Karura Hydr
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No. Project

' Details of Project

' Year

Amount under |
review (Kes.)

Management

Response

optimization
of

4 Prefeosibﬁﬁ- 3
study on the

existing

Started

| ESIA fo
| Resettlement Actic

update
inform

requires

Plan.

The proje
preparation f
implementation is
in progress after
approval ar
support by MO

' was granted as p

' the attached letter
| Procurement of
' Consultant

i to

update ESIA studi
infor
Resetftlement Actic
Plan is in progress.

“F're-fec:sibili’ry Stuady

Mar-18

4,447,722.57

The pre-feasibil
study was funde
through a technic
grant. The consulta

Plants

of Pumped
Storage

| Hydro

Kenya

Hydropower

&

Development |

in |

| financing
| The

WS pProcuye
directly by AFD, tt
agenc

stuc
commenced in 20
and was complete
in 2019. The stuc
was carried out EDI
The full feasitili
study v
commence  onc
the National Treasu
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1058 meter uboveé

sea level to increase |

the energy storage
capacity by 81GWh
per year.

No. | Project ' Details of Project | Year Amount under Management
| | Started | review (Kes.) | Response
— — " approves grar—
! | financing from AfD.
7 |Raising  of [Raising of the 2018 |3,416488.39 |This study wc
Masinga | Masinga from 1056.5 | financed through a
Dam | to AFD technical gran

which also include
the procurement «
the consultant. Th
contract attached.

The confract wc
awarded to ISL at
cost of NOK1,753,0E
and USD 159,28
The stuc
commenced in 20C
and was complete
in 200
Predevelopment
Admin Costs funde
by KenGen.

The feasibility stuc
for raising Masing
dam by 1.5 Mete

to 1058 Mete
above sea level he
been complete
and projec
implementation
approval is
progress.
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No.  Project Details of Project Year | Amount under Management
£ | Started | review (Kes.) | Response

8 | Feasbilty | Rehabiltation  of | 2014 ' The consultant  f
' study for | existing power | Cthis  study  w
| rehabilitation | plant. Existing | procured interna
of Olkaria 1 - | evacuation. ! by KenGen in lir
45MW with publ

procurement

| regulations

contract attached.

The study  ww
conducted k
' Power Engineers In
|-~ US at a cost of US
| 495,098.00 (Exclusiy
' of local toxes) ar
| local tax
| estimated at  US
87.,4250. The stuc
commenced
January 2014 ar
was completed
September 2014.
The Feasibility stuc
confirmed viability «

Olkaria —
| Rehabilitafion, 1
'basis of which
| procurement of ¢
| EFC  Contract  he

| been negofiate
and initialed.
Procurement of EP
contractor
completed, ar

| works are current

| ongoing ¢
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No. | Project Details of Project ' Year | Amount under Management

. Started revi._e_-w {_Ige_.-_s_.:_} ' Response
— o ! ! scheduled.

899. The Accounting Officer informed the Committee that projects are initiated
based on their readiness, financing, MOEP approval and directives, and priority
in the LCPDP. The Term of References (ToRs) define the purpose, structure and
deliverables of the Project. The amount under review in the table above gives
the detailed schedule oullining the projects and their costs. The Cost of
Olkarial Rehabilitation was excluded since project is under construction and
the costs has been fransferred to the project.

Committee Observation
900. The Committee observed that the projects had been implemented and
most of them were work-in-progress.

Committee Recommendations
201. The Committee recommends that the matter remains unresolved because
the projects are yet to be completed.

6.0 Non-Compliance with Recruitment Policies and Procedures

902. Review of human resource records indicated that the Company had
recruited a total of ten (10) employees during the financial year 2020/2021. Out
of the ten newly recruited employees, four were graduate engineers, whose
recruitment process commenced in the financial year 2020/2021. Review of the
sourcing and selection process revealed that the shortlisted candidates were
sourced from the human resource database instead of job advertisement as
prescribed in the Human Resource Policies and Procedures. Further, a total of
twenty-eight (28) graduate engineers were sourced in a similar manner in the
financial year under review. Failure to advertise for the positions not only
confravenes the provisions of the Company's Human Resource Policies and
Procedures, but also violates the values and principles of public service as
outlined in Article 232(1) of the Constitution, which include affording adequate
and equal opportunities for appointment at all levels of the public service. In
the circumstances, Management was in breach of the law.
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Management Response

903. KenGen was contfracted to carry out a driling labour contract in Ethiopia
and Djibouti, the contfract demanded immediate mobilisation of our staff to the
project site. This required urgent recruitment of specialised engineers for the
assignment. The contract stipulated strict timelines which had to be met, failure
to which, the company would be in breach of the contract thereby not fulfilling
its performance obligation that could have led to cancellation or reputational
damage of the company. Due to the urgency of the exercise, management
opted to shortlist candidates from its HR database to ensure there is no gap in
executing operations within Driling and Operations Departments.

904. In regard to the recruitment of four (4) graduate engineers, thirty-five *
candidates were interviewed for Electrical Engineer (12) and Mechanical
Engineer (23). Out of the twelve (12) Electrical Engineers interviewed, four (4)
were selected, similarly out of the twenty-three mechanical engineers
interviewed, six (6) were selected as graduate Engineers. In regard to the
recruitment of twenty-eight (28) graduate Engineers, ninety-five (25)
candidates were interviewed. The composition was Electrical Engineer (50) and
Mechanical Engineer (45). Out of the 50 Electrical Engineers interviewed,
sevenfeen (17) were selected, similarly out of the forty-five (45) mechanical
interviewed, eleven (11) were selected as Graduate Engineers.

905. Our internal policy and procedure document specifically Ref:
CRP/HRA/HRS/OF/2a dated 1st July 2020 guided in clause V as follows “The
sourcing of candidates may be done through a job advertisement or the
Human Resource Database’'. After sourcing the candidates from the HR

catabase—duerecruitment—process —was folltowed—and—onboarding —of —the
candidates was done by conducting a verification of the certificates and
medical checkups. KenGen continues to comply with its Human Resources and
Administration policies and procedures, and currently all positions are now
advertfised internally for career growth of employees or externally for new
positions in case of lack of internal capacity.

List of thirty-eight (38) employees

Summary (County) Summary (Ethnicity) Summary (Gender

County No. Ethnicity No. Gender | No.

Embu 1 Kalenjin 5 Female |14
.Homa Bay 3 Kamba 4 Male 24
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Kajiado

Kenyan Arab

| Total

38

Kakamega

Kikuyu

Kericho

Kisii

Kiambu

Luhya

Kisii

Luo

Kisumu

Maasai

Machakos

Meru

Makueni

Samburu

Meru

Mombasa

Murang'a

MNairobi

Nakuru

Nandi

Marok

Nyamira

Nyandarua

Nyeri

Samburu

Uasin Gishu

Vihiga

P R = | = | = =M= M =] =] =] = 3] —] —

Total

)
o

Total

38

Committee Observation and Recommendation

906. The Committee observed that the Company had applied its Human
Resources Policies and Procedures, 4(b) which allows for recruitment of
employees either through its database or competitive sourcing; hence the
matter stands resoclved.

FINANCIAL YEAR 2022/2023

The Auditor-General issued a quadlified audit opinion on the grounds highlighted
below.

264



Emphasis of matter

7.0 Financial Assets Held at Amortised Cost-Contract Asset

907. | draw attentfion to Note 18 (d) to the financial statements which discloses
contfract asset held at amortised cost amounting to Kes.5,347,560,000 relating
to the Clkaria IV and | AU substation. The construction of the assets was done
by the Company and completed in the year 2015. The asset has been utilized
by Kenya Electricity Transmission Company Limited [(KETRACO) since
completion in the year 2015 for evacuation of power from Olkaria to the
National grid.

908. The asset construction and implementation agreement indicated that the
Company was to sign a novation agreement with KETRACO that would govern
the transfer of assets in fulfiment of obligations thereof. This was in line with the
Kenya Electricity Transmission Company Ltd mandate as outlined in Sessional
Paper No.4 of 2004, on Energy and Energy Act, 2016 to evacuate all power
generated in the country to the national grid. However, by the time of
conclusion of the audit, the novation agreement had not been signed even
though the operation of the substation had dlready been transferred to
KETRACO. There have been ongoing discussions for the National Treasury as per
letter referenced DGIPE/loans/84 dated 21 August, 2023 to take over the loan
in respect to this asset and facilitate full transfer of the asset to KETRACO. As at
the time of the audit the agreement with the National Treasury was yet to be
concluded.

Management Response :
— 989 —TFheNovatiomAgreement-retating-to-the-Otkariav-and-+Ad-Svbstation-was——
signed, and the National Treasury officially took over the associated loan as at
30th June 2024. Consequently, the Financial Asset Held at Amortized Cost -
Contract Asset was extinguished in the financial statements for the year ended
30th June 2024.

Committee Observation and Recommendation

910. The Committee observed that the Novation Agreement had been signed,
and the assets were being managed by KETRACC and the loan being serviced
by both the National Treasury and KETRACO. As a result, the related financial
asset was extinguished in the financial statements of KENGEN for the year
ended 30th June 2024 hence the matter stands resolved.

265



8.0 Impairment of Property, Plant and Equipment

911, The statement of profit-or loss and other comprehensive income includes a
net impairment charge amounting to Kes.4,980,578,000, as recorded in the
other comprehensive loss, and Kes.899,760,000 recorded in profit or loss as
disclosed in Note 10(g). These amounts relate to provisions made for assets that
have been deemed as impaired by the Company. Included in these amounts
are Kes.1,899,235,000 and Kes.200,888,000 respectively, that represent full
impairment of Muhoroni power station. The Power Purchase Agreement (PPA)
for this plant expired in April, 2023 and is currently under negofiation for
extension. Evidence obtained during the audit indicated that the negotiations
are ongoing for an extension of the PPA for a period of two years, with a Report
of the Auditor-General on Kenya Electricity Generating Company PLC for the
year ended 30 June, 2023 2 Report of the Auditor-General on Kenya Electricity
Generating Company PLC for the year ended 30 June, 2023 3 clearance from
the Ministry of Energy as per letter referenced MOE/CON/1/69 dated 23 August,
2023. However, the effect of this potential extension has not been factored in
determining the level of impairment that has been recorded in the financial
statements as Management is of the opinion that the extension is uncertain
since the plant has been idle and off grid since April, 2023 to date.

Management Response

212. The impairment of the Muhoroni Power Station was based on the status of
the Power Purchase Agreement (PPA) which expired in April 2023. Although
negotiations for a one-and-a-half-year extension are ongoing and a clearance
has been obtained from the Ministry the extension had not been finalized as at
30th June 2023. Management therefore applied a prudent approach in
recognizing the impairment, which will be reassessed upon conclusion of the
PPA extension. However, the PPA renewal is at its final stages of approval and
once the extension is finalized, Management will reassess the impairment in line
with IFRS Accounting standards requirements.

Committee Observation and Recommendation

213. The Committee observed at the time of examination, that the Power
Purchase Agreement (PPA) had been renewed; therefore, the matter stands
resolved.
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Committee Observation and Recommendation

922. The Committee observed that the employee gratuity bank account
received funding in the 2021/2022 financial year and paid pending employee
gratuity hence the matter stands resolved.

FINANCIAL YEAR 2019/20

4.0 Budgetary Control and Performance

923. The statement of comparative budget and actual amounts reflects final
receipts budget and actual on comparable basis of Kes.903,224,500 and
Kes.207.,861,250 respectively resulling in an under-funding of Kes.4,636,791 or 5%
of the budget. Similarly, the Agency expended Kes.750,428,791 against an
approved budget of Kes.203,224,500 resulting in an under-expenditure of
Kes.152,795,709 or 17% of the budget. Although the Agency exceeded the
budgetfed receipts by 5%, the underperformance affected the planned
activities and may have impacted negatively on service delivery to the public.

Management Response

924. The Agency had planned and budgeted for the said acfivities in the
financial year. However, due to the effects of Covid-19 pandemic some of the
planned activities could not be implemented.

Committee Observation and Recommendation

925. The Committee observed that the budget shortfall resulted from the Parent
Ministry's failure to remit the allocated funds, which was beyond the limits of the
Accounting Officer. Therefore, the matter stands resolved.

—5.0Incomplete Fixed Assets Register

926. As disclosed in Note 14 to the financial statements, the statement of
financial position reflects property, plant, and equipment with a net book value
of Kes.50,388,458. However, the Agency did not maintain a complete register
of assets detailing cost and dates of acquisition, disposals, depreciation,
accumulated depreciation, location of the assets, tagging and officer
responsiole for each asset. In the circumstances, it has not been possible to
determine whether the Agency has effective mechanisms to safeguard ifs
assefs.
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Management Response

927. As noted in A [2) above, the Agency initially relied on a register managed
by the Human Resource & Administration Department fo support operational
oversight and physical asset control of assets together with the Sage
accounting system. However, after the Auditor raised the issue in FY 2018/9
management engaged a consultant to develop a live Asset register as per the
provision of IPSAS 17 and PFM regulations. The Register was developed and was
put in place in that year.

Committee Observation and Recommendation

928. The Committee observed that the Agency had developed «
comprehensive fixed asset register that was operational and regularly
updated. Therefore, the matter stands resolved.

4.0 Lack of Financial Expert in the Board of Directors

929. The Mwongozo Code of Governance for State Corporations outlines
governance principles on appointment of Directors to State Corporations. The
principles require at least one Board Member to be a financial expert, with
necessary qualifications and expertise in financial management or accounting
and in addition, be a bona fide member of a profession compliant with the
requirements of the profession’s membership. However, biodata of the
Agency’s Directors serving during the year under review, indicated that none
possessed financial management expertise as defined in the Mwongozo
principles. In the circumstances, the Board may not have the necessary
competency mix to form the required Board Committees especially the Board
Audit Committee.

Management Response

930. In the FY 2019/20, the Agency did not have a person with financial expertise
within the Board as observed by the Auditor. This matter had been noted by
the Board Audit Committee and was raised to the Full Board for action. The
same was remedied in FY 2021/2 after it had been raised with the relevant
authorities.
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Committee Observation and Recommendation

931. The Committee observed at the time of examination that the Board was
properly constituted with a financial expert appointed in the FY 2021/2022.
Therefore, the matter stands resolved.

FINANCIAL YEAR 2020/21

7.0 Property, Plant and equipment

732. The statement of the financial position reflects property, plant and
equipment net book value balance of Khs.56,376,746 which, as disclosed in
Note 15 fo the financial statements is net depreciation charge amounting to
Khs.11,594,359. However, review of computation on the depreciation charge
indicates that the Agency applied a different depreciation charge for motor
vehicles, office equipment computers and intangible assets which differed with
the rate prescribed in the depreciation Policy as summarized below: Asset
Classification Policy Rate % Financial Statements Reporting Rates % Motor
Vehicles 20 25 Office Equipment 17.5 12.5 Computers 30 33.33 Intangible Assets
- 10 In the circumstances, the accuracy of the property, plant and equipment
balance of Kes. 56,376,746 could not be confirmed.

Management Response

933. The Accounting Officer acknowledged the variances stating the variances
arose because, in the year under review, the Agency applied depreciation
raies prescribed under the Income Tax Act, rather than those prescribed in the
Agency's finance manual. This anomaly was rectified in FY 2021/22 through
review of the Agency's Financial Manual.

Committee Observation and Recommendation

?34. The Commifttee observed that the anomaly on the depreciation of assets
had been corected and the agency updated their financial manuadl.
Therefore, the matter stands resolved.

8.0 Unsupported Dormant Bank Account

935. The statement of the financial position reflects cash and cash equivalent
balance of Kes.222,346,051 which as disclosed in Note 13 to the financial
statements includes a balance of Kes.47,559 held in a local commercial bank
but has been dormant for a long time. However, bank cerlificate supporting
the balance was not provided for audit verification and the Agency continues
fo incur interest and ledger fee for the maintenance of the account and ought
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Management Response

927. As noted in A (2) above, the Agency initially relied on a register managed
by the Human Resource & Administration Department to support operational
oversight and physical asset contfrol of assets together with the Sage
accounting system. However, after the Auditor raised the issue in FY 2018/9
management engaged a consultant fo develop a live Asset register as per the
provision of IPSAS 17 and PFM regulations. The Register was developed and was
put in place in that year.

Committee Observation and Recommendation

928. The Committee observed that the Agency had developed a
comprehensive fixed asset register that was operational and regularly
updated. Therefore, the matter stands resolved.

6.0 Lack of Financial Expert in the Board of Directors

929. The Mwongozo Code of Governance for State Corporations outlines
governance principles on appointment of Directors to State Corporations. The
principles require at least one Board Member to be a financial expert, with
necessary qualifications and expertise in financial management or accounting
and in addition, be a bona fide member of a profession compliant with the
requirements of the profession’'s membership. However, biodata of the
Agency's Directors serving during the year under review, indicated that none
possessed financial management expertise as defined in the Mwongozo
principles. In the circumstances, the Board may not have the necessary
competency mix to form the required Board Committees especially the Board
Audit Committee.

Management Response

9230. Inthe FY 2019/20, the Agency did not have a person with financial expertise
within the Board as observed by the Auditor. This matter had been noted by
the Board Audit Committee and was raised to the Full Board for action. The
same was remedied in FY 2021/2 after it had been raised with the relevant
authorities.
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Committee Observation and Recommendation

931. The Committee observed at the time of examination that the Board was
properly constituted with a financial expert appointed in the FY 2021/2022.
Therefore, the matter stands resolved.

FINANCIAL YEAR 2020/21

7.0 Property, Plant and equipment

?32. The statement of the financial position reflects property, plant and
equipment net book value balance of Khs.56,376,746 which, as disclosed in
Notfe 15 fo the financial statements is net depreciation charge amounting to
Khs.11,594,359. However, review of computation on the depreciation charge
indicates that the Agency applied a different depreciation charge for motor
vehicles, office equipment computers and intangible assets which differed with
the rate prescribed in the depreciation Policy as summarized below: Asset
Classificafion Policy Rate % Financial Statements Reporfing Rates % Mofor
Vehicles 20 25 Office Equipment 17.5 12.5 Computers 30 33.33 Intangible Assets
- 10 In the circumstances, the accuracy of the property, plant and equipment
balance of Kes.56,376,746 could not be confirmed.

Management Response

933. The Accounting Officer acknowledged the variances stating the variances
arose because, in the year under review, the Agency applied depreciation
rates prescribed under the Income Tax Act, rather than those prescribed in the
Agency's finance manual. This anomaly was rectified in FY 2021/22 through
review of the Agency's Financial Manual.

Committee Observation and Recommendation

?34. The Commitiee observed that the anomaly on the depreciation of assefs
had been comected and the agency updated their financial manual.
Therefore, the matter stands resolved.

8.0 Unsupported Dormant Bank Account

935. The statement of the financial position reflects cash and cash equivalent
balance of Kes.222,346,051 which as disclosed in Note 13 to the financial
statements includes a balance of Kes.47,559 held in a local commercial bank
but has been dormant for a long time. However, bank certificate supporting
the balance was not provided for audit verification and the Agency continues
to incur interest and ledger fee for the maintenance of the account and ought
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to have been closed. In circumstances, the accuracy of the amount of
Kes.47,559 held in the dormant bank account could not be confirmed.
Management Response
936. The Accounting Officer informed the Committee that the dormant bank
account was closed through a Board Resolution passed on 20th July, 2023.

Committee Observation and Recommendation
937. The Committee observed at the time of examination that the bank account
was closed. Therefore, the matter stands resolved.

9.0 Unsupported Expenditures

938. The statement of financial performance reflects use of goods and services
balance of Kes.290,979.902 which as disclosed in Note 13 to the financial
statements includes an amount of Kes.83,057,357 spent on resource
development for the Nuclear Power Programme. The balance constfitutes an
expenditure amounting fo Kes.67,461,400 on assorted items which did not
relate to resource development activities and were not supported with
approval for reallocation of funds while amount of Kes.1,619.860 was incurred
on parficipation expenses which was not supported with details of the
participants. Management did not also provide evidence that the goods were
procured competitively as required by the Public Procurement and Asset
Disposal Act,2015. In the circumstances, the regularity of the expenditure of
Kes.67,461,400 could not be confirmed.

Management Response
239. The Accounting officer submitted as follows—
a) The figure of Kes.67.461,400 expended under resource development for the
NPP was budgeted as follows:
i] Supplementary Budget 1 of Kes.45,000,000
i) Supplementary Budget 2 of Kes.26,000,000
b) The procurement of the items under the head of resource development for
the NPP was through restricted tendering as allowed under section 102 of
the Public Procurement and Asset Disposal Act, 2015.

Committee Observation and Recommendation

940. The Committee observed that at the time of examination, the Accounting
Officer had provided documents fo support the unsupported expenditures.
Therefore, the matter stands resolved.
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10.0 Budgetary Control and Performance

941. The statement of comparison of budget and actual amounts for the year
ended 30 June 2021, reflects total budgeted receipts of Kes.949,494,208 against
actual receipts of Kes.941,495,529 resulting in a revenue shortfall of
Kes.8,001.321 or 1% of the approved budget. However, the statement reflects
final expenditure budget and actual on comparable basis of Kes.949,494,208
and Kes.779,212,058 respectively resulting in an under-expenditure of
Kes.170,282,150 or 18% of the approved budget. In the circumstances, the
Agency's activities may not have been implemented as per the approved
work plan and budget.

Management Response

942. The under-expenditure on goods and services was primarily attributable to
reduced operational activities resulting from Government-imposed COVID-19
restrictions. These restrictions limited the Agency's ability to fully implement its
planned programs and work plans during the vyear, thereby negatively
affecting budget absorption levels.

Committee Observation and Recommendation

943. The Committee observed at the time of examination that, the disruption by
the Covid-19 pandemic affected the roll out of planned activities; hence the
matter stands resolved.

11.0 Non-Preparation of Financial Statements for the Fund

744, As disclosed in Note 13(b] to the financial statements, the statement of the
financial position reflects transfers to the Staff Mortgages and Car Loan
amounting to Kes.287,285,000. According to Management, these transfers are
made to Stima Sacco, which operates the Fund on behalf of the Agency.
However, the verification of the amounts held by Stima Sacco amounted to
Kes.223,870,000 resulting in unexplained variance of Kes.64,415,000.
Management has not prepared separate financial statements for the Fund
contrary to Section 84(1) of the Public Finance Management Act,2012. In the
circumstances, Management was in breach of the law.
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Management Response

945. The Kes.64,415,000 variance was as a result of the fact ThoT some of the
mortgage facility was being held with Development Bank of Kenya. That
amount was later transferred to Stima Sacco in the FY 2021/2. Following the
observation of the auditor Management has since the FY 2023/4 been
preparing separate financial statements for the car loan and meortgage
schemes after being advised and guided.

Committee Observation and Recommendation

9446, The Committee observed at the time of examination that the Agency had a
separate financial statement for the mortgage facility commencing from FY
2023/24. Therefore, the matter stands resolved.

12.0 Delayed Consultancy Services

947. Review of records revealed that during the year under review,
Management awarded a confract to a firm for the revaluation of assets and
preparation of the asset register(s) at a contract sum of Kes.3,135,000. However,
the revaluation of assets and preparation of the asset register(s) had not been
completed at the end of the year. Consequently, and as previously reported,
the Agency did not maintain a comprehensive fixed asset register detailing the
costs, dates of acquisition, disposals, accumulated depreciation, location of
the assets and the unique identifier such as tagging code and the officer
currently responsible for each asset. In the circumstances, the Agency did nof
obtain value for money on the expenditure of Kes.3,135,000 on the asset
revaluation and preparation of the asset register(s).

Management Response

948. The development of the Fixed Asset Register and the asset revaluation
exercise were affected by COVID-19 Government restrictions imposed during
the first half of the FY 2020/2021. The consultancy engagement continued in the
second half of the year as restrictions eased, and the exercise was successfully
finalized in the subseguent financial year.

Committee Observation and Recommendation

949. The Committee observed that the consultancy services were fully rendered
and the fixed asset register developed was updated; thus, the matter stands
resolved.
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13.0 Irregular Issuance of Imprest

950. The statement of the financial position reflects receivables from non-
exchange fransactions balance of Kes. 112,419,045, Included in the balance is
an amount of Kes.4,376,485 in respect of staff imprests. Out of this balance, an
amount of Kes.3,992,365.75 was issued as imprest to the Board of Directors who
are not employees of the Agency. Further, there was no evidence that the
imprests were surrendered as required by Regulation 3(5) of the Public Finance
Management Regulation,2015. In circumstances, Management was in breach
of the law.

Management Response

951. The Accounting Officer submitted that, in line with the Mwongozo Code of
Governance, Board members are entitled to remuneration for their services in
accordance with—prevailing legislative —provisions and guidance from the
relevant authorities. The imprests issued to Board members was to facilitate
travel and other expenses incurred while attending to the Agency's official
business. In line with established procedures, these imprests are required to be
fully accounted for by members upon completion of their official assignments.
As at the close of the financial year, a number of Board members were sfill
engaged in official assignments (safaris) and were therefore unable to account
for the issued impresis before year-end. However, the outstanding imprests
were subsequently accounted for, with the necessary supporting
documentation provided.

Committee Observation and Recommendation
?52. The Committee observed at the time of examination that the outstanding

imprest had been surrendered by the former Board members and the
supporting documentation had been availed to the OQAG for verification;
hence, the matter stands resolved.

14.0 Procurement of an Enterprise Resource Planning (ERP) Software

?53. The statement of the financial position reflects intangible assets balance of
Kes. 18,043,170 which was as disclosed in Note 16 to the financial statements
include an amount of Kes.16, 493,778 in respect of procurement of an ERP
Software using direct method of procurement. Review of records indicates that
the request for approval to use direct method of procurement did not
demonstrate the rationale for use of the method 10 as required by Section 103
(2) of the Public Procurement and Asset Disposal Act, 2015 and there was no
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evidence provided to confirm that the supplier was the only supplier of the
software. Further, the request was for a specific software and by a specific
supplier instead of generic description of the software including the functions of
the software. The procurement was an international procurement and should
have wused international tender procedures. In the circumstances,
Management was in breach of the law.

Management Response

954. The Accounting officer submitted that the observation by the auditor on
direct procurement was not in respect of ERP. Rather, it was in respect of PSSE
software platform. Direct procurement for the platform was done on the
following basis:

i) The county's Electrical Grid System is designed to operate on the PSSE
software platform and therefore any power evacuation to the grid must be
on the same platform for the compatibility purpose. It was therefore
required that the Agency acquire and use PSSE software for compatibility
purposes to be able to conduct the electric grid with Nuclear Power Plant
included. It's also important to mention that all the Government Agencies
dealing with power systems planning use PSSE, including KETRACO and
Kenya Power.

i)y Further the Agency wishes to reiterate that the PSSE software is a patented
product of Siemens and hence cannot be supplied by any other
organization worldwide.

i} In 2016, when the first Electric Study was done, the same Software was used
because it is the only way to access the Kenyan Power System Modelling.

Committee Observation and Recommendation

955. The Committee observed that the Agency undertook direct procurement
through the PSSE software platform which was a patented product and not
through the ERP software; therefore, the matter stands resolved.

15.0 Non-Compliance with Executive Order on Procurement

956. During the year under view, the Agency did notf publish processed tenders in
the Public Procurement Information Portal. The Agency is yet to migrate its
procurement processes to the E-procurement platform and all procurements
were processed manually during the year under review. This was confrary fo
the provisions of the Executive Order No.2 of 2018 which requires all public
entities processed by the respective entities through the Public Procurement
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Regulatory Authority website, and the Public Procurement platforms. In the
circumstances, Management was in breach of the law.

Management Response

957. The Accounting Officer submitted that inifially, the Authority had difficulties
complying with Executive Order No. 2 of 2018 largely due to institutional
capacity challenges. To address those challenges, the Agency requested for
capacity building from PPRA on 16th April, 2026 which was done and the
Agency regularized the situation after the training.

Committee Observation and Recommendation

958. The Committee observed that the Agency faced capacity challenges in
relation to procurement laws and, as a result, sought assistance from the Public
Procurement Regulatory Authority (PPRA), which subsequently conducted
capacity-building training for the institution. Therefore, the matter stands
resolved.

FINANCIAL YEAR 2021/22
16.0 Inaccuracies in the Financial Statements

959. The statement of financial performance for the year ended 30 June, 2022
reflects a deficit of Kes. 70,207,926 which is at variance with deficit of Kes.
66,286,079, reflected in the statement of comparison of budget and actual
amounts resulling in an unexplained variance of Kes. 3,921,847. In the
circumstances, the accuracy and completeness of the financial statements
could not be confirmed.

—Munugmm‘RESﬁUrr{e

260. The management acknowledged the audit observation on the variance
between the deficit of Kes.70,207,926 reported in the Statement of Financial
Performance and the deficit of Kes.66,286,079 reflected in the Statement of
Comparison of Budget and Actual Amounts, resulting in an unexplained
difference of Kes.3,921,847. The Accounting Officer submitted that the variance
arose primarily due to differences in the basis of accounting and classification
of revenues and expenditure made during the preparation of the financial
statements. The Statement of Comparison of Budget and Actual Amounts is
prepared on cash basis while the Statement of Financial Performance is
prepared on accrual basis in compliance with International Public Sector
Accounting Standards (IPSAS). The differences relate recognition of certain
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accrued expenses, non-cash items, and commitments that are captured under
accrual accounting but excluded in the budget comparison statement.

Committee Observation and Recommendation

941. The Committee observed that the variance resulted from differences in the
basis of accounting and classification of revenues and expenditure. However,
the financial statements had been corrected; hence, the matter was resolved.

17.0 Non-Preparation of Financial Statements for the Fund

962. As disclosed in Note 14 (b) to the financial statements, the statement of
financial position reflects transfers to the Staff Mortgages and Car Loan Fund
amounting to Kes. 317,285,000. However, Management has not prepared
separate financial statements for the Fund contrary to Section 84(1] of the
Public Finance Management Act, 2012. In the circumstances, Management
was in breach of the law.

Management Response
943. The Accounting officer submitted as follows—
i) Non-preparation of Separate Financial Statements for the Fund

Following the observation of the auditor Management has since the FY 2023/24
been preparing separate financial statements for the car loan and mortgage
schemes after being advised and guided.

i) Non-appointment of a Fund Manager

Regarding the appointment of a Fund Manager, Management wishes fo clarify
that Clause 3.12.1 of the Agency's Human Resource Policy and Procedures
Manual provides that the Agency may establish a Car Loan and Mortgage
Scheme based on prevailing Government guidelines or opt to join an exisfing,
established scheme. In compliance with this provision, and fo ensure prudent
and professional management of the Fund, the Agency signed a
Memorandum of Understanding with Stima Sacco, formally appointing the
SACCO as the administrator of the Staff Mortgage and Car Loan Fund. |

Committee Observation and Recommendation

964. The Committee observed at the time of examination that the Agency had a
separate financial statement for the mortgage facility commencing from FY
2023/24. Therefore, the matter stands resolved.
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18.0 Failure to Observe One Third of Basic Salary Payment Rule

765. Review of the payroll records for the months of March and June reveadled
that eighteen (18)officers were paid a net salary that was less than a third (1/3)
of their basic pay contrary to provisions of Section 19(3) of the Employment Act,
2007 which stipulates states that without prejudice to any right of recovery of
any debt due, and notwithstanding the provisions of any other written law, the
total amount of all deductions that may be made by an employer from the
wages of his employee at any one time shall not exceed two-thirds of such
wages or such additional or other amount as may be prescribed by the Minister
either generally or in relation to a specified employer or employee or class of
employers or employees or any frade or indusiry. In the circumstances,
Management contravened the law and this may expose the staff fo pecuniary

“embarrassment. _

Management Response
966. The Accounting Officer submitted as follows—
i) March 2022

Payroll Management acknowledged the audit observation regarding non-
compliance with the statutory two-thirds (2/3) basic pay rule in the March 2022
payroll. The Agency's payroll system is configured to automatically enforce this
requirement to ensure ongoing compliance. However, due to a system error, @
small number of employees were inadvertently excluded from this control in
March 2022, resulting in breaches of the 2/3 rule. Management has since
identified and rectified the system anomaly to prevent recurrence. Additional

checks have also been infroduced to ensure robust monitoring and
compliance with statutory payroll requirements in future payroll runs.

i) June 2022 Payroll

Management further clarifies that the instances noted in the June 2022 payroll
relafe fo recoveries of outstanding imprests as at the end of the year.
Government financial regulations require that any outstanding imprests must
be recovered in full from the employees' pay before the close of the financial
year. It is important to note that these statutory recoveries are exempt from the
one-third (1/3) basic pay protection rule, as imprest recoveries are mandatory
offsets against public funds owed by employees.
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Committee Observation and Recommendation

967 The Commitiee observed that the anomaly in March 2022 was due fo a
system error which had since been rectified.

968. Further the Committee observed that for the June 2022 payroll, the affected
officers had outstanding imprests which was recovered in that month.
Therefore, the matter was resolved.

19.0 Unapproved Directors Fees Payable

949. The statement of financial position and Note 17 to the financial statements
reflects tfrade and other payables from exchange transactions of
Kes. 102,672,797 which includes provisions amounting to Kes. 12,120,000 being
Directors fees payable. In a letter dated 2nd March,2020, The National Treasury
requested for evidence providing for Directors’ entitlement to the fee, for
instance, the Agency's Remuneration Policy for Board Members and/or any
supporting document, and a breakdown of the outstanding Directors' fees
before it could consider the Agency's request for approval. However, no
evidence of approval of payment of the allowances was provided for audit
review. In the circumstances, the regularity of Directors fees payable balance
of Kes.12,120,000 could not be confirmed.

Management Response

970. Management acknowledged the audit observation regarding the Directors’
fees payable balance of Kes. 12,120,000 included under trade and other
payables from exchange transactions as at 30 June 2022. The balance
represents provisions for Directors' fees accumulated over prior periods,
pending formal approval of the payment by the National Treasury. In response
to the National Treasury's letter dated 02 March 2020, which requested
supporting evidence for the Directors' entilement such as the Agency's
Remuneration Policy for Board Members and a detailed breakdown of the
outstanding fees, management compiled and submitted the requested
documentation for consideration. However, formal approval of the payment
rates by the National Treasury had not been received by the time of audif,
which explains why evidence of approval was unavailable for audit review. To
ensure compliance the Agency is actively engaging with the National Treasury
to expedite the approval process. Once the approval is granted, the provision
will be appropriately setfled in line with the approved rates and Government
guidelines.
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Committee Observation and Recommendation

?71. The Committee observed that during this particular financial year despite
the provision, no fee was paid to the Directors. Further, the Committee noted
that cumrently the Agency does not provide for Directors fees. Therefore, the
matter stands resolved.

20.0 Non-Compliance with Executive Order on Procurement

972. During the year under review, the Agency did not publish processed tenders
in the Public Procurement Information Portal. The Agency is yet to migrate its
procurement processes to the E-procurement platform and all procurements
were processed manually during the year under review. This was contrary to
the provisions of the Executive Order No.2 of 2018 which requires all public
entities to publish all tenders processed by the respective entities through the
Public Procurement Regulatory Authority website, and the Public Procurement
Regulatory platforms. In the circumstances, Management was in breach of the
law.

Management Response

973. The Accounting Officer submitted that initially, the Authority had difficulties
complying with Executive Order No. 2 of 2018 largely due to institutional
capacity challenges. To address those challenges, the Agency requested for
capacity building from PPRA on 16th April, 2026 which was done and the
Agency regularized the situation after the training.

Committee Observation and Recommendation

974. The Committee observed that the Agency had faced capacity challenges -

in relation to procurement laws and, as a result, sought assistance from the
Public Procurement Regulatory Authority (PPRA), which subsequently
conducted capacity-building training for the institution. Therefore, the matter
stands resolved.

21.0 Unapproved Domestic Appliances Loan

775. The statement of financial performance and Note 7 to the financial
statements reflects interest on staff loans of Kes.114,719 in respect of domestic
appliances loan. However, no approval from The National Treasury was
provided for advancement of the credit facilities to the staff as required by the
Act. It is not clear how the rates of interest were amived at and the payment
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period for the loans. In the circumstances, the regularity of the advancement
of the loans to staff could not be confirmed.

Management Response

976. The domestic loan for the staff of the agency was part of the terms and
conditions of service approved by the Head of Public. However, during the
audit exercise for FY 2018-2019 the auditor recommended and management
concurred with the recommendation that domestic loans should be charged
interest at the prescribed rate by Kenya Revenue Authority. The management
with effect from March 2020 effected charging of interest as per the prescribed
rate of 10%.

Committee Observation

977. The Committee observed that the Agency had effected charging of interest
as per the prescribed rate of 10% hence the matier stands resolved.

22.0 Unapproved Over-Expenditure

978. The statement of comparison of budget and actual amounts for the year
ended 30 June, 2022 reflects final receipts budget of Kes. 889,276,042 against
actual amount of Kes. 870,609,025 resulting in a revenue shorifall of Kes.
18,667,017 or 2% of the budget. Similarly, the statement reflects final
expenditure budget and actual on comparable basis of Kes. 889,276,042 and
Kes. 936,895,103 respectively resulting in an over-expenditure of Kes. 47,619,061
or 5% of the approved budget. The over-expenditure was not approved
contrary to Sections 51(2) of the Public Finance Management Regulations,
2015, which requires that commitment of goods and services be made against
approved budget.

Management Response

979. The Accounting Officer submitted that the over-expenditure primarily arose
from the need to account for work in progress carried forward from the FY
2020/2021 into the cumrent financial year. Specifically, this included
commitments for goods and services that were procured and contracted in
the prior year but whose delivery, invoicing, or completion occurred in FY
2021/2022. However, the over expenditure incurred of 5% is within the allowable
budget variance limit of 10%.
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Committee Observation and Recommendation

980. The Committee observed that the expenditure included goods and services
that were procured in the prior year but whose delivery, invoicing and
completion occurred in the year under review; hence, the matter stands
resolved.

FINANCIAL YEAR 2022/2023
23.0 Irregular Utilization of Petroleum Development Levy Funds

981. Review of the financial records revealed that the Agency received a total
of Kes.?18,000,000 which includes an amount of Kes.200,000,000 from the
Petroleum Development Fund which were utiized on implementation of -
nuclear projects. This was conftrary to Section 4(4) of the Petroleum
Development Fund Act, 2012 which states that there shall be paid out of the
Pefroleum Development Funds such monies as are necessary for the
development of common facilifies for distribution or testing of cil products and
matters relating to the development of the oil industry. In the circumstances,
Management was in breach of the law.

Management Response

982. The Agency depends entirely on the funding in form of exchequer releases
from the Ministry of Energy. The amount of Kes.200M was budgeted for under
the Ministry and was to be funded by Appropriation in Aid (AlA) collected by
the Ministry. The Agency received the money as per the budgetary allocations
for the financial year under review.

Committee Observation and Recommendation

983. The Committee observed that the Agency received the money from the
Parent Ministry as per their budgetary allocations. Therefore, the matter stands
resolved.

24.0 Failure to Prepare Financial Statements for Staff Mortgage and Car Loan Fund

784. Note 14 (b) to the financial statements reflects non-current receivables of
Kes. 317,285,000 in respect of staff mortgage and car loans fund. However, the
financial statements for the Funds were never prepared and submitted for
audit contrary to Section 47(1) of the Public Audit Act, 2015 on time limit of
submission of accounts which provides that the financial statements required
under the Constitution, the Public Finance Management Act, 2012 18 and any
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other legislation, shall be submitted to the Auditor-General within three months
after the end of the fiscal year to which the accounts relate. In the
circumstances, Management wds in breach of the Iaw.

Management Response

985. The management prepared a draft financial statement for the FY 2022/2023.
However, due to challenges in getting financial information from service
providers specifically Development Bank of Kenya, the Agency did not
manage to remit the same within the stipulated deadline for audit. However, in
the subsequent year the same was submitted and audited.

Committee Observation and Recommendation

986. The Committee observed that the Agency had in the subsequent year
prepared the financial statement for the morigage and car loan facility.
Therefore, the matter stands resolved.

25.0 Irregular Procurement for Consultancy Services - Enterprise Resource Planning
(ERP) Implementation

987. The Agency under Note 8 to the financial statements spent a total of
Kes.439,943,721 in respect of use of goods and services. Included in the
expenditure is consultancy fees amounting to Kes.?,692,300 for procurement of
a consultant for PRE-ERP implementation process. However, Management used
their list of the prequalified suppliers under consultancy to seek for proposal for
the consultant, contrary to Section 122(1) of the Public Procurement and Asset
Disposal Act, 2015 which stipulates only those candidates who qualified affer
submitting their expression of interests were to be invited to put in their
proposals. Management invited bids from firms that had not put in their
expression of interests and qualified to be invited. In the circumstances,
Management was in breach of the law.

Management Response

988. The Agency while in the process of implementing an ERP System, engaged
the services of a consultant under the Quality and Cost Based Selection
method (QCBS) as the procurement default method under consultancies in line
with section 124(1) (2) of the Public Procurement and Asset Disposal Act. The
expression of interest (EQI) in section 118 o122 of PPADA,2015 is not a selection
method for consultancy services but a prequdlification or shortlisting process
that leads to invitation of qualified consultants under section 123 of the
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PPADA2015. The Act gives several options of inviting consultants and in
section118 of PPADA, 2015, utilization of register under section 57 of the Act is
allowed. The Agency maintains a list of registered suppliers of goods, works,
services and consultants in line with section 57 and 71 of the PPADA,2015 which
are used for all other alternative procurement methods (71(4) save for open
tender and expression of interest. Having a list of registered in the category of
consultants for ICT Consultancy Services the Agency opted to use the list and
invited the consultants under QCBS as the most suitable method for
consultancy services.

789. It should be noted that after EOl and coming up with the most qualified
consultants, apart from QCBS, other selection methods like the Quality based
Selection, Least Cost Selection, Fixed Budget Selection among others can still
be applied by issuing a request for proposal to the bidders in line with relevant
laws. The issue of minimum number of proposals to be received is only
applicable where an EOI is applied but in the case of using an existing list of
registered consultants, it is not applicable. The Agency invited eight (8) firms
from the list of registered consultants.

Committee Observation and Recommendation

990. The Committee observed that the Agency used the Quality and Cost Based
Selection method (QCBS) as the procurement default method under
consultancies in line with section 124(1) and (2) of the Public Procurement and
Asset Disposal Act, CAP 412C.

791. Additionally, the Committee observed that the Agency had maintained a .

list-of registered-suppliersof goods, works; services ond consuttants i iine with———
section 57 and 71 of the PPADA, CAP 412C which was used for all other

alternative procurement methods (71(4) save for open tender and expression
of interest.

?92. The Committee recommends that the Agency having upheld section 124(1)
and (2) of the Public Procurement and Asset Disposal Act, CAP 412C in the
procurement of consultancy services; hence, the matter stands resolved.

26.0 lregular Reallocation of Funds
993. The Agency spent a total of Kes.16,429,506 on gratuity and Kes.30,185,316

on medical expenses against an approved budget of Kes.15,000,000 and
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Kes.25,000,000 respectively as reflected in Note 9 to the financial statements.
This resulted to an over expenditure of Kes.1,429,506 and Kes.5,185315 for
gratuity and medical expenses respecftively conirary to Public Finance
Management Act, 43, 2 (b) which states that an Accounting Officer, may
reallocate funds between programs, or between Sub-Votes, in the budget for a
financial year if a request for the reallocation has been made to The National
Treasury explaining the reasons for the reallocation and The National Treasury
has approved the request. In the circumstances, Management was in breach
of the law.

Management Response

994. The over-expendifure was primarily due fo unavoidable and unforeseen
obligations. For gratuity, the increase resulted from additional confract staff
exits requiring payment of terminal benefits. For medical expenses, the higher
costs were driven by increased staff utilization of medical services beyond initial
projections. The variance is within the allowable 10%.

Committee Observation

995. The Committee observed that the management ought to have made
proper planning by incorporating the budgets for staff who were exiting.

996. The Committee observed that the Accounting Officer did not submit
approvals for the over expenditure in gratuity and medical expenses.

Commiltee Recommendation

997. The Committee recommends that the Accounting Officer should henceforth
adhere to the approved budget or otherwise seek formal approval for
reallocation of funds as per section 43(2)(b) of the Public Finance
Management Act, CAP 412A.

27.0 Ovutstanding PAYE Penalties and Interest

998. The Kenya Revenue Authority i-tax portal for Income Tax assessment for the
Agency reflects cumulative penalty and Interest charges of Kes.1,473,814
confrary to Section 105 of the Income Tax Act which states that tax is
recoverable if it is proved to the satisfaction of the Commissioner that, in
respect of a year of income, tax has been paid by or on behalf of a person,
whether directly or by deduction or otherwise, which is in excess of the amount
payable by that person as finally determined in respect of that year of income,
the Commissioner shall refund the amount of the excess, together with any
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interest which may be payable thereon under this Act, to the person enftitled to
the refund. Additionally, when tax is due and payable by a person in respect of
an assessment, any amount refundable to that person under this section shall
be applied towards the satisfaction of the tax so due and payable to the
extent of that tax and the amount so applied shall not be refunded. In the
circumstances, Management was in breach of the law.

Management Response

999. This Accounting Officer submitted that the Authority had consulted with
Kenya Revenue Authority with a view of making good the account to avoid
further penalties. The Agency through KRA then conducted a sensitization on
different tax obligations and responsibilities. Currently, the Agency has no
outstanding obligations owed to KRA.

Committee Observdation and Recommendation

1000. The Committee observed that a tax compliance certificate from the Kenya
Revenue Authority was submitted which confirmed the Authority's adherence
to tax obligations; hence, the matter is resolved.

28.0 Non-Compliance of Mortgage Loan Terms

1001. The Agency mortgage facility as per Section E part 48 of the scheme
regulations had a maximum duration of twenty-five (25) years which is contrary
to Section 7 of Circular SRC/ADM/COR/1/13 Vol. Il /128 of 2014 states that the
maximum duration of the morigage facility is twenty (20) years. The policy
further allows staff on contract to access the facility contrary to the eligibility/
criteria stipulated in the 2014 car and mortgage loan circular. This is contrary to

———Section——of - SRC-circular-on—staff-car-and-mortgage-defines—the-scope-and——
eligibility of the car and mortgage facility as state officers employed on
permanent and pensionable basis as well as state officers working on part time
or fulllime basis. In the circumstances, Management was in breach of the
regulations.

Management Response

1002. The management acknowledged the typographical error in the Agency's
scheme regulations, which incorrectly stated the maximum repayment
duration as 25 years. However, 21 auditors were provided with evidence
demonstrating that no beneficiary has had their mortgage repayment duration
set at 25 years, but rather at 20 years in compliance with the SRC circular.
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Clause 42(b) of the Agency's mortgage and car loan regulations provides that
staff, whether on contract or permanent terms of service, are eligible to benefit
from the scheme provided they meet all the established conditions.

Committee Observation and Recommendation

1003. The Committee observed that the maximum duration of morigage
repayment period of 25 years was emoneously stated. The mortgage
repayment period was 20 years; hence, the matter stands resolved.

29.0 Excess Composition of Board Members and Committees

1004. The Agency had nine (9) Board Members and hence the membership of
committees should be a third (1/3) of the board which translates to a maximum
of 3 members. This, however, was not adhered to as the four (4) committees of
the board had four (4) members. The number of members to any Committees
should be no more than one third (1/3) of the full board to obviate the risk of ¢
committee conducting its business within the framework of a full board
structure. In the circumstances, the effectiveness of the governance structure
of the board could not be confirmed.

Management Response

1005. Based on the provisions of Mwongozo and good governance practices, the
Board of Directors of the Nuclear Power and Energy Agency (NUPEA) comprises
10 members. Accordingly, one-third of the Board translates to 3.33 members.
Since it is not practical to have a fraction of a person, the figure was rounded
up to 4 members per Committee to ensure compliance and operational
effectiveness. In August 2022, the Board constituted various Committees with
this consideration in mind. Furthermore, Mwongozo recommends a minimum
quorum of three members for Committee meetings. Committees composed of
only three members would face a heightened risk of failing to meet guorum
requirements in the event of any member's absence due to unavoidable
circumstances.

1006. By appointing four members to each Committee, the Board ensured both
compliance with governance guidelines and the continuity of Committee
operations through improved likelihood of meeting quorum at all fimes. The
composition of committees is as follows:
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I} Human Resource and General Purpose Committee - Concerning Human
Resource and Administration, Legal, and Publicity policies and procedures
has four members;

i) Technical and Research Committee - Concerning infrastructure issues for
the successful implementation of a Nuclear Power Programme in Kenya has
4 members;

i) Finance, Strategy and Planning Committee - Concerning Finance, ICT,
Strategy & planning; Planning issues and Procurement policies and
procedures has four members; and

iv] Board Audit Committee - The Audit Commiftee is established by the PFMA
has four members:

- Committee Observation and Recommendation

1007. The Committee observed at the time of examination that the board was
properly constituted as per the Mwongozo code of good governance
practices. Therefore, the matter stands resolved.

WHe o

HON. DAVID PKOSING, CBS, MP
CHAIRPERSON, PUBLIC INVESTMENT COMMITTEE ON COMMERCIAL AFFAIRS AND
ENERGY
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REPUBLIC OF KENYA
THE NATIONAL ASSEMBLY

13™ PARLIAMENT - FIFTH SESSION - 2026

DIRECTORATE OF AUDIT, APPROPRIATIONS & GENERAL-PURPOSE COMMITTEES

- ADOPTION SCHEDULE

FOURTH REPORT OF PIC - COMMERCIAL AFFAIRS & ENERGY ON EXAMIMNATION
OF THE REPORTS OF THE AUDITOR GENERAL ON THE FINANCIAL STATEMENTS
OF THE FOLLOWING STATE CORPORATIONS:

Rural Electrification & Renewable Energy Corporation (REREC) (FY 2020/2021 -2022/2023)
Kenya Electricity Transmission Company Limited (KETRACO) (FY 2018/2019 — 2021/2022)

Muclear Power and Energy Agency (NUPEA) (FY2018/2019 — 2022/2023)
Kenya Power & Lighting Company PLC (KPLC) (FY2018/2019 — 2022/2023)
Kenya Electricity Generating Company Plc (KENGEN) (FY2021/2022 — 2022/2023)
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