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CHAIRPERSON'S FOREWORD

The Public Investments Committee on Commercial Affairs & Energy
(hereinafter referred to as “the Committee” is one of the six 'Watchdog
Committees’ in the Thirteenth Parliament that examine reports of the Auditor-
General laid before the National Assembly to ensure probity, efficiency and
effectiveness in the use of public funds. The Committee is established
pursuant to National Assembly Standing Order 206A to examine the working
of public investments based on their audited reports and accounts. This
ensures implementation of Arficle 229(8) of the Constitution of Kenya, 2010,
on reportfs laid before the House by the Auditor-General. The Committee was
hived off the hitherto singular Public Investments Committee, alongside two
others, for the efficiency of examination of audit reports.

In examining the accounts of the Auditor General, the Committee invited
Accounting Officers in each of the state corporations under review to
adduce evidence before it.

This report contains observations, findings and recommendations arising from
examination of reports of the Auditor-General for five (5) State Corporations
for three financial years running up to FY 2022/2023. The report is structured
as follows:

i) general observations arising from recuring and cross-cutting audit
queries;

i) recommendations to each of the above;

i} audit queries identified by the Auditor General in the audit reports of
each state corporation;

iv] Management Responses to each of the queries;
v] Committee Observation on each query; and
vi] recommendations of the Committee to each query raised.

In this report, the Committee makes policy recommendations that it deems
will cure financial and audit challenges, and at the same time recommends
specific actions against specific officers who may have acted contrary fo the
law. All this is geared towards ensuring prudent use of public resources and
holding all persons that have misappropriated public funds accountable, in
accordance with Article 226 (5) of the Consfitution.

The Committee appreciates the Offices of the Speaker and the Clerk of the
National Assembly for the support accorded to it to enable it to perform its
mandate, The Committee further extends its appreciation to the Office of the
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Auditor-General for the services it offered to the Committee during the entire
period of the examination, as well as those Accounting Officers who
complied with audit timelines and provided satisfactory responses to queries
raised.

| also extend my appreciation to my fellow Members of the Commitiee and
the secretariat, whose immense confributions and dedication to duty has
enabled the Committee to examine the audit queries and produce this
report.

On behalf of the Public Investments Committee on Commercial Affairs &
Energy, and pursuant to National Assembly Standing Order 199(6), it is my
pleasant duty and honour to present to the House the 4th Report of the Public
Investments Committee on Commercial Affairs & Energy on the audited
Financial Statements for five (5) State Corporations.

DR e

HON. DAVID LOSIAKOU PKOSING, CBS, MP

CHAIRPERSON, PUBLIC INVESTMENTS COMMITTEE ON COMMERCIAL AFFAIRS &
ENERGY
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EXECUTIVE SUMMARY

The 4ih report of the Public Investments Committee on Commercial Affairs &
Energy (PIC-C&E) contains the Committee's examination of audited financial
statements of five (5] State Corporations.

In its examination and scrutiny of the audited financial statements of the
various State Corporations, the Committee's primary approach was to
enguire on background information as to why particular course of financial
and/or management actions were or were not taken. This was done with the
relevant public financial management principles in mind, including, the
Constitution of Kenya, 2010, the Public Audit Act, 2015, the Public Finance
Management Act, 2012, and the attendant regulations, Public Procurement
& Asset Disposal Act, 2015 and the attendant regulations, the International
Public Sector Accounting Standards (IPSAS) and International Financial
Reporting Standards (IFRS) relevant for commercial state corporations.

The preface of the report contains preliminaries on the establishment of the
Committee; its membership and secretariat; mandate, and the guiding
principles governing the Committee while undertaking its mandate.

Part two of this report contains the committee’s general observations/findings
on cross-cutting issues and their recommendations.

Part three of this report contains reports of the specific state corporations
whose financial statements were examined; the financial years considered in
each state corporation; the specific audit reservations raised by the Auditor
General in each financial year; Management Response to each audit
reservation raised by the Auditor General; Committee Observation after
considering each  audit reservation; and finally,. Committee

Recommendations on each audit query.
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1.0. PREFACE
1.1. ESTABLISHMENT AND MANDATE OF THE COMMITTEE

1. The Public Investments Committee on Commercial Affairs & Energy is
established under the National Assembly Standing Order (S.0.) 206A and is
responsible for the examination of the working of public investments
based on their audited reports and accounts in the sectors of energy,
environment, general economic and commercial affairs. It is mandated
to-

i) Examine the reports and accounts of the public investments.

i) Examine the reports, if any, of the Auditor General on the public
investments; and

i) Examine, in the context of the autonomy and efficiency of the public
investments, whether the affairs of the public investiments are being
managed in accordance with sound financial or business principles
and prudent commercial practices.

2. The Committee, in considering the audited accounts of state corporations,
is guided by the Constitution of Kenya and the following statutes and
codes/regulations as it executes its mandate: -

a) Chapter Twelve of the Constitution on Public Finance

Part I-Principles of Public Finance
Article 201 sets out the principles of public finance, which include: -

(i) openness and accountability, including public parficipation in
financial matters [Article 201(a); use of public money prudently
and responsibly (Article 201(d); and

(i) responsible financial management and clear fiscal reporting
(Arficle 201(e).

Part 6-Control of Public Money
Article 226 deals with the accounts and audit of public entities and
provides that:

[i) the accounting officer of a naticnal public entity is accountable
to the National Assembly for its financial management (Article
226(2); and

li) the holder of a public office, including a political office, who
directs or approves the use of public funds contrary to law or
instructions, is personally liable for any loss arising from that use
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and shall make good the loss, whether the person remains the
holder of the office or not (Article 226(5).

Article 227 deals with the procurement of public goods and services.
Arficle 227 (1) in particular, provides that "when a State organ or any
other public entity contracts for goods or services, it shall do so in
accordance with a system that is fair, equitable, transparent,
competitive, and cost-effective”.

The Public Finance Management Act, Cap 412A

Section &8 sets out the responsibilities of accounting officers for national
government entifies, Parlioment and the Judiciary. This includes
accountability to the Nafional Assembly for ensuring that the resources
of the respective entity for which he or she is the accounting officer are
used in a lawful, authorized, effective, efficient, economical and
transparent manner (section 68(1)).

Section 72 focuses on the accounting officers’ responsibility to manage
the assets and liabilities of national government entities.

3. Apart from the above-named laws, the Commitiee was further guided by
the following other laws and Regulations: -

1)
i)

i)

) _The Public Audit Act, No. 34 of 2015;

The Parliamentary Powers and Privileges Act, No. 29 of 2017;
The Public Procurement and Asset Disposal Act, Cap 412B;
the State Corporations Act, Cap 446;

Vi)

vii)

The Fair Administrative Action Act, No. 4 of 2015;
The Accountants Act, No. 15 of 2008;

The Public Finance Management (National Government) Regulations,
2015;

viii) The Public Procurement and Asset Disposal Regulations, 2020; and

ix)

The National Assembly Standing Orders.



1.2 COMMITTEE MEMBERSHIP

4. The Committee comprises of the following fifteen (15) Members;

1. Hon. David Pkosing, CBS, M.P. - Chairperson
Pokot South Constituency

KUP

2. Hon. Dr. John Arike Namoit, M.P. — Vice Chairperson
Turkana South Constituency

ODM

Committee Members

3. Hon. Dr. Adan Wehliye Keinan, CBS,
M.P.
Eldas Constituency
Jubilee

5. Hon. Sarah Paulata Korere, M.P.
Laikipia North Constituency
Jubilee

7. Hon. Dr. Beatrice Kahai Adagalaq,
M.P.
Vihiga (CWR)
ANC

9. Hon. Betty Njeri Maina, M.P.
Murang'a (CWR)
UDA

11.Hon. Charo Kazungu Tungule, M.P.
Ganze Constituency
PAA

13.Hon. Duncan Mathenge Maina, M.P.

Nyeri Town Constituency
UDA

15.Hon. Yusuf Mohamed Farah, M.P.
Wajir West Constituency
ODM

4. Hon. Mwangi Kiunjuri, EGH, M.P.

Laikipia East Constituency
ISP

4. Hon. Babu Owino Paul Ongili, M.P.
Embakasi East Constituency
ODM

8. Hon Esther Muthoni Passaris, M.P.

Nairobi (CWR)
ODM

10.Hon. Paul Kahindi Katana, M.P.
Kaloleni Constituency
ODM

12.Hon. David Kiplagat, M.P.
Soi Constituency
UDA

14.Hon. Ronald Kamwiko Karauri,
M.P.
Kasarani Constituency

Independent






1.3. COMMITTEE SECRETARIAT

5. The Secretariat facilitating the Committee comprises the following technical

staff: -

i]  Ms.
i) Mr.
i) Ms.
iv] Ms.
v) Ms.
vi] M.
vil) Ms.
viii) Ms.
ix) Mr.
X] M.
Xi) Ms.

Esther Nginyo
Andrew Kipchumba
Gladwel Amimo
Angela Musau
Judith Kiprop

Amos Tindi

Roselyne Ndegi
Deborah Mupusi
Timathy Chiko
Danton Kimutai

Lily Cherotich

Senior Clerk Assistant/ Team Leader
Clerk Assistant Il

Clerk Assistant lll

Legal Counsel Il

Fiscal Analyst Il

Hansard Reporter ||

Senior Sergeant at Arms

Media Relations Officer I

Research Officer lll

Audio Officer

Protocaol Officer



1.4. COMMITTEE PROCEEDINGS

6. To produce this report, the Committee held seventeen (17) sittings in which it
comprehensively examined the reports of the Auditor General on the financial
statements of five (5) State Corporations for various financial years.

7. In its inguiry into whether the affairs of the public investments are managed in
accordance with sound business principles and prudent commercial practices,
the Committee heard and received both oral and written evidence from Chief
Executive Officers, Managing Directors and Director Generals (Accounting
Officers) of various State Corporations and other relevant withesses.

8. The Committee Observations and recommendations on the issues raised by the
Auditor General for the various State Corporations are found under appropriate
sections of the report for each of the State Corporations covered.

7. These Committee Observations and recommendations, if considered and
implemented, wil enhance accountability, effectiveness, transparency,
efficiency, prudent management, commercial viability and value for money in
State Corporations and the public investments in the sectors of energy,
environment, general economic and commercial affairs.

xii
The 4" Report of the Public Investments Committee on Commercial Affairs & Energy



2.0. GENERAL OBSERVATIONS AND RECOMMENDATIONS

~10.In consideration of reports of various state agencies, the Committee

11

encountered cross-cutting and at times recurring matters that make general
observations and recommendations. Specific observations and
recommendations are, however, made under each specific agency. In
summary, the following are the general cross-cutting issues observed affecting
most agencies that were examined by the Committee: -

a. Poor Accounting Standards and General Incapacity of Some Accounting
Officers

.The Committee observed that, due to a laxity on the part of some Accounting

Officers, some queries relating to accounting standards that ought to have
been resolved during the audit process end up being subjected to
Parliamentary scrutiny. In addition, some accounting officers were generally -
non-compliant to various provisions of the Public Finance Management Act,
Cap 412A, Public Audit Act, Cap 412B and the Regulations therein.

12. Audit queries spanning from the Financial Year 2018/19 remained unresponded

to by some agencies, that were only triggered to action when they were
invited by the Committee. This therefore affected the Committee’s fimelines in
examining the audit queries as some of the submissions presented before the
Committee were either insufficient or lacked concrete supporting evidence
thereby necessitating the Committee fo postpone examinations to allow the
agencies to prepare effectively.

13.In view of the above, the Committee recommends that the National Treasury,

Inspectorate of State Corporations and the Office of the Auditor General to
conduct annual sensitization and capacity building exercises to all accounting
officers and finance staff in state corporations on matters relating fo financial
reporting including their responsibilities during the audit cycle and adherence
to IPSAS.

b. Unsecured/ Untitled Land Holdings

14.The Committee also observed that there were cases where land held by

various institutions lacked fitle documents. This has resulted to encroachment in
some cases and land dispute cases that pose a potential risk of loss of land. The
Committee recommends that the National Land Commission and the Ministry
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of Lands, Housing and Urban Development to immediately ensure that all State
Corporations secure fifles to all their parcels of land pursuant to Nafional
Treasury Circular No. § of 2024 on acquisition of Title Deeds for public institutions.
The agencies and the National Treasury must also prioritize fencing off all land
holdings to forestall further encroachment. Further, the Committee
recommends that the EACC to undertake investigations on encroached lands
for the affected corporations and ensure that encroachers face full extent of
the law, and are evicted and charged in court.

c. Failure to Avail Documents on Time

15.The Committee observed that there was o laxity by agencies to avail

documents to the Auditor general for verification as required under section 68
(2) (k) of the Public Finance Management Act, Cap 412A. This has resulted into
audit queries escalating to Parliamentary scrutiny whereas they would have
been resolved at the fime of audit.

16.0n the other hand, some Accounting Officers appear before the Committee

without adequate supporting documents to support the submissions thereby
delaying the process of examination.

17.The Committee recommends that Accounting Officers should henceforth

adhere to section 68 (2) (k) of the Public Finance Management Act, Cap 412A.

d. Unproperly Constituted Boards of Management.

18.The Committee observed that although it was not the responsibility of the

Accounting Officers to appoint members of the Boards, the agencies have
continued operating with Boards that are not properly constituted in line with

State Corporations Act, Cap 446 and the Mwongozo Code of Corporate
Governance. This has hampered their operations and promoted weak
oversight in the management of the affairs of the agencies.

12.The Committee recommends that the Accounting Officers should proactively

nofify the parent Ministries on the status of the membership of the Boards and
the appointing Authorities to ensure that the vacancies are filled without undue
delay.
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Summary of the Audit Queries

institution/Agency.

" Financial

Years

2020/2021,

No.
Audit

o}

Queries

Resolved Unresolved

TOTAL

Rural  Electification  and
Renewable Energy 2021/2022,
Corporation 2022/2023
Kenya Eleciricity Generafing 2021/2022, 8 6 | 2
Company PLC 202272023
Kenya Elechicity Transmission 2018/2019, 51 26 25 a2
Company Limited 2019/2020, |
2020/2021, |
ikl 2021/2022 it
Kenya Power and Lighting 2018/2019, 60 18 42
Company - 2019/2020,
2020/2021,
2021/2022,
- 2022/2023 | o
Nuclear Power and Energy 2018/2019, 29 28 il
Agency 12019/2020, ' _5
| 1 2020/2021, j.
$2021/2022
2002/2025 | "PEECE ey
TOTA i 197 105 92
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3.0 CONSIDERATION OF THE REPORTS OF THE AUDITOR GENERAL ON THE AUDITED
FINANCIAL STATEMENTS OF STATE CORPORATIONS

3.1 RURAL ELECTRIFICATION AND RENEWABLE ENERGY CORPORATION (FY 2020/2021
-2022/2023)

REPORT OF THE AUDITOR GENERAL ON THE FINANCIAL STATEMENTS OF THE AGENCY
FOR THE FY 2020/2021, FY 2021/2022 AND FY 2022/2023.

20. The management of Rural Electrfication and Renewable Energy Corporation,
led by the Chief Executive Officer Dr. Rose Mkalama appeared before the
Committee to adduce evidence on the audit queries that the Auditor General
had raised for the FY 2020/2021 and FY 2022/2023.

Cverview of the State Corporation

21.Rural Electrfication and Renewable Energy Corporation (REREC) is a state
corporation under the Ministry of Energy and Petroleum mandated of
spearheading Kenya's renewable energy drive and implementing rural
electrification projects.

22 . Parliament had examined the audit reports of REREC up to FY 2019/20.

FINANCIAL YEARS 2020/2021 AND 2021/2022, 2022/2023

23.The Committee was informed that in the three financial years under review,
REREC received qualified opinions and raised the following audit issues:

FINANCIAL YEAR 2020/2021
1.0 Variance between Financial Statements and Ledgers o

24.Comparison of balances reflected in the financial statements with those in
ledgers reflect unexplained and unreconciled variances of Kes.8,595,681,628 as
detailed below;

1 No. | Component Financial Ledger Balance | Variance (Kes.)
Statements (Kes.)
Figure (Kes.)
] Advance to | 950,734,000 277,909,373 672,824,627
Vendors
2 Deposits — Rent 14,627,000 14,437,436 189,564
3 Other Receivable - | 586,864,000 522,963,843 63,900,157




Sale of Power
4 Insulators 227,804,000 229,590,026 (1,786,026)
S| Surge Diverters 585,720,000 584,845,754 874,246
5] Work in Progress 16,252,778,000 8,858,353,460 7.394,424,540
7 Tax Payable - | 2,793.000 1,793,000 1,000,000
Withheld fax 5%
Prof. Fees
8 Tax Payable - | 172,536,000 13,516,000 159,020,000
Withheld VAT
? Tax Payable - 12,572,000 343,000 2,229,000
Withheld tax 2%
Agency
10 | Kenya Commercial | 1,252,985,000 1,326,847,276 (73.862,27 6)
Bank Escrow  US
Dollar Account
Balance
11 Co-operative Bank | 1,300,231,000 1,299.999.999 231,001
Fixed Deposit
Account
12 Inventories 5,014,548,000 3,479,650,840 1,534,897,160
13 Staff Advances 5,052,000 15,045,185 (9,993.1835)
14 Sale of Electricity 487,394,000 515,181,000 (27,787,000)
15 Comparative  Sale | 509,614,000 535,624,000 (26,010,000)
of Electricity
16 Revenue  5%-Rural | 5,201,672,000 6,296,342,200 (1,094,470,200)
Electrification
Project Levy
Total 32,568,124,000 23,972,442,372 8,595,681,628

In the circumstances, the accuracy and completeness of the financial statements
could not be confirmed.

Management Response

i) Advance to vendors
25.This relates to advance payments made to suppliers of goods, works, and
services in line with the Public Procurement and Disposal Act and the various
contracts entered into between the Corporation and the respective vendors.




The ledger for advance to vendors reports a figure of Kes. 237,159,373.22 and
not Kes. 277,909,373 reported in the audit report. The Comrect variance
therefore is Kes.713,574,626. A variance of Kes. 713,574,626 was noted between
the initially reported figure in the financial statements and the ledger balances.
The discrepancy has since been reconciled, and the financial statements were
amended accordingly.

Reconciliation between Financial Statement and Ledger Balances:

Description Amount (Kes.) Rernails
Amount as per Advance | 237,159,373.22 Advance to vendors
Ledger Account Ledger balance as at

30th June 2021

This relates to an error

Add: Advances made | 672,824,627.00 omission several
but not posted in the | 40,750,000.00 advances made which
Ledger were not posted by 30
June 2021 but  has
subsequently been
posted. This is illustrated in
Total 950,734,000.22 Amount reported in the

financial statements

Less: Advance Payments | (320,508,031.40)
Recovered

Balance 630,225,968.62 Reported in the financial
statements of FY 2021/22
opening balances

The-above-table-demonsirates reconciliation-was-done-between-thereported——

figure of Kes.950,734,000.22 and Kes.430,225,968.62 in the financial statements of
FY 2021/2022.

ii. Deposits - Rent

26.The corporation rents several facilities to support achievement of its mandate.
This includes the following;

No. | Name of facility Lease period

1 Nakuru regional office | 01/12/2019 - 31/112025 (6 years)

2 Eldoret regional office | 15/07/2015-14/7/2021(6 years)

15/7/2021-30/06/2024(3 years)




3 Awasi yard 1/12/2015 - 30/11/2020(5 years)

2/12/2022 - 30/06/2023(2 years 3 months)

4 Makuyu Yard 01/07/2020- 30/06/2021(1 year)

1/07/2021 - 30/06/2023 (2 years)

g Mombasa road store | 1/10/2020-31/12/2025 (5 years 3 Months)

b Nyeri Office 1/01/2017- 31/12/2021(5 years)

1/01/2022 - 13/10/2023(5 years)

The ledger for rent deposit accounts reported an amount of Kes.14,626,784.80 and
not Kes.14,437,436 reported in the audit report. There is therefore no reportable or
reconcilable variance.

iii. Otherreceivable - Sale of power
27.This is with regard to revenue generated from Sale of Power from Garissa Solar

power plant. It is frue that there was a difference between the ledger balance
and the financial statement figure. The ledger balance on sale of power was
Kes. 522,943,842.65. This balance was subsequently updated with an amount of
Kes. 63,900,157.35, being an unposted/omitted sales invoice (inclusive of VAT)
for the month of June 2021. Additionally, the ledger was further updated to
reflect foreign exchange rate adjustments amounting fo Kes. 26,941,577.74. This
is because during invoicing, an exchange rate of Kes. 102.35 per USD is
maintained in the system whereas the same has to be adjusted to the closing
rate every end of the month.

The adjustments were made as follows:

Component Amount Kes. | Remark

Ledger balance 522,963,842.65

Add: Unposted Invoice | 63,900,157.35 | This relates to an unposted sales
Adjustment invoice (inclusive of VAT) for the
month of June 2021.

Financial Statements 586.864.000.00

Add forex adjustments 26,941,577.74 | adjustment for exchange rate
difference




Reported in the financial | 613,805,577.74
statements of FY 2021/22
opening balances

These adjustments were made and snh.rl::lse-qulr'—;lr'n’rh,F incorporated in the opening
balances of FY 2021/2022.

iv. Insulators
28.1t is frue that there was a variance between the financial statements and the
ledgers of Kes. 1,786,026.00. This was as a result of an error of omission. The same
has been corrected through Journal vouchers.

Description Amount Kes. Remark

Amount as per Ledger | 229,590,026
Balance - Insulators

Less: Reconciliation | {1,784,024) Reconciliation item
Adjustment

Financial Statements | 227,804,000 Reported in the financial
Balance statements of FY 2021/22

opening balances

v. Surge Diverters
29.1t is true that there was a variance between the financial statements and the

ledgers of Kes. 874,653.73. This arose from non-inclusion of one ledger account
called Inventory- Surge Diverters — GL 20005001. The same has been included in
the opening balance of the financial statements of FY 2021/22. The detailed
breakdown is as follows:

Description Amount Kes. | Remark
Surge-Diverters—-584,845,734.00 - GL20006001

Inventory: Surge | 874,653.73 GL 20005001- Omitted

Diverters

Financial Statements | 585,720,387.70 | Reported in the financial statements for the
Balance FY 2021/22 opening balances

From the analysis above, there was no variance between the ledger balances
and the financial statements figure.

vi. Work in progress
30.FProperty, Plant and Equipment (PPE) represent a summary of the Corporation’s
total assets, both movable and immovable. The Work in Progress (WIP)
component relates to ongoing projects currently being implemented by the
Corporation. As at 30th June 2021, the ledger balance for Property, Plant and
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Equipment (PPE) totaled Kes. 16,252,778,000, and not Kes. 8,858,353,460 cs
reported in the audit report. The figure of Kes. 16,252,778,000 is supported by
the-balancesinthe following generalledger accounts:

Work in progress

O pening Balance 13,595,311,000
Additions in the year 83,700,722
Ledger 40001000 1,092,570,419
Ledger 40001000 100,378,213
Ledger 40002001 1,380,817,647
Total 16,252,778,000

From the analysis above, there was no variance between the ledger balances
and the financial statements figure

vii. Tax Payable - Withheld tax 5% Prof. Fees
31.This relates to 5% Withholding tax on professional services received by the
corporation. Such services include labour and transport services, survey services
among others. The variances between the ledger balances and the financial
statements were as a result of an omitted GL 12201000 which has now been
reported in the financial statements of the FY 2021/22 opening balances.

12201000 withholding Tax 292.191.17
(Agency/Prof

12201002 5% WHT (Professional) 1.794,077.78

Total 2,793,268.95

viii. Tax Payable - Withheld VAT
32.There was no variance between the reported ledgers and the financial
statements. The analysis of the General ledger balances for the taxes are as

below.

12200000 Withholding Tax VAT 102,436,932.43
Deducted

12202000 Value Added Tax (OQutput) 70,099,106.51

Total 172,5356,038.94

The figure has now been reported in the financial statements of the FY 2021/22
opening balances.




ix. Tax Payable- Withheld tax 2% Agency
33.The variances between the ledgers balances and the financial statements
arose from non-inclusion of one ledger account GL 12200001 as detailed below.
The balance was reported in the financial statements of FY 2021/22 opening

balances.
Description Amount Remarks
. Kes.
Tax Payable- Withheld tax | 343,000.00
2% Agency
Add- 6% VAT Deducted 2,22%,000.00
Balance as per the |2,.572,000.00 | Reported in the financial statements
financial statements for the FY 2021/22 opening balances

From the analysis above, there was no variance between the ledger balances
and the financial statements figure

x. Kenya Commercial Bank Escrow US Dollar Account Balance

34.The Corporation maintains an escrow account denominated in US Dollars (USD)
for the repayment of the Garissa Power Plant loan. As at the reporting date, the
balance in the escrow account was USD 12,302,710.03. However, it was
franslated using a system generated exchange rate of Kes. 101.85 per USD
instead of the applicable closing rate as at 30th June 2021, which was Kes.
107.85 per USD. This resulted in a foreign exchange gain amounting fo Kes.
73,862,276.74, and not Kes. 46,172,436 as reported in the audit report. The
calculation is as shown in the table below:

Foreign Exchange Gain - Escrow Account Revaluation

Description USD Amount Rate Amount (Kes.)
Book Value 12,302,710.03 101.85 1,252,985,000.00
Revalued 12,302,710.03 107.85 1,326,847,276.74
Exchange gain 73.862,276.74

The revalued figure was reported in the financial statements of FY 2021/22 opening
balances

xi. Co-operative Bank Fixed Deposit Account
35.The corporation negotiates for interest income on its money placed in all its
bank accounts, including cooperative bank. The variance of Kes. 231,000
relates to accrued income inifially posted in the corporation’s cash book
account insfead of receivables account. The same has been corected and
correctly reported in the financial statements for the FY 2021/22 opening
balances as interest receivable. This is reconciled as per the table below;



Description Amount Kes.

Remarks

Ledger balance Before |1,300,231,000
adjustment

GL- 22000112 Coop bank account

Less Accrued income (231,000)

Balance as per the Ledger | 1,300,000,000
GL- 22000112 Coop bank
account

Reported in the financial statements
for the FY 2021/22 opening balances

Xii. Inventories

3é6.A variance was noted between the inventory ledger balances. This variance
has been analyzed and reconciled as shown below:

Description Kes.

Physical Inventory 3,306,616,376.99

Add: Associated Inventory Costs 1,664,322,498.83

Sub-Total 4,970,938,875.83

Add: Stationery Inventory 41,775,771.41
ICT Inventory 1,833,480.45

Inventory Ledger Balance 5,014,548,127.69

xiii. Staff Advances

37.The ledger balance for staff advances as at 30th June 2021 was Kes.
5,052,611.28, and not Kes. 15,045,185 reported in the audit report. Included in
the balance of Kes. 5052,611.28 is a credit of Kes. 7,731,344.80 a death
insurance claim received by the Corporation on behalf of a late member of
staff that was posted as staff advances to enable settlement of the insurance
claim. This was corrected as tabulated below:

Description Kes.
Balance as per the Ledger 5,052,611.28
Add: Death Insurance Claim 7,731.344.80

Reported in the financial statements for the FY 2021/22 opening | 12,783,956.08

balances

xiv. Sale of Electricity

38.This is with regard to revenue generated from sale of power from Garissa Solar
power plant. It is true that there was a variance between the ledger and the
financial statements. The variance was due to exchange rate between the
systemn generated rate of Kes. 102.35 and the reporting rate. This is because
during invoicing, an exchange rate of Kes. 102.35 per USD is maintained in the
system whereas the same has to be adjusted to the closing rate every end of
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the month. This balance was subsequently updated with an amount of Kes.

26,941,577.74 as analyzed.

The variance is as tabulated below:

Description Amount Kes. Remark |

Ledger balance 487.,394,208.55 Sale of Power -

Add: Foreign exchange | 26,941,577.74

Adjustment

Financial statements 514,335,786.09 Reported in the financial
statements for the FY
2021/22 opening
balances

xv. Comparative Sale of Electricity
39.This is with regard to revenue generated from sale of power from Garissa Solar
power plant. The amount was reported as outstanding since Kenya power had
not remitted to the Corporation. The variance of Kes. 26,010,000 is explained as

follows:

Description Amount
Kes.

Remark

Amount as  per | 535,624,000
ledger balance

Balance before adjustment

Less: adjustment (26,010,000)

Adjustment of an invoice that was wrongly
posted in the financial year 2020/2021.

Financial statements | 509,614,000

Reported in the financial statements of FY
2021/22 opening balances

xvi. Revenue 5%-Rural Electrification Project Levy

40.These are funds collected by the Kenya Power and Lighting Company (KPLC|
under Section 78 of the Energy Act, 2019, which imposes a 5% levy on electricity
consumption. The ledger reported a balance of Kes. 6,296,342,200. However,
this amount was adjusted by Kes. 1,094,470,200 for uncollected levies. The

reconciliation is as follows:

Description Amount Remark
(Kes. '000)
Amount as per Ledger | 6,296,.342,200.00 | Balance before adjustment
Balance
Less: adjustment (1.094,470,200.00) | Adjustment for uncollectible levies

Amount in  Fnancial | 5,201,872,000.00

Statements 2020/2021




Less: Adjustment 393,105,573.70 Invoice that was double-posted for
June 2020

4,808,764,000.00 | Reported in the financial statements
of FY 2021/22 opening balances

Committee Observation

41.The Committee observed that the management had submitted explanations
regarding the variances between the ledgers and the financial statements for
the financial year 2020/2021, however evidence was not provided to support
the explanation.

Committee Recommendation

42 Within three (3) months upon adoption of the report, the Accounting Officer
should submit the journal vouchers supporting the changes in the financial
statements for the year 2021/2022 in line with section 68(2) (b) of the Public
Finance Management Act, Cap 412A to the OAG for verification.

2.0 Inaccuracies in the Financial Statements

43. The following variances in the financial statements were noted;
i) Note 32 to the financial statements reflects computers net book value of

Kes.59,307,000 while re-computation revealed Kes.55,483,000 resulting in an
unexplained and unreconciled variance of Kes.3,824,000.

i) Note 33 to the financial statements reflects intangible assets net book value
of Kes.61,212,000 while re-computation revealed Kes.37,981,000 resulting in
an unexplained and unreconciled variance of Kes.23,231,000.

i) The Corporation's Escrow US Dollar cashbook was adjusted by
Kes.46,172,436 to cater for exchange rate gain which was not reported as
exchange gain in the statement of financial performance.

In the circumstances, the accuracy and completeness of the financial statements
could not be confirmed.

Management Response

44.The net book value for computers and related hardware reported under Note
32 is Kes. 59,306,507.92. According to the Corporation’'s accounting policy,
these assets are depreciated at a rate of 33.3% per annum on a pro-rata basis.
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The calculation for the depreciation of the Kes. 59,306,507.92 is as fabulated

below:
Component (Kes. '000) Remarks
Computers and Related | 973 713 077.00 Computers and Related
Hardware at Cost as at 30th Hardware

June 2021

Less: Accumulated
Depreciation as at 30th June
2021

(214,406,489.69)

Accumulated Depreciation

59,306,587 31

opening balances

Reported in the
statements of FY

financial
2021/22

From the analysis above, there was no variance between the ledger balances
and the financial statements figure.

45.There was an expenditure of Kes. 38,446,015 for annual maintenance costs,

software support, and SAP Cloud Platform subscriptions that was initially mis-

posted under Intangible Assets — Software. However, this amount was later
reversed, as it was recurrent in nature, and the ledger account was updated
accordingly. The remaining balance was depreciated at a rate of 33.3% on a
straight-line basis over the asset's useful life, in line with the Corporation's

accounting policy.

The movement in balances is as summarized below:

Description Financial Corrected Variance
Statements  for | Financial (Amounts posted
2020/2021 (Kes.) | Statements for back to recurrent

2021/2022 (Kes.) Expenses)

Cost of

infangible 432,781,231.89 38,446,015.65

assets 394,335,216.24

Less:

Accumulated

Depreciation 371,56%9,018.24 364,093,403.90

Net Book Value

(NBV) 61,212,213.65 30,241,812.34
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46.The Corporation maintains an Escrow account in USD for the repayment of the
Garissa Power Plant loan. As at the reporting date, the balance in the escrow
account was USD 12,302,710.03. However, it was translated using an exchange
rate of Kes. 101.85 per USD instead of the applicable closing rate as at 30th
June 2021, which was Kes. 107.85 per USD. This resulted in a foreign exchange
gain amounting to Kes. 73,862,276.74, and not Kes. 46,172,436 as reported in the
audif report. The calculation is as shown in the table below:

Foreign Exchange Gain — Escrow Account Revaluation

Description USD Amount Rate Amount (Kes.)

Book Value 12,302,710.03 101.85 1,252,985,000.00

Revalued 12,302,710.03 107.85 1,326,847,276.74
73,862,276.74

Committee Observation and Recommendation

47 .The Committee observed at the time of examination, that the management
had made the necessary amendments to the financial statements, including
updating the ledgers, reversing the wrongly posted items, and making
adjustments to foreign exchange rate. Hence, the matter stands resolved.

3.0 Misclassification in the Financial Statements

48.The following misclassifications in the financial statements were noted;

)

i)

Note 32 to the financial statements reflects capital work in progress balance
of Kes.16,252,778,000 which includes misclassified amounts of
Kes.419,290,463 for staff costs, Kes.48,406,107 for rent and Kes.20,521,543 for
security of yards.

Intangible assets balance of Kes.61,212,000 in Note 33 to the financial
statements includes misclassified expenditure of Kes.38,446,015 for annual
maintenance cost software support and SAP cloud platform subscriptions.

Note 29 to the financial statements reflect interest receivable of
Kes.335,406,000 classified wunder receivables from non-exchange
transactions instead of receivables from exchange fransactions. In addition,
Kes.303,599.495 had been paid and, therefore, should not have been
classified as a receivable.
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iv] Note 28(a) reflects other accrued revenues of Kes.10,437,436,000, being 5%
Rural Electrification Projects Levy due from Kenya Power Company Limited,
classified wunder receivables from exchange transactions instead of
receivables from non-exchange transactions.

v] Note 8 to the financial statement reflects revenue 5% - Rural Electrification
Projects Levy of Kes.5,201,872,000 which includes misclassified amount of
Kes. 393,105,574 for financial year 2019/2020.

In the circumstances, the presentation and disclosure of the financial
statements is inaccurate in respect of the above transactions and balances.

Management Response

49 The expense relates to project-related costs that were initially budgeted under

the capital budget for items such as staff costs, rent, and security. However,
these costs are recurrent in nature. This was rectified through a journal
adjustment, and the expenditure was recognized as recurrent expenditure.

S0.Intangible assefs balance of Kes.61,212,000 in Note 33 tfo the financial

51

statements includes misclassified expenditure of Kes.38,446,015 for annual
maintenance cost software support and SAP cloud platform subscriptions.

.The expenditure of Kes.38,446,015 for Annual Maintenance Cost Software

Support and SAP Cloud Platform Subscriptions which is recurrent expenditure in
nature has been expensed as recommended and the necessary adjusiments
done. The intangible assets have been adjusted with Kes. 38,446,015 to reflect
Kes. 30,241,812.34. Note 29 to the financial statements reflect interest
receivable of Kes.335,406,000 classified under receivables from non-exchange

fransactions instead of receivables from exchange transactions. In addition,
Kes.303,599,495 had been paid and, therefore, should not have been classified
as a receivable

52.The interest receivable amount was adjusted as recommended by passing o

journal of an amount of Kes. 303,599,495. The interest receivable amount as
reflected in GL-23100009- Accounts receivable interest income is
Kes.32,038,248.84.

53.The receivables from exchange transactions reported a balance of

Kes.10,437,435811.96 from 5% REP levy due from KPLC in the financial
statements. This had been clossified as revenue from non-exchange
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fransaction and reported as receivables form exchange transaction in the
Statement of Financial Position in the financial statements which was re-
classified as recommended and correctly reported both revenue and
receivables as non-exchange transaction in the subsequent financial
statements (FY 2021/2022).

54.The financial statement initially reflected the 5% Rural Electrification Projects
(REP) Levy at Kes. 5,201,871,714.30. However, an adjustment was made to
correct a double-posted invoice for June 2020 amounting to Kes.
393,105,573.70. The revised amount for the 5% REP Levy was Kes.
4,.808,765,714.30, as summarized in the table below:

Description Amount Remark
(Kes. '000)

Amount as per | 5,201,871,714.30 | Balance before adjustment
Ledger Balance

Less: Adjustment (393.105.573.70) | Invoice double-posted for June 2020

4,808,766,000 Reported in the financial statements of
FY 2021/22 opening balances

Committee Observation and Recommendation

55.The Committee observed during the examination that the management had
rectified the misclassifications in the financial statements through appropriate
journal vouchers. Hence, the matter stands resolved.

4.0 Inaccuracies in Cash and Cash Equivalents

56.The statement of financial position reflects cash and cash equivalents of
Kes.5,773,477,000 as disclosed in Note 27(a) to the financial statements.
However, review of the Standard Chartered Bank cashbook revealed
transactions amounting to Kes.175,442,006 which were reversed to clear
outstanding unpresented cheques but details of the corresponding accounts
affected by the reversal and the journal vouchers were not provided for audit.
The Corporation continued to maintain four (4) dormant bank accounts
without adequate explanations and for which the respective certificates of
bank balances were not provided for audit. Further a call account with Kenya
Commercial Bank with an amount of USD 926,378 equivalent o Kes.99,909,819
and accrued interest of USD1,949 equivalent of Kes.210,226 which were nof
disclosed in the financial statements.
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In the circumstances, the accuracy and completeness of cash and cash
equivalent balance of Kes.5,773,477,000 could not be ascertained.

Management Response

i) Un-presented Cheques

57.The unpresented payments totaling Kes. 175,442,006 relate to transactions
inifiated close to the end of the financial year but had not cleared by the bank
at year-end. These payments were appropriately reversed to ensure that the
financial statements reflect the accurate cash balance as at year-end.

il Dormant Bank Accounts

INo. |Account Account No. lMunugerneni Comment
Name
1 KCB 1103201808 This was re-designated to OFID
Development project for purpose of receiving
project funds.
2 National 01023098897200 The Corporation established a
Bank credit line to support its letter of
credit valued at Kes. 1 billion.
The account is funded upon
[maturity of wvarious LCs with
National Bank and the
account does not necessarily
require to be funded with cash.
3 Citibank 01136125016301 The accounts were established
Current to receive counterpart funding
Account - from KEEP projects. National
KEEP treasury has for some fime not
4 |Citibank 01136125016303 peien: [oie: % Ehouss; he
iggiﬂ;i ) Extension of KEEP projects has
since been granted and we
G expect that funds will start
being received through the
accounts from the National
treasury
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iii) Call Account

58.The call account held with Kenya Commercial Bank (KCB), amounting to USD
926,378 (equivalent to Kes. 99,909,819) and accrued interest of USD 1,949
(equivalent to Kes.210,226), was not disclosed in the financial statements for the
year ended 30th June 2021. Subsequently, the necessary adjustments were
made, totaling Kes.100,120,045.38, comprising Kes. 99,909,818.77 principal
amount and Kes.210,226.61 earned interest. The call account was properly
disclosed in the subsequent financial statements for FY2021/2022.

59.The call account had not been reported in the Financial Statements. This was
an error of omission. The adjustments were done to comrect the cash and cash
equivalent balance as at 30.06.2021 which increased the principal amount of
Kes. 99,909,818.77 and interest eamed of Kes. 210,226.61 totaling to
Kes.100,120,045.38. The account is now disclosed in the subseqguent financial
statements (FY 2021/2022).

Committee Observation and Recommendation

60.The Committee observed that the management had made adjusiments in the
financial statement to correct the inaccuracies in cash and cash equivalents
including; capturing the un-presented cheques and inclusion of call account.
Thus, the matter stands resolved.

5.0 Unsupported Inventories

61.The statement of financial position reflects inventories valued at Kes.
5.014,548,000 as disclosed in Note 30 to the financial statements. However,
inventories valued at Kes. 4,970,939,000 were not supported with stock
valuation reports, ledger balances, and stock movement schedules. Further,
stock items valued at Kes. 11,072,015 were issued to Kenya Power Company
Limited without updating the SAP System. Physical verification revealed that
one hundred and forty-five (145) faulty transformers replaced from already
commissioned projects had not been accounted for in the SAP inventory
systermn. In addition, the Corporation did not have a valuation policy to guide
accounting for the faulty fransformer.

In the circumstances, the accuracy, completeness, and valuation of the
inventories’ balance of Kes. 5,014,548,000 could not be confirmed.

Management Response

62.The inventory valued at Kes. 5,014,548,000 comprises of the following:
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Desc rip_ﬁ_cm Kes.
 Physical Inventory 3,306,616,376.99
Add: Associated Inventory Costs 1,664,322,498.83
Sub-Total 4,970,938,875.83
Add: Stationery Inventory 41,775,771 41
~ICTInventory R 1,833,480.45
Inventory Ledger Balance 5,014,548,127.69

The associated inventory costs comprise of costs related to exchange rate
fransactions related to imported items, price variances of materials drawn from
sysitem calculated moving average costs, and costs associated with letters of

credit among others. These costs have been accumulated overtime.

63.With respect to the unposted materials issued to KPLC, it is true that at the
time of the Audit, materials valued at Kes. 11,072,015 had been issued to
KPLC and were awaiting posting into the SAP system. The posting was
subsequently done as captured below;

?;{;’Z@I Material Description gggfﬁgﬁf : IJQFE :}r;UﬂIf =

ae _ . entry | price Value
1001027 | 700N FUse MOUNING | 4900319535 | 120 9.876.24 | 1,185,148.80
1001028 | ZxPuision Fuse Mounfing | 4950319535 | 120 I S—
1001029 | Isolator Solid Link 33kv 4900319535 | 32 11.629.70 | 372,150.27
001035 [ 1PN EUse A 900379535 | 50 8,143.20 | 407,160.00
1001049 | Insulator Shackle LV 4900319531 {40000 | 11080 | 479200000 |
to010s1 | P oo B Y19 4900319536 | 86 2,262.00 | 194,532.00
1001051 :Eiﬂ:gg SS9V ] 4900319535 | 98 2,262.00 | 221,676.00
GRS Eﬂ”;i!nfk” 18O | 4900319535 | 200 1,593.96 |318,791.20
1001057 | L. V. Stay Insulator 4900319535 | 500 PRI P—
1001063 | C0n S e AL puc | 4900319548 | 70 19140 [13,398.00
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cable
| 1001072 | stay wire 4/8 4900319536 [ 5000 | 110 00 | 550 400,00
1001077 | Sio5 O S1eel 33V 4900319531 | 200 T
1001080 ;Eg;ﬂi’?ba Channel| 4000319531 | 40 9658.53 | 386.341.25
1001080 ;;“;;y"";’;”ber Channel | 4900319531 | 50 essesy | arrossss
1001093 | Bolt and Nut (9'x5/8") | 4900319531 | 500 o | Rascs
19 gggm:ﬂgmuﬁ";mn | 4900319531 | 200 31320 | 62,640.00
TOTAL 11,071,052.00

Returned Transformers

Management Response
44.1t is frue that as at the time of the audit, 145No transformers returned from the
field had not been posted into SAP system. This was however, as a result of
delays in submission of the documentation, required prior fo the posting of
transformers back to the SAP system. The documents were subsequently
received and the postings done as evidenced by the posting references

below;
ltems Transactio | Posting Quantitie
Code Description n Ref. No. | Date 5 Unit Price | Value
F100100 | 25KV A, 490033454 | 29.06.202 513,126.0
2 11/0.242KV ] 3 ] 0 513,126.00
F100100 | SOKVA, 490033417 | 26.06.202 620,368.0
3 11/0.420KV 3 3 14 0 8,685,152.00
F100100 | 25KVA, 490033439 | 27.06.202 539,342.0
5 33/0.242KV 4 3 9 0 4,854,078.00
F100100 | S0KVA, 490033316 | 15.06.202 4668,160.0
4 33/0.420KV 0 3 23 0 62,138,880.00
F100100 | 100KV A, 490033453 | 29.06.202 748,619.0
| 7 33/0.420KV 3 3 12 0 11,383,428.00
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S0KVA, 490033163 | 25.05.202 &68,160.0

1001006 | 33/0.420KV Fi 3 0 668,160.00
SOEVA, 490033163 | 25.05.202 &68,160.0

1001006 | 33/0.420KV b 3 0 668,160.00
|
' SOEVA, 490032924 | 03.05.202 &468,160.0

1001006 | 33/0.420KV 9 3 0 668,150.00
S0KVA, 490032765 | 16.03.202 668,160.0

1001006 | 33/0.420KV 5 3 0 668,160.00
SOEVA, 490032710 | 08.03.202 4468,160.0

1001006 | 33/0.420KV 9 3 0 668,160.00
SOKVA, 490032710 | 08.03.202 6468,160.0

1001006 | 33/0.420KV 6 3 0 668,160.00
SOKVA, 4920032652 | 09.03.202 6468,160.0

1001006 | 33/0.420KV 5 3 0 668,160.00
SOKV A, 490032581 | 28.12.202 668,160.0

1001006 | 33/0.420KV 2 2 0 668,160.00
S50KVA, 490032581 | 28.12.202 668,160.0

1001006 | 33/0.420KV | i 0 &68,160.00
SOKV A, 490032580 | 28.12.202 &68,160.0

1001006 | 33/0.420KV 2 2 0 668,160.00
S0KVA, 490033395 | 26.06.202 620,368.0

1001003 | 11/0.420KV 3 3 0 6£20,368.00 |
SOKVA, 490033163 | 25.05.202 620,368.0

1001003 | 11/0.420KV 5 3 0 620,368.00
50KV A, 490032925 | 03.05.202 620,3468.0

1001003 | 11/0.420KV 1 3 0 4£20,3568.00
SO0KV A, 490032580 | 28.12.202 620,368.0

1001003 | 11/0.420KV 7 2 0 620,368.00
25KV A, 490032710 | 08.03.202 513,126.0

1001002 | 11/0.242KV 5 3 0 513,126.00
100KVA, 490032652 | 09.02.202 948,619.0

1001007 | 33/0.420KV ] 3 0 748,61%.00
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TOTAL 145 98,199.481.00

65.Whereas the Corporation did not have a written valuation policy on the
accounting treatment for returned transformers, the Corporation’s procedures
were to post back into the SAP ERP system, any returned transformer at the full
cost. This would avail the funds in the project for the immediate replacement of
the transformer. In order to make this posting possible, it is a requirement that o
set of documentation which include inter dlia, the commissioning reports,
KPLC/REREC joint inspection reports, and the preliminary failure reporfs are
availed. At times, there can be a slight delay in availing this documentation
thereby delaying the postings even though the transformers would be
physically available in the store. Upon confiirmation of documents, an
inspection is conducted and posting is done into the SAP system. Thereafter,
the transformers are transferred to a virtual store where they are segregated
from good transformers.

66.To address this, the Corporation developed a policy that provides for a split
valuation for transformers. This maintains different values for the new, repaired
and returned transformers each with different material codes. On return, the
transformers are posted at a nominal value of Kes. 1. An inspection is
conducted and if the cost of repair of the fransformer is estimated to equal fo
or less than 50% of the original value, it is approved for repair. Otherwise, the
transformer is scrapped because repairing it would be uneconomical. On
repair, the transformer is assigned a value equivalent to 50% of its original value,

Committee Observation

67.The Committee observed that:

i) the management had provided a breakdown of items in the inventory
and the items were captured in the SAP system. However, the system
was in the process of being configured and optimized.

i) the management had developed a policy on valuation of returned
transformers.

Committee Recommendation

68.Within three (3) months of adoption of this report, the Accounting Officer
should submit a report on the optimization and configuration of the system to
the OAG for verification.

20



6.0 Inaccuracy of Receivables from Exchange Transactions

69.The statement of financial position reflects receivables from exchange

fransactions of Kes. 12,010,567,000 as disclosed in Note 28(a) to the financial
statements. Included in this balance were advances to vendors totaling Kes.
1,869.574,000 in respect of contracts for works, goods, and services that had
been completed, certificates of work done issued, and deliveries made.
However, the advances had not been recovered and the respective ledgers
were not updated with the completed works, goods, and services. Further, the
amount includes deposits-rent of Kes. 14,627,000 out of which Kes. 14,437,436
was in respect to expired leases whose refunds had not been received or
leases renewed.

In the circumstances, the accuracy and completeness of receivables from
exchange transactions balance of Kes. 1,884,011,436 could not be confirmed.

Management Response

70.The financial statements reflected receivables from exchange transactions

amounting to Kes. 12,010,567,000, as disclosed under Note 28(a). This balance
included advances to vendors tofaling Kes. 950,734,000 supported by ledger
accounts and not Kes. 1,869,574,000 as indicated in the audit report. Following
a reconciliation of the advance to vendor account, recoveries amounting to
Kes. 320,508,031 were made revising the figure to Kes. 630,225,968 reported in
the subsequent Financial Statements.

Reconciliation between Financial $tatement and Ledger Balances

Description

Amount (Kes.)

Remarks

Amount -as—per-Advance- |

Ledger Account

2303 AR —

--edger-balance—as—at-—30th—June-

2021

Add: Advances made but
not posted in the Ledger

672,824,627.00
40,750,000.00

Analysis of advances not posted in
the ledger

Total

950,734,000.22

Amount reported in the financial
statements

Less: Advance Payments
Recovered

(320,508,031.60}

Eecovered Advances

Balance

630,225,968.62

Reported in the financial
statements of FY 2021/22 opening
balances
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The amount includes deposits-rent of Kes. 14,627,000 out of which Kes. 14,437,436
was in respect to expired leases whose refunds had not been received or leases
renewed.

71.The Corporation rents several faciliies to support the achievement of its
mandate. These include the following:

No. | Name of facility Lease period

] Nakuru regional office 01/12/2019 - 31/112025 |6 years)

2 Eldoret regional office 15/07/2015-14/7/2021(6 years)
15/7/2021-30/06/2024(3 years)

3 Awasi yard 1/12/2015 - 30/11/2020(5 years)
2/12/2022 - 30/06/2023(2 years 3 months)

4 Makuyu Yard 01/07/2020- 30/06/2021(1 year)
1/07/2021 - 30/06/2023 (2 years)

5 Mombasa road store 1/10/2020-31/12/2025 (5 years 3 Months)

b Nyeri Office 1/01/2017- 31/12/2021(5 years)

1/01/2022 - 13/10/2023(5 years)

The deposit is still in force and recoverable since the leases were renewed with the
same landlords.

Committee Observation

72.The Commitiee observed at the fime of examination that the management
had signed lease agreements which had expired; thus, the deposits remained
valid and are to be recovered in the future.

73.Further, the Committee observed that the other receivables related to work-in-
progress (WIP), which were secured by a security bond and performance
bond, and the contract were still in force.

Committee Recommendation

74.The Committee directs the OAG to keep the matter in view in future audit
cycles.

7.0 Unsupported Staff Advances
75.The statement of financial position reflects receivables from non-exchange

transactions amount of Kes. 340,458,000 as disclosed under Note 29 to the
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financial statements. The amount includes staff advances of Kes. 5,052,000 in
respect of per diems issued to staff. Although some of the staff surendered the
per diems, the general ledgers were not updated with the same. Further, it was
noted that the Corporation maintained two general ledgers for staff advances
in which accounting staff expenses was made.

In the circumstances, the accuracy and completeness of staff advances of
Kes. 5,052,000 could not be confirmed.

Management Response

76.The Corporation maintains two separate ledgers for staff advances, as
follows:
« Gl 23400002 - This ledger records salary advances
« GL 23400110 - This ledger records staff fravel advances, specifically per

diems issued to facilitate official assignments.

The duplication of ledgers is to ensure that staff fransactions are comectly
classified and posted. As per the audit finding, the amount of Kes. 340,458,000
reported as receivables from non-exchange transactions under Note 29 of the
financial statements includes staff advances totaling Kes. 5,052,000. This
amount represents outstanding advances as at the close of the financial year,
which were subsequently accounted for after year-end.

Committee Observation and Recommendation

77.The Commitiee observed from the explanation of the Accounting Officer that
the unsupported staff advances were accounted for in the financial
statements of the FY 2021/2022. Therefore, the matter stands resolved.

8.0 Unsupported Trade and Other Payables from Exchange Transactions

78.The statement of financial position reflects tfrade and other payables from
exchange transactions of Kes. 1,963,600,000 as disclosed in Mote 35 to the
financial statements. The amount includes trade creditors not invoiced of Kes.
1,115,603,000 which were not supported by ledgers. Further, included in the
balance is an amount of Kes. 847,284,000 reported as frade creditors — invoiced
and ageing analysis presented for audit revealed that an amount of Kes.
573,854,028 relating to payables had been outstanding for over one hundred
and twenty (120) days without explanations.

In the circumstances, the accuracy and completeness of trade and other
payables from exchange transactions balance of Kes. 1,963,600,000 could not
be confirmed.
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Management Response

79.Trade and other payables from exchange fransaction as at June 2021
amounted to Kes.1,963,600,437.64. Included in the balance is an amount of
Kes. 847,283,655.81 reported as trade creditors - invoiced. The Corporation
endeavors to settle its payables within 30 days affer receipt of invoices as per
the procedure manual. The accounts payables had a balance of Kes.
573,854,027.95 under more than 120 days column. This is due to the fact that
contracts for construction and installation of powerlines and mini-grids have 6
months and 12 months respectively defects liability period which falls beyond
the 120 days observed.

80.Un-invoiced creditors amounting to Kes.1,115,603,361.34 refer to amounts of
Local purchase orders and service entry sheet created and issued to suppliers
of goods and services. This process creates a payable situation in the system.
When invoices are received, the same are posted to the system through the
orders and service entry sheets.

Committee Observation

81.The Committee observed from the explanation by the Accounting Officer that
a policy was in place regarding retention amounts, which were set at 10% of
the total contract sum.

82.The Committee also observed that ledger payments were processed manually
and that, due to the conftrols in place, it was not possible for an invoice fo be
paid more than once.

83.The Committee further observed that the management was in the process of
updating the SAP system to enable all the ledger entries to be posted
electronically in the future.

Committee Recommendation

84.Within three (3) months upon the adoption of this report, the Accounting
Officer should submit a status report to the OAG on the fransition of ledger
entries from a manual process to electronic posting in the SAP system.

9.0 Unsupported Property Plant and Equipment

85.The statement of financial position reflects property, plant and equipment
balance of Kes. 96,732,161,000 as disclosed in Note 32 to the financial
statements. Included in the balance are overhead distribution lines of Kes.
80,116,501,000 whose breakdown and details indicating the confract sum,
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starting and completion dates, payments made and current status were not
provided for audit. In addition, the balance includes capital work in progress of
Kes. 16,252,778,000 which includes some projects that were initiated five years
ago and which remained incomplete. Also, a fixed assets register was not
provided to support asset balances.

In the circumstances, the accuracy and completeness of property, plant, and
equipment balance of Kes. 96,732,161,000 could not be confirmed.

Management Response

66.The overhead distribution lines figure of Kes. 80,116,501,000 is a cumulative
amount from the year 2010 to June 2021 as tabulated below;

Rerec- Overhead distribution Lines

iNoOo Year Amount Kshs
112010 317,905,934 .22
212011 184 ,807.,002.81
3|2012 5,515, 737,748.49
42013 4.,340,986,491.68
52014 8,661,355,715.75
62015 5,582,005,374.91
712016 15,310,704 ,695 .42
8|2017 14.480,300,042 .54
92018 13.556,872,661.65
102019 267,954,188 .34
1112020 6,202,877,803.53
122021 5,684,293 ,340.66
Total 80,116,501 ,000.00

87.Projects reported under work in progress have not stalled but are ongoing with
some._chdallenges of completion. The figure reported-in-the revised-financial—

statements is as analysed below;

ANALYSIS OF W.I.P 2020/21FY

Opening Balance 3,713,370,859.66
Labour & Transport Contracts 7,806,219,691.86
Donor Funded Frojects 2,152,809,704 .98
High Mads/ Sreet Lighting 945,996,146.77
Genssts 278,580,241 .38
Solar PRY & SEC Schools 271,302,742 .20
Civil Works 844,331,078.15
Mini grids 159,032,000
Total 16,012,610,465.00
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88.1t is frue that at the time of the audit, there were projects under capital work
in progress of Kes. 16,252,778,000. Over time, these projects have been
completed and commissioned. The corporation currently operates an-ERP
System which maintains a system-based assets register.

Committee Observation and Recommendation

89.The Committee observed during the examination that management had an
asset register in place, and that work-in-progress (WIP) projects were properly
recorded. Therefore, the matter stands resolved.

10.0 Irregular Expenditure on Land Survey Services

20.The statement of financial position reflects property, plant and equipment
balance of Kes. 96,732,161,000 as disclosed in Note 32 to the financial
statements. The amount includes additions to capital work in progress of Kes.
2,657,467,000 out of which Kes. 571,062,727 was paid to three (3) firms for land
survey services to unspecified projects. In addition, there was no evidence of
budgeting for the services, their inclusion in the annual procurement plan and
competitive procurement. This was contrary to Section 45(3)(a) of the Public
Procurement and Asset Disposal Act, 2015 which states that all procurement
processes shall be within the approved budget of the procuring entity and shall
be planned by the procuring entity concerned through an annual
procurement plan. Further, the services were not supported by local services
orders, contract agreements and reports by the three (3) firms indicating the
topographical maps and way leaves.

In the circumstances, the regularity of the expenditure of Kes. 571,062,727 paid
to three (3) firms for land survey services could not be confirmed.

Management Response

21.The corporation budgets for survey services as part of its total projects’ costs
[Materials, Labour and fransport and Survey and design costs) from the
appropriated budget under the vote line of Electrification of public facilities
and transformer maximization approved by the National Assembly. The three
firms engaged for the survey services had been competitively prequalified
under the corporation’'s framework agreement for survey and wayleaves
services.

92.The amounts in question relates to irregular survey services which had been
charged to already completed projects. However, the Board was presented
with an Internal Audit report alleging the loss of funds during its 47t Special
Board meeting held on 3 August, 2022. The Board during the 47" meeting
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made a raft of recommendations among others that, thorough investigations
be undertaken to ascerfain the extent of loss incurred by the Corporation
through fraudulent payments made to the three survey companies.

?23.Consequently, on 8" August, 2022, the Corporation wrote to the Ministry of
Energy requesting the Ministry to invite the Directorate of Criminal Investigations
(DCI) or any other relevant body the Ministry may find suitable to undertake the
investigations into the fraudulent payments. On 8t August, 2022, the Ministry of
Energy wrofe to the Directorate of Criminal Investigations to undertake
investigations. Further, the Board made resolutions on administrative action to
be taken against staff who had been implicated. Consequently, five staff were
dismissed.

Mitigation measures by management
The management has since taken actions to mitigate future recurrence. They
include;

i) Under the Survey Services;

74.The Corpoeration has since ceased the engagement of contracted surveyors
and has instead established a fully-fledged Geospatial department
responsible for conducting internal Geospatial services such as Route
Surveys, Wayleave Acquisition, and Route Pegging, which were previously
outsourced to Frame confractors. To ensure proper management, the
Corporation has implemented internal controls, including issuing instructions
for surveys (via Design and Survey Memo), preparing Back-to-Office reports
(BTOR) after fieldwork, submitting engineering survey drawings, delivering
survey maps obtained from the director of surveys office, providing a

detailecHist-of-customers-theneficiaries),and-delivering-acquired-wayleave——
consents and related documentation.

ii) Under ICT:

925.The Management acknowledges that weaknesses in SAP ECC 6.0—
particularly the misuse of the UNTECO function was identified as the main
weakness. In SAP Project Systems, TECO (Technically Complete) marks o
project or WBS element as closed, preventing further tfransactions like
payments or procurements. UNTECO reverses this status, reopening the
project to allow new fransactions. UNTECO is useful for correcting genuine
errors but highly sensitive and risky if misused. This sensitive function was
abused to reopen closed projects and process fictitious activities and
payments.
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96.To address this, the Management revoked the UNTECO rights from all users
and vested them solely in the General Manager, Power Distribufion and
Regional coordination with written approval from CEQ. All such actions are
now logged and reviewed for compliance by the ICT manager. Further, all
user rights in SAP were stripped and reconfigured based on a sfrict Role-
Based Access Control [RBAC) model to eliminate privilege creep and
enforce segregation of duties.To strengthen system integrity and prevent
recurrence, the Management implemented a formal SAP rights form
approval which ensures that any modification to user roles or system
behaviors is subject to a structured request, risk analysis, and dual-level
approval.

Follow-up and Disclosure Measures:

97.The matter remains under active investigation by the Directorate of Criminal
Investigations (DCI). In the interim, the Corporation has continued fo
cooperate fully with the investigative authorities. To uphold transparency
and accountability, the amount under investigation has been appropriately
disclosed in all subsequent financial statements in accordance with
applicable reporting standards. The Corporation remains committed to
implementing any further recommendations that may arise upon the
conclusion of the investigations.

Committee Observations

98.The Committee observed from the explanation by the Accounting Officer that
Rural Electrification and Renewable Energy Corporation (REREC) had dismissed
five staff members who were involved in the irregular expenditure related to
land surveying, and that investigations were still ongoing by the Directorate of
Criminal Investigations (DCI).

99.The Committee observed that the management had instifuted measures to
prevent future loss of funds in survey services that included; establishment of a
fully-fledged Geospatial department and streamlining the approval process in
the ICT department where only the General Manager has the UNTECO rights.

Committee Recommendation

100. The Committee directs the OAG to camry out an audit on the ICT (SAP-ERP)
system to confirm whether controls are in place and that the rights for all staff
have been revoked, and only the General Manager has the right to grant
approvals.
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101. The OAG to submit the report to Parliament within three (3) months upon
adoption of the report.

102, Within three (3] months upon adoption of this report, the Accounting Officer
should submit a status report on the dismissed staff and the status of the
ongoing investigations by the DCI to the OAG for verification.

Other Matter

11.0 Budgetary Conirol and Performance

103. The statement of comparison of budget and actual amounts expended
amount of Kes. 744,199,000 against final expenditure budget of Kes. 881,574,000
resulting to an under-expenditure of Kes. 137,375,000 or 16% of the budget. In
addition, sale of electricity from Garissa Solar Plant of Kes. 487,394,000 reflected
in Note 11 to the financial statements was not supported by budgetary
provision on sales of power.

The underperformance affected the planned activities and may have
impacted negatively on service delivery to the pubilic.

Management Response

104. The statement of comparison of budget and actual amounts expended
amount of Kes. 744,199,000 against final expenditure budget of Kes. 881,574,000
resulting to an under-expenditure of Kes. 137,375,000 or 16% of the budget. The
actual expenditure for the year ended 30th June 2021 amounted to Kes.
744,199,000 against a final budget of Kes. 881,574,000, resulting in an under-
expenditure of Kes. 137,375,000, equivalent to 16% of the budget.

105. The budget votes that contributed to this under-expenditure were analyzed
and-explained-under—theStatement-of -Comparison—of Budget—and—Actual— —

Amounts for the year ended 30th June 2021. The main reason for the under-
expenditure was the impact of the COVID-19 pandemic, which disrupted
planned activities resulting to under-absorption of allocated funds. In addition,
sale of electricity from Garissa Solar Plant of Kes. 487,394,000 reflected in Note
11 to the financial statements was not supported by budgetary provision on
sales of power.

106. The Garissa Solar Power Plant was commissioned in December 2019, and
power sales are made fo Kenya Power and Lighting Company (KPLC). The
printed estimates did not contain revenues from Garissa solar power sales and
hence it was not possible to appropriate it through the adjusted budget.
However, the same was considered through supplementary no. 2 estimates of
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2021 and approved by the board. The revenues were included in the
Corporation's budget for the financial year 2020/2021. It is important fo notfe
that the revenue of Kes. 487,394,000, generated from the sale of power from
the Garissa Solar Plant, is remitted directly to an escrow account established for
the repayment of the project loan. As such, these funds are not available to
finance the Corporation’s operational activities.

Committee Observation and Recommendation

107. The Committee observed during the examination that the under-
expenditure of the approved budget was attributed to the COVID-19
pandemic, which disrupted the Agency's activities. Further, revenue generated
from the sale of power at the Garissa Solar Power Plant was remitted to an
escrow account for servicing the project loan. Therefore, the matter stands
resolved.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC RESOURCES.

12.0 Delay in Implementation of Projects

108. Review of the project status report indicated that the Corporation was in the
process of implementing four hundred and thirty-six (436) projects at a total
cost of Kes. 2,937,355,534. Physical verification of some of the projects on 18
February, 2022 revealed delay in implementation of the projects.

In the circumstances, value for money has not been realised due to the delay
in implementation.

Management Response

109. The Corporation acknowledged the audit observation regarding delays in
the completion and commissioning of certain projects. While efforts had been
made fo implement the projects within the stipulated timelines, several
challenges were encountered during implementation, as ouflined below, along
with the measures taken to mitigate them:

i) Prolonged wayleave acquisition processes, requiring extended negotiations
and stakeholder engagement
Mitigation: The Corporation strengthened community and stakeholder
engagement mechanisms and collaborated more closely with local
administration and landowners o expedite wayleave approvals. The
management has created new departments to deal with wayleaves
matters, geospatial and advocacy, which ensure fast acquisition of
wayleaves.
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i) Challenging site terrain conditions, which affected accessibility and required
engineering adjustment
Mitigation: Technical teams conducted detailed site assessments and
adopted alternative design solutions to adapt to the terrain, including re-
routing and use of specialized consfruction fechnigues where necessary.

i} Late remittance of the Exchequer
Mitigation: This is beyond the corporation's control.

They have since completed and commissioned the projects.
Committee Observation

110. The Committee observed that management had encountered several
challenges in the implementation of the projects. However, the majority of
the projects had since been completed and commissioned, with the
remaining ones disclosed under the work-in-progress (WIP) report.

111, Further, the Committee observed that management had developed a
performance management system to guide project implementation.
Committee Recommendation

112. The Committee recommends the OAG to keep the matter in view in
future audit cycles to check the status of the work-in-progress (WIP) projects.

13.0 lrregular Utilization of Petroleum Development Levy Funds

113. Note 8 to the financial statements indicates that the Corporation received
an amount of Kes. 1,359,000,000 from the Petroleum Development Fund which
were ufilized on implementation of two hundred and forty-five (245) rural

electrification projects. This was contrary to Section 4(4) of the Petroleum
Development Fund Act, 2012 which states that there shall be paid out of the
Petroleum Development Funds such monies as are necessary for the
development of common facilities for distribution or testing of oil products and
matters relating to the development of the oil industry.

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

114. It is tfrue that the corporation received an amount of Kes. 1,359,000,000 from
the Petroleum Development Fund which were utilized on implementation of
two hundred and forty-five (245) rural electrification projects. Section 53. (1)(b)
Identifies funds of the Corporation to include such monies as may, from time to
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fime, be appropriated by Parliament for that purpose. In the FY 2020/21
Parliament appropriated Kes.1,359,000,000 being Petroleum Development Levy
through the printed estimates. The same was done and the funds were utilized
for electrification of 245 number projects.

Commiltee Observation and Recommendation

115. The Committee observed that REREC utilized the money allocated to the
agency in accordance with the budget. The agency was not privy to the
source of the funds appropriated to the agency. Therefore, the matter stands
resolved.

116. The Committee further recommends that the National Treasury should
ensure that monies ringfenced for a specific purpose in accordance with
stipulated laws should be utilized for the intended purpose.

14.0 Unconnected Customers

117. Review of the project status report and verification of sampled projects
revealed that fifty-one (51) projects valued Kes. 220,898,613 had been
completed and commissioned by the corporation. However, the metering and
connection of target customers to power by Kenya Power Company Limited
had not been done as required by the Service Level Agreement (SLA).

In the circumstances, value of money on these projects could not be confirmed.
Management Response

118. As observed by the audit, there were customers that had not been
connected and metered at the time of the audit. Over time, these customers
have been connected and metered. To ensure that customers are connected
on fime, the Corporation has been engaging with KPLC very closely. The list of
targeted Customers is communicated to KPLC at the onset of project
implementation and a reviewed list of connected Customers shared with KPLC
on monthly basis.

Committee Observation

119. The Committee observed during the examination that Rural Electrification
and Renewable Energy Corporation (REREC) had implemented its part of the
projects, and that it was the responsibility of Kenya Power and Lighting
Company (KPLC) to connect customers to power. The Committee noted that
a section of the customers had already been connected, while others were still
awaiting meter installation.
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Committee Recommendation

120. The Committee directs the Office of the Auditor-General (OAG) to audit the
unconnected customers from the Kenya Power and Lighting Company (KPLC)
end, as the mandate for customer connections falls within their jurisdiction.
Therefore, the matter stands resolved for REREC.

121. In furtherance to the principle of value for money, the Committee
recommends that REREC should, in undertaking such projects as indicated in
this audit query, include installation of meters before handing over of the
projects to KPLC for management.

15.0 Delayed Replacement of Defective Poles

122. During the financial year under review, eighteen thousand, seven hundred
and fifty-six (18,756) defective poles were reported and in March, 2022
verification revealed replacements of only fifteen thousand and thirty-five
(15,035) resulting to three thousand, seven hundred and twenty-one (3,721) un-
replaced poles. In addition, the procurement of the poles was not supported
with contfract documents, tender evaluation report and inspection and
acceptance committee reports.

In the circumstances, value for money has not been realized.
Management Response
123. The replacement of poles relates to treated wooden poles delivered from

2019 by wvarious suppliers, which were discovered to contain low chemical
refention. Our process requires that the poles be inspected and tested prior fo

acceptance, however, there was a problem in the testing of the poles by the

Wood Scienfist who determined that they met the minimum requirements and
the poles were accepted. At the time of audit, a total of 18,756No poles were
flagged as defective and the eighteen (18] affected suppliers were asked to
replace the same. Consequently, sixteen (16) suppliers replaced a total of
15,035No poles leaving a balance of 3,721No poles attributed to two (2)
suppliers.

124.  As a result of this failure in the inspection process, disciplinary action was
meted against the Inspection and Acceptance Committee while the Wood
Scientist, who was subject matter expert in the committee was dismissed. The
Corporation was however, unable to sustain a cause of action against the two
suppliers since the poles had been officially accepted. They have since

33



provided the respective contracts, evaluation reports, and the inspection and
acceptance reports to the auditor.

Committiee Observation

125. The Committee observed that the management had taken steps to remedy
the situation and a total of 15,035 poles were replaced. However, 3,721 poles
were not replaced leading to blacklisting of two contractors and firing of the
wood scientist who inspected the poles.

126. Further, the Committee observed that the management submitted
Contracts, evaluation reports and the inspection and acceptance reports of
the poles.

Committee Recommendation

127.  Within three (3] months upon adoption of this report, the Accounting Officer
should submit a status report on the replacement of 3,721 poles and the efforts
made to recover the poles.

16.0 Abandoned Project

128. The contfract for proposed building and civil works of go-down, ablution
block, perimeter wall, yard and cabro pavement in Kisumu was awarded at a
contract cost of Kes.123,000,000 on 11 May, 2017 for a duration of thirty (30)
weeks. Inspection of the project on 30th March 2022 revealed that there were
no ongoing activiies and the confractor was not on site after partly
constructing perimeter wall and one go-down. Management ferminated the
contract through a letter dated 30 March, 2022 but no evidence of re-
tendering was provided for audit. Further, the cost incurred so far had not been
reflected under capital work in progress.

In the circumstances, value for money for this project has not been realized.
Management Response

129. The contract for the foregoing works was terminated after the contractor
failed to complete the project in time. Following the termination, an assessment
was done by the State Department of Works, who valued all work done at
Kes.46,873,098.77. In the course of implementation of the project, the
Corporation had raised Payment Certificates of Kes.49,974,067.52 from where it
had paid Kes. 44,976,660.77 and retained Kes.4,997,406.75 from where the over
cerlification of Kes. 3,100,968.75 was recovered.
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130. Subsequently, the Corporation redesigned the project to accommodate its
growing staffing needs, which called for a bigger office block, and o
transformer testing facility, which were previously not covered in the earlier
design. The project was subsequenily competitively procured and awarded fo
a contractor, and the works are progressing well. It is envisaged that the works
will be completed by December 2025.

Committee Observation

131. The Committee observed at the time of examination that the project was
retendered and the works were ongoing and classified under the Work in
Progress.

Committee Recommendation

132.  Within three (3) months of adoption of this report the Accounting Officer
should submit a status report of the project to the OAG for verification.

17.0 Non-remiltance of Taxes

133. The Corporation earned from Garissa Power Plant sale of power valued at
Kes.189,040,848 which was paid into escrow account as required by the project
financing agreement. However, necessary Value Added Tax was not withheld
and remitted to Kenya Revenue Authority as required by Value Added Tax Act,
2013

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

134. As observed by the audit, the corporation earned from Garissa Power Plant
sale-ef-powervalved-at-Kes189.040.868-which-was-paid-inte-eserew-accouni— —

as required by the project financing agreement. However, necessary Value
Added Tax was not withheld and remitted to Kenya Revenue Authority as
required by Value Added Tax Act, 2013. The corporation is currently generating
revenue arising from sale of power from Garissa solar power plant. This revenue
is usually deposited into an Escrow Account which the corporation is not a
signatory to. The same attracts Value Added Tax (VAT] which is payable fo
Kenya Revenue Authority.

135. Since the revenue is deposited into the Escrow Account, the corporation
sought advice from the National Treasury through the Ministry of Energy where
a meeting was held between National Treasury, Kenya Revenue Authority,
REREC and Exim Bank of China where it was agreed that:
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1. REREC to seek approval from National Treasury to have an amount of VAT
remitted directly to Kenya Revenue Authority being settlement of VAT that
has accrued so far by Kenya Power and Lighting Company limited.

2. Further, KPLC to withhold the full amount of VAT (i.e. 16%) and remit it fo KRA
and deposit amount net of VAT to the Escrow Account.

136. The Corporation complied and sent a letter Ref. REREC/F/NT/2022/dc dated
26! April, 2022. The Ministry of Energy forwarded REREC request for approval for
remission of VAT to Kenya Revenue Authority by Kenya Power and Lighting
Company via letter Ref. No. ME/CONF/170 dated é" May, 2022 to the National
Treasury. The National Treasury via letter Ref: TNT/RMD/214/78/03/S. VOL.VI (5)
directed as follows;

1. KPLC to remit USD 2,360,086.62 direct to Kenya Revenue Authority out of
the unpaid invoices from REREC to settle the outstanding VAT on paid
invoices.

2. Going forward to be submitting VAT charged on invoices to KRA and
remit the net amount to the Escrow Account. REREC shall continue the
obligation of filling monthly VAT returns.

3. REREC started filling the monthly VAT returns in the month of July 2022.

Kenya Power and Lighting Company has since paid the VAT amount of
Kes.289,132,950 on behalf of REREC and continues to withhold and pay the
taxes on behalf of REREC.

Committee Observation and Recommendation

137. The Committee observed from the submissions by the Accounting Officer,
that the Kenya Power and Lighting Company (KPLC) had since settled the
previously non-remitted tax. Currently, KPLC are withholding the 16% Value
Added Tax (VAT) at source and remitting directly to the Kenya Revenue
Authority (KRA). Therefore, the matter stands resolved.

18.0 Over-Representation in Committees

138. The Corporation's four (4) committees had five (5) members each as
opposed to the maximum of four (4). This was contrary to Paragraph B (4) of
the Head of Public Service circular Ref. OP/CAB.?2/1A dated 11 March, 2020 on
management of State Corporations which states that the number of members
to any committees should be no more than one-third (1/3) of the full board
which translates to four (4) members. There was no evidence of approval by
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the cabinet secretary in consultation with SCAC as required by the circular for
increase in the number of members of the committees.

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

Management Response

139. The Corporation acknowledges the observation regarding the composition
of Board Committees. It is comect that four (4) committees previously
established by the Board each comprised five (5) members. However, the
constitution of these Board Committees took place on 15th February 2019,
which was prior to the issuance of the Head of Public Service Circular Ref.
OP/CAB.9/1A dated 11" March, 2020 on the management of State
Corporations. Upon receipt of the Circular, the Corporation took steps to align
with the prescribed governance guidelines. The Board Commitiees were
subsequently reconstituted to comply with Paragraph B (4) of the Circular,
which limits committee membership to not more than one-third of the full
Board.

Committee Observation and Recommendation

140. The Committee observed at the time of Examination that Board Committees
were reconstfituted to align with the Head of Public Service Circular on the
management of State Corporations hence the matter stands resolved.

FINANCIAL YEAR 2021/2022

In FY 2021/2022 the Auditor General issued the Corporation's Management with o
qualified opinion on several matters as outlined below;

19.0 Unsupported Trade and Other Payables from Exchange Transactions

141. The statement of financial position reflects tfrade and other payables from
exchange tfransactions balance of Kes. 2,251,270,000 as disclosed in Note 35 to
the financial statements. The balance includes unsupported and un-invoiced
trade creditors amount of Kes.1,193,980,000 which was not supported by
ledgers or any other form of documentation. Further, included in the balance is
an amount of Kes. 830,000,000 relating to payables which had been
outstanding for more than ninety (90) days.

142. In the circumstances, the accuracy and completeness of trade and other
payables from exchange fransactions balance of Ks 2,251,270,000 could not
be confirmed.
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Management Response

143. As observed in the Audit, Trade and other Payables from exchange
transactions of Kes. 2,251,270,000. Management responds to each issue as
follows: -

i) The amount includes frade creditors not invoiced of Kes.1,193,980,284.
Un-invoiced creditors Kes.1,193,980,284 refer to amounts of Local
purchase orders, Goods Received Notes posted in GR/IR Accounts and
service entry sheet created and issued to suppliers of goods and services.
This process creates a payable situation in the system leaving an
impression that Creditors have not been Paid. When invoices are
received, the same are posted to the system through the orders and
service entry sheets.

i) As observed in the Audit, invoiced and ageing analysis of an amount of
Kes.830,000,000 relates to payables that had been outstanding for over
ninety (90) days. Explanation on the reasons for non-payment includes
labour and tfransport retention with defect liability period of 6 months,
solar PV and sireet lightings, payments with defect liability period of 1
year extending payment period to over 180 days.

Committee Observation

144. The Committee observed that the management had submitted
explanations regarding the variances between the ledgers and the financial
statements, however evidence was not provided fo support the explanation.

Committee Recommendation

145.  Within three months upon adoption of the report, the Accounting Officer to
submit the creditors support ledgers in line with section 68(2) (b) of the Public
Finance Management Act, Cap 412A to the OAG for verification.

20.0 Inaccuracy of Receivables from Exchange Transactions

146. The statement of financial position and as dsclosed in Note 28(a) to the
financial statements reflects receivables from exchange ftransaction of
Kes.1,160,820,000 which included advances to vendors totaling fo
Kes.660,818,000 in respect of contracts for works, goods, and services that had
been completed. However, the advances had not been recovered and the
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respective ledgers were not updated with the completed works, goods, and
services. Further, the balance includes rent deposits balance of Kes. 14,627,000
out of which a balance of Kes.14, 437,436 was in respect to expired leases
whose refunds had not been received or leases renewed.

In the circumstances, the accuracy and completeness of receivables from exchange
transactions balance of Kes.1,160,820,000 could not be confirmed.

Management Response

147. The total advances amounted to Kes. 1,072,892,532.22 before recoveries.
The recoveries had been done to the extent of invoices received and this was
reported in the financial statements. The adjustments done for the recoveries
amountfed to Kes.660,818,377.3. The deposits-rent amount of Kes.14,437,436 is
still in force and recoverable since the leases and licences were renewed with
the same landlords.

148. The Corporation rents several facilities to support the achievement of ifs
mandate. These include the following:

No. | Name of facility Lease period

1 Nakuru regional office | 01/12/2019 - 31/112025 (6 years)

2 Eldoret regional office | 15/07/2015-14/7/2021(é years)

15/7/2021-30/06/2024(3 years)
3 Awasi yard 1/12/2015 - 30/11/2020(5 years)

2/12/2022 - 30/06/2023(2 years 3 months)

4 takoyoYard— [ 017/07/2020-"307/04/2021{1vear)

1/07/2021 - 30/06/2023 (2 years)

5 Mombasa road store | 1/10/2020-31/12/2025 (5 years 3 Months)
6 | Nyeri Office 1/01/2017- 31/12/2021(5 years)

1/01/2022 - 13/10/2023(5 years)

The deposit is still in force and recoverable since the leases were renewed with the
same landlords.

Committee Observation

39



149. The Committee observed at the time of examination that the management
had signed lease agreements which had expired; thus, the depaosits remained
valid and are to be recovered in the future. The other receivables related to
work-in-progress  (WIP), which were secured by a security bond and
performance bond, and the contract were sfill in force.

Committee Recommendation

150. The Committee directs the OAG to keep the matter in view in future audit
cycles.

21.0 Inaccuracies in Property, Plant and Equipment
21.1 Unsupported Overhead distribution Lines

151. The statement of financial position and as disclosed in Note 32 to the
financial statements reflects property, plant and equipment balance of
Kes.105,433,499,000 which includes additions to overhead distribution lines
amounting to Kes.4,356,078,000 whose breakdown and details indicating the
confract sum, starting date and completion dates, payments made and
current status were not provided for audit. Management did not provide a
fixed assets register to support the balance and the amount did not originate
from work in progress account, yet it related to construction works. Further, an
amount of Kes.5,153,899,000 was capitalized under overhead distribution lines.
However, the amount was not supported with a detailed schedule of the
projects, certificates of completion and commissioning.

Management Response

152. The reported amount of Kes.4,356,078,000 in the financial statements were
projects undertaken and completed within the year under review and were
not part of the opening work in progress balances. The process of project
identification, design cost allocafion through work breakdown structures
(costing), implementation, technical closure and capitalization were
performed during the financial year 2021/2022. The breakdown and details
indicating the contract sum, starting and completion dates, payments made
and current status for additional to overhead distribution line of
Kes.4,356,078,000 has since been provided.
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A sampled certificate of completion and commissioning has since been provided.

Committee Observation and Recommendation

153. The Commiltee observed during the examination that management had an
asset register in place, and that works-in-progress (WIP) projects were properly
recorded. Therefore, the matter stands resolved.

21.2 Capital Work in progress

154, Included in the property, plant and equipment balance of
Kes.105,433,499,000 is capital work in progress balance of Kes. 17,178,348,000
which includes some projects that were initiated six (6) years ago and which
remained incomplete. Included in the balance were additions amounting to
Kes. 6,281,191,000 which had no detailed breakdown of the projects name,
location, date of inception, contract sums, amount paid to date and as status
of the projects. Further, Management did not provide detailed movement
schedule indicating each project opening balance, additions during the year,
closing balance and the project status report as at 30 June 2022.

Management Response
1535. The Corporation acknowledges the audit observation regarding delays in
the completion and commissioning of certain projects as included in the
capital work in progress balance of Kes. 6,281,191,000. A detailed breakdown
of the project name, location, date of inception, contract sum, amount paid to

date and status of the additional projects amounting to Kes. 6,281,191,412 was
provided.

156. While efforts had been made to implement the projects within the stipulated
timelines, several challenges were encountered during implementation, as
outlined below, along with the measures taken to mitigate them:

i] Prolonged wayleave acquisition processes, requiring extended negotiations
and stakeholder engagement
Mitigation: The Corporation strengthened community and stakeholder
engagement mechanisms and collaborated more closely with local
administration and landowners to expedite wayleave approvals. The
management has created new departments to deal with wayleaves
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matters, geospatial and advocacy, which ensure fast acquisiion of
wayleaves.
it —~Challenging site terrain conditions, which affected accessibility and required

engineering adjustment

Mitigation: Technical teams conducted detailed site assessments and
adopted alternative design solutions to adapt to the terrain, including re-
routing and use of specialized construction techniques where necessary.

i) Late remittance of the Exchequer
Mitigation: This is beyond the corporation's control.

We have since completed and commissioned the projects.

Committee Observation and Recommendation

157. The Committee observed during the examination that management had an
asset register in place, and that works-in-progress (WIP) projects were properly
recorded. Therefore, the matter stands resolved.

21.3 Unsupported Expenditure on Land survey services

158. Included in the work in progress balance of Kes. 17,178,348,000 is additions
to capital work in progress amounting to Kes. 6,281,191,000 out of which Kes.
430,000,000 was paid to three (3) firms for land survey services to unspecified
projects in the year under review while an amount of Kes. 571,062,727 was paid
in the previous year resulting in total payments of Kes. 1,001,062,727 for
unspecified projects being included under capital work in progress. In addition,
there was no evidence of budgeting for the services, their inclusion in the
annual procurement plan and competitive procurements. Further, the services
were not supported by local service orders, contract agreement and reports by
the three (3) firms indicating the topographical maps and way leaves.

In the circumstances, the accuracy and completeness of property, plant and
equipment balance of Kes.105,433,499,000 could not be confirmed.

Management Response

159. The corporation budgets for survey services as part of its total projects’ costs
[Materials, Labour and fransport and Survey and design costs) from the
appropriated budget under the vote line of Hectrification of public facilities
and transformer maximization approved by the National Assembly. The three
firms engaged for the survey services had been competitively prequalified
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under the corporation's framework agreement for survey and wayleaves
services.

160. The amounts in question relates to irregular survey services which had
been charged to already completed projects. However, the Board was
presented with an Internal Audit report alleging the loss of funds during its
47" Special Board meeting held on 3 August, 2022. The Board during the
47" meeting made a raft of recommendations among others that, thorough
investigations be undertaken to ascertain the extent of loss incurred by the
Corporation through fraudulent payments made to the three survey
companies.

161. Consequently, on 8" August, 2022, the Corporation wrote to the Ministry
of Energy reguesting the Ministry to invite the Directorate of Criminal
Investigations (DCI} or-any other relevant body the Ministry may find suitable
to undertake the investigations into the fraudulent payments. On 8th August,
2022, the Ministry of Energy wrote to the Directorate of Criminal Investigations
to undertake investigations. Further, the Board made resolutions on
administrative action to be taken against staff who had been implicated.
Consequently, five staff were dismissed.

Mitigation measures by management

162. The management has since taken actions to mitigate future recurrence.
They include;

i) Under the Survey Services:

163. The Corporation has since ceased the engagement of confracted
surveyors and has instead established a fully-fledged Geospatial department
responsible for conducting internal Geospatial services such as Route
Surveys, Wayleave Acquisition, and Route Pegging, which were previously
outsourced to Frame confractors. To ensure proper management, the
Corporation has implemented internal controls, including issuing instructions
for surveys (via Design and Survey Memo), preparing Back-to-Office reports
(BTOR) after fieldwork, submitting engineering survey drawings, delivering
survey maps obtained from the director of surveys office, providing a
detailed list of customers (beneficiaries), and delivering acquired wayleave
consents and related documentation.
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ii) Under ICT;

164. The Management acknowledges that weaknesses in SAP ECC 6.0—

particularly the misuse of the UNTECO function was identified as the main
weakness. In SAP Project Systems, TECO (Technically Complete) marks a
project or WBS element as closed, preventing further transactions like
payments or procurements. UNTECO reverses this status, reopening the
project to allow new fransactions. UNTECO is useful for correcting genuine
errors but highly sensitive and risky if misused. This sensitive function was
abused to reopen closed projects and process fictitious activities and
payments.

165. To address this, the Management revoked the UNTECO rights from all users

and vested them solely in the General Manager, Power Distribution and
Regional coordination with written approval from CEO. All such actions are
now logged and reviewed for compliance by the ICT manager. Further, all
user rights in SAP were stripped and reconfigured based on a strict Role-
Based Access Control [RBAC) model to eliminate privilege creep and
enforce segregation of duties. To strengthen system integrity and prevent
recurrence, the Management implemented a formal SAP rights form
approval which ensures that any modification to user roles or system
behaviors is subject to a structured request, risk analysis, and dual-level
approval.

Follow-up and Disclosure Measures:
166. The matter remains under active investigation by the Directorate of

Criminal Investigations (DCI). In the interim, the Corporation has continued to
cooperate fully with the investigative authorities. To uphold transparency
and accountability, the amount under investigation has been appropriately
disclosed in all subsequent financial statements in accordance with
applicable reporting standards. The Corporation remains committed to
implementing any further recommendations that may arise upon the
conclusion of the invesfigatfions.

Committee Observation

167.

The Commitiee observed from the explanation provided by the Accounting

Officer, that Rural Electrification and Renewable Energy Corporation (REREC)
had dismissed five staff members who were involved in the iregular
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expenditure related fo land surveying, and that investigations were still ongoing
under the Directorate of Criminal Investigations (DCI).

168. The Commitiee observed that the management had instituted measures to
prevent future loss of funds in survey services that included; establishment of a
fully-fledged Geospatial department and streamlining the approval process in
the ICT department where only the General Manager has the UNTECO rights.

Committee Recommendation

169. The Committee directs the OAG to carry out an audit on the ICT (SAP-ERP)
system to confirm whether controls are in place and the rights for all staff have
been revoked and only the General Manager has the right to grant approvals.

170. The OAG to submit the report to Parliament within three [3) months upon
adoption of the report.

171.  Within three (3] months upon adoption of this report, the Accounting Officer
to submit a status report on the dismissed staff and the status of the ongoing
investigations by the DCI to the OAG for verification.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC RESOURCES

22.0 lIrregular Utilization of Petroleum Development Levy Funds

172. Review of the financial records revealed that the corporation received an
amount of Kes. 1,740,000,000 from the Petfroleum Development Levy Funds
which were utilized on implementation of rural electrification projects. This was
contrary fo section 4(4) of the petroleum development fund act, 2012 which
states that there shall be paid out of the Petroleum Development Levy Funds

soch-moniesasare necessary forthedevelopmentof-common-facilities forthe——
distribution or testing of oil products and for matters relating fo the
development of oil industry. Further, there was no evidence of budgeting for

the expenditure, their inclusion in the annual procurement plan and
competitive procurement confrary to section 45(3)(a) of the public
procurement and asset disposal act, 2015 which states that all procurement
processes shall be within the approves budget of the procuring entity and shall

be planned by the procuring entity concermed through an annual
procurement plan.

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

Management Response
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173. It is true that the corporation received an amount of Kes. 1,740,000,000 from
the Petroleum Development Fund which were utilized on implementation of
rural electrification projects. Section 53. (1)(b) Identifies funds of the
Corporation to include such monies as may, from time to fime, be
appropriated by Parliament for that purpose. In the FY 2021/22 Pariament
appropriated Kes. 1,740,000,000 being Petfroleum Development Levy through
the printed estimates. The same was done and the funds were ufilized for on
implementation of rural electrification projects.

Committee Observation and Recommendation

174. The Committee observed that REREC utilized the money allocated to the
agency in accordance with the budget. The agency was not privy to the
source of the funds appropriated to the agency. Therefore, the matter stands
resolved.

175. The Committee further recommends that the National Treasury should
ensure that monies ringfenced for a specific purpose in accordance with
stipulated laws should be utilized for the intended purpose.

23.0 Unaccounted for Development Grants

176. Review of Financial records revealed that the corporation received an
amount of Kes.2,560,000,000 as grants from the ministry of energy. However,
management did not provide documents to support how the grants were
accounted for. Further, there was no evidence of budgeting for the capital
grants, their inclusion in the annual procurement plan and competitive
procurement. This was conirary to section 45(3)(a) of the public procurement
and asset disposal act, 2015 which states that all procurement processes shall
be within the approved budget of the procuring entity and shall be planned by
the procuring entity concerned through an annual procurement plan.

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

Management Response

177. The development grants amounts were granted through petroleum
development levy and exchequer development and were used to finance
planned projects during the financial year. The grants were budgeted for in the
corporation budget for the FY 2021/2022. Upon approval of the budget, the
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same was included in the procurement plan as required by section 45(3) of the
public procurement and asset disposal act, 2015.

Committee Observation and Recommendation

178. The Committee observed from the submission by the Accountfing Officer
that the funds were granted through the Petroleum Development Levy for
development purposes. These funds were used to finance planned projects
during the financial year, and the allocations were included in the approved
procurement plan hence the matter stands resolved.

240 Abandoned Project

179. Review of record revealed that the corporation awarded the contract for
the building and civil works of a go-down, ablution block, perimeter wall, yard
and cabro pavement in Kisumu at a contract cost of Kes. 123,000,000 on 11
May 2017 for a duration of thirty (30) weeks. HOWEVER, Physical verification of
the project conducted on 30 March 2022 revealed that there were no ongoing
activities and the confractor was not on site after partly constructing perimeter
wall and one go-down. Management terminated the confract through a letter
dated 30 march 2022 but no evidence of retendering was provided for audit.
Further, the cost incurred so far had not been reflected under capital work in
progress.

In the circumstances, the value for money on the amount of Kes. 123,000,000
incurred on this project could not be confirmed.

Management Response

180. The contract for the foregoing works was terminated after the contractor
failed to complete the project in time. Following the termination, an assessment
was done by the State Department of Works, who valued all work done at
Kes.46,873,098.77. In the course of implementation of the project, the
Corporation had raised Payment Certificates of Kes.49,974,067.52 from where it
had paid Kes. 44,976,660.77 and retained Kes.4,997,406.75 from where the over
certification of Kes. 3,100,968.75 was recovered.

181. Subsequently, the Corporation redesigned the project to accommodate its

growing staffing needs, which called for a bigger office block, and «
tfransformer testing facility, which were previously not covered in the earlier
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design. The project was subsequently competitively procured and awarded fo
a contractor, and the works are progressing well. It is envisaged that the works
‘willbe completed by December 2025.

Committee Observation

182. The Committee observed at the time of examination that the project was
retendered and the works were ongoing and classified under the Work in
Progress.

Commiltee Recommendation

183. Within three (3) months of adoption of this report the Accounting Officer to
submit a status report of the project to the OAG for verification.

25.0 Unapproved Investment of Surplus Funds

184. Review of financial records revealed that the Company had a fixed deposit
investment of Kes. 1,730,427,000 invested in three (3) bank accounts. However,
the investment was not approved by the cabinet secretary in charge of the
National Treasury as required by circular no.22/2019 of 20 December 2019.
Further, management did not seek approval for opening and operating the
bank accounts from the national treasury as required by section 28 of the
public finance management act, 2012.

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

Management Response

185. As observed by the Audit, an amount of Kes. 1,730,427,000 was held in call
deposits accounts and not fixed deposit investments, across three (3)
commercial banks. These funds were received during the financial year to
support project implementation and other key activities, including
electrification of public facilities, and were not idle or surplus funds. Section 23
of the National Treasury's circular No. 22/2019 states that in accordance with
section 28(1) of the PFMA, no state corporation should invest surplus funds in
any financial institution/bank without prior approval of the National Treasury
and planning, other where the investments are in Treasury bills/bonds.

186. The corporation’s interpretation of the above section of the National
Treasury's Circular is that there were no surplus funds, that would occasion
seeking for Cabinet Secretary's Approval, the monies in the Bank accounts
were deposits made in anficipation of setfling payments arising out of
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procurement of Project materials and other key services. In order for the cash
deposit not to lie idle, management placed the monies on call account in
competitively negotiated rates with the banks, this means that the monies were
not placed in a fixed deposit account, but call accounts which was budgeted
for under interest income and approved by the Board

187. Section 53(1) of the Energy Act, 2019 identifies funds of the corporation as
shall consist of: -

a) Monies from Rural Electrification Programme fund as per Section 143.

b) Such monies as may be appropriated by Parliament from time to time.

c) Monies allocated from the consolidated energy fund for promotion and
development of renewable energy initiatives.

d) Interest from bank deposits.

e) Revenues from other sources including loans, grants, gifts or donations
approved by the Cabinet Secretary.

It is therefore on the basis of Section 53(1)(d) that the corporation negotiated and
placed the funds on call account.

188. The funds were temporarily placed on call to preserve their value during the
period between receipt and disbursement, pending completion of
procurement processes and confractor mobilization. This approach ensured
confinued operational readiness while safeguarding the financial interests of
the Corporation. Interest income generated from the call deposits was
recognized and disclosed in the Corporation’s financial statements, in line with
Section 44(3) (a) of the Energy Act, 2019, which designates such income as an
approved source of revenue for the Corporation.
All bank accounts are operated in accordance with the Public Finance
Management Act, 2012, and approvals from the National Treasury have been

obfained in compliance with Secfion 28 of the Act.

Committee Observation

189. The Commitiee observed from the explanation by the Accounting Officer,
that the funds were not surplus and were therefore not invested in fixed depaosit
accounts. Instead, they were placed in an interest-earning call accounts to
preserve their value pending disbursement to the intended projects. The
interest earned was duly recognized in the Corporation's financial statements.

Committee Recommendation
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190. The Committee recommends that since the management adhered to the
Public Finance Management Act, Cap 412A and obtained the required
approval from the National Treasury, the matter stands resolved.

FINANCIAL YEAR 2022/2023

In FY 2022/2023 the Auditor General issued the Corporation's Management with a
qualified opinion on the matters as noted below;

26.0 Unconfirmed Court Deposits

191. The statement of financial position reflects current portion of receivables
from exchange transactions balance of Kes. 793,982,000. As disclosed in Note
28 to the financial statements, the balance includes Kes. 55,000,000 in respect
of court case deposit arising from dispute between a supplier of conductors
and the Corporation. The court instructed the deposit to be made in a joint
account held by the advocates representing the Corporation and the supplier.
The existence of these monies held in the joint account of the advocates could
not be confirmed since no confirmation of the bank balance was provided for
audit verification. Further, even though the Corporation never filed or
appealed against this case, an additional Kes. 5,000,000 was deposited in court
through its advocates as a condition for appeal on the case in 2015.

In the circumstances, the recoverability and ownership of court deposits
totaling Kes. 55,000,000 could not be confirmed.

Management Response

192. The Plaintiff in Nairobi HCCC No. 541 of 2012 instituted proceedings against
the then Authority on 24.08.12 claiming the sum of Kes. 30,477,023.00 plus
interest at the rate of 18% from 23.10.11 and costs, being the sums due and
owing in respect of goods delivered to the then Authority sometime in 2012, The
Plaintiff's claim is for refund of customs duty differential amounts. The Plaintiff
further alleged that the tender sums paid included custom duty at the rate of
10%, yet it paid 25% following the East African Community Gazette dated 22nd
March, 2011 which increased the duty from 10% to 25%.

193. On 18th November, 2014, the High Court entered judgment against the then
Authority for Kes. 30,477,023, interest at 18% effective from 23 October, 2011
until payment in full and costs with interest thereon. On 18 June, 2015, the
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Plaintiff sought to execute the judgment against the Authority. The Authority
moved the Court seeking for stay of execution. On 30t June, 2015, the Court
issued orders and among others directed that the sum of Kes. 5,000,000.00 be
deposited in court by 6/7/2015 pending the hearing of the application on the
stay of execution. On 4th February, 2016, the Court stayed the execution of the
decree on condition that the then Authority deposits the sum of Kes.
50,000,000.00 in a joint interest earning account in the names of the Advocates
representing the parties within 30 days of the ruling. Consequently, the Authority
complied with both orders of the Court.

194. The Corporation sought for an opinion from its Advocates on the chances of
success of the matter if the same were to proceed to appeal. This was against
the backdrop of a similar matter being settled on the opinion that the chances
of success at appeal were slim. Given this position, the Advocate was under
instruction to engage the Plaintiff's lawyers in a bid to conclude the matter.
However, in the year 2022, it was brought to the Corporation's attention that
the Plaintiff had two set of lawyers fighting over its representation. Once this
was resolved by the Court, the Plaintiff's now Advocates made an application
for the release of the money deposited in the joint interest account culminating
to the orders of the Court issued on 22n9 May, 2023.

Current status

195. Pursuant to the ruling of the Court dated 2274 May, 2023, the court issued
orders among others that the sum of Kes. 45,000,000.00 together with interest so
far accrued in the joint account be released to the Plaintiff's Advocates. The
Court further ordered that the balance thereof to continue to be held in the
joint account in accordance with the orders of the court of 25.02.2016. In order

to ascertain the amounts being held in the joint account, the Corporation has -

made an application seeking for a Sealed Court order. The ruling to this
application will be delivered on Motice. The amount of Kes. 5,000,000.00 is still
being held in court pursuant to the Court order dated 30.06.2015.

Committee Observation

196. The Committee observed that from the ruling of the Court dated 22rd May,
2023, the couwurt issued orders that the sum of Kes. 45,000,000.00 together with
interest accrued in the joint account be released to the Plaintiff's Advocates.
Further, the Court ordered that the balance thereof o continue being held in
the joint account in accordance with the orders that were issued by the court
on 25t February, 2016.
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197. The Committee however noted that the management had not submitted
evidence to support the court deposits.

Committee Recommendation

198. Within three (3) months upon adoption of this Report, the Accounting Officer
should submit proof of deposit for the Kes. 5,000,000 and bank details and
receipt relating to the Kes. 50,000,000 to the OAG for verification.

27.0 Unsupported Trade and Other Payables from Exchange Transactions

199. The statement of financial position reflects trade and other payables from
exchange transactions balance of Kes. 2,367,381,000. As disclosed in Note 35 fo
the financial statements, the balance includes trade creditors amounting to
Kes. 1,334,790,000 which was not supported by invoice, ledgers or any other
form of documentation. The balance is an increase of Kes. 140,810,000
compared to the previous year reported balance of Kes. 1,193,980,000. Further,
included in the balance is an amount of Kes. 1,030,176,000 relating to payables
which had been outstanding for more than ninety (0]} days.

In the circumstances, the accuracy and completeness of the frade and other
payables from exchange fransaction balance of Kes. 1,334,790,000 could be
confirmed.

Management Response

200. The management responds to each issue as follows;

i) The amount of Kes. 1,334,790,000 for trade creditors not invoiced refers
to amounts of local purchase orders, goods received notes posted in
GRIR ledger account and service entry sheet created and issued fo
suppliers of goods and services awaiting online invoicing by the vendor.
This process creates a payable situation in the system leaving an
impression that creditors have not been paid. When the supplier invoices
for goods delivered, inspected and accepted, the same are posted in
the system through the order and service eniry sheet clearing the
creditor's obligation/liability. The management is in the process of
reconciling the amounts in the GRIR accounts with a view to settling the
un-invoiced creditors in the system.

i) The amount of Kes. 1,030,176,000 relating to payables which had been
outstanding for more than ninety (90) days is as a result of labour and
transport retention fee with defect liability period of & months, solar PV
and street lighting payments with defect liability period of 1 year
extending payment period to over 180 days
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Committee Observation

201. The Committee observed., based on the explanation provided by the
Accounting Officer that a policy was in place regarding retention amounts,
which were set at 10% of the total confract sum.

202. The Committee further observed that ledger paymenis were processed
manually and that, due to the contrals in place, it was not possible for an
invoice fo be paid more than once.

203. The Committee noted the management was in the process of updating the
SAP system to enable all the ledger entries to be posted electronically in the
future.

Committee Recommendation

204. Within three (3) months upon the adoption of this report, the Accounting
Officer should submit a status report to the OAG on the transition of ledger
entries from a manual process to electronic posting in the SAP system.

28.0 Inaccuracies in Property, Plant and Equipment
28.1 Doubfful Training Expenditures

205. The statement of financial position reflects property, plant and equipment
balance of Kes. 107,662,450,000 as disclosed in Note 32 to the financial
statements. The balance includes additions to computers amounting to Kes.
99.,002,000. An expenditure amounting to Kes. 3,910,156 was paid as daily
subsistence allowances and air tickets to Dubai to three staff to be trained on
newly installed CCTVs in its Mweiga yard and another three staff as system

administrators in readiness for an ERP activation that the Corporation is yet to
procure.

206. His imperative to note that the Corporation had installed other yards and/or
offices with CCTVs and there were no new developments in the manufacturers’
products and this visit was unjustified. Additionally, no support evidence was
provided for the payment on fraining made by the supplier to the
manufacturer. Also, the staff did not provide proof of training and it remains
unknown how such a training was beneficial to the Corporation. The training on
ERP was being sponsored by the implementers of the system. Subsequently,
neither the location of the training was disclosed nor the evidence of payment
of the training fee made available. Further, back to office report by the
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trainees and/or cerfificates on completion of training were not provided for
audit review. The training of the software was supposed to be bome by the
supplier as provided for in the contract and, therefore, the Corporation should
not have incurred the expenditures.

207. In the circumstances, the completeness and accuracy of the daily
subsistence allowances and air tickets payment to staff on fraining amounting
to Kes. 3,910,156 could not be confirmed.

Management Response

208. REREC operates a decenfralized stores management framework across
multiple regions in Kenya to support the implementation of electrification and
renewable energy projects at scale. These stores hold high-value assets,
materials, and critical inventory including transformers, conductors, poles, tools,
and specialized equipment, which are essential for timely project execution
and service delivery.

209. To enhance asset security, operational accountability, and inventory
integrity, the Corporation has progressively invested in closed-circuit television
(CCTV) surveillance systems. The CCTV infrastructure is designed to support real-
time monitoring. incident tracking, and audit trails within these storage facilities.
This aligns with best practices in supply chain security and supports compliance
with the Public Finance Management (PFM) Act and ICTA guidelines on ICT-
enabled infrastructure controls. The procurement of this system was informed
by the strategic need to safeguard public assets, deter pilferage, and ensure
transparency in stores operations nationwide.

210. The contract agreement for supply and installation of CCTV (RFX
1000000612). The contractor made arrangements for technical training by the
manufacturer HIK Vision for three staff who were involved in the project. The
purposes of the training were to provide post implementation support for the
installed system. As per the contract, payment for the training was catered for
by the supplier but the Corporation was to cater fravel and accommodation
for its officers. As part of the project, the contractor arranged for a technical
training session to be delivered by the CCTV system manufacturer, HIK Vision,
targeting three staff members direcily involved in the implementation of the
project. The objective of the training was to equip the nominated officers with
the necessary skills and technical knowledge to provide effeclive post-
installation support for the installed system. While the fraining itself was fully
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covered by the supplier, the Corporation (REREC) was responsible for covering
travel and accommodation expenses, as stipulated in the invitation letter.

211. The justification for hosting the training in Dubai stems from the following key
factors:
) Manufacturer-Led Training Requirement:
The invitation specifically stated that the training would be conducted by
the manufacturer in Dubai, where HIK Vision has a fully equipped regional
fraining lab. A formal invitation for training was issued by HIK Vision through
their authorized distributor.

i) Lack of Equivalent Training Facilities in Kenya:
While there are distributors of HIK Vision products in Kenya, they do not offer
hands-on, in-depth training as provided by the manufacturer. The
comprehensive fechnical training required for REREC's operational needs is
only available in HIK Vision's accredited training centers in Dubai and China.

i) Strafegic Relevance to REREC's Operations:
As REREC continues to expand its services across regions to support rural
electrification, there is an increasing need to enhance security through
technology. The training was necessary to build internal capacity, ensuring
sustainability and continuity in supporting the installed systems.

iv] Selection of Parficipants:
The three nominated officers were selected from Security and I.C.T team
due to their direct involvement in the project and their continued role in_

supporting and cascading training fo other staff within the Corporation.

v] Cost Implications
The 10-day training was fully funded by the supplier, REREC only incurred
costs related fo fravel and daily subsistence allowances, making it a cost-
effective capacity-building initiative for the Corporation.

vi] Certificates
Upon completion of the training the participants were awarded certificates.

212. In conclusion, the decision to conduct the training in Dubai was based on
practical, contractual, and operational considerations. 1t ensured the
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Corporation received the highest quality of technical training directly from the
manufacturer, which is not available locally. The officers who attended the ICT
fraining in Mdrch 2023 were nominated as system adminisirators for the newly
deployed Veritas NetBackup system, procured under RFX 1000000812. The
system is specifically designed to back up the SAP S/4HANA HANA database,
which is a new addition to the Corporation's enterprise infrastructure. Given the
specialized architecture of HANA—being an in-memory, column-oriented
database—it requires tailored backup and recovery configurations that differ
from traditional databases.

213. The integration between HANA and Veritas NetBackup involves advanced
plug-ins, scripting, and enterprise-grade backup orchestration. Since the
Corporation previously lacked internal expertise on this integration, the training
was necessary to ensure secure, compliant, and efficient management of the
SAP environment. The officers received practical training on live appliances
and scenarios that mirror REREC's configuration, which could not be replicated
locally due to lack of such environments and certified trainers.

214. The training was conducted by a Veritas-certified training partner based in
South Africa, as part of the original contract scope with no additional
budgetary implications. The choice of fraining location was driven by the
unavailability of equivalent certified training in Kenya at the time, and the need
for hands-on exposure to the actual backup appliance environment. Upon
completion, the officers were awarded official Veritas Certificates, and
submitted a comprehensive back-office report covering system configuration,
integration workflows, backup policies, and recovery protocols. This has
significantly enhanced internal capacity, reduced reliance on third-party
support, and ensured the Corporation is now capable of safeguarding its
mission-critical SAP data in line with international standards and disaster
recovery best pracfices.

215. The corporation recognizes all the costs of non-current assets as any amount
incurred to acquire the asset and bring the asset into working condition. This
includes costs directly attributable to bring the asset to its location and make it
available for intended use. In this regard, the cost of to Kes. 3,910,156 for
fraining was necessary to ensure that the CCTV were operational and backup
systern was functional thereby reported and classified under note 32 Property
Plant and Equipment's under computers.

Committee Observation and Recommendation
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216. The Committee observed from the submission by the Accounting Officer
that the training was essential for staff to effectively handle and operate the
CCTV system. The management covered the daily subsistence allowances,
while the supplier met the training costs. Therefore, the matter stands resolved.

28.2 Unaccounted for Tablets

217. The statement of financial position reflects property, plant and equipment
balance of Kes. 107,662,450,000. As disclosed in Note 32 to the financial
statements, the balance includes additions to computers amounting to Kes.
99.002,000. The Corporation procured 30 Lenovo tablets at a unitary cost of Kes.
75,638 amounting to Kes. 2,269,140 out of which 13 tablets totaling Kes. 983,291
were not provided for verification, eleven (11) of them were issued to the
previous Board of Directors in September 2022, eight months prior to end of
their tenure. A physical verification on 1 December 2023 revealed that none of
the directors returned the tablets when their term lapsed, two more devices
could not be accounted for. Even though these devices could not be
physically verified, the Corporation still included them as their assets

In the circumstances, the existence and accuracy of the tablets balance of
Kes.983,291 could not be ascertained.

Management Response

218. The Corporation formally issued written requests to the former Board
directors seeking the return of the tablets that had been issued during their
tenure for official use. These communications outlined the expectation for asset
refurn upon expiry of their term and formed Part of the Corporation's asset
recovery procedures.

Committee Observation
219. The Committee observed that the tableis were issued to the Directors to
facilitate them in carrying out their mandate.

220. The Committee observed that the former Board Directors failed to return the
eleven tablets.

Committee Recommendation

221. The Committee recommends that within three (3) months of adoption of this
report, the Accounting Officer should institute the process of passing journal
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entries to write off the tablets under this query from the asset register and submit
the journal vouchers to the OAG for verification.

222. The Committee further recommends that REREC should come up with o
policy that provides for items of this nature to be freated as essentials for the
effective performance of the Directors in implementation of their mandates.
Thus, they should be exempted from the asset register of the agency.

28.3 Unconfirmed Additions of the Energy Centres

223. The statement of financial position reflects property, plant and equipment
balance of Kes. 107,662,450,000. As disclosed in Note 32 to the financial
statements, the balance includes additions of Kenya Shillings 261,675,000 being
the value of land and bwildings, furniture and fittings, computers and plant and
equipment of seventeen energy centres in the couniry transferred during the
yvear from the Ministry of Energy. However, it was not established how the
Corporation determined the value of the energy centres' land and buildings
and recognized the same in the financial statements, yet fourteen (14) of the
energy centres do not have title deeds to the land they cccupy and, therefore,
the ownership could not be verified. In addition, no valuation of these assets
was carried out to determine the actual values of the energy centres.

224, Further, Management did not provide any reason why furniture and fitfings,
computers and plant and equipment worth Kenya Shillings 2,174,800, Kenya
Shilings 1,698,900 and Kenya Shillings 7,885,420 respectively totaling Kenya
Shillings 11,759,120 being part of the additions from the energy centres were not
depreciated during the year.

In the circumstances, the accuracy and completeness of the energy centres
balance of Kenya Shillings 261,675,000 could not be confirmed.

Management Response

225. As correcily observed by the audit, the assets of Kes. 261,675,000 relates to
assets taken over by the corporation from the MoE consequent to the
enactment of the energy act, 2019. The corporation relied on the closing
balances for audited financial statements for the MoE for FY 2021/2022.
Thereafter, REREC engaged the services of Ministry of Lands and Public Works
for valuation of the said assets. The exercise has since been concluded and the
corrected valued reported in the subsequent financial years.
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226. It is frue that fourteen (14) energy centres did not have fitle deeds. The
Corporation has been working towards acquisition of title documents. Thus far,
the Corporation has acquired title for the Mitunguu Energy Cenftre in Meru.

Committee Observation
227. The Committee observed that the valuation of assets had been completed
and depreciation duly effected.

228. The Committee also observed that the Management was in the process of
acquiring ownership of thirfeen energy centres and had so far obtained the
titte deed for one energy centre in Meru.

Committee Recommendation

229. Within six (6) months after the adoption of this repori, the Accounting Officer
should expedite the transfer of ownership of the energy cenires and submit
status report on the land acquisition to the OAG for verification.

29.4 Unsupported Expenditure on Land Survey Services

230. As previously reported, the statement of financial position reflects capital
work in progress balance of Kes. 8,749,934,000. As disclosed in Note 32 to the
financial statements, the balance includes addition to capital work in progress
of Kes. 7,929,365,000 out of which Kes. 1,600,000,000 was paid to three (3) firms
for land survey services. The review of the balance revealed that it was for
previous years for unspecified projects undertaken by the Corporation. During
audit, no evidence was made available of budgeting for the services, their
inclusion in the annual procurement plan and competitive procurement. This
was contrary to Section 45(3)(a) of the Public Procurement and Asset Disposal

Act, 2075 which states thotallprocurement processes shalloewithinthe =
approved budget of the procuring entity and shall be planned by the
procuring entity concerned through an annual procurement plan.

231. In addition, the services were not supported by local service orders,
confract agreements and reports by the three (3] firms indicating
topographical maps and way leaves. Further, Management response indicates
that the survey paymenis to the three local firms are under investigation by the
Director of Criminal Investigation, and this has not been disclosed as a footnote
in the financial statements.

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

232. The corporation budgets for survey services as part of its total projects’ costs

(Materials, Labour and transport and Survey and design costs] from the
appropriated budget under the vote line of Electrification of public facilities
and transformer maximization approved by the National Assembly. The three
firms engaged for the survey services had been competitively prequadlified
under the corporation's framework agreement for survey and wayleaves
services.

233. The amounts in question relates to iregular survey services which had been

charged to already completed projects. However, the Board was presented
with an Internal Audit report alleging the loss of funds during its 47 Special
Board meeting held on 3 August, 2022. The Board during the 47" meeting
made a raft of recommendations among others that, thorough investigations
be undertaken to ascertain the extent of loss incurred by the Corporation
through fraudulent payments made to the three survey companies.

234. Consequently, on 8th August, 2022, the Corporation wrote to the Ministry

of Energy requesting the Ministry to invite the Directorate of Criminal
Investigations (DCI) or any other relevant body the Ministry may find suitable
to undertake the investigations into the fraudulent payments. On 8" August,
2022, the Ministry of Energy wrote to the Directorate of Criminal Investigations
to undertake investigations. Further, the Board made resolutions on
administrative action to be taken against staff who had been implicated.
Consequently, five staff were dismissed.

Mitigation measures by management

The management has since taken actions to mitigate future recurrence. They
include;

i) Under the Survey Services;

235. The Corporafion has since ceased the engagement of contracted
surveyors and has instead established a fully-fledged Geospatial department
responsible for conducting internal Geospatial services such as Route
Surveys, Wayleave Acquisition, and Route Pegging, which were previously
oufsourced to Frame confractors. To ensure proper management, the
Corporation has implemented internal controls, including issuing insiructions
for surveys (via Design and Survey Memo), preparing Back-to-Office reports

&0



(BTOR) after fieldwork, submitting engineering survey drawings, delivering
survey maps obtained from the director of surveys office, providing a
detailed list of customers [beneficiaries), and delivering acquired wayleave
consentfs and related documentation.

ii) Under ICT:

236. The Management acknowledges that weaknesses in SAP ECC 6.0—
particularly the misuse of the UNTECO function was identified as the main
weakness. In SAP Project Systems, TECO (Technically Complete) marks a
project or WBS element as closed, preventing further transactions like
payments or procurements. UNTECO reverses this status, reopening the
project to allow new fransactions. UNTECO is useful for correcting genuine
errors but highly sensitive and risky if misused. This sensitive function was
abused fo reopen closed projects and process fictitious activities and
payments.

237. To address this, the Management revoked the UNTECO rights from all users
and vested them solely in the General Manager, Power Distribution and
Regional coordination with written approval from CEO. All such actions are
now logged and reviewed for compliance by the ICT manager. Further, all
user rights in SAP were stripped and reconfigured based on a strict Role-
Based Access Control (RBAC) model to eliminate priviege creep and
enforce segregation of duties. To strengthen system integrity and prevent
recurrence, the Managemeni implemented a formal SAP rights form
approval which ensures that any modification to user roles or system
behaviors is subject to a structured request, risk analysis, and dual-level
approval.

Follow-up and Disclosure Measures:

238. The matter remains under active investigation by the Directorate of
Criminal Investigations [DCI). In the interim, the Corporation has continued to
cooperate fully with the investigative authorities. To uphold transparency
and accountability, the amount under investigation has been appropriately
disclosed in all subsequent financial statements in accordance with
applicable reporting standards. The Corporation remains committed to
implementing any further recommendations that may arise upon the
conclusion of the investigations.

Committee Observation



239. The Committee observed from the explanation provided by the Accounting
Officer, that Rural Electrification and Renewable Energy Corporation (REREC)
had dismissed five staff members who were involved in the irregular
expenditure related to land surveying, and that investigations were still ongoing
under the Directorate of Criminal Investigations (DCI).

240. The Committee observed that the management had instituted measures to
prevent future loss of funds in survey services that included; establishment a
fully-fledged Geospatial department and streamlining the approval process in
the ICT department where only the General Manager has the UNTECO rights.

Committee Recommendation

241. The Committee directs the OAG to carry out an audit on the ICT (SAP-ERP)
system to confirm whether controls are in place and the rights for all staff have
been revoked and only the General Manager has the right to grant approvals.

242. Within three (3) months upon adoption of the report, The OAG should submit
the report to National Assembly.

243. Within three (3) months upon adoption of this report, the Accounting Officer
should submit a status report on the dismissed staff and the status of the
ongoing investigations by the DCI to the OAG for verification.

29.5 Unsupported Capital Work in Progress

244, As previously reported, the statement of financial position reflects
property, plant and equipment balance of Kes.107,662,450,000. As disclosed
in Note 32 to the financial statements, the balance includes
Kes.8,749,934,000 for capital work in progress. Audit review revealed some
projects were initiated six (6) years ago and which remained incomplete.
Included in the balance were additions amounting to Kes.7,929,365,000
which had no detailed breakdown of the projects name, location, date of
inception, contract sums, amount paid to date and status of the projects.
Further, Management did not provide detailled movement schedule
indicating each project, opening balance, additions during the year, closing
balance and the project status report as at 30 June, 2023.

In the circumstances, the accuracy and completeness of additions to capital
work in progress balance of Kes.7,929,345,000 could not be confirmed.

Management Response

245. The Corporation acknowledge the audit observation regarding delays in
the completion and commissioning of certain projects as included in the
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capital work in progress balance of Kes.7,929,365,000. The property plant and
equipment revised balance included the additions to capital work in
progress balance whose breakdown of project details is hereby provided.

246. While efforts had been made to implement the projects within the
stipulated  timelines, several challenges were encountered during
implementation, as outlined below, along with the measures taken to
mitigate them:

i) Prolonged wayleave acquisition processes, requiring extended negotiations
and stakeholder engagement
Mitigation: The Corporation strengthened community and stakeholder
engagement mechanisms and collaborated more closely with local
administration and landowners to expedite wayleave approvals. The
management has created new departments to deal with wayleaves
matters, geospatial and advocacy, which ensure fast acquisition of
wayleaves.

iij Challenging site terrain conditions, which affected accessibility and required
engineering adjustment
Mitigation: Technical teams conducted detailed site assessments and
adopted alternative design solutions to adapt to the terrain, including re-
routing and use of specialized consfruction techniques where necessary.

i) Late remittance of the Exchequer
Mitigation: This is beyond the corporation’s control.

The agency has since completed and commissioned the projects.

Committee Observation and Recommendation

247. The Committee observed during the examination that management had an
asset register in place, and that works-in-progress (WIP) projects were properly
recorded. The matter stands resolved.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC RESOURCES

30.0 Inadequately Insured Assets

248. The Corporation insured its ICT equipment in the year under review at a
premium of Kes.709,785 for sum assured of Kes.235,535,000. However, the
computers, accessories and other electronic equipment reported book value
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as at 30 June, 2022 was Kes.120,533,000. Further, 103 number laptops were
procured in June 2022 and an additional 256 number laptops procured in July,
2022. However, only 259 laptops were insured leaving 100 laptops uninsured.

249. Further, the Corporation insured Lot 3 Garissa Solar Plant through a local
underwriter at a total premium amount of Kes.43,045,045. However, the land
where Garissa solar plant lies is a disputed land and the Corporation does nof
possess a fitle deed for the land and, therefore, the Corporation's assets are
not adequately safeguarded.

In the circumstances, the value for the funds spent on asset insurance could
not be confirmed.

Management Response

250. The Corporation had procured insurance services from an insurance
company though an insurance brokers for the period 01/07/2022 o 30/06/2023.
The 100 laptops were not included in the tender because they had not yet
been procured. However, in the FY 2023/2024 the 100 laptops were included in
the Insurance terms of reference and are fully insured. The Corporation laptops
are insured at cost so that in the event of loss, a Claim is made for the purchase
of another laptop.

251. With regards to the Garissa Solar Power Plant, the delay in formalization of
the land where the Solar Power Plant is situated is attributed to a court case,
being ELC No. 15 of 2018, Raya Community Self Help Group vs. Ministry of
Energy, REA & 5 Others. The suit was instituted against the defendants for
compensation for the community land where the solar power plant is situated.
The suit was dismissed on 26 April, 2023. Given that the land where the sclar
plant has been erected is community land, the Corporation embarked on
formalization of the land in bid to acquire tifle to the same.

Current status

252. The Corporation has since acquired the Part Development Plans of the solar
power plant. Further, survey has also been undertaken. Once the cadastral
surveys have been finalized, the director of surveys will generate the cadastral
files for solar plant and hand it over to the Corporation for onward fransmission
to the National Land Commission for valuation and processing of fitles in
RERECs favour. Despite title acquisition not having been finalized, the solar
power plant forms part of the Corporation’s assets and thus, an insurable
interest.
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Committee Observation and Recommendation

253. The Committee observed that the 100 laptops had been insured. Further the
Committee observed that, although management did not possess ownership
documents for the Garissa Solar Plant, the plant had been recorded in the
asset register and duly insured hence the matter stands resolved.

31.0 Unapproved Staff Harmonization

254. The Corporation undertiook a staff harmonization process that was only
approved by the Board during its 52nd Full Board meeting held on 6 December,
2022 vide minute number 6. However, neither the National Treasury approval
confirming availability of funds nor Salaries and Remuneration Commission
approval was obtained. Further, Management did not disclose the criteria of
promotion which include inter alia years of experience/service, academic
qualifications, basis of merit regarding the appraisal documents.

In the circumstances, the staff harmonization was not approved.

Management Response

255. The Corporation developed new Human Resource Instruments in the year
2019 which were approved by the Board and State Corporations Advisory
Committee (SCAC) in the 2019. Among other things, the HR Instruments
changed the grading structure for most of the job groups especially for the
entry levels. Implementation of the Instruments also required the recruitment of
an initial 234 no. of staff to take up various vacancies created in the
instruments. In spite of the approvals of the HR Instruments, the Corporation was
unable fo proceed with the implementation due to unavailability of budget to
cover the additional staff costs associated with the recruitment of the 234 no.
and the harmonization of staff below the entry point created by the approved
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256. Consequently, the Corporation sought approval from The National Treasury
to expand the A.LA ceiling in the 2021/2022 FY budget to accommodate the
budget for implementation of the HR Instruments. Subsequently, The National
Treasury in their letter dated 70 October, 2021, approved the expansion of the
ceiling of A.LA (5% REP Levy), which expansion was partly used to implement
the HR Instruments, including recruitment of 234no and harmonization of staff
below the entry level created by the new Instruments.

257. In addition to the approval from The National Treasury to expand the ceiling,
the Corporafion also conformed to the SRC guidelines on Model Salary
Structure dated 7™ July, 2017 issued to the Corporation wherein it was indicated
that where the current obtaining rates were higher than those in the model, the
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same were to be retained. The current approved salary structure was pursuant
to the Corporation's re-categorized from PC7A to PC7Al by the State
Corporations-Advisory Commitiee in the year 2016 and the subsequent review
of the Human Resource Instruments including the Salary Structure so as to
reflect the new category.

Committee Observation and Recommendation

258. The Committee observed that approvals had been obtained from the
National Treasury, the State Corporations Advisory Committee (SCAC). Further,
the Corporation had complied with the guidelines issued by the Salaries and
Remuneration Commission (SRC) on the Model Salary Structure dated 7th July,
2017, hence the matter stands resolved.

32. 0 Iregular Extended Probation Period

259. The Corporation filed two hundred and thirty (230) vacant positions in
March, 2022 with a six-month probation period ending in October, 2022. On
expiry of the probation period, only three (3) staff were confirmed while three
were dismissed and ten were not assessed. The remainder, two hundred and
five (205), had their probation period extended by another six months effective
1 October, 2022, to allow the Board to review their appraisal reports for
purposes of confirmation in employment. These decisions were made in the
121st Human Resource Committee meeting of the Board and ratified in the
52nd full board meeting on the 19 October, 2022 and on 6 December, 2022
respectively.

260. However, no concurrence was sought from the employees concerned as
required in Section 42(2) of the Employment Act, 2007 that a probationary
period shall not be more than six months, but it may be extended for a further
period of not more than six months with the agreement of the employee.
Though the management has demonstrated through its Human Resources
Policy instruments and Board's minutes approval for the extension of the
probation period, the consent of the concerned employees was not sought in
line with Section 42(2) of the Employment Act, 2007.

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

261. The management forwarded a request to the Human Resource Board
Committee (BHRC) to consider confirmation of staff upon expiry of the
probation period. The board resolved that probation period for staff in REREC 3
to 10 be extended by a period of another six months effective from 1st October
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2022 to give the Board ample time to review their performance.
Communication to the affected staff was however not made in line with
Section 42(2) of the Employment Act, 2007. All staff were eventually confirmed.
Going forward, the Corporation shall ensure strict compliance with the Act os
part of the corrective action plan.

Committee Observation and Recommendation

262. The Committee observed that the Human Resource Board Committee
(HRBC) extended the probation period for a further six months and eventually
confirmed all the staff hence the matter stands resolved.

33.0 Irregular Acting Allowance

263. Review of payroll and human resources records revealed that fifteen (15)
officers were holding various positions in acting capacity. These officers drew
acting allowances for periods of up to six {6) months contrary to the provisions
of Section 34(3) of the Public Service Commission Act, 2017 that states that an
officer may be appointed in an acting capacity for a period of at least thirty
(30) days but not exceeding a period of six (6) months. In addition, the
Corporation has continued to place these officers in those positions on expiry of
the acting periods without hiring or compensating them, some since May 2022
to date.

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

Management Response

264. The Accounting Officer stated that at the time of the audit, fifteen [15) staff
had acted beyond the lawful period provided for in section 34 (3) of the Public
Service Commission Act, 2017. However, this was as a result of the critical roles
——thaottherespective staff served Additionally; itwas ot possible toobtairsimitar——
skill sets from other employees in place at the Corporation, and most of the
employees within these departments were junior.

265. An example is the acting appointment of the General Manager, Power
Distribution and Regional Coordination, Manager, Finance and Accounts,
Manager, Construction, Corporation Secretary among others. These were very
crifical positions which the Corporation needed to fill in the interim to ensure
confinuity of operations and critical controls. Unfortunately, around this time,
there were austerity measures in place that limited the recruitment of staff and
required lengthy approvals before obtaining permission to recruit. The positions
were eventually advertised and competitively filed and some of those who
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acted were successful in the interviews and were accorded an opporfunity fo
fill the positions substantively.

Committee Observation

266. The Committee observed that the vacant positions were advertised and
competitively filed. However, management contravened the Public Service
Commission Act, 2017 by extending the coniracts beyond the stipulated
period.

Committee Recommendation
267. The Committee recommends that, given the circumstances at the time and
the critical role played by the officers, the matter stands resolved.

340 Over-Payment of NHIF Deductions

268. During the year under review, the Corporation incurred employee costs
amounting to Kes.1,661,512,000. Included in this cost were NHIF deductions
totaling Kes.11,795,700. However, the analysis of the NHIF deductions revealed
that the Corporation did not adhere to the bands given in making these
statutory deductions resulting to some over and under deductions resulting to
some being below their bands while others were above. The Corporation
overcharged its employees by Kes.501,200 contrary to section 16 (1) of the NHIF
Act, 1998 (Rev. 2012).

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

Management Response

269. The Corporafion acknowledges the Auditors observation in regards to NHIF
deductions in line with the bands given in making the statutory deductions. A
team from the Corporation and NHIF undertock reconciliation of the
remittances and deductions over the past five (5) years to ascertain the
anomalies. Upon conclusion, it was established that Kes. 911,230.00 was an
underpayment to NHIF which was thereafter remitted regularizing the
Corporation’s account with the Fund.

Committee Observation and Recommendation

270. The Committee observed that the management of Rural Electrification and
Renewable Energy Corporatfion (REREC) and the National Hospital Insurance
Fund (NHIF] carried out a reconciliation of the deductions, established an
agreed figure, and REREC subsequently remitted the outstanding amount,
hence the matter stands resclved.
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35.0 Abandoned Project

271.  As previously reported, the contract for proposed building and civil works of
go-down, ablution block, perimeter wall, yard and cabro pavement in Kisumu
was awarded at a contract sum of Kes.123,000,000 on 11 May, 2017 for a
duration of thirty (30) weeks. Inspection of the project in September, 2023
revealed that there were no ongoing activities and the contractor was not on
site after partly constructing perimeter wall and one go-down. Construction
had stopped at the lintel level and roofing works had not been carried out
exposing the walls to damages and deteriorations.

272. Management terminated the contract through a letter dated 30 March,
2022 but have now retendered and awarded this contract. Further, the cost
incurred so far had not been reflected under capital work in progress.

In the circumstances, value for money of Kes. 123,000,000 could not be
confirmed.

Management Response

273. The confract for the foregoing works was terminated after the contractor
failed to complete the project in time. Following the termination, an assessment
was done by the State Department of Works, who valued all work done at
Kes.46,873,098.77. In the course of implementation of the project, the
Corporation had raised Payment Certificates of Kes.49,974,067.52 from where it
had paid Kes. 44,976,660.77 and retained Kes.4,997,406.75 from where the over
certification of Kes. 3,100,948.75 was recovered.

274. Subsequently, the Corporation redesigned the project fo accommodate its
growing staffing needs, which called for a bigger office block, and a

fransformer testing facility, which were previously not covered in the earlier
design. The project was subsequently competifively procured and awarded to
a contractor, and the works are progressing well. It is envisaged that the works
will be completed by December 2025.

Committee Observation

275. The Committee observed at the time of examination that the project was
retendered and the works were ongoing and classified under the Work in
Progress.

Committee Recommendation

276. Within three (3] months of adoption of this report, the Accounting Officer to
submit a status report of the project to the OAG for verification.
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36.0 Enterprise Resources Planning Purchase

277. The SAP audit report on the existing SAP ERP system by SAP East Africa
presented to the 37th Special full board meeting held on 30 June, 2017
adopted and approved purchase of S4HANA (ERP) system. Consequently,
proposed capital budgets in the financial years 2017/2018 and 2018/2019 of
Kes.400,000,000 and Kes.200,000,000 respectively for investment in S4HANA
technology were adopted and approved vide minute 383.2 of the full board
meeting held on 28 September, 2017.

278. The Corporation awarded the tender and entered into several coniracts
with contfractors totaling Kes.588,603,590 out of which Kes.388,633,362 had
been paid by the Corporation. Subsequently to the above paymenis already
incurred by the Corporation, additional annual license maintenance costs
have been paid for three years 2020, 2021 and 2022 totaling Kes.131,539,659.
Also, amounts of Kes.48,000,000 and Kes.4,000,000 was incurred in academy
training for fifteen (15) key users and execulive training respectively. The
expenditure on executive training was not part of the contract and it was not
explained why the Corporation paid additional amounts. As a result,
Kes.567,173,021 has been incurred on the S4Hana ERP since 2019 to November,
2023, a project that seems stalled and anficipated benefits from its
implementation are yet to be realized. The initial implementation schedule was
planned to commence on 26 September, 2019 and be completed within
twelve (12) months i.e. 27 September, 2020.

279. Further, the Corporation will continue to pay for annual licenses which have
remained unutilized and will remain so if the project is not completed
occasioning a possible loss of public funds.

In the circumstances, the value for the funds incurred amounting to
Kes.567,173,021 could not be confirmed.

Management Response

280. The implementation of the S/4HANA ERP system was a strategic decision
approved by the Board as a fransformative investment aimed at streamlining
operations, enhancing reporting capabilities, and improving overall
organizational efficiency. Towards this end, the Board approved a budget of
Kes. 400 million. The resource requirement of Kes. 600 million provided in the
budget is detailed below:

Summary of itemized budget for S/4HANA
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Remarks/explanation
Phase |
Software & This budget was for soffware and
associated associated licences
licenses 144,799,200
This budget line was dllocated for
procurement of hardware in support the
Hardware 175,525,000 S/4HANA project
The budget line item was specific for
QA, OCM & quality assurance; Organization Change
Training 83,300,000 Management and Academy Training
This budget line was for implementation
Implementation | 196,375,800 confractor
Total 600,000,000
281. Given that the implementation of SAP S/4HANA ERP is a large-scale

enterprise transformation project; it would follow SAPs globally recognized
Activate Methodology involving the following key components:

Infrastructure Setup (Hardware & Hosting): Enterprise-grade servers and
storage—such as IBM Power Systems—are mandatory to support the HANA
in-memory database, with high reliability, scalability, and fault tolerance. This
would be imperative that the hardware infrastructure is sized and set up
ahead of commencement of implementation.

Software & Licensing: SAP licensing is subscription-based and is required
from the outset for system development, sandbox testing, and production
environments. These licenses enable access fo SAP's tools, support, system
patches, and security updates. The licenses are required during system
development, Go-Live and post implementation.

Implementation Pariner: A certified SAP implementer is essential to franslate

business requirements into technical configurations across SAP modules
using standardized deployment templates.
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Quaility Assurance Oversight: QA professionals ensured compliance with SAP
standards, identify risks early, and aligned the technical solution to
organizational needs.

Project Management Office (PMO): Cenfralized governance is crucial to
coordinate timelines, budgets, stakeholder inputs, and manage vendor
performance across the work streams.

Capacity Building and Change Management: Building user competency
through structured training (including executive awareness) is critical for
system sustainability and effective transition from legacy systems. Capacity
building is important for the project team and users. It is best practice fo
equip the project team prior the implementation of the project.

282. To operationalize the above roadmap, the Corporation awarded confracts
aligned with each key implementation pillar as summarized below:
Project scope Amount Contracted | Amount Paid as | Balance
Type at 30/06/2024
Implement | Configuration | 1. Kes.157,112,520 Kes.31,422,504 Kes. 125,690,016
er and
Contract |deployment |2, Kes.59,855,764.03 | Kes.17,956,729.21 | Kes.41,899,034.82
of SAP
modules
using SAP
Activate
Methodology
Project Governance, | Kes.18,648,301.81 Kes. 3,729,660.37 | Kes.11,188,981.07
Managem | timelines Kes. 3.729,660.37
ent tracking,
stakeholder
coordination
Quality Independent | Kes. 18,148,800 Kes. 952,940 Kes.?2,936,340
assurance | oversight, risk Kes. 3,629,760
mitigation, Kes. 3,629,760
and
validation of
business
alignment
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Project scope Amount Contracted | Amount Paid as | Balance
Type at 30/06,/2024
with SAP
standards
Licenses Licensing for
. SAP development | 1. Eur 335,982.92 Kes.119,043,425.8
Licens |. testing, and 7
as production 2. Eur 228,833
environments Kes. 38,446,015 0
; includes SAP
support 3. Kes. 10,161,600
services Kes. 10,161,600
Kes. 2,610,000
i Arc GIS Kes. 2,610,000
Licenses
Hardware | Delivery, Kes. 150,128,240 150,000,000 0
i. Servers |installation, '
& and
storage | commissionin
+AMC |9 of servers
of 3 |and storage
years with  3-year
AMC
Gluality Quality Kes. 83,300,000 52,000,000
Assurance | Assurance,
‘ Organization
Organizati | & Change
on &—-Managemen
Change t;
Managem | Academy
ent; Training
Academy
Training

Kes. 588,603,570

Kes.421,965,326.0

0

The Corporation requested the services of ICT Authority to assess the level of
completion of the project. The ICT Authority {(ICTA) conducted an independent
assessment of the SAP S/4HANA ERP implementation and rated the overall project
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status at 60% completion, primarily reflecting foundational deployments and
partially activated modules.

Achievements so far;
In response, REREC Management strategically leveraged infernal capacity to
continue the rollout of modules that were technically ready for go-live, ensuring

continuity in system adoption without incurring additional implementation costs.

283. The following modules are already in live or hybrid operation:

e SAP SuccessFactors — managing recruitment, leave, employee performance,
and learning digitally.
o Performance & Contracting Module — real-time tracking of procurement KPls
and contract deliverables.
o ArcGIS Integration — supports geospatial monitoring of energy infrastruciure
and project locations.

284,

The table below summarizes some of the deliverable:

Component Value (Kes./EUR) | Scope Status
Description
IBM Power | Kes.150,128,240 | Delivery, Delivered,
Hardware installation, installed, and
and actively in use
commissioning
of servers and
storage with 3-
year AMC
SAP S/4HANA | EUR 335,982.92 | Licensing  for | Paid for 2020-
Licenses (annually) development, | 2022 - Enabled
testing, and | system access
production
environments;
includes  SAP
support
services
Implementation | Kes.157,112,520 | Configuration Implementation
Contract + and at 60% as per

Kes.59.855,764.03

deployment of

the assessment
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Component

Value (Kes./EUR)

Scope
Description

Status

27 SAP
modules using
SAP  Activate
Methodology

by ICTA

Quality
Assurance

Kes.18,148,800

Independent
oversight, risk
mitigation, and
validation  of
business
alignment with
SAP standards

Implementation
at 60% as per
the assessment
by ICTA

Project

Office

Management

Kes.18,648,301.81

Governance,
timelines
tracking,
stakeholder
coordination

Implementation
at 60% as per
the assessment
by ICTA

ArcGIS
Licenses

EUR 228,833 +
Kes.10,141,4600

Integration with
SAP for
geospatial
planning and
project
moniforing

Project
complete and
in use in
Geospatial
activities

Key
Academy

User

Kes.48,000,000

Intensive
training for 15

Completed -
All sers

Training

key users.
Procured via
SAP Crder
Form, which is
a formail
contractual
tool

certified

Executive
Training

Kes.4,000,000

Executive
sensitization
and strategic
alignment. Also
procured via

Completed -
Enhanced
governance
oversight
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Component Value (Kes./EUR) | Scope Status
Description
SAF Order
Form

Justification for Software License

285. The amount of Kes.131,539,659 spent on software licenses from 2020-2022
represents valid, necessary payments to enable:

« Access to development and QA systems.
«System patching and SAP support services.
s Environment readiness for module configuration, testing, and go-live.

286. These licenses enable access to SAP's tools, support, system patches, and
security updates. The licenses are required during system development, Go-live
and post implementation. As per SAP's standard policy, licenses are prepaid
annually regardless of usage pace. This cost model is standard across all SAP
clients worldwide. In addition, the current ERP system (FICO, MM, PS§) is utilizing
the same license which are managing all our operations.

Training = Kes. 52 million

287. ltis frue as per the audit 48 million and 4 million was not part of the contract.
However, the cost of fraining was provided for in the itemized budget of Kes.
400 million at Kes. 83 million: Therefore, the same was a role for the corporation
that capacity is built and has directly contributed to current module adoption
and system configuration activities. Therefore, this scope was not part of the
contract entered into between the implementation and the corporation. The
same was to be implemented fully by the Corporation using the budgetary
allocation under Quality Assurance, Organization & Change Management and
Academy Training of Kes. 83 million.

288. To complete the remaining phases, the Corporation has developed a
phased implementation strategy that outlines prioritized module deployment,
change management, and end-user enablement. This strategy is pending
Board approval to proceed with external procurement of the remaining
implementation services. Subject to Board approval, the Corporation intends fo
advertise, award, and complete the remaining implementation activities within
the current financial year.
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Committee Observation

289. The Committee observed, from the submission of the Accounting Officer,
that the Enterprise Resource Planning (ERP) implementation was on course and
that the remaining milestones were scheduled to be completed in the FY
2025/2026.

Committee Recommendation

290. Within three months of the adoption of this Report, the Accounting Officer
should submit a status report on the progress of implementation of the
Enterprise Resource Planning (ERP) system to the OAG for verification.

37.0 Iregular Utilization of Petroleum Development Levy Funds

291. Review of financial records revealed that the Corporation received an
amount of Kes.1,66%,000,000 from the Petroleum Development Fund which
were utilized on implementation of rural electrification projects. This was
contrary to Section 4(4) of the Petroleum Development Fund Act, 2012 which
states that there shall be paid out of the Petroleum Development Funds such
monies as are necessary for the development of common facilities for
distribution or testing of oil products and matters relating fo the development of
the industry. Further, there was no evidence of budgeting for the expenditure
and ifs inclusion in the annual procurement plan. This contravened section
45(3)(a) of the public procurement and asset disposal act,2025, which states
that all procurement processes shall be within the approved budget of the
procuring entity and shall be planned by the procuring entity concerned
through procurement plan.

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

Management Response

292. Itis tfrue that the corporation received an amount of Kes. 1,649,000.000 from
the Petroleum Development Fund which were utilized on implementation of
rural  electrification projects. Section 53. (1)(b) Identifies funds of the
Corporation to include such monies as may, from time to time, be
appropriated by Parliament for that purpose. In the FY 2022/23 Parliament
appropriated Kes. 1,1669,000,000 being Petroleum Development Levy through
the printed estimates. The same was done and the funds were utilized for on
implementation of rural electrification projects.

Committee Observation and Recommendation

293. The Committee observed that REREC utilized the money dllocated to the
agency in accordance with the budget. The agency was not privy to the
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source of the funds appropriated to the agency. Therefore, the matter stands
resolved.

294, The Committee further recommends that Nafional Treasury should ensure
that monies ringfenced for a specific purpose in accordance with stipulated
laws should be utilized for the intended purpose.

38.0 Unapproved Investment of Surplus Funds

295. Review of financial records revealed that the Corporation had on call
deposit balance of Kes.2,325,243,000 invested in three (3) bank accounts which
increased from three [3) banks with a balance of Kes.1,730,427,000 in the
2021/2022 financial year. However, the investments were not approved by the
Cabinet Secretary in charge of The National Treasury as required by circular
No.22/2019 of 20 December, 2019. Further, Management did not seek approval
for opening and operating the bank accounts from The Nafional Treasury as
required by Section 28 of the Public Finance Management Act, 2012.

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

Management Response

296. As observed by the Audit, an amount of Kes.2,325,243,000 was held in call
deposits accounts and not fixed deposit investments, across three (3)
commercial banks. These funds were received during the financial year to
support project implementation and other key activities, including
electrification of public facilities, and were not idle or surplus funds. Section 23
of the National Treasury's circular No. 22/2019 states that in accordance with
section 28(1) of the PFMA, no state corporation should invest surplus funds in
any financial institution/bank without prior approval of the National Treasury
and planning, other where the investments are in Treasury bills/bonds.

297. The corporation's interpretation of the above section of the National
Treasury's Circular is that there were no surplus funds, that would occasion
seeking for Cabinet Secretary's Approval, the monies in the Bank accounts
were deposits made in anficipation of setting payments arising out of
procurement of Project materials and other key services. In order for the cash
deposit not to lie idle, management placed the monies on call account in
competitively negotiated rates with the banks, this means that the monies were
not placed in a fixed deposit account, but call accounts which was budgeted
for under interest income and approved by the Board.
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298. JSection 53(1) of the Energy Act, 2019 identifies funds of the corporation as
shall consist of: -

a) Monies from Rural Electrification Programme fund as per Section 143.

b) Such monies as may be appropriated by Parliament from time to time.

c] Monies dllocated from the consclidated energy fund for promotion and
development of renewable energy initiatives.

d) Interest from bank deposits.

e] Revenues from other sources including loans, grants, gifts or donations
approved by the Cabinet Secretary.

It is therefore on the basis of Section 53(1) (d) that the corporation negotiated and
placed the funds on call account.

299, The funds were temporarily placed on call o preserve their value during the
period between receipt and disbursement, pending completion of
procurement processes and contractor mobilization. This approach ensured
continued operational readiness while safeguarding the financial interests of
the Corporation. Interest income generated from the call deposits was
recognized and disclosed in the Corporation’s financial statements, in line with
Section 44(3) [a) of the Energy Act, 2019, which designates such income as an
approved source of revenue for the Corporation.
All bank accounts are operated in accordance with the Public Finance
Management Act, 2012, and approvals from the National Treasury have been
obtained in compliance with Section 28 of the Act.

Committee Observation

300 The Committee observed from ihie explanation by the Accounting Officer,
that the funds were not surplus and were therefore not invested in fixed deposit
accounts. Instead, they were placed in an interest-earning call accounts to
preserve their value pending disbursement to the intended projects. The
interest earned was duly recognized in the Corporation’s financial statements.

Committee Recommendation

301. The Committee recommends that since the management adhered to the
Public Finance Management Act, Cap 412A and obtained the required
approval from the National Treasury, the matter stands resolved.

39.0 Irregular Acquisition of Community Land
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302. The Corporation constructed isolated diesel stations and solar mini-grids
power stations in Waijir, Mandera, Garissa and Turkana Counties on community
land without following proper procedure as governed by the Land Registration
Act, 2012, Land Act, 2012 and the Community Land Act, 2016. It was observed
that irregular privatization/Government use of community land is an
infringement of the right of the communities to property and socio-economic
rights. Community lands are property held by the County Governments for their
people as ancestral, cultural and grazing land for themselves and in frust for
their future generations.

303. However, the Corporation has failed or neglected to regularize the
acquisition of titles thereby placing public and donor funds at risk of wastage
should any problems arise.

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

Management Response

304. The Corporation has been actively working to formalize the land fitles for its
diesel and solar mini-grid power stations in Wajir, Mandera, Garissa, and
Turkana Counties. These stations are established on community land. REREC has
not only initiated the regularization process but has also successfully engaged
both the individual communities and their respective County Governments. The
communifies have assented to the initial donation of land for the genset
developments. The County Governments have also shown their support by
preparing and approving Part Development Plans (PDPs) for the sites. This
collaborative approach is vital for ensuring the rights of the communities are
respected and the acquisition process is consensual.

305. The Corporation communicated with the Director of Surveys office to
conduct cadastral surveys on all developed sites. Thus far, the fieldwork for sites
in Garissa County have already been completed. The fieldwork for the
remaining counties is scheduled to be carried out within the first quarter of the
2025-26 Financial Year. Once the cadastral surveys have been finalized, the
director of surveys will generate the cadastral files for all the sites and hand
them over to the Corporation for onward transmission to the Natfional Land
Commission for valuation and processing of fitles in RERECs favour.

Committee Observation and Recommendation

306. The Committee observed that management was working closely with local
community leaders, the National Government Administrative Officers and the
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respective county governments when implementing projects on community
land.

307. The Committee further cbserved that approval by the community was
sufficient to allow implementation of the projects hence the matter stands
resolved.

40.0 Wayleaves
40.1 Wayleaves Creation and Registration

308. REREC's core business is the expansion of Kenya's Power grid in the rural
areas to provide electricity to areas that have never had it. To achieve this,
REREC must acquire wayleaves and register. However, review of the wayleaves
presented revealed that REREC got wayleaves consents by making occupants
sign but had failed to complete the process by having the same noted by the
Directorate of Surveys and the land registries.

309. During field visit carried out in September 2023 it was noted that the
corporation did acquire wayleaves from land owners in affected areaq.
However, it did not conform to the requirements and procedures in the land
act,2012 and the energy act 2019.The wayleaves were also not registered as
required as wayleaves in Kenya operate as public rights of way and
easements.

310. Further, a proper way leaves/consent must contain the names of the
confracting parties, the description of the land, the consideration (if any), the
obligation of both the wayleave owner and the land owner, demarcation and

measurement of the powerline, the site plan and the consent. Both parties must -

sign the document. The document being used by REREC fails on the above
criteria as it does not capture all the information required.

Management Response

311. REREC's design standards demand that powerline infrastructure is designed
along public right of ways including public access and road reserves. The
Corporation sirives to align the development of its powerline infrastructure
network within existing public access corridors and road reserves. In the
connectivity of the household, private developments, and public facilities, the
Corporation seeks for grant of wayleave consent to allow entry onto the land
and carry out all that pertains to the successful installation of the powerline
infrastructure.
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312. Acquisition of Wayleave Consent: As observed in the audit report, it was
noted that REREC must acquire wayleave. Section 138 (1) of Land Act, 2012,
prescribes that, subject to any other written law applicable to the use of land;
read together with Section 170 of the Energy Act, 2019, provides the avenue of
grant of wayleaves and use of land for energy resources and infrastructure.
Section 171 (1) of the Energy Act, 2019, provides that any entry upon land for
the purposes of laying, connecting supply lines and carrying out surveys to aid
the installation of electricity infrastructure shall be granted through consent.
Section 171 (2) provides that the Cabinet Secretary shall prescribe the forms
and procedures for seeking and granting consent. In addition, Section 173
prescribes, once a request for consent is received, the landowner may provide
written approval for the development of the energy infrastructure. This written
consent becomes legally binding on all parties when an agreement is reached.

313. Section 178 (1) of the Energy Act, 2019, prescribes that for the purpose of the
production, conveyance and supply of energy. the licensee (in this case
REREC) may erect, fix, install or lay any electric supply lines or other
infrastructure through, under, over or across any public street, road, railway,
canal, river, government property including forest, parks, reserves, in a manner
and conditions provided in the Act. With the foregoing, the Corporation has
developed a working relationship with other government bodies including the
Roads Authorities, Kenya Forest Services, Kenya Wildlife Services, Kenya
Railways, County Governments, National Land Commission among other to
support in the grant of wayleaves consent whenever a distribution line fraverses
lands owned accordingly. REREC affirms that it is guided by the provisions of the
Energy Act, 2019, The Land Act, 2012, and has aligned accordingly.

314. Registration of Wayleaves for Distribution lines: It was also observed in the
audit report that REREC must register wayleaves. Section 173 (2) provides that
no consent expressed in writing in accordance with Section 173 (1) shall be
void by reason only of non-compliance with any statutory requirements as to
registration. This provides that if a landowner gives consent in writing (through a
prescribed wayleaves consent form or any other written consent on any
approved form) for wayleaves, that consent remains legally valid, even if it
wasn't registered with the land registry. Further to the above, in the event the
installation is removed, the full use of the land for the section that had the
installation reverts fo the owners or their beneficiaries and the land restored
accordingly.
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315. Consequently, as observed in the audit report, certain legal documents like
easements or land use agreements must be registered with the registrar of
lands to be fully enforceable, and for this REREC underscores the importance of
easement registration for its installed high voltage 66 kV lines. The registration of
66kV frace (15-meter easement trace) is carried out following the provisions in
the Land Act, 2012, Community Land Act, 2016, Land Registrafion Act, 2012,
and Energy Act, 2019.

316. The Wayleaves Consent form: As observed in the Audit report, the contents
of a wayleave consent form should include the following: the project name,
the constituency and county, name of proprietor, the title number, the reason
for the consent, the limit of land usage by the proprietor, proprietor and witness
details, the site plan, drawing number, project reference, and powerline rating.
The above aligns with the KPLC Distribution Standards & Guidelines Manual -
Issue No. 1 - June 2021. In concurrence, the Corporation has taken steps and
updated its wayleave consent form accordingly.

Committee Observation and Recommendation

317. The Committee observed that REREC does not acquire ownership of the
land on which fransmission lines are constructed; this also applies to KPLC
infrastructure. Thus, the wayleaves are provided free of charge upon consent
by the public after obtaining consent from the land owners hence the matter
stands resolved.

40.2 Wayleaves Compensation

318. The creation of wavyleaves is a form of land acquisition as the occupant of
the land extinguishes as thread of his/her rights as to the portion of land that the
entity will require. During field inspections, it was noted that REREC does not -

compensate the landowners who give consent for the use of their land. Field
visit to Kisumu and Kakamega noted that the people had not been properly
sensitized on their rights to compensation on the land and loss of their rights on
areas where the Power lines will pass. Further, the Corporation did not keep or
have a valuation report for the damage it had done for the areas it had
placed power lines. The absence of valuation reports may open the door for
dubious and fictitious claims for compensation, which will expose the
Corporation to losses.

Management Response

319. As observed by the audit team, the creation of wayleaves over the land of
another grant’s rights of access for the intended purpose. Section 143 (2-a) of
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the Land Act 2012 and Section 171 (1) of the Energy Act, 2019, prescribes the
avenue of accessing land for purposes of carrying out the Corporations works.
Further, section 172 of the Energy Act 2019 prescribes that the relevant person
or government agency responsible for the management of the subject land
may enter upon land provided that if there is any damage resulting from such
an entry the applicant shall pay in full compensation as is payable under the
relevant written law. Consequently, Sectfion 148 (1) of the Land Act 2012
prescribes that, in addition to any prior declared compensation, damage
suffered in respect to trees, crops, and buildings shall be compensated. The
Corporation affirms that it has been compensating for damages to crops, cut
trees, and temporary structures affected during the construction of the
powerlines.

320. The KPLC Distribution Standards & Guidelines Manual issued in June 2021
provides the minimum wayleave's frace clearance from building structures,
trees and vegetation of the power systems. The wayleaves trace for the low
voltage lines is approx. 2 meters for single & three phase distribution lines. For
medium voltage lines, the recommended clearance for 11kV and 33kV from
trees and buildings is 2.7m and 2.9m respectively (from center of alignment).
The 66kV wayleave trace is 15 meters and this is registered as an easement
upon consultation, fair compensation, and approval of the stakeholders. With
the foregoing, REREC does not compensate for the wayleave trace for Low
Voltage, 11kV and 33kV distribution network. However, the Corporation
compensates wayleaves for the 66kV sub-transmission lines.

321. Estimation if REREC was to Compensate Wayleaves Trace for the Low
Voltage, 11kV, and 33kV Power Distribution Network: Averagely, REREC's cost of
implementing a powerline project is Kes. 11.0 million. The land compensation
on the power distribution network for such a project would be conservatively
20% of the cost of the project, giving a figure of Kes. 2.20 million. In a financial
year, REREC on average implements close to 1500 projects, hence Kes. 3.30
bilion would be spent on land compensation. Therefore, if it was to
compensate for the wayleave trace, the same would not be tenable. Hence,
REREC has been partnering with local communities to support the
implementation of projects through the grant of Wayleaves.

322. Sensitization During Project Implementation: REREC acknowledges that in
the prior years, there was not enough sensitization of the landowners and the
general stakeholder engagements at project initiation, planning stages, and
implementation. Consequenily, REREC has established new departments
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including, advocacy department whose mandate includes sensitization on
powerline projects and associated processes including the need for grant of
wayleave, and Geospatial department whose mandate includes carrying out
route surveys, acquisition of wayleaves, and route pegging. In addition, the
corporation has decentralized its staff to the regional offices for ease of
implementation of the projects.

323. Valuation Report for Damages caused during Construction: As cbserved in
the Audit report, REREC has also taken note of the auditor's concern to
maintain a valuation report for the damage it has done along the wayleave's
trace during construction of the Power Distribution Network. This will require o
policy shift in the Corporation, and as such, REREC proposes to study the
situation and work out ways to address this through industry's best practices.

Committee Observation and Recommendation

324. The Committee observed that REREC does not acquire ownership of the
land on which transmission lines are constructed; this also applies to KPLC
infrastructure. Thus, the wayleaves are provided free of charge by the public
after obtaining consent from the land owners.

325. The Committee noted that REREC is curmrently increasing sensitization of
landowners and enhancing stakeholder engagement at the project initiation,
planning, and implementation stages, with emphasis on the need to grant
wayleaves. Therefore, the matter stands resolved.

40.3 Wayleaves Consent on Succession Lands

326. During field visit fo Kakamega in September, 2023, it was observed in some
projects where owners were deceased and their lands occupied by close -

and/or extended, these current occupants purported to give consent for
wayleaves as owners of the land without providing any succession documents.
The Corporation has been conducting surveys all over the country since
inception for its mandate. However, it was observed that the surveyors have
not been updating the Directorate of surveys in Nairobi or the regional offices
of acquisition of wayleaves for the same to be noted and recorded. The above
raises doubt as to the value for money that the Kenyan people may enjoy
when the records maps kept by the Directorate of survey are not accurate and
complete. For the foregoing reason the payment of the surveyors who did not
conform to the law raises questions on the sum spent by the entity to carry out
surveys made fotaling Kes.1,793,378,669 could not be confirmed.
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327. Additionally, it casts doubts as to where homogeneous rights, responsibilities,
and resfrictions exist. Land parcel boundaries and restrictions are required to be
Undmbiguously defined both on the ground and on the map. The legality and
nature of the parcel boundaries and restrictions depend on whether they have
been registered and whether they are accurately defined. Further, it was noted
that the Corporation had given acguired wayleaves on land where
adjudication had not been done without causing to be prepared a
demarcation map of the adjudication area or an adjudication register,
showing every parcel of land identified for the wayleave by a distinguishing
number.

Management Response

328. As observed in the audit, section 45 of the Law of Succession Act Cap 160,
prescribes that there should be no intermeddling with the property of the
deceased person, except as may be expressly authorized by the Act, or by any
other written law, or by a grant of representation. Correspondingly, it was
observed by the audit team that in the sampled projects, individuals purporting
to be the rightful owners signed consent documents but did not provide the
succession documents to show appointment as administrators.

329. REREC notes that the acquisition of wayleaves on property of the deceased
should be granted by the appointed administrators of the estate. The
administrator is expected to provide a copy of fitle of the land, copy of
identification documents of the administrator(s), next of kin(s) including the
current land occupant(s), copy of death certificate, letters of grant of
7administration or confirmation notice of the beneficiaries, a search from the
lands office, and the mutual acceptance and agreement of the parties
involved through a signed consent form.

330. REREC has acknowledged the issue and has since put in place internal
control measures. The measures include the establishment of the Geospatial
department, Lands Section, and Advocacy department whose mandate is fo
acquire wayleaves internally, analyze lands documents, and sensitize the
public on the need to grant wayleaves respectively. However, it is important to
note, the issue of succession documentation and process in Kenya is a huge
challenge. Many households live in ancestral lands that have not undergone
succession and as such lack the required documents to support land
ownership.
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331. Updating of Survey Maps after Acquisition of Wayleaves: Additionally, it was
cbserved that the Corporation has not been updating the Director of Surveys in
Nairobi or the regional offices of acquisition of Wayleaves for noting and
recording purposes. As earlier indicated, REREC does not compensate for the
wayleave trace for Low Voltage, 11kV and 33kV since it is untenable, but
compensates for the Wayleave tfrace for its $&6kV sub-transmission lines. With the
foregoing and as guided by the industry practice in Kenya, it unlawful fo create
an encumbrance on another’s fitle without acquisition and compensation for
the land. However, for 66kV sub-transmission lines, the Corporation works closely
with the landowner, the director of surveys office, the National Land
Commission, and the County Governments to support in the acquisition,
registration, and noting of the wayleaves in the maps accordingly.

332. Further, REREC has developed a working relationship with the Directorate of
Land Adjudication and Settlements office in support towards provision of
adjudication map records for areas where official survey maps have not been
produced. Consequently, REREC has initiated a collaboration with the
Directorate of Lands to support in provision of official survey maps and support
in carrying out cadastral surveys for land to be acquired by the Corporation.

Committee Observation and Recommendation

333. The Committee observed that REREC has since put in place internal control
measures including establishment of a Geospatial Department, a Lands
Section, and an Advocacy Department. Their respective mandates are to
acquire wayleaves internally, analyze land documents, and sensitize the public
on the need to grant wayleaves.

334. Further, the Committee observed that management was working closely

with local community leaders, the National Government Administrative Officers,
and the respective County Governments when implementing projects on
community land hence the matter stands resolved.

40.4 Wayleaves Consent on Community Land

335. It was noted that REREC conducted surveys on lands that had not been
adjudicated upon — a preserve of the Director of Surveys. Similarly, no maps
were registered as a true record of the Survey with any Government registry
and thus the records could not be verified for accuracy and completeness.
Further, REREC as an entity has created wayleaves on unadjudicated lands
and has gone further to even collect the names of the people settled on those
lands without first adjudication creating general boundaries for public,
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communal and private rights to those lands. This has been done in the sampled
Counties of Turkana (Turkana West Constituency) Lopacho Village and Kilifi
County (Malindi) Ganda, Ward, Takaye Village.

336. The custodian of community land should be the one to sign as the trustee of
the people who occupy said lands. It must be noted that the creation of
wayleaves is a form of acquisition as one acquires rights over another person’s
lands where authority is granted by the owner or trustee of the land. The
occupiers of unregistered community land have no rights that they can confer
to REREC for the use of land occupied.

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

Management Response

337. The Audit team observed that most community lands in the Arid and Semi-
Arid Counties remain unadjudicated, with only a few areas having undergone
adjudication. The responsibility for adjudicating these lands lies with the
Directorate of Land Adjudication and Settlements under the State Department
of Lands and Physical Planning. During the adjudication process, updated
survey maps are produced by the Director of Surveys office. REREC relies on
these survey maps as provided by the office of the Director of Survey.

338. Further, the Audit report indicated that REREC created Wayleaves on
unadjudicated land. The Corporation acknowledges this but clarifies that the
process is guided by the provisions in the Community Land Act 2016. According
to Section é (1) of the Act, the County Government holds unregistered
community land in trust for the respective unregistered communities. Sections
6(2) and 29 of the Act allow government entities or public bodies fo access
community land for public interest projects, such as electricity infrastructure,
provided there is proper consultation and fair compensation. All decisions
regarding land dllocation, including the granting of Wayleaves on registered
community land, must be approved by the registered community leadership.
Consequently, the County Government, holding unregistered community land
in frust, is responsible for making decisions on such lands.

339. Currently, the Corporatfion engages with the communities through
organized barazas where the intenfion to acquire wayleaves is communicated.
In registered community land, the registered community assumes the
administrafive and management functfions, including the granting of
wayleaves. However, for unregistered community land, the County
Government, acting as the trustee of the unregistered communities, is
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engaged o provide wayleaves for the powerline. In the highlighted case in
Turkana County (Turkana West Constituency) Lopacho Village, we affirm that
the wayleave was granted by the Turkana County Government. However, in
the case of Kilifi County (Malindi) Ganda Ward, Takaye Village, it is tfrue that the
process was not fully adhered to. Therefore, REREC has taken note and has
inifiated the process of regularization.

Committee Observation and Recommendation

340. The Committee observed that the management was working closely with
local community leaders, the National Government Adminisirative Officers, and
the respective County Governmenis when implementing projects on
community land.

341. The Committee further observed that approval from the community was
sufficient to allow implementation of the projects hence the matter stands
resolved.

REPORT ON THE EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT AND
GOVERNANCE

41.0 Excess Board Committees Membership

342. The Corporation’s board established four committees all of which had an
excess member as the membership exceeded a third of the entire board
membership. Further, one board member was in three committee's contrary to
the ceiling of the allowable maximum of two. No written approval of the
Cabinet Secretary on this exception was provided.

In the circumstances, the Corporation incurred additional expenses of
Kes. 520,000 for the exira board member(s) in the commitiees while attending -

the committee meetings and public funds may not have been prudently
utilized.

Management Response

343. The Corporation acknowledges the observation regarding the composition
of Board Committees. It is correct that four (4) committees previously
established by the Board each comprised five (5] members. However, the
consfitution of these Board Committees took place on 15th February 2019,
which was prior to the issuance of the Head of Public Service Circular Ref.
OP/CAB2/1A dated 11" March, 2020 on the management of State
Corporations. Upon receipt of the Circular, the Corporation took steps to align
with the prescribed governance guidelines. The Board Committees were
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subsequently reconstituted to comply with Paragraph B (4) of the Circular,
which limits committee membership to not more than one-third of the full
Board.

Committee Observation and Recommendation

344. The Committee observed that the Board Committees were reconstitfuted to
comply with the Head of Public Service Circular Ref. OP/CAB.9/1A dated 11th
March, 2020 on the management of State Corporations hence the matter
stands resolved.

42.0 Ineffective Project Management

345. During the year under review, it was established that projects currently under
implementation by the Corporation are behind schedule as they take more
than the prescribed six (6) months for construction that is the standard period
for labour and transport contracts in the entity. This exposes the Corporation to
litigations as the contractors are operating without renewed/valid confracts.
Perusal of documents for sampled projects in five counties contracted at a sum
of Kes.356,428,533 revealed that they were behind completion schedule, yet
some were conceived and procured in 2015. This raises questions of inequality
since some projects in other areas are completed in fime.

Management Response

346. The Corporation acknowledged the audit observation regarding delays in
the completion and commissioning of certain projects. While efforts had been
made to implement the projects within the stipulated timelines, several
challenges were encountered during implementation, as outlined below, along
with the measures taken to mitigate them:

ij Prolonged wayleave acquisition processes, requiring extended negoftiations
and stakeholder engagement
Mitigation: The Corporation strengthened community and stakeholder
engagement mechanisms and collaborated more closely with local
administration and landowners to expedite wayleave approvals. The
management has created new departments to deal with wayleave
matters, geospatial and advocacy, which ensure fast acquisition of
wayleaves.

i) Challenging site terrain conditions, which affected accessibility and required

engineering adjustment
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Mitigation: Technical teams conducted detailed site assessments and

adopted alternative design solutions to adapt to the terrain, including re-

routing and the use of specialized construction technigues where necessary.
i) Late remittance of the Exchequer

Mitigation: This is beyond the corporation's control.

They have since completed and commissioned the projects.

Committee Observation and Recommendation

347. The Committee observed that the management had faced challenges
during the implementation of the projects. However, the projects have since
been commissioned and a performance management system has been

adopted and is now in place to guide project implementation hence the
matter stands resolved.
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3.2 KENYA ELECTRICITY TRANSMISSION COMPANY LIMITED (KETRACO)

EXAMINATION OF THE AUDITED ACCOUNTS OF KENYA ELECTRICITY TRANSMISSION
COMPANY LIMITED (KETRACO)_FOR THE FY 2018/2019 TO FY 2021/2022

Overview of the State Corporation

348. The Kenya Electricity Transmission Company Lid (KETRACO) is a state
corporation under the Ministry of Energy and Pefroleum, mandated o plan,
design, construct, own, operate, and maintain high voltage (132KV and
above) electricity transmission grid and regional power interconnectors, in line
with Kenya Vision 2030. This is aimed at increasing electricity access by
expanding the transmission network, strengthening the national grid, protecting
electricity consumers from high retail tariffs, evacuating general power, and
interconnecting with neighbouring countries.

FINANCIAL YEAR 2018/2019

1.0. Contingent Liabilities

349. | draw attention to note 28 (b) to the financial statements which discloses
that the Company's estimated contingent liabilities consist of ongoing court
cases relating to acquisition of wayleaves and confractors' claims beyond the
original contract period, amounting to Kes.12,967,306,000. According fo
Management, the status of these exposures is evaluated on a regular basis to
assess the probability of incurring related liabilities. However, in the event that
these contingent liabilities crystalize, the Company may be exposed fo
unforeseen project cost overruns, resulting to inability to meet its obligations
when they fall due. This may affect service delivery capacity of the Company.

Management Response

350. The Accounting Officer stated that the status of these exposures is
evaluated on a regular basis fo assess the probability of incurring related
liabilities. The significant contribution is the Arbitral award case relating o the
termination of confractor of Lessos-Tororo transmission line.

Committee Observations
351. The Committee observed at the time of examination that—
i) The Supreme Court case challenging the arbitral award in the arbitratfion
case between KETRACO and Instalaciones Inabensa § relating to the Lessos-
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Tororo transmission line was concluded and the arbitral award of 37 million
Euros was upheld against KETRACO;

i) at the time of termination of the coniract, the works were at 51% and the
cause of termination of the conifract was due to abandoning of the site by
the contractor. The Committee noted that the challenge of wayleave
acquisiion by KETRACO had led to the abandoning of site by the
confractor;

i} the management of KETRACO was negotiating to settle the arbitral award
and was licising with the National Treasury and the Ministry of Energy and
Petroleum, to first settle the principal award amounting to 31 million Euros. It
was also discussing the waiving of the interest on the arbitral award; and

iv] the Committee observed that the project had delayed and the value for
money and benefits of the transmission line had not been realized.

Committee Recommendation

352. The Committee recommends that KETRACO should henceforth ensure that it
acquires the wayleave rights before entering info contracts when
implementing projects to avoid litigations in the future.

Other Matters

2.0. Liguidation of Contractor under Exim Bank of India Projects

353. The contract for Lot 1A 220 KV Turkwel-Ortum-Kitale substations under the
EXIM Bank of India Projects was entered into in April, 2013 with an expected
completion date of 30 June, 2018. This contractor was contracted at a
confract sum of USD 19,972,680, later revised downwards to USD 18,100,120. In
July, 2018, the courts in India ordered liguidation of the contractor, resulting in

financial challenges which made the confractor unable to complete the
project. According fo Management, by the fime of liquidation in the home
couniry, the contractor had achieved an overall completion status of 78% of
the project. By the time of this audit, another confractor was in the process of
being identified as a replacement to take over the remaining works.
Consequently, the project may experience delays in completion as well as
associated cost overruns.

Management Response

354. The Accounting Officer stated that Exim Bank gave KETRACO the approval
and go-ahead fo engage Jyoti Structures Lid to construct substations at
Turkwel, Ortum and Kitale. They were satisfied about the Contractor’s technical
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and financial ability to undertake the construction works. Jyofi Structures was
declared bankrupt by the courts in India in the last quarter of 2018.
Consequently, KETRACO issued them with a fermination notice dated 17
September, 2018. Exim Bank of India gave authority to proceed and procure a
replacement for Jyoti Structures. KETRACO, with the concurrence of Exim Bank
of India entered into a contract with M/s Shyama Power for the completion of
the substations at Ortum and Kitale. The project commenced in June 2022 and
was completed in August 2024.

Committee Observation and Recommendation
355. The Committee observed that KETRACO obtained the approval from Exim
Bank to engage the new contractor, hence the matter stands resolved.

3.0. Expiry of Loan Agreement

356. The loan agreement between the Company and African Development
Bank for the construction of 132KM of 400KV double circuit transmission line
from Lessos substation in Kenya, to Tororo substation in Uganda, which was
effective from 20 September, 2010 expired on 31 December, 2017. At the time
of expiry of the agreement, the loan account had an undrawn balance of
Kes.2,720,466,827. The Report of the Auditor-General on Kenya Electricity
Transmission Company Limited for the year ended 30 June, 2019 3 project has
been at 61% level of completion since termination of the contractor for non-
performance in April, 2016 and was at the same level at the time of audit. There
wdas no evidence that the loan agreement had been renewed thus leaving an
undrawn balance of Kes.2,720,466,827. Consequently, the project which is
already behind schedule may experience significant cost overruns. Further,
delivery of services to the intended beneficiaries may not be achieved.

Management Response

357. The Accounting Officer stated that the loan agreement between the
Company and African Development Bank for the construction of 132KM of
400KV double circuit transmission line from Lessos substation in Kenya, to Tororo
substation in Uganda, which was effective from 20 September, 2010 expired on
31 December, 2017. The coniracts with the main contractor (Inabensa) for the
project were terminated in April 2016. As at the time of termination the project
was at 61% level of completion. The arbitration case was delivered in July 2019
awarding 37.365.691.96 Euros and Kes. 102,165,144.20. However, KETRACO
appealed to the High Court for setting aside of the arbitral award to Inabensa.
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The High Court delivered their ruling in February 2021 upholding the arbitral
award. KETRACO appealed the case in the Court of Appeal. The Court of
appeal on 19th November 2021 delivered their ruling upholding the High Court
ruling. The Court of appeal ruling was subjected to an appeal petition at The
Supreme Court. The Supreme Court delivered their ruling upholding the Court of
appeal ruling. KETRACO Management has requested The MNational Treasury
through Ministry of Energy and Petroleum to finance completion of the project.
This will allow for completion of the project hence realization of service delivery
to the intended beneficiaries.

Committee Observations
358. The Committee observed at the time of examination that—

i} by the time the agreement expired, the contract had been terminated as a
result of the arbitration case against KETRACO by the contractor;

i) the Supreme Court case challenging the arbitral award in the arbitration
case between KETRACQO and Instalaciones Inabensa S. relating to the
Lessos- Tororo transmission line was concluded and the award of 37 million
Eurcs was upheld against KETRACO; and

i) KETRACO in licison with the Ministry of Energy and Petroleum and the
National Treasury was in the process of negotiating the settlement of the
arbitral award.

Committee Recommendation
359. The Committee recommends that the matter stands resolved since by the
tfime the loan expired the contract had been terminated.

4.0. Arbitration on Terminated Contract

360. The arbitration case between the Company and Instalaciones Inabensa §.
for termination of contract for the construction of 132KM of 400KV double
circuit transmission line from Lessos substation in Kenya to Tororo substation in
Uganda, has been unresolved since April, 2016. However, on 30 July, 2019, the
tribunal issued an award in favour of the contractor amounting to Kes.4.5
bilion. Management considers the decision to be against public interest and
have sought the Attorney General's office for assistance in setting aside the
tribunal’s award. The delay in resolution for the past three financial years (2017-
2019) has resulted in an expenditure on legal fees amounting to
Kes.101,791,087.
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361. In the circumstances, it is not certain whether the project will be completed
in the near future. The Project is likely to incur additional costs, which would be
necessary fo complete the project, or losses which the Government of Kenya
may suffer in the event that the project is not completed.

Management Response

362. The Accounting Officer stated that the confracts with the main confractor
(Ilnabensa) for the project were terminated in April 2016. The arbifration case
was delivered in July 2019 awarding 37,365,691.96 Euros and Kes.
102,165,144.20. However, KETRACO appealed to the High Court for setting
aside of the arbitral award to Inabensa. The High Court delivered their ruling in
February 2021 upholding the arbitral award. KETRACO appealed the case in
the Court of Appeal. The Court of appeal on 19th November 2021 delivered
their ruling upholding the High Court ruling. The Court of appeal ruling was
subjected to an appeal petition at the Supreme Court. The Supreme Court
delivered their ruling upholding the Court of appeal ruling. The Company has
requested the National Treasury through Ministry of Energy and Pefroleum for
the financing of the project.

Committee Observations

363. The Committee cbserved at the time of examination that—

i) the Supreme Court case challenging the arbitral award in the arbitration
case between KETRACO and Instalaciones Inabensa S. relating to the
Lessos- Tororo transmission line was concluded and the award of 37
million Euros was upheld against KETRACQO;

i) at the time of termination of the contract, the works were at 51% and the
cause of termination of the contract was due fo abandoning of the site
by the contractor. The Committee noted that the challenge of wayleave
acquisition by KETRACO had led to the abandoning of site by the
contractor;

i) the management of KETRACO was negotiating to setfle the arbitral award
and was ligising with the relevant Ministries to first settle the principal
award amounting fo 31 million Euros and discussing the waiving of the
interest amount; and

96



iv)] The Committee was concerned that the project had delayed and the value
for money and benefits of the transmission line might not be realized
unless KETRACO progresses the idea of completing the project.

Committee Recommendation

364. The Committee recommends that KETRACO should henceforth ensure that it
acquires the wayleave rights before entering into contracts when
implementing projects to avoid litigation.

5.0. Pending Wayleave Compensations

365. According to information available, the Company has outstanding
compensation to landowners for wayleaves amounting to Kes.3,397,470,947.
Management has attributed failure to pay this amount to lack of budgetary
allocation from The National Treasury and long negotiations between land
owners, the Company and various County Governments. The delays in
compensating Project Affected Persons may lead to legal suits, cost
escalations and project delays.

Management Response

366. The Accounting Officer stated that the long outstanding wayleave
balances are occasioned by:
« insufficient budget allocation;
* incomplete documentation and disputes on the Payee; and
« insome cases, this involves litigation which takes a longer time to resolve.

The company continues to receive exchequer support from the Government of

Kenya to facilitate payment of pending wayleaves, Payment of outfstanding
wayleaves is based on available budget. The company is collaborating with
other government agencies to resolve disputes relating to wayleave
compensation. Wayleave balance as at May 2025 has reduced to Kes.
1,434,258,319.

Committee Observations
367. The Committee observed at the time of examination that—

i) there was a significant reduction of the outstanding compensation amounts
from Kes.3,051,321,123 to Kes.1,434,958,319, since the management had
made efforts to compensate the landowners. However, some long-standing
wayleave compensation cases remained pending; and
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i) two transmission lines serving the western region of the couniry; the Ndhiwa-
Sondu line and the Narok-Bomet line had experienced challenges related
to wayleave compensation, resulting in delays in project completion.

Committee Recommendations

368. Within three (3) months of adoption of this report, the Company should
expedite the compensation of the landowners to avoid lawsuits by the
landowners and submit a report on the status of compensation to the OAG.

369. The Committee recommends that where the projects are donor funded, the
wayleave compensation cosis should be included as part of the project cost.

370. Further, the Committee recommends that KETRACO should ensure it
undertakes resource mobilisation of wayleave compensations before
undertaking the projects.

6.0. Delay in Completion of Projects

371. According to reports on the projects’ physical progress, there were
significant delays in completion of four (4) of the projects under implementation
by the Company, details of which have been enumerated severally in the
respective projects audit report. These Projects are: the 220KV and 132KV
Transmission Lines and Substations Projects (Exim Bank) Project, Power
Transmission System Improvement Project, Multinational Kenya Tanzania Power
Interconnection Project; and Kenyan Section of Interconnection Project of
Electric Grids of Nile Equatorial Lakes Countries Project. Continued delay in the
completion of these Projecits may result in delayed delivery of services to the
public and the incidental cost overruns.

Management Response

a). Lessos Tororo Project

372. The contracts with the main contfractor (lnabensa) for the project were
terminated in April 2016. The arbitration case was delivered in July 2019
awarding 37,365,691.96 Euros and Kes. 102,165,144.20. However, KETRACO
appealed to the High Court for setting aside of the arbitral award to Inabensa.
The High Court delivered their ruling in February 2021 upholding the arbitral
award. KETRACO appealed the case in the Court of Appeal. The Court of
appeal on 19" November 2021 delivered their ruling upholding the High Court
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ruling. The Court of appeal ruling was subjected to an appeal petition at the
Supreme Court. The Supreme Court delivered their ruling upholding the Court of
appedal ruling.

373. Management has requested the National Treasury through Ministry of Energy
and Pefroleum to finance completfion of the project. This will allow for
completion of the project hence realization of service delivery to the public.

b). Power Transmission System Improvement Project

374. The confractor for the substafions China CAMCEC o. Lid finished the
associated substations and issued with completion certificate in 2015 as per the
attached completion certificate. The contractor for the transmission lines at the
time, Jyoti Structures Limited was terminated on 17/09/2018 because of
bankruptcy. Before termination the contractor had completed Ishiara Kieni and
Bomet Sotik Transmission Lines. A new confract was issued on 15 April 2012 for
the remaining works on the Transmission line to China CAMCE Co. Lid, they are
expected to complete by December 2025. The project remaining sections are
Mwingi-Wote which is at 75% complete and Lessos-Kabarnet which is at 95%
complete.

c). Exim Bank of India Funded Projects

375. Both Turkwel Ortum Kitale and Machakos Konza Kajiado Namanga are 100%
complete. The delay in completion of the projects was as a consequence of;

i) Machakos Konza Kagjiado Namanga project-the PAPs reguested for

additional compensation resulting into prolonged negotiations and court
cases. These issues were resolved through negotiation and out of court
setflement.

i) Turkwel Ortum Kitale project-delay was occasioned by termination of Jyofi
Structures Limited due to bankruptcy.

d). Kenya-Tanzania.

376. The project was completed in 2024 and will be capitalized in the current
financial year 2024/2025.

Committee Observations
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377. The Committee observed af the time of examination that—

i) Kenyan Section of Interconnection Project of Electric Grids of Nile Equatorial
Lakes Countries Project - The project had stalled due to contract
cancellation and currently no works were ongoing;

il Kenya Power Transmission Systerm Improvement Project - the Lessos-
Kabarnet and Kitui- Wote projects were completed;

i) Exim Bank of India Funded Projects - the project was fully completed; and

iv)] Multinational Kenya Tanzania Power Interconnection Project - the project
was fully completed.

Committee Recommendation

378. The Committee recommends that the Company should fast track the
completion of the Kenyan Section of Interconnection Project of Electric Grids of
Nile Equatorial Lakes Countries Project so that there is value for money from the
project.

379. Within three (3) months of adoption of this Report, the Accounting Officer to
submit a status report on the pending projects to the OAG for verification.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC RESOURCES

7.0. Lack of Contractual Agreements for Revenue Billing

380. The Company does not have a signed agreement with Kenya Power and
Lighting Company (KPLC), which sets the terms for biling the wheeling revenue.
Although, according to Management, wheeling revenue is based on a fariff
determined by an independent party, Management should ensure that o
contract is drawn and signed with KPLC, specifying the terms and conditions of
the credit period. In the absence of such a binding agreement, resolution of
differences and disputes arising between the two parties may be difficult.
Further, all other contracts between the Company and other third parties
should be approved and signed to mitigate against any potential disputes
which may arise.

Management Response

381. The Accounting Officer stated that the accounts receivable related to
unpaid wheeling revenue by Kenya Power, who is KETRACO's major customer.
The company has policy guidelines on debtors’ management as captured in
finance procedures and policy manual.
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Committee Observations
382. The Committee observed at the time of examination that—

) the management had prepared a draft remittance agreement between
KETRACO and KPLC to guide revenue billing however, KPLC's was yet to sign
the agreement; and

i) KETRACO and KPLC carry out revenue reconciliation on a monthly and
quarterly basis.

Committee Recommendations

383. The Committee recommends that KETRACO and KPLC should expedite the
negotiations and signing of the agreement that will guide revenue billing and
submit a status report on the signing of the agreement to the OAG within three
(3) months upon adoption of this report.

REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT AND
GOVERNANCE

8.0. Lack of Projects and Company Inter-Reconciliation

384. The Company's financial reporting framework is International Financial
Reporting Standards (IFRS), while the donor funded projects’ financial reporting
framework is Report of the Auditor-General on Kenya Electricity Transmission
Company Limited for the year ended 30 June, 2019 5 International Public
Sector Accounting Standards (IPSAS Cash Basis). However, no periodic
reconciliations are carried out between the Projects’ and the Company's
financial statements with the view of reconciling the balances in the two sets of
financial statements, which are prepared under different reporting frameworks.

Management has not explained why such reconciliations are not carried ouf
on a regular basis, and any discrepancies investigated and resolved with
relevant adjustments. This may result to accounting errors and irregularities not
being identified and comrected on a timely basis.

Management Response

385. The Accounting Officer stated that during the year management ensured
that the 'discrepancies’ arising from the different Reporting Basis for projects
and financial reports are reconciled on a regularly.

Committee Observations and Recommendations
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386. The Committee observed at the time of examination that the management
had complied with the Public Sector Accounting Standard Board (PSASB) in the
preparation of company’s financial statements and the Projects Financial
statements.

387. Further the Committee observed that the reconciliation of the separafe
statements was carried out and audited independently. Therefore, the matier
stands resolved.

9.0. Lack of Policy for Provision for Doubtful Accounts

388. The Company had trade receivables amounting to Kes.24,263,000, as
disclosed in Note 16 (b) to the financial statements. However, the assessment
on the controls on debt management indicates that the Company does not
have a clear documented policy for determining provision for doubtful
receivables, against the frade receivables totaling Kes.24,263,000.
Management has not explained why they have not developed and applied
such a policy, which would provide the Company with an objective valuation
of its accounts receivables, to allow the monitoring of the collectability of
receivables proactively and take appropriate action.

Management Response

389. The Accounting Officer stated that the updated finance policies and
procedures manual incorporates a policy on provision for doubtful debts. The
policy document was approved by the board of directors in FY 2019/20.

Committee Observations and Recommendations

390. The Committee observed at the time of examination that the management
had an approved finance policy and procedures manual document in place
which caters for provision for Doubtful Accounts. Therefore, the matter stands
resolved.

10.0. Lack of an Updated ICT Policy and Procedures Manual

391. Review of the Company's policy manuals revealed that the ICT policy and
procedures manual was last reviewed in September, 2010. Although according
to Management the policy review is on-going, the policy documents are yet fo
be formally signed off by Management. Management has not periodically
reviewed and updated the ICT policies, which would guide both the ICT staff
and business users on how to interact with the ICT systems. Management may
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not have adequate mechanisms to address emerging ICT threats 1o the
Company's systems. Further, a review of other policy manuals of the Company
revealed lack of critical policies in change management, incident
management policy and disaster recovery plan. In addition, SAP access rights
of 15 former employees were yet to be cancelled, posing a high risk of
unauthorized use of the system. Management has not formulated,
documented, approved and widely circulated policy manuals covering the
above specified areas to all staff members, to ensure compliance

Management Response

392. The Accounting Officer stated that the departmental policies have been
reviewed and approved by the Board of Directors. The ICT policies have now
been updated with the controls and the sections highlighted were addressed.
The policy was approved by the Board of Directors in FY 2019/2020.

Committee Observation and Recommendation

393. The Committee observed at the time of examination that the company had
an approved ICT Policy and Procedures Manual. Therefore, the matter stands
resolved.

FINANCIAL YEAR 2019/2020

Emphasis of matter

11.0 Contingent Liabilities

374. | draw abtention to Note 29(b) to the financial statements which discloses
that the Company's estimated contingent liabilities consist of ongoing court

cases relating to acquisition of wayleaves and contractors' claims beyond the
original contfract period, amounting fo Kes.$,424,412,000. According to
Management, the status of these exposures is evaluated on a regular basis fo
assess the probability of incuring related liabilities. However, in the event that
these contingent liabilities crystalize, the Company may be exposed fo
unforeseen project cost overruns, resulting to inability to meet its obligations
when they fall due. This may affect service delivery capacity of the Company.

Management Response:

395. The Accounting Officer stated that the provisions and contingent liabilities
are continuously evaluated by management to assess basis of crystalizing. The
arbitration case was delivered in July 2019 awarding 37.365,691.96 Euros and

103



Kes. 102,165,144.20. However, KETRACO appealed fo the High Court for setting
aside of the arbitral award to Inabensa. The High Court delivered their ruling in
February 2021 upholding the arbitral award. KETRACO appealed the case in
the Court of Appeal. The Court of appeal on 19th November 2021 delivered
their ruling upholding the High Court ruling. The Court of appeal ruling was
subjected to an appeal petition at the Supreme Court. The Supreme Court
delivered their ruling upholding the Court of appeal ruling. In the meantime, the
Company requested the National Treasury through Ministry of Energy and
Petroleum for the financing of the project on 20" August 2020 which has not
been responded to.

Committee Observations
394. The Committee observed at the fime of examination that—

i the Supreme Court case challenging the arbitral award in the arbitration
case between KETRACO and Instalaciones Inabensa § relating to the Lessos-
Tororo transmission line was concluded and the award of 37 milion Euros
was upheld against KETRACO;

ij at the time of termination of the contract, the works were at 51% and the
cause of termination of the contract was due to abandoning of the site by
the contractor. The Committee noted that the challenge of wayleave
acquisition by KETRACO had led to the abandoning of site by the
contractor;

i) the management of KETRACO was negotiating to settle the arbitral award
and was liaising with the relevant ministries to first settle the principal award
amounting to 31 million Euros and discussing the waiving of the interest
amount; and

iv) the Committee observed that the project had delayed and the value for
money and benefits of the fransmission line has not be realized.

Committee Recommendation
397. The Committee recommends that KETRACO should henceforth ensure that it
acquires the wayleave rights before entering into contracts when
implementing projects to avoid litigation.

12.0 Recoverability of Amounts Due from Kenya Power and Lighting Company
Limited (KPLC)

398. As disclosed in Note 21(a) to the financial statements, the financial
statements reflect outstanding balances arising from services rendered to KPLC
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of Kes.6,114,389,000. The outstanding amounts have increased by
Kes.2,110,327.000 or 53% from the amount of Kes.4,004,062,000, reported in
2018/2019. In addition, review of the outstanding receivables revealed that 50%
were in arrears for more than 365 days. The significant increase in the amounts
due from KPLC had g significant negative impact on the Company's
profitability for the current year. This impact arose from expected credit losses
computed as per IFRS 9, which increased by Kes.1,468,026,000 compared to
Kes.533,191,000, reported in 2018/2019, as disclosed in Note 7(b) to the financial
statements. Further, there was no evidence of a payment plan from KPLC for
the outstanding amounts, as at the end of the financial year under review. The
above significant amounts due from KPLC, may have resulted in liquidity
challenges in the Company. Further, considering that the outstanding balances
are not interest earning, the Company incurred an opportunity cost with
respect to income which would have been earned, had the funds been
invested elsewhere.

Management Response:

399. The Accounting Officer stated that the remittance of funds by KPLC during
the financial year 2019/2020 was Kes. 6,114,389,000 which includes payment of
pending invoices. Payment remittances are monthly. This has seen a reduction
of receivable from Kes. 6,114,389,000 to Kes. 2,669,438,016 as at May 2025. This
has resulted into a significant reduction in the provision of credit loss.

Committee Observation
400. The Committee observed at the time of examination that the amounts due
from KPLC had significantly reduced from Kes. 6,114,389,000 to Kes.

2,669,438,016 since KPLC had made substantial remittance of funds to
KETRACO.

Committee Recommendations

401. The Committee recommends that KETRACO should follow up on the
amounts due to ensure that they are fully settled and submit a status report on
the settlement to the OAG within three (3) months of adoption of this report.

Other Matter

13.0 Ligquidation of Contractor Under Exim Bank of India Projects

402. As reported in the prior year, the contract for Lot 1A 220 KV Turkwel-Ortum-
Kitale substations under the EXIM Bank of India Projects was entered into on 14
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April, 2013 with an expected completion date of 30 June, 2018. The confractor
was contfracted at a sum of USD 19,972,680, later revised downwards to USD
18,100,120. In July, 2018, the courts in India ordered liquidation of the
contractor, resulting in financial challenges which made the contractor unable
to complete the project. According to Management, by the time of liquidation
in the home country, the contractor had achieved an overall completion status
of 78% of the project. According to Management, another coniractor has
been identified to take over the remaining works and the formal contract
signing expected in April, 2021. According to the proposed contract, the
contractor is expected to complete the outstanding works within a period of
ten (10} months. Consequently, the project may experience delays in
completion as well as associated cost overruns.

Management Response

403. The Accounting Officer stated that Exim gave KETRACO the approval and
go-ahead to engage Jyoti Structures Ltd to construct substations at Turkwel,
Ortum and Kitale. They were satisfied about the Contractor’s technical and
financial ability to undertake the construction works. Jyoti Structures was
declared bankrupt by the courts in India in the last quarter of 2018.
Conseqguently, KETRACO issued them with a termination nofice dated 17
September, 2018. Exim Bank of India gave authority to proceed and procure a
replacement for Jyoti Structures. KETRACO, with the concurrence of Exim Bank
of India entered into a contract with M/s Shyama Power for the completion of
the substations at Ortum and Kitale. The project commenced in June 2022 and
was completed in August 2024,

Committee Observations and Recommendations

404. The Committee observed at the time of examination that KETRACO had
obtained the approval and go-ahead from Exim Bank to engage the new
contractor. Therefore, the matter stands resolved.

14.0 Expiry of Loan Agreement with African Development Bank

405. As reported in the prior year, the loan agreement between the Company
and the African Development Bank for the construction of 132KM of 400KV
double circuit transmission line from Lessos Substation in Kenya, to Tororo
Substation in Uganda, which was effective from 20 September, 2010 expired on
31 December, 2017. At the time of expiry of the agreement, the loan account
had an undrawn balance of Kes.2,720,466,827. The project has been at 61%
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level of completion since termination of the contractor for non-performance in
April, 2016 and was at the same level at the time of audit. In addition, no funds
had been received from the African Development Bank since 2016, from the
loan account which had an undrawn balance of Kes.2,720,466,827. Review of
the project's cash and pending bills as at 30 June, 2020 revealed a funding
shortfall of Kes.818,907,767. There was no evidence of renewal of the loan
agreement or identification of other sources of funding for the project. Report
of the Auditor-General on Kenya Electricity Transmission Company Limited for
the year ended 30 June, 2020 é Consequently, the project which is already
behind schedule may experience significant cost overruns, as well as delayed
delivery of services to the intended beneficiaries.

Management Response

406. The Accounting Officer stated that the African Development Bank financing
agreement expired and was cancelled/closed in December 2017, At the time
of loan expiry, the undrawn balances amounted to Kes equivalent
2,720,466,827. The financing agreement is not to be extended. KETRACO has
requested the National Treasury through Ministry of Energy and Petroleum fo
seek alternative financing for completion of the project. This will allow for
completion of the project hence realization of the investment in the project.

Committee Observations
407. The Committee observed at the time of examination that—
i) by the time the agreement expired, the contract had been terminated as a
result of the arbitration case against KETRACO by the confractor;

i} the Supreme Court case challenging the arbitral award in the arbitration
case between KETRACO and Instalaciones Inabensa § relating to the Lessos-
Tororo transmission line was concluded and the award of 37 million Euros
was upheld against KETRACO and KETRACO in licison with the Ministry of
Energy and Petroleum and the National Treasury is in the process of
negotiating the settlement of the arbitral award.

Committee Recommendation
408. The Committee recommends that the matter stands resolved since by the
time the agreement expired, the contract had been terminated.

15.0 Court Award on Terminated Contract
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409. The arbitration case between the Company and a contractor for the
termination of confract for the construction of 132KM of 400KV double circuit
transmission line from Lessos substation in Kenya to Tororo substation in Uganda,
has been unresolved since April, 2016. The fribunal issued an award in favour of
the contractor on 30 July, 2019 amounting to Euro 37,365,691 or approximately
Kes.4.5 billion, which included termination costs, legal cost and other claims
amounting to Kes.2,223,137,553. Management considered the decision to be
against public interest and sought assistance from Attorney General's office in
setting aside the Tribunal's award. However, the award was upheld by the High
Court of Kenya on 16 February, 2020. Further, it is not possible to confirm
whether the project will be completed in the near future, and the additional
costs which would be necessary to complete the project, or the losses which
the Government of Kenya will suffer in the event that the project is not
completed. Consequently, the award has resulted to unforeseen legal and
arbifration costs, termination charges, and other claims.

Management Response

410. The Accounting Officer stated that the contracts with the main contractor
(Inabensa) for the project were terminated in April 2016. The arbitration case
was delivered in July 2019 awarding 37,365,691.96 Euros and Kes.
102,165,144.20. However, KETRACO appealed to the High Court for setting
aside of the arbitral award to Inabensa. The High Court delivered their ruling in
February 2021 upholding the arbitral award. KETRACO appealed the case in
the Court of Appeal. The Court of appeal on 19th November 2021 delivered
their ruling upholding the High Court ruling. The Court of appeal ruling was
subjected to an appeal petition at the Supreme Court. The Supreme Court
delivered their ruling upholding the Court of appeal ruling. The Company has
requested the National Treasury through Ministry of Energy and Pefroleum for
the financing of the project.

Committiee Observations

411. The Committee observed at the time of examination that—

i) the Supreme Court case chdllenging the arbitral award in the arbitration
case between KETRACO and Instalaciones Inabensa § relating to the Lessos-
Tororo transmission line was concluded and the award of 37 million Euros
was upheld against KETRACO;

i) at the time of termination of the contract, the works were at 51% and the
cause of termination of the contract was due to abandoning of the site by
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the contractor. The Committee noted that the challenge of wayleave
acquisiion by KETRACO had led to the abandoning of site by the
contractor;

i) the management of KETRACO was negotiating to settle the arbitral award
and was liaising with the relevant ministries to first settle the principal award
amounting to 31 million Euros and discussing the waiving of the interest
amount; and

iv] The Committee observed that the project had delayed and the value for
money and benefits of the transmission line had not be realized.

Committee Recommendation

412. The Committee recommends that KETRACO should henceforth ensure that it
acquires the wayleave rights before entering into contracts when
implementing projects to avoid litigation.

16.0 Pending Wayleave Compensations

413. Review of wayleave compensations revealed that the Company has
outstanding compensation to landowners for wayleaves amounting to
Kes.3,051,321,123. Management has attributed failure to pay this amount to
insufficient budgetary allocation from The National Treasury and long
negotiations between land owners, the Company and wvarious County
Governments. Delays in compensating Project Affected Persons, (PAPs) may
lead to legal suits, cost escalations and project delays.

Management Response
414. The Accounting Officer stated that the long outstanding wayleave

balances are occasioned by:

« Insufficient budget allocation,

+ [Incomplete documentation and disputes on the Payee.

* Insome cases, this involves litigation which takes a longer fime to resolve.

The company confinues to received exchequer support from the Government
of Kenya to facilitate payment of pending wayleave, payment of outstanding
wayleaves is based on available budget. The company is collaborating with
other government agencies to resolve disputes relating to wayleave
compensation. Wayleave balance as at May 2025 has reduced to
Kes.1,434,958,319.
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Committee Observations
415. The Committee observed at the time of examination that—

i) there was a significant reduction of the outstanding compensation amounts
from Kes.3,051,321,123 fo Kes.1,434,958,319, since the management had
made efforts o compensate the landowners. However, some long-standing
wayleave compensation cases remained pending; and

ii] two transmission lines serving the western region of the country; the Ndhiwa-
Sondu line and the Narok—-Bomet line, had experienced challenges related
to wayleave compensation, resulting in delays in project completion.

Committee Recommendations

4146. The Committee recommends that the Company should expedite the
compensation of the landowners to avoid lawsuits by the landowners and
submit a report on the status of compensation to the OAG within three (3)
months of adoption of this report.

417. The Committee recommends that where the projects are donor funded, the
wayleave compensation costs should be included as part of the project cost.

418. Further, the Committee recommends that KETRACO should ensure if
undertakes resource mobilisation of wayleave compensations before
undertaking the projects.

17.0 Delay in Completion of Projects

419. According to reports on projects’ physical progress, there were significant
delays in completion of five (5) of the projects under implementation by the
Company, whose details have been enumerated severally in the respective
project audit report as summarized below:

(i) The 220KV and 132KV transmission lines and Substations Projects (Exim Bank)
Project - The completion status for Lot 1A-220KV substation at Turkwel,
Crtum and Kitale is at 78% completion while Lot 3A-132/33KV Machakos-
Konza-Kaijado-Namanga transmission line is at 60% completion status.

li} Kenya Power Transmission System Improvement Project - The erections of
towers for the Olkaria-Narok and Lessos-Kabarnet transmission line is at 54%
and 73% completion respectively, while the stringing on both lines had not
started. Report of the Auditor-General on Kenya Electricity Transmission
Company Limited for the year ended 30 June, 2020 7
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lii} The Multinational Kenya Tanzania Power Interconnection Project - Lot Kl
lsinya-Namanga transmission line was at 49% completion by 30 June, 2020.
The project is behind schedule considering that the expected completion
date was April, 2020 and significant works are yet to be done.

(iv)  Kenyan Section of Inferconnection Project of Eleciric Grids of Nile Equataorial
Lakes Countries Project - The construction works an the project had stalled
by 30 June, 2020. The project was scheduled to be completed by 31
December, 2017. However, following a dispute with Instalaciones Inabensa
S.A, the main contractor, the contract was terminated in April, 2016.

(v) Mairobi Ring Transmission Line - the ongoing works related to Malaa Sub-
station is at 64% completion status.
Continued delay in the completion of these projects may result in cost
overruns and delayed delivery of services to the public.

Management Response

1) Both Turkwel Ortum Kitale and Machakos Konza Kajiado Namanga are 100%
complete.

420. The delay in completion of the projects was as a consequence of, Lot 3A -
the PAPs requested for additional compensation resulting into prolonged
negotiations and court cases. These issues were resclved through negotiation
and out of court setflement. Lot 1A -delay was occasioned by termination of
Jyoti Structures Limited due to bankruptcy.

2) KPTSIP- The contractor for the substations China CAMCE Co. Ltd finished the
associated substations and issued the completion cerfificate in 2015.

421. The contractor for the transmission lines at the time, Jyoti Structures Limited
was terminated on 17/09/2018 because of bankruptcy. Before termination the
confractor had completed Ishiara Kieni and Bomet Sotik Transmission Lines as
per the attached completion certificate. A new contract was issued on 15"
April 2019 for the remaining works on the Transmission line to China CAMCE Co.
Ltd, they are expected to complete by December 2023. The project
remaining sections are Mwingi Wote which is at 75% complete and Lessos
Kabarnet which is at 95% complete.

3) The Multinational Kenya Tanzania Power Interconnection Project was
completed in 2024 and will be capitalized in the current financial year
2024/2025.
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4) Nairobi Ring Transmission Line Project -Delays in completion of Malaa
substation was occasioned by delayed site hand over for the substation in
June 2018 as well as the disruptions of Covid-19 pandemic in 2020, The
project is adequately funded therefore the escalation of project costs is less
probable since the project is currently on course and is expected to be
competed in February 2026.

5) Multinational — Kenyan Section of Interconnection Project of Electric Grids of
Nile Lakes Countries:

422. The contracts with the main confractor (Inabensa) for the project were
terminated in April 2016. The arbitration case was delivered in July 2019
awarding 37.365.691.96 Euros and Kes. 102,165,144.20. However, KETRACO
appealed o the High Court for setting aside of the arbitral award to Inabensa.
The High Court delivered their ruling in February 2021 upholding the arbitral
award. KETRACO appealed the case in the Court of Appeal. The Court of
appeal on 19th November 2021 delivered their ruling upholding the High Court
ruling. The Court of appeal ruling was subjected to an appeal petition at the
Supreme Court. The Supreme Court delivered their ruling upholding the Court of
appeal ruling. Management has requested The National Treasury through
Ministry of Energy and Petroleum to finance completion of the project. This will
allow for completion of the project hence realization of service delivery to the
public.

Committee Observations
423. The Committee made the following observations regarding the four
projects: -

i) Kenyan Section of Interconnection Project of Electric Grids of Nile Equatorial
Lakes Countfries Project - The project had stalled due to coniract
cancellation and currently no works were ongoing.

i) Kenya Power Transmission System Improvement Project - the Lessos-
Kabarnet and Kitui- Wote were completed;

i) Exim Bank of India Funded Projects - the project was fully completed.

iv] Multinational Kenya Tanzania Power Interconnection Project - the project
was fully complete.

Committee Recommendation
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424. The Committee recommends that the Company should fast frack the
completion of the Kenyan Section of Interconnection Project of Electric Grids of
Nile Equatorial Lakes Countries Project so that there is value for money from the
projects.

425. Within three (3) months upon adoption of this report, the Accounting Officer
to submit a status report on the pending projects,

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC RESOURCES

18.0 Non-Compliance with Loan Novation Agreement

426. The loan related to the construction of the Kamburu-Meru transmission line
was fransferred from Kenya Power and Lighting Company (KPLC) to Kenya
Electricity Transmission Company (KETRACQO), on 19 October, 2014. According
to the novation agreement, KETRACO is required to make bi-annual payments
to the Government of Kenya [(GoK) on account of outstanding interest at a
rate of 2.5% per annum, as detailed on the table below;

Loan Amount (Chinese Yuan) | Equivalent Amount Kes.
Loan Balance 145,669,690 2.194,950,889

Accrued Interest 23,361,176 352,006,204

Total due 169,030,866 2,546,957,092

However, as at 30 June, 2020, the Company had not made any paymenits to the
GoK, as stipulated in the novation agreement. Management has indicated that a

moratorium for twenty-four (24) months had been sought from The National |

Treasury. However, this request for moratorium was yet to be considered by The
National Treasury.

Consequently, Management was in breach of the provisions of the novation
agreement

Management Comments:

427. The Accounting Officer stated that in FY 2019/2020 Ministry of Energy and
Petroleum formed a Task Force to address energy sector emerging issues.
From the Task Force report, the implementing agencies in the energy sector
were to be given a moratorium on repayment of government on lent loans for
24 months. The loan mentioned above was part of the loans to be considered
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for the moratorium. However, a moratorium was not given for the loan in
guestion. The company has engaged EFPRA to consider additional tariff
dllocation fo be ufilized in repaying the loan.

Committee Observations
428. The Committee observed at the fime of examination that—
i) the loan was supposed to be paid from the tariffs by KPLC;
iij KETRACO had requested EPRA to approve an additional tariff allocation
that was to be utilized in repaying, however, EPRA had not responded to the
request;
iii) there was a ftariff reduction in the prior years that had affected loan
repayment; and
iv) the company had so far repaid Kes. 288,458,384.00 of the loan.

Committee Recommendation
429. The Commitiee recommends that the matter remains unresclved since the
loan is still outstanding.

19.0 Undrawn Funding Balances under Eastern Electricity Highway Project

430. The Eastern Electricity Highway Project had an approved budget of USD
441,000,000, UA 75,000,000, EUR 77,500,000 and Government counterpart funds
of Kes.8,585,000,000, all equivalent to Kes.75,803,028,400. The project was
expected to be completed by 30 September, 2020. However, as at 30 June,
2020, there was an undrawn balance of Kes.35,658,914,156 or approximately
47% of the project funding, and pending bills of Kes.2,640,343,389. The undrawn
funding might not be absorbed fully by the time of expiry of the funding period
on 31 December, 2022. Management attributes the slow absorption of funds to
the savings on the financing structure derived from the Project Appraisal
Document; the savings realized after the tendering process and awards fo
various contractors; and savings made from wayleave financing which is based
on actual wvaluations, which are currently lower than the esfimates.
Management is in the process of making proposals for new projects and has
already commenced re-allocation of the savings to those projects. However,
until these project proposals, together with related approvals are finalized, the
Company will continue to lock up development funds in the current project.

Management Response
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431. KETRACO got approvals from the development partners to utilize the savings
as follows: Kenya Green and Resilient Expansion of Energy (GREEN) Phase Il was
envisaged to be financed under the savings from Eastern Electricity Highway
Project. However, as per the Aide Memoire of the Mission, further extension of
the project was not feasible. The available funding under the EEP was therefore
planned for cancellation and the funds recommitted to support Phase Il under
a new financing. The ADB financing savings were redirected to support the
construction of Mariakani Substation and the Nanyuki-Rumuruti Underground
Cable Projects.

Committee Observation and Recommendation

432. The Committee observed at the time of examination that the funds were
recommitted to support the construction of Mariakani Substation and the
Nanyuki-Rumuruti Underground Cable Projects hence the matter stands
resolved.

REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT AND

GOVERNANCE

20.0 Asset Tagging and Physical Verification

433. Review of the Company’s fixed assefs register revealed that the assets are
not tagged, and the Company does not carry out periodic asset verification fo
verify existence of the assets. Consequently, lack of tagging and physical
verification may lead to the assets being damaged, lost or stolen. Furthermore,
it may be difficult to verify the existence of such assets since they cannot be
traced from the register to the various locations.

Management Responses:

434. The Accounting Officer stated that the company policy is to undertake
asset verification on a bi-annual basis as anchored in the revised finance
manual. In the year under review the verification process was affected by the
covid-192 pandemic. The company has done asset fagging and revaluation of
all movable assets and updated the asset register.

Committee Observations and Recommendation

435. The Committee cbserved at the time of examination that the asset tagging
and revaluation of all movable assets were done and the asset register
updated. Therefare, the matter stands resolved.
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FINANCIAL YEAR 2020/2021

21.0 Deferred Grant Income

436. The statement of financial position reflects total deferred grant income of
Kes.189,891,542,000 which, as disclosed in Note 20 to the financial statements
comprises of Kes.70,915,400,000 and Kes.118,976,142,000 in respect of direct
and indirect grants respectively. Review of records revealed that the Company
received an amount of Kes.19,8346,802 from the Minisiry of Energy and
Petroleum. However, records from the Ministry reflected an amount of
Kes.10,831,798,269 resulting to an unexplained variance of Kes.?,005,004,000.
Further, the statements of profit or loss and other comprehensive income
reflects amortized grant from Government income amounting to
Kes.2,192,104,000 which differs with the current grant amortization reported in
the previous year as grant income to be amortized over 12 months of
Kes.2,233,745,000 resulting to an unexplained variance of Kes.41,641,000. In the
circumstances, the accuracy of grants receipts and amortized grant income
thereof could not be confirmed.

Management Response:

437. The Accounting Officer stated that the total grant addition was
19.836,802,000 comprising of Exchequer Development 6,816,300,000 and
Development partner support 13,020,502,000 as per note 20 of the financial
statements. The Development partner support comprises of Direct component
of 9,005,004,000 and Revenue Transfer through the Ministry of 4,015,498,000. The
assertion that the outstanding direct component of Kes. 70,915,400,000 would
be amortized over 61 years, and 118,976,142,000 would take 119 years to be
amortized is incorrect, because under the 1AS 20(Accounfing for Government
Grants and Disclosure of Government Assistance), and the company policy,
the grants are recognized as deferred income and amortized over the useful
life of capitalised assets, which is 40 years. These therefore excludes grants
relating to assets under construction. Under Note 13, Property and Equipment,
the value of capitalised assets that qualify for grant amortization is Kes.
94,152,169,000 which has been used as a basis for grant amortization.

438. Computation of deferred grant income only takes into account projects
that have been capitalized as per IAS 20. It is expected that deferred grant
income will keep on changing due to changes in assets value. The amortisation
year by year is based on the closing balances of the Assets financed by the
deferred grant income.
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Co

mmittee Observation and Recommendation

439. The Committee observed at the time of examination that computation of

deferred grant income had been undertaken on projects that had been
capitalized, hence the matter stands resolved.

220 Capital Work in Progress
440. The statement of financial position as disclosed in Note 13 to the financial

statements reflects an amount of Kes.111,471,881,000 in respect of capital work
in progress while the supporting schedule provided for audit indicated a
balance of Kes.111,015,936,000 resulting in an unexplained variance of
Kes.455,945,000. Review of the financial records revealed that projects valued
at Kes.17,015,210,520 were completed in the previous financial years but had
not been capitalized. Management has not explained the reasons for not
capitalizing the projects. Further, projects valued at Kes.25,566,410,286 were still
ongoing but had exceeded their respective contract completion dates.
However, Management has not explained the reasons for the delay in
completion of the projects or provided evidence of approval of the contract
extension as required by Section 139(2) of the Public Procurement and Asset
Disposal Act, 2015. In the circumstances, the accuracy and completeness of
the capital work in progress balance of Kes.111,471,881,000 could not be
confirmed.

Management Response

447,

The Accounting Officer stated that the Note 13 total work in progress for
financial year 2020/2021 is Kes. 111,471,881,000 is supported by a schedule.

Completion-cedificate-for-Otk-was—signed-and-received-afteryear-end—the—

Kes. 17,015,210,520 relates to the projects as analysed below—

i) Olkaria Lessos Kisumu — The completion certificates were signed after year
end and the project was capitalised in financial year 2021/2022.

i) Mwingi Wote Kitui Sultan Hamud - The project was partially completed and
capitalised. The section that was completed and capitalised is Mwingi-Kitui
and Wote-Sultan Hamud. The section that is still ongoing under WIP is Kitui-
Wote which is at 75% complete and will be capitalised upon completion.

i} Nanyuki Isiolo Meru - The delay was because of Department of Defence
(Laikipia Airbase) objecting to construction of overhead line within Nanyuki
Municipality despite approval before commencement of the project. KCAA
directed we do underground cables within proximity of Laikipia Airbase
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causing KETRACO to seek funding for underground cable. The funding for
the underground cable was obtained from savings of EEHP{ADB) and new
contractor have since been awarded and works are expected to be
completed in December 2025.

iv)] Sondu-Homabay is 85% complete — The delay in completion was
occasioned by confractors' bankruptcy. A new contfractor was procured on
27'h March 2024 and is expected to complete the project as at August 2025.

v] The Multinational Kenya Tanzania Power Interconnection Project was
completed in 2024 and capitalized in the financial year 2024/2025.

vi) Machakos-Konza is 100% complete. Isinya Namanga is pending because of
delayed wayleave compensation atiributed to inadequate funding by
National Treasury. KETRACO management has requested for additional
funding in the FY 2021/2022 to cater for wayleave compensation. Contract
extension addendum to 31 July 2021.

vii) Rabai Bamburi Kilifi TL project contfract was signed on the 13th of November
2015 and the loan agreement finalised on 7th April 2017. The project
commencement date was 26th March 2020 and intended to run for twenty-
two months. The project is 84.5% complete, overdll, the transmission line
engineering design is 0% complete while substation engineering design is at
78%. the procurement is a about 79% complete. In addition, 241/241
foundations and 227/241 erection have been completed on the
transmission line and geotechnical investigation has been conducted on
the proposed new substation.

viii) Awendo Isebania TL-Work for the project were completed in June
2025 and the line has been energized.

Committee Observations

442. The Committee observed from the explanation of the Accounting Officer at
the fime of examination that although some components of some projects
were complete, some were still pending hence the projects had not been
capitalised.

Committee Recommendations

443. The Committee recommends that the management should fast track
completion of the pending projects so that the projects can be capitalised.

444, Within three (3) months upon adoption of this Report, the Accounting Officer
to submit the status report of the pending projects to the OAG for verification.
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23.0 Trade and Other Payables
23.1 Unsupported VAT Payable

445. The statement of financial position as at 30 June, 2021 reflects frade and
other payables balance of Kes.18,069,482,000. However, the balance includes,
VAT payable output tax amounting to Kes.1,163,953,516 that was not supported
by VAT returns duly acknowledged by Kenya Revenue Authority. Under the
circumstances, the accuracy and completeness of the VAT payable of
Kes.1,163,953,516 could not be confirmed.

Management Responses

444. The Accounting Officer stated that the VAT payable amount of Kes.
1,163,953,245 is the cumulative VAT on sales captured in the SAP system under
the VAT ocutput account. This amount has been declared through the monthly
VAT returns which is inclusive of the schedule and details of the VAT amount
payable. During the filing of the VAT returns output VAT i.e. VAT on payables is
offset against the input VAT (VAT on receivables). VAT payable and VAT
receivable amounts are held in separate accounts in the SAP system hence the
cumulative amounts. Journals have been passed to offset the cumulative
amount in VAT output against the cumulative VAT input amount and a
reconciliation of the net balance in the VAT payable account was undertaken.

Committee Observations and Recommendations

447, The Committee observed at the ftime of examination that a reconciliation
on the VAT payable account had been undertaken. Therefore, the matter
stands resolved.

23.2 Undisclosed Amounts Due to Kenya Electricity Generating Company
Limited

448, The statement of financial position as at 30 June, 2021 reflects trade and
ofther payables of Kes.18,069,482,000. However, the amount excludes a
balance of Kes.4,481,056,4467 in respect of transmission lines that were done
during the financial year 2008/2009 or earlier by Kenya Electricity Generating
Company (KenGen) and which are used in the furtherance of Company's
business for revenue generation. Although the Company continues to generate
revenue from the transmission lines, there was no evidence provided to

119



indicate that the they have been included as part of the plant, property and
equipment. Further, although the transmission lines were financed through a
loan, the Company has not recognized any interest charged on this loan since
the takeover of the lines. Management of KenGen indicate that there has
been negofiation for transfer of the assets to the Company which if concluded
would increase the operations costs of the Company due to the accruing
interest and impact cash outflows due to loan repayments every year. Under
the circumstances, the accuracy and completeness of the payables balance
of Kes.18,069,482,000 could not be confirmed.

Management Responses

449. The Olkaria | and IV fransmission line was implemented by KenGen through
loan financing and was to be transferred to KETRACO upon completion of
novation agreement. The novation agreement was signed on 29" August 2024
and the Government through National Treasury undertook to settle the project
costs on behalf of KETRACO.

Committee Observations and Recommendations

450. The Committee observed at the time of examination that the novation
agreement between KENGEN and KETRACO had been signed and the
Government, through the National Treasury underfook to settle the project
costs on behalf of KETRCO. Therefore, the matter stands resolved.

24,0 Trade and Other Receivables
24.1 Unsupported Receivables Balances

451. The statement of financial position reflects trade and other receivables of
Kes.9,726,373,000 which is net of amounts due from related parties balance of
Kes.3,.911,771,000. Review of the financial records revealed unsupported
adjustments of Kes.143,123,044 and Kes.1,169,443,245 in respect of advance
payments and litigation costs receivables respectively. Further, included in the
frade receivables are balances of Kes.1,630,895,645, Kes.3,392,580.798 and
Kes.1,008,597,136 in respect of advance payment, litigation cost receivable
and assets under construction advance payment respectively, whose
supporting documents were not provided for audit.  In addition, supporting
schedule for trade and other receivables includes VAT input receivable of
Kes.1,302,920,502 that was not supported by VAT returns duly acknowledged by
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KRA. Under the circumstances, the accuracy and completeness of the
receivables balance of Kes.9,726,373,000 could not be confirmed.

Management Responses:

452. According fo the TB and the financial statements frade and other
receivables are Kes. 9,726,373,000 as per the schedule provided. Advance
payments represent sum of all advance payments paid to contractors as per
confractual agreement which are to be reduced against progress payments.
The opening balance was Kes. 1,944,482,973 which was reduced by Kes.
143,123,044 at the beginning of the year.

453. Llitigation costs receivable of Kes. 1,169,443,245 relates to ongoing arbitration
case by Inabensa against KETRACO. These costs represent administration costs
that are not fo be capitalized as per IAS 14 and therefore are to be expensed
once the liability crystalizes. AUC advance represents internal funds that
KETRACO used in consfruction of Olkaria Lessos Kisumu project. It is receivable
from Government as the company is 100% owned by National Treasury.

Committee Observation and Recommendation

454. The Committee observed at the time of examination that advance
payment represented the sum of all advance payments paid to contractors as
per the contractual agreement, which were to be reduced against progress
payments and Litigation costs receivable. This was related to the ongoing
arbitration case and the costs represent administration costs that are not to be
capitalized as per IAS 16, but are fo be expensed once the liability crystalizes.
Therefore, the matter stands resolved.

242 Amounts Due from Kenya Power and Lighting Company Limited

455. The statement of financial position and as disclosed in Note 21(a) to the
financial statements reflects outstanding balances arising from services
rendered fo Kenya Power and Lighting Company Limited (KPLC) of
Kes.5,897,754,000. However, KPLC records indicated a balance of
Kes.5,546,379,000 resulting in a variance of Kes.351,375,000. In addition, there
was no evidence of a payment plan from KPLC for the outstanding amounts at
the end of the financial year under review.

In the circumstances, the full recoverability of the amounts due from Kenya
Power and Lighting Company Limited could not be ascertained.
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Management Responses

456 The-Accounting Officer stated that the variance of Kes. 351,375,000 relates
to withholding tax against the invoices that KPLC processed but not yet paid.
Remittance of funds by KPLC during the financial year 2020/2021 was Kes.
3,133,218,529 which includes payment of pending invoices. The remitfances are
on a monthly basis. This has seen a reduction of receivable from Kes.
6,114,389,000 to Kes. 2,669,438,016 as at May 2025. This has resulted info a
significant reduction in the provision of credit loss.

Committee Observations

457. The Committee observed at the time of examination that the amounts due
from KPLC had significantly reduced from Kes. 6,114,389,000 to Kes.
2,669,438,016 since KPLC had made substantial remittance of funds to
KETRACO.

Committee Recommendations

458. The Committee recommends that KETRACO should follow up on the
amounts due to ensure that they are fully settled and submit a status report o
the OAG on the settlement within three (3) months of adoption of this report.

25.0 Unsupported Subsistence Allowances

45%9. The statement of profit or loss and other comprehensive income for the year
ended 30 June, 2021 reflects administration costs of Kes.1,520,724,000 which as
disclosed in Note 6(a) to the financial statements includes other operating
expenses amounting to Kes.141,844,983 in respect of subsistence allowances-
domestic, subsistence allowance-Staff fravel expense and subsistence
allowances-International fravel. However, the expenditure was not supported
with the details of the activities, dates of the activities, approved work plans,
boarding passes, copies of passports and evidence of surrender of imprests. In
the circumstances, the accuracy, and propriety of the expenditure of
Kes.141,844,983 on other operating expenses could not be confirmed.

Management Response

460. The Accounting Officer stated that every fransaction is verified and proper
controls put in place to ensure imprests are surrendered. Management ensures
that all travel related expenses are supported through the system. The
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expenditure totaling to Kes. 141,844,983 has been appropriately supported and
documents are available in the company accounting system.

Committee Observations and Recommendations

461. The Committee observed at the time of examination that the Company had
an accounting system that verified transactions and that the imprests had
been surrendered hence the matter stands resolved.

26.0 Unaccounted for Grants

462. The statement of financial position and as disclosed in Note 21(c](ii) to the
financial statements reflects recurrent grants of Kes.6,816,300,000 received from
the Ministry of Energy. However, Management did not provide documents to
support how grants amounting to Kes.3,407,118173 were accounted for.
Further, review of the financial records revealed that the Nanyuki-lsiclo-Meru
project was allocated an amount of Kes.100,000,000 during the year under
review but only amount of Kes.59,429,226 was incurred. However, records
provided for audit indicated that the project was completed in the year 2014.
Management did not explain why the project was allocated funds, yet it had
been completed. In addition, it was noted that an amount of Kes.2,2522,000
was disbursed to four (4) projects that had no activities and the funds could not
be accounted for. In the circumstances, the accuracy of expenditure on
recurrent grants of Kes.3,407,118,173 could not be confirmed.

Management Responses

463. The Nanyuki-lsiolo-Meru is still ongoing however in 2014 the phase 1 had
been completed. The development grants 6,816,300,000 were distributed to

the various projects.
Committee Observations

464, The Committee observed at the time of examination that the grants were
distributed to the various projects. However, the Nanyuki-lsiclo-Meru project
was ongoing, which was the reason why funds were allocated.

465. The Commitiee further observed that an incomplete section of 800 metres
was pending completion due to a dispute with the land owner despite
compensation.

Committee Recommendations
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466. The Committee reprimands the Accounting Officer for the incomplete 800
meters section despite having compensated the land owner and directs that
the section should be completed and a status report submitted to the OAG for
verification within three (3) months upon adoption of this report.

27.0 Unsupported Expenditure

467. The statement of financial position and as disclosed in Note 13 to the
financial statements reflects an amount of Kes.2,696,820,000 in respect of
transfer from works in progress for construction of fransmission lines. Included in
the balance is an amount of Kes.701,416,727 that was incurred on construction
of the Loyangalani-Suswa transmission line. However, the expenditure was not
supported with a cerfificate of completion and commissioning. In the
circumstances, validity of the expenditure of Kes.701,416,727 for construction of
transmission lines could not be confirmed.

Management Responses

468. Loiyangalani-Suswa line was completed, and certificate of completion and
commissioning issued. Kes. 701,416,727 relates to payment of pending bills.

Committee Observations and Recommendations

469. The Committee recommends that since at the time of examination the
Loivangalani-Suswa line was completed and certificate of completion and
commissioning issued, the matter stands resolved.

28.0 Pending Way-Leave Compensations

470. Review of way-leave compensations revealed that the Company had
outstanding compensation to landowners for way-leaves amounting to
Kes.2,724,649,715. However, Management explained that delayed payment
was due fo insufficient budgetary allocation from The National Treasury and
long negotiations between land owners, the Company and various County
Governments. Delays in compensating Project Affected Persons, [PAPs) may
lead to legal suits, cost escalations and project delays. Further, it was noted
that the way-leave compensation balance includes debit balances of
Kes.11,940,000 which has been occasioned by a mismatch of invoices against
the corresponding payable balance. Management indicates that the
matching is an ongoing process but does not indicate the controls put in place
to ensure that the errors are eradicated in future. In the circumstances, the
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accuracy and completeness of the pending way-leave compensations could
not be confirmed.

Management Response

471.

The Accounting Officer stated that the amount Kes.11,940,000 as debit

balance in wayleave have since been matched. Currently management
ensures proper internal reviews are carried out to ensure invoices are matched
with corresponding payables.

Long outstanding wayleave balances are occasioned by:

472.

Insufficient budget allocation,
Incomplete documentation and disputes on the Payee.
In some cases, this involves litigation which takes a longer time fo resolve.

The company confinues to received exchequer support from the

Government of Kenya to facilitate payment of pending wayleave. Payment of
outstanding wayleaves is based on available budget. The company is
collaborating with other government agencies to resclve disputes relating to
wayleave compensation. Wayleave balance as at May 2025 has reduced fo
Kes. 1,434,958,319.

Committee Observations

473.
)

The Committee observed at the time of examination that—
there was a significant reduction of the outstanding compensation amounts
from Kes.3,051,321,123 to Kes.1,434,958,319, since the management had

made efforts to compensate the landowners. However, some long-standing
wayleave compensatfion cases remained pending; and

two transmission lines serving the Western Region of the country; the
Ndhiwa-Sondu line and the Narok-Bomet line, had experienced challenges
related to wayleave compensatfion, resulting in delays in  project
completion.

Committee Recommendations

474,

The Committee recommends that the Company should expedite the

compensation of the landowners to avoid lawsuits by the landowners and
submit a report on the status of compensation to the OAG within three (3)
manths of adoption of this report.
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475. The Committee recommends that where the projects are donor funded, the
wayleave compensation costs should be included as part of the project cost.
476. Further, the Committee recommends that KETRACO should ensure it
undertakes resource mobilisation of wayleave compensations before

undertaking the projects.

Emphasis of Matter

29.0 Provisions and Contingent Liabilities

477. | draw attention to Note 29(a&b) to the financial statements which discloses
that the Company's estimated confingent liabilities consist of ongoing court
cases relating to acquisition of wayleaves and contractors' claims beyond the
original contract period, amounting to Kes.6,723,093.000. According fo
Management, the status of these exposures is evaluated on a regular basis fo
assess the probability of incurring related liabilities. However, in the event that
these contingent liabilities crystalize, the Company may be exposed fo
unforeseen project cost overruns, resulting to inakility to meet its obligations
when they fall due. This may affect service delivery capacity of the Company.

Management Response

478. The Accounting Officer stated that the provisions and contingent liabilities
are contfinuously evaluated by management to assess basis of crystalizing. The
arbitration case was delivered in July 2019 awarding 37,365,691.96 Euros and
Kes. 102,165,144.20. However, KETRACO appealed to the High Court for setting
aside of the arbitral award to Inabensa. The High Court delivered their ruling in
February 2021 upholding the arbitral award. KETRACO appealed the case in
the Court of Appeal. The Court of appeal on 19th November 2021 delivered
their ruling upholding the High Court ruling. The Court of appeal ruling was
subjected to an appeal petition at the Supreme Court. The Supreme Court
delivered their ruling upholding the Court of appeal ruling.

In the meantime, the Company requested the National Treasury through
Ministry of Energy for the financing of the project on 201 August 2020 which has
not been responded to.

Committee Observations

479. The Committee observed at the time of examination that—
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i) the Supreme Court case challenging the arbitral award in the arbitration
case between KETRACO and Instalaciones Inabensa § relating to the
Lessos- Tororo transmission line was concluded and the arbitral award of
37 million Euros was upheld against KETRACO;

i) at the time of termination of the contract, the works were at 51% and the
cause of termination of the confract was due to abandoning of the site
by the contractor. The Committee noted that the challenge of wayleave
acquisiion by KETRACO had led to the abandoning of site by the
confractor;

i) the management of KETRACO was negotiating to setfle the arbitral award
and was ligising with the relevant ministries to first setfle the principal
award amounting to 31 milion Euros and discussing the waiving of the
intferest on the arbitral award; and

iv] the Committee observed that the project had delayed and the value for
money and benefits of the transmission line had not been realized.

Committee Recommendations

480. The Committee recommends that KETRACO should henceforth ensure that it
acquires the wayleave rights before entering into contracts when
implementing projects fo avoid litigation.

30.0 Material Uncertainty Relating to Going Concern
481. | draw your attention to the statement of financial position at 30 June, 2021
which indicated the company's current liabilities balance of Kes.27,479,514,000

exceeded current dssefs balance of Kes.21,655,789,000 by an amount of
Kes.5,823,725,000. In view of the negative working capital, the Company may
not be in a position to meet its short-termm maturing obligations, thereby
exposing it to going concern risks.

Management Responses

482. The Accounting Officer stated that the company's liabilities are largely
funded by Government grants which arise from project implementation. The
company current liabilities consist of contfractual payments payable through
direct payment mode where confractor receives funds direcily from the
financier. Therefore, the obligations are matched with commitments under the
finance agreements.
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Committee Observation and Recommendation

483. The Commitiee -observed that the company's liabilities are largely funded
by Government grants which arise from project implementation and the
obligations are matched with commitments under the finance agreements,
hence the matter stands resolved.

31.0 Court Award on Terminated Contract

484, During the year under audit, an arbitration case between the Company
and a contractor for the termination of confract for the construction of 132KM
of 400KV double circuit transmission line from Lessos substation in Kenya to
Tororo substation in Uganda has remained unresolved since April, 2016. The
tribunal issued an award in favour of the contractor on 30 July, 2019 amounting
to Euro 37,365,691 or approximately Kes.4.5 billion, which included termination
costs, legal cost and other claims amounting fo Kes.2,223,137,553.
Management considered the decision to be against public interest and sought
assistance from Attorney General's office in setting aside the Tribunal's award.
However, the award was upheld by the High Court of Kenya on 16 February,
2020. Further, it was not possible to confirm whether the project would be
completed in the near future, and the additional costs which would be
necessary to complete the project, or the losses which the Government of
Kenya would suffer in the event that the project is not completed. In the
circumstances, the award has resulted to unforeseen legal and arbitration
costs, termination charges, and other claims.

Management Response

485. The Accounting Officer stated that the confracts with the main contractor
(lnabensa) for the project were terminated in April 2016 due to non-
performance. The arbitration case was delivered in July 2019 awarding
37.365,691.96 Euros and Kes. 102,165,144.20. However, KETRACO appealed to
the High Court for setting aside of the arbitral award to Inabensa. The High
Court delivered their ruling in February 2021 upholding the arbitral award.
KETRACO appealed the case in the Court of Appeal. The Court of appeal on
19th November 2021 delivered their ruling upholding the High Court ruling. The
Court of appeal ruling was subjected to an appeal pefition at the Supreme
Court. The Supreme Court delivered their ruling upholding the Court of appeal
ruling. In the meantime, the Company requested the National Treasury through
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Ministry of Energy for the financing of the project on 20" August 2020 which has
not been responded to.

Committee Observations
486. The Committee observed at the time of examination that—

1] the Supreme Court case challenging the arbitral award in the arbitration
case befween KETRACO and Instalaciones Inabensa S relating to the
Lessos- Tororo transmission line was concluded and the award of 37
million Euros was upheld against KETRACO;

i) at the fime of termination of the contract, the works were at 51% and the
cause of termination of the contract was due to abandoning of the site
by the contractor. The Committee noted that the challenge of wayleave
acquisition by KETRACO had led to the abandoning of site by the
contractor;

i) the management of KETRACO was negotiating to settle the arbitral award
and was ligising with the relevant ministries fo first settle the principal
award amounting to 31 million Euros and discussing the waiving of the
interest amount; and

iv] The Committee observed that the project had delayed and the value for
money and benefits of the transmission line had not been realized.

Committee Recommendation

487. The Committee recommends that KETRACO should henceforth ensure that it

implementing projects to litigation.
REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC RESOURCES

32.0 Construction of Loyangalani - Suswa Transmission Interconnector Line
488. In the special audit concluded in April 2021 a number of issues were raised in
the procurement and execution of the above contract as indicated below:

i) Management did not undertake both technical and financial due diligence
as provided under Section 48(1) PPDA Act 2015 leading to irregular payment
of Kes.10,827,072 to a Confractor which subsequently filed a pefition for
bankruptcy.
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i) After bankruptcy of the original Contactor, Management engaged yet
another Contractor. However, the procurement was not included in the
annual procurement plan and valuation of the pending works for the
purposes of preparing the bills of quanfities was not provided for audit.

i} Engagement of subcontractors at a cost of Kes.1,524,059,296 which was not
accompanied with certificates of completion.

iv) Acquisition of materials from the subcontractors at a cost of Kes.26,220.329
without a valuation report and subsequently taking them on charge.

In the circumstances, Management was in breach of law and value for money
could not be confirmed.

Management Responses

489. The Accounting officer stated that the Project was completed in September
2018, a Completion certificate and Take Over cerfificate issued fo the
confractors of the Transmission Line, Consortium of NARI Group Corporation
and Power China Guizhou Engineering Company Limited and contractor of the
Loiyangalani Substation, SIEMENS SAS France. The contractor was fied fo the
financing, though procurement process of the contractor was done by KPLC
and Ministry of Energy, KETRACO had conducted due diligence and satisfied
itself of the financial and technical ability of the confractor before they
suffered the insolvency in August 2017.

Committee Observations and Recommendation
490. The Committee observed at the time of examination that—

i) the procurement of the new contractor was undertaken by KPLC and the
Ministry of Energy and Petroleum;

i) that KETRACO had undertaken due diligence on the contfractor before the
contractor suffered insolvency; and

i) the project was completed and a completion certificate was issued,;

Therefore, the matter stands resolved.
33.0 Payments made for terminated and stalled projects
491. Review of the project status report indicated that an amount of

Kes.3,976,801,443 had been paid to a contactor in respect of Bomet-Sofik,
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Mwingi-Kitui-Wote-Sultan Hamud, Nanyuki-Nyahururu and Olkaria transmission
lines for contracts that have since been terminated while an amount of
Kes.8,714,632,590 was incurred on construction of the Lessos-Tororo-Transmission
line which had stalled. Management has not explained the reasons for the
termination and measures instituted to recover the payments made to the
contractors. In the circumstances, it was not possible to confirm whether value
for money was obtained on the expenditure of Kes.12,691,434,033 on the four
(4) fransmission lines.

Management Responses

492. The Accounting Officer stated that the payments made to Jyoti Structures
Limited and Inabensa were for works already undertaken and materials
supplied. All the invoices cerfified for payment are available. The contractor
{China CAMCE) who tock over the works is continuing with works from where
Jyoti Structures Limited stopped. Value for Money was obtained under Kenya
Power Transmission System Improvement Project. JYOTI STRUCTURES LIMITED
contract was terminated due to Bankruptcy on the contractor. Payments
made fo Jyoti Structures Limited were for works already undertaken and
materials supplied. KETRACO has all the invoices certified for payment therefore
there was no loss. The contractor [China CAMCE) who took over is continuing
with works from where Jyoti Structures Limited had stopped. KETRACO
liquidated performance guarantee amounting to Kes. 409,486,412.50 issued by
Jyoti Structures Limited.

493. LESSOS-TOROROQO: -The contracts with the main contractor (Inabensa) for the
project were terminated in April 2016 due to non-performance. An arbitrafion
tribunal was instituted in 2019.The arbitration case was delivered in July 2019

awarding 37,365,691.96 Euros and Kes. 102,165,144.20 in favour of the
confractor. KETRACO appedaled to the High Court for setting aside of the
arbitral award to Inabensa. The High Court delivered their ruling in February
2021 upholding the arbitral award. KETRACO appealed the case in the Court of
Appeal. The Court of appeal on 19th November 2021 delivered their ruling
upholding the High Court ruling. The Court of appeal ruling was subjected to an
appeal petition at the Supreme Court. The Supreme Court delivered their ruling
upholding the Court of appeal ruling.

494. The actual total paid up amount in relafion fo the project was Kes.
5,008,154,385 as at 30.6.2021. The amount of Kes 8,714,632,590 consists of
unpaid amounts in relation to arbitral award Kes. 2,270,789,283, Pending
payables of Kes. 1,493,912,959. The paid-up amount was based on works and
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services rendered at the time of termination hence no need to recover the
amounts from the confractor. At the time of termination KETRACO recalled
performance guarantee amounting to Kes. 134,258,399.40

Committee Observations

495. The Committee observed from the explanation of the Accounting Officer at
the time of examination that—

i) KETRACO liguidated the performance guarantee amounting to Kes.
409,486,412.50 issued by Jyoti Structures Limited and the contractor (China
CAMCE) who took over the works is continuing with works from where Jyofi
Structures Limited stopped hence value for money was obtained under
Kenya Power Transmission System Improvement Project;

i) China CAMCE was able to complete the project and a completion
certificate was issued;

i) with regards to the Lessos-Tororo fransmission, the project was a subject of
an arbitration case. The arbitral award granted is yet to be setiled hence
the project has stalled.

Committee Recommendation

496. The Committee recommends that KETRACO should henceforth ensure that it
acquires the wayleave rights before entering into confracts when
implementing projects fo avoid litigation.

34.0 Non-Compliance with Loan Novation Agreement

497. As previously reported, loan liability on the construction of the Kamburu-
Meru transmission line was transferred from Kenya Power and Lighting
Company [KPLC) to Kenya Electricity Transmission Company (KETRACO]), on 19
October, 2016. According to the novation agreement, KETRACO was required
to make bi-annual payments to the Government of Kenya (GoK) on account
of outstanding interest at a rate of 2.5% per annum. However, the Company
had not made any payments to the Government, as stipulated in the novation
agreement. Management has indicated that a moratorium for twenty-four (24)
months had been sought from The National Treasury but the matter was yet to
be considered by the National Treasury. In the circumstances, Management
was in breach of the law.
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Management Responses

498. The Accounting Officer stated that in FY 2019/2020 Ministry of Energy formed
a Task Force to address energy sector emerging issues.

From the Task Force report, the implementing agencies in the energy sector
were to be given a moratorium on repayment of government on lent loans for
24 months. The loan mentioned above was part of the loans to be considered
for the moratorium. However, a moratorium was not given for the loan in
guestion. The company has engaged EPRA fo consider additional tariff
allocation to be utilized in repaying the loan.

Committee Observations
499. The Committee observed at the time of examination that—

i) KETRACO had requested EPRA to approve an additional tariff allocation
that was to be utilized in repaying, however EPRA had not responded to
the request.

i) there was a tariff reduction in the prior years that has affected loan
repayment; and

i) the management has so far repaid Kes. 288,458,384.00.
Committee Recommendation

500. The Committee recommends that since the loan is still outstanding, the
matter remains unresolved.

35.0 Income from Disposal of Motor Vehicles

501. Note 5 to the financial statements reflects income from disposal of motor-
vehicles of amounting to Kes.20,025,000. However, the disposal was nof
supported with an approved disposal plan, minutes of asset disposal
committee, a technical report to support the disposal of the assets and the
reserve price as required by Regulations 176 and 177 of the Public Procurement
and Asset Disposal Regulations, 2020. In the circumstance, Management was
in breach of the law.

Management Response
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502. The Accounting Officer stated that the disposal of the motor vehicles was as
per the approved disposal plan, minutes of asset disposal committee, technical
report to support the disposal of assets and reserve price as required under the
law.

Committee Observations and Recommendation

503. The Committee observed that the disposal of the motor vehicle was done
as per the approved disposal plan hence, the matter stands resolved.

REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT AND
GOVERNANCE

36.0 Weak Information Technology Internal Controls

504. Review of the KETRACO financial information system revealed some internal
confrol wedaknesses, which could result to unauthorized access and
manipulation of the entity's financial data, thus negatively impacting on the
data integrity. It was noted that password parameters in relation to password
complexity and account lockout durafion have not been appropriately
defined. In the circumstances, the effectiveness of the ICT infrastructure could
not be confirmed.

Management Response:

505. Account lockout duration reverted to 5 minutes as per the corporate policy
document. Password Policy complexity is available.

Committee Observations and Recommendations

506. The Committee observed that the password policy complexity was
available and the account lock duration reverted as per the policy document.
Therefore, the matter stands resolved.

FINANCIAL YEAR 2021/2022

37.0 Deferred Grant Income

507. The statement of financial position reflects total deferred grant income of
Kes.197,746,409,000 which, as disclosed in Note 20 to the financial statements
comprise of Kes.74,110,351,000 and Kes.123,636,058,000 in respect of direct and
indirect grants respectively. Review of records revealed that the Company
received an amount of Kes.10,222,033,000 from the Ministry of Energy. However,
records from the Ministry reflected an amount of Kes.8,708,753,195 resulting to
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an unexplained variance of Kes.1,513,279,805. Further, the statements of profit
or loss and other comprehensive income reflects amortized grant from
Government income amounting to Kes.2,367,164,000 which differs with the
current grant amortization reported in the previous year as grant income o be
amortized over 12 months of Kes.2,192,104,000 resulting to an unexplained
variance of Kes.175,062,000. In the circumstances, the accuracy of grants
receipts and amortized grant income thereof could not be confirmed.

Management Response

508. The Accounting Officer stated that the total grant addition was
10,222,033,000 comprising of Exchequer Development 4,549,000,000 and
Development partner support 5,673,033,000 as per note 20 of the financial
statements. The outstanding direct component of Kes. 74,110,351,000 would be
amortized over 41 vears, and 123,6346,058,000 would take 1192 years to be
amortized is incorrect, because under the IAS 20(Accounting for Government
Grants and Disclosure of Government Assistance), and the company policy,
the grants are recognized as deferred income and amortized over the useful
life of capitalised assets, which is 40 years. These therefore excludes grants
relating to assets under construction. Under Note 13, Property and Equipment,
the value of capitalised assets that qualify for grant amortization is Kes.
112,611,783,264 which has been used as a basis for grant amortization, See
schedule on grant amortization.

509. Computation of deferred grant income only takes into account projects
that have been capitalized as per |AS 20. It is expected that deferred grant
income will keep on changing due fo changes in assets value. The amortisation

year by yedr 15 based on the closing balances of The Assels inanced by he
deferred grant income.

Committee Observation and Recommendation

510. The Committee observed at the time of examination that computation of
deferred grant income had been undertaken on projects that had been
capitalized. Therefore, the matter stands resolved.

38.0 Unsupported Capital Work in Progress
511. The statement of financial position and Note 13 to the financial statements
reflects an amount of Kes.103,300,323,000 in respect of capital work in progress.
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Included in the balance, is an amount of Kes.694,724,780 and Kes.363,758,780 in
respect of accrued ongoing litigations and audit journal respectively which
were not supported and did not relate to work in progress. Further, the balance
includes an amount of Kes.198,432,566 in respect of feasibility studies for thirty-
three (33) projects which have been outstanding from the year 2012.
Management did not explain when the projects were likely to be implemented.
In the circumstances, the Company may not have obtained value for money
on the expenditure of Kes.198,432,566 on feasibility studies and the accuracy
and completeness of the capital work in  progress balance of
Kes.103,300,323,000 could not be confirmed.

Management Response

512. The Accounting Officer stated that Kes. 694,724,780 and Kes. 363,758,780
included as part of work in progress was a provision in relation to ongoing cases
against the company that have a high likelihood of crystalizing. These ongoing
cases mainly relates to implementation of the projects and if they crystalize,
cost of ongoing projects would most likely go up. Feasibility studies of Kes.
198,432,566 represents projects that are planned to be implemented by the
company as per the fransmission master plan. The costs relating to feasibility
studies will form part of project costs once the projects are implemented.

Committee Observations

513. The Committee observed from the explanation of the Accounting Officer at
the time of examination that, although some components of some projects
were complete, some were still pending hence the projects had not been
capitalised.

Committee Recommendations
514. The Committee recommends that the management should fast tfrack

completion of the pending projects so that the projects can be capitalised.

515. Additionally, the Committee directs the Accounting Officer to submit the
status report of the pending projects to the OAG for verification within three (3)
months upon adoption of the Report.

39.0 Unsupported Trade and Other Payables
516. The statement of financial position reflects trade and other payables
balance of Kes.18,879,150,000. However, the detailed payables ageing analysis

136



to support the balance was not provided for audit. Further, the balance
includes VAT payable output tax amounting to Kes.1,319,369.974 that was not
supported by VAT returns duly acknowledged by Kenya Revenue Authority. In
the circumstances, the accuracy and completeness of the trade and other
payables balance of Kes.18,879,150,000 could not be confirmed.

Management Responses

517. The Accounting Officer stated that the amount of VAT receivable (Input
VAT) of Kes.1,368,924,997.06 is the cumulative VAT amount relating to vatable
purchases since inception. Input VAT is declared and offset against VAT
payable (Qutput VAT] monthly through the monthly VAT return. The amount
declared in the VAT return for June 2022 was a payable amount of
Kes.23,833,601.23 while the difference between input VAT and cutput VAT as at
30 June 2022 was a receivable amount of Kes.49,555,023.45. Journals have
since been passed to offset Input VAT and Cutput VAT.

Committee Observations and Recommendations

518. The Commitiee cbserved at the fime of examination that a reconciliation
on the VAT payable account had been undertaken hence the matter stands
resolved.

40.0 Undisclosed Amounts Due to Kenya Electricity Generating Company Limited

519. The statement of financial position reflects frade and other payables of
Kes.18,879,150,000. However, the amount excludes a balance of
Kes.4,481,056,467 in respect of transmission lines that were done during the
financial year 2008/2009 or earlier by Kenya Electricity Generating Company

(KenGenjand-which—are used-inthefurtherance—of Company's businessfor——
revenue generation. In addition, although the Company continues to generate
revenue from the transmission lines, there was no evidence provided to
indicate that they have been included as part of the plani, property and
equipment.

520. Further, the fransmission lines were financed through a loan but the
Company has not recognized any interest charged on this loan since the
takeover of the lines. Similarly, Management of KenGen indicated that there
has been on going negotiation for transfer of the assets to the Kenya Electricity
Transmission Company Limited (KETRACO) which if concluded would increase
the operations costs of the Company due to recognition of the accrued
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interest and would also impact on the Company's cash outflows due to annual
loan repayments. In the circumstances, the accuracy and completeness of the
payables balance of Kes.18,879,150,000 could not be confirmed.

Management Responses

521. The Accounting Officer stated that at the time of the audit the Novation
agreement had not been signed/executed thus the assets valued at
Kes.4,481,056,467 in respect of fransmission lines could not be included in the
Company's PPE. The Olkaria | and IV transmission line was implemented by
KenGen through loan financing and was to be transferred to KETRACO upon
completion of novation agreement. The novation agreement was signed on
29th August 2024 and the Government through National Treasury undertook to
settle the project costs on behalf of KETRACO.

Committee Observations and Recommendations

522. The Committee observed at the time of examination that the novation
agreement between KENGEN and KETRACO had been signed and the
Government through the National Treasury undertook to settle the project costs
on behalf of KETRACQO. Therefore, the matter stands resolved.

41.0 Unsupported Trade and Other Receivables

523. The statement of financial position reflects trade and other receivables of
Kes.14,104,591,000 which includes other receivables of Kes.8,246,191,000.
However, review of the financial records revealed unsupported adjustments of
Kes.1,008,597,137,000 and Kes.3,684,674,261,000 in respect of advance
payments and litigation costs receivables respectively. The other receivables
balance was also adjusted by an amount of Kes.2,961,642,928 whose details
were not provided for audit. Further, included in the other frade receivables are
balances of Kes.2,807,940,909 and Kes.1,618,253,176 in respect of down
payments and advance payments respectively, whose supporting documents
were not provided for audit. In addition, supporting schedule for frade and
other receivables includes VAT input receivable of Kes.1,368,925,000 that was
not supported by VAT returns duly acknowledged by KRA. Similarly, details tfo
support payments to staff amounting to Kes.12,542,886 were also not provided
for audit. In the circumstances, the accuracy and completeness of the
receivables balance of Kes.14,104,591,000 could not be confirmed.

Management Responses:
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524. The Accounting Officer stated that according to the 7B and the financial
statements trade and other receivables are Kes. 14,104,591,000 as per the
schedule provided. AUC advance of Kes. 1,008,597,137.000 represents own
source funding used fo for construction of Olkaria Lessos Kisumu project. |
represents a GOK reimbursement by the National Treasury. Litigation costs
receivable of Kes. 3,684,674,261,000 relates to ongoing arbitration case by
Inabensa against KETRACO. The presumption is that in the event the company
has to settle Inabensa liabilities the GOK will provide budgetary support. These
costs represent administration costs that are not to be capitalized as per IAS 14
and therefore are to be expensed once the liability crystalizes.

525. Advance payment of Kes. 2,807,940,209 was paid in the financial year and
Kes.1,618,253,176 represent sum of all advance payments paid to contractors
as per contractual agreement which are to be reduced against progress
payments, The VAT receivable amount of Kes.1,348,924,997.06 is the cumulative
VAT on purchases which was captured over the years in the SAP system under
the VAT input account. This amount has been declared through the monthly
VAT returns. The schedule and details of the VAT input amount is included in the
i-Tax return. During the filing of the VAT returns, input VAT is offset against the
output VAT. VAT receivable (VAT input) amount was held in a separate
account in the SAP system hence the cumulative amount. However, journals
have been passed to offset the cumulative amount in VAT input against the
cumulative VAT output amount and a reconciliation of the net balance in the
VAT receivable account provided Acknowledged VAT 3 return.

Committee Observations and Recommendation

526 The committee observed af the fime of examination thai—

i) advance payment represented the sum of all advance payments paid to
contractors as per the contractual agreement, which are to be reduced
against progress payments and Litigation costs receivable. This was related
to the ongoing arbitration case and the costs represent administration costs
that are not to be capitalized as per IAS 16 but are to be expensed once
the liability crystalizes.

i) a reconciliation on the VAT payable account had been undertaken hence
the matter stands resolved.

42.0 Unsupported Right of Use of Assets
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527. The statement of financial position reflects right of use of assets of
Kes.206,022,000. Included in the balance is an amount of Kes.34,894,000 in
respect of additional right of use of assets. However, the detailed supporting
analysis of additional right acquired during the year were not provided for
audit verification. In the circumstances, the accuracy and completeness of the
right of use of assets balance of Kes.34,874,000 could not be confirmed.

Management Responses:

528. The Accounting Officer stated that the right to use asset relates to leases
that the company has contracted with various vendors. An increase in right of
use indicates a new lease entered into as per the computation schedule and
lease agreement.

Committee Observation and Recommendation

529. The Committee observed that KETRACO had obtained leases from various
vendors, hence the matter is resolved.

43.0 Amounts Due from Kenya Power and Lighting Company Limited

530. The statement of financial position and as disclosed in Note 21(a) to the
financial statements reflects outstanding balances arising from services
rendered to Kenya Power and Lighting Company Limited (KPLC) of
Kes.4,643,480,000. However, KPLC records indicaied a balance of
Kes.4,567,868,000 resulting in an unexplained variance of Kes.75,612,000. In
addition, there was no evidence of a payment plan from KPLC for the
outstanding amounts at the end of the financial year under review. In the
circumstances, the full recoverability of the amounts due from Kenya Power
and Lighting Company Limited could not be confirmed.

Management Responses

531. The Accounting Officer stated that the variance of Kes. 75,612,000 relates to
withholding tax against the invoices that KPLC processed but not yet paid.
Remittance of funds by KPLC during the financial year 2021/2022 was Kes.
4,781,361,429 which includes payment of pending invoices. The remittances are
on a monthly basis. This has seen a reduction of receivable to Kes.
2,308,924,370.00 as at February 2026.

Committee Observations
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532. The Committee observed at the time of examination that the amounts due
from KPLC had significantly reduced from Kes.6,114,3879,000 to Kes.
2,669,438,016 since KPLC had made substantial remittance of funds to
KETRACO.

Committee Recommendations

533. The Committee recommends that KETRACQO should follow up on the
amounts due to ensure that they are fully settled and submit a report on the
status report on the settlement within three (3) months of adoption of this
report.

440 Pending Wayleave Compensations

534. Records of wayleave compensations provided for audit revealed that the
Company had outstanding compensation to landowners for wayleaves
amounting to Kes.2,301,516,336. However, Management explained that
delayed payment was due fo insufficient budgetary allocation from The
National Treasury and long negotiations between land owners, the Company
and various County Governments. In the circumstances, delays in
compensating Project Affected Persons, (PAPs) may lead to legal suits, cost
escalations and project delays. In addition, the accuracy and completeness of
the pending wayleave compensations could not be confirmed.

Management Response

535. The Accounting Officer stated that the long outstanding wayleave
balances are occasioned by:

« _Insufficient budget allocation,

+ [ncomplete documentation and disputes on land ownership.
* In some cases, this involves litigation which takes a longer time to resolve.

The company confinues to receive exchequer support from the Government
of Kenya to facilitate payment of pending wayleave. Payment of outstanding
wayledaves is based on available budget. The company is collaborating with
other government agencies to resolve disputes relafing to wayleave
compensation.

Committee Observations

536. The Committee observed at the time of examination that—
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i) there was a significant reduction of the outstanding compensation amounts
from Kes.3,051,321,123 to Kes.1,434,958,319, since the management had
made efforts to compensate the landowners. However, some long-standing
wayleave compensation cases remained pending; and

i) two transmission lines serving the Western Region of the country; the
Ndhiwa-Sondu line and the Narok-Bomet line, had experienced challenges
related to wayleave compensation, resulting in delays in project
completion.

Commiltee Recommendations

537. The Committee recommends that the Company should expedite the
compensation of the landowners to avoid lawsuits by the landowners and
submit a report on the status of compensation to the OAG within three (3)
months of adoption of this report.

538. The Committee recommends that where the projects are donor funded, the
wayleave compensation costs should be included as part of the project cost.

539. Further, the Commitiee recommends that KETRACO should ensure it
undertakes resource mobilisation of wayleave compensations before
undertaking the projects.

45.0 Amount Due to Kenya Power Lighting Company

540. The statement of financial position and as disclosed in Note 21(b) to the
financial statements reflects payables to related party of Kes.1,539.804,000 in
respect of Kenya Power and Lighting Company Limited (KPLC). However, KPLC
records indicated a balance of Kes.1,677,814,000 resulting in an unexplained
variance of Kes.138,010,000. In the circumstances, the accuracy and
completeness of payables to related party of Kes.1,539,804,000 could not be
confirmed.

Management Response

541. The amount disclosed under related parties consists of obligations that were
tfransferred to KETRACO after signing of novation agreements relating to
Kamburu, Meru and Chemoaosit, Kisii. In addition, operations and maintenance
costs for relating to services offered by KPLC before KETRACO took over O&M
activities are also included. KETRACO & KPLC team continuously reconcile &
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match their related party balances to ensure that they match each other
statements at any given time.

Committee Observations
542. The Committee observed at the time of examination that—

i) the variance arose as a result of the undocumented invoices by KPLC after
the novation agreement;

i) although KPLC has provided invoices for some of the amounts, it is yet to
provide invoices for the full amount in the variance.

Committee Recommendations

543. The Committee recommends that KETRACO should expedite reconciliation
of the accounts with KPLC and submit a report on the status of the variance
within three (3) months of adoption of this report.

46.0 Non-Recognition of Power Tariff Reduction Contribution

544. During the year under review, a Presidential Directive was issued to the
Energy Sector to implement a 15% tariff reduction for all customer categories,
which was implemented through Gazette Notice No.é4 dated 7 January, 2022.
According to the framework agreed between the Ministry of Energy and Semi-
Autonomous Agencies (SAGAs) in the electricity sub-sector, the SAGAs in the
electricity supply chain comprising The Kenya Power and Lighting Company
PLC (KPLC), Kenya Electricity Generation Company PLC (KenGen), Kenya
Electricity Transmission Company Limited [KETRACO), and Geothermal
Development Company Limited (GDC), were each to contribute through cost

recdoction-initiativesto-supplement-Government-support:

545. The Kenya Power and Lighting Company PLC [KPLC) who would in turn
transfer the benefits fo consumers. KPLC implemented the tariff reduction from
January, 2022 in line with the directive. However, Management of KETRACO did
not implement the cost reduction of Kes.500 milion as per the commitments,
which implies that the reported revenues are overstated by Kes.250 million
which would have been the Company's contribution due to the Kenya Power
and Lighting Company PLC which has already implemented the full reduction
on behalf of other Energy Sector players. In the circumstances, the accuracy of
the reported revenues could not be confimed and Management was in
breach of the Presidential directive.
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Management Response

546. Tariff reduction was for the calendar year from January 2022 to December
2022 as a result the financial statements 2021/2022 were restated by Kes.250
million to reflect the tariff.

Committee Observation and Recommendation

547. The Committee observed at the time of examination that the tariff reduction
was restated in FY 2021/2022 hence the matter is resolved.

Emphasis of matter

47.0 Provisions and Contingent Liabilities

548. | draw attention to Note 29(a&b) to the financial statements which discloses
that the Company's estimated contingent liabilities consist of ongoing court
cases relating to acquisition of wayleaves and contractors' claims beyond the
original contract period, amounting to Kes.7,259,452,000. According fo
Management, the status of these exposures is evaluated on a regular basis to
assess the probability of incurring related liabilities. However, in the event that
these contingent liabilities crystalize, the Company may be exposed fo
unforeseen project cost overruns, resulting to inability to meet its obligations
when they fall due. This may affect service delivery capacity of the Company.

Management Response

549. The Accounting Officer stated that the provisions and contingent liabilities
are confinuously updated by management to assess basis of crystalizing. In
accordance to the applicable financial reporting standards, IAS 37(Frovisions,
contingent liabilities and contingent Assets), the contingent liability have been
disclosed on the notes to the financial statements. The significant contribution is
the Arbitral award case relating to the terminafion of the contractor of
Interconnection of Electric Grids of Nile Equatorial lakes countries (Kenyan
Parts) Kenya- Uganda Lot A 400kV Lessos Tororo project. The arbitration case
was delivered in July 2019 awarding 37.365,691.96 Euros and Kes.
102,165,144.20. However, KETRACO appealed up to the Supreme Court. The
Supreme Court delivered their ruling upholding the arbitral award.

550. The Company requested the National Treasury through Ministry of Energy for
the financing of the project on 20th August 2020 which has not been responded
to. In the meantime, the negotiafions to settle the arbitral award has
commenced and is being spearheaded by a mullisectoral committee
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members from EPRA, KETRACO, MoE, National Treasury and Attorney General
Office.

Committee Observations
221. The Committee observed at the time of examination that—

i) The Supreme Court case challenging the arbitral award in the arbitration
case between KETRACQO and Instalaciones Inabensa $ relating to the Lessos-
Tororo fransmission line was concluded and the arbitral award of 37 million
Euros was upheld against KETRACO;

i) at the time of termination of the contract, the works were at 51% and the
cause of termination of the contract was due to abandoning of the site by
the coniractor. The Committee noted that the challenge of wayleave
acquisiion by KETRACO had led to the abandoning of site by the
contractor;

iii} the management of KETRACO was negotiating to settle the arbifral award
and was ligising with the National Treasury and the Ministry of Energy and
Petroleum, to first setile the principal award amounting to 31 million Euros
and discussing the waiving of the interest on the arbitral award; and

iv) the Committee observed that the project had delayed and the value for
money and benefits of the transmission line had not been realized.

Committee Recommendation

552. The Committee recommends that KETRACO should henceforth ensure that it
acquires the wayleave rights before entering into confracts when
implementing projects to avoid litigations in the future.

48.0 Material Uncertainty Relating to Going Concern

553. | draw your attention to the statement of financial position at 30 June, 2022
which indicates that the Company's current liabilities balance of
Kes.28,966,438,000 exceeded current assets balance of Kes.24,443,226,000 by
an amount of Kes.4,423,212,000. In view of the negative working capital, the
Company may not be in a position to meet its short-term maturing obligations,
thereby exposing it o going concern risks.

Management Response

554. The company's liabilities are largely funded by Government grants which
arise from project implementation. The company current liakilities consist of
contractual payments payable through direct payment mode where
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contractor receives funds directly from the financier. Therefore, the obligations
are matched with commitments under the finance agreements. In addition the
company has made full disclosure of the going concern status as disclosed in
note 33 to the financial statements.

Committee Observation and Recommendation

355. The Committee observed that the company's liabilities are largely funded
by Government grants which arise from project implementation and the
obligations are matched with commitments under the finance agreements, the
matter stands resolved.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC RESOURCES

49.0 Payments Made for Terminated and Stalled Projects

556. As previously reported, the project status report indicated that an amount of
Kes.3,976,801,443 had been paid to a contactor in respect of Bomet-Sotik,
Mwingi-Kitui-Wote-Sultan Hamud, Nanyuki-Nyahururu and Olkaria fransmission
lines for contracts that have since been terminated while an amount of
Kes.8,714,632,590 was incurred on construction of the Lessos-Tororo-Transmission
line which had stalled. Management has not explained the reasons for the
termination and measures instituted to recover the payments made to the
contractors. In the circumstances, it was not possible to confirm whether value
for money was obtained on the expenditure of Kes.12,691,434,033 on the four
(4) tfransmission lines.

Management Response:

557. The composition of 12,691,433,033 is made up of Kes.8,714,632,590 incurred
on construction of the Lessos-Tororo-Transmission line as 30.6.2 and
Kes.3,976,801,443 paid to M/s. Jyoti Structures Lid in respect of Kenya Power
Transmission System Improvement Project (KPTSIP) comprising of, Bomet-Sofik,
Mwingi-Kitui-Wote-Sultan Hamud, Nanyuki-Nyahururu and Olkaria fransmission
lines. Payments of Kes.3,976.801,443 made to Jyoti Structures Limited were for
works already underfaken and materials supplied. The confractor (China
CAMCE) who took over the works is continuing with works from where Jyoti
Structures Limited stopped. Value for Money was obtained under Kenya Power
Transmission System Improvement Project (KPTSIP).

558. Jyofti structures Limited contract was terminated due to Bankruptcy on the
confractor. KETRACO ligquidated performance guarantee amounting fo Kes.
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409,486,412.50 issued by Jyoti Structures Limited. Value for Money was obtained
under Kenya Power Transmission System Improvement Project. All the projects
under KPTSIP have since been completed and commissioned. Lessos-Tororo:
The actual total paid up amount in relation to the project was Kes.
5,008,154,385 as at 30.6. 2021.The amount of Kes 8,714,632,590 consists of
unpaid amounts in relation to arbitral award Kes. 2,270,789,283, Pending
payables of Kes. 1,493,912,959. The paid-up amount was based on works and
services rendered at the time of termination hence no need to recover the
amounts from the contractor. At the time of termination KETRACO recalled
performance guarantee amounting to Kes. 134,258,399.40.

559. KETRACO appealed to the High Court for setting aside of the arbitral award
to Inabensa. The High Court delivered their ruling in February 2021 upholding
the arbitral award. KETRACQO appealed the case in the Court of Appeal. The
Court of appeal on 19" November 2021 delivered their ruling upholding the
High Court ruling. The Court of appeal ruling was subjected to an appeadl
pefition at the Supreme Court. The Supreme Court delivered their ruling
upholding the Court of appeal ruling.

Committee Observations

560. The Committee observed from the explanation of the Accounting Officer at
the time of examination that—

i) KETRACO liquidated the performance guarantee amounting to Kes.
409,486,412.50 issued by Jyoti Structures Limited and the contractor (China
CAMCE) who took over the works is continuing with works from where Jyofi

Structures—Limited-stopped-hence—value—for-meney-was-obtained-under——

Kenya Power Transmission System Improvement Project;

i) China CAMCE was able to complete the project and a completion
certificate was issued;

i) with regards to the Lessos-Tororo fransmission, the project was a subject of
an arbitration case. The arbitral award granted is yet to be settled hence
the project has stalled.

Committee Recommendation

147



561. The Committee recommends that KETRACO should henceforth ensure that it
acquires the wayleave rights before entering into confracts when
implementing-projects to avoid lifigafion.

50.0 Non-Compliance with Loan Novation Agreement

562. As previously reported, loan liability on the construction of the Kamburu-
Meru transmission line was fransferred from Kenya Power and Llighting
Company (KPLC) to Kenya Electricity Transmission Company (KETRACO), on 19
October, 2016. According to the novation agreement, KETRACO was required
to make bi-annual payments to the Government of Kenya (GoK) on account
of outstanding interest at a rate of 2.5% per annum. However, the Company
had not made any payments to the Government, as stipulaied in the novation
agreement. Management indicated that a moratorium for twenty-four (24)
months had been sought from The National Treasury but the matter was yet fo
be considered by the National Treasury. In the circumstances, Management
was in breach of the law.

Management Response

563. The Accounting Officer stated that in FY 2019/2020 Ministry of Energy formed
a Task Force to address energy sector emerging issues. From the Task Force
report, the implementing agencies in the energy sector were to be given a
moratorium on repayment of government on lent loans for 24 months. The loan
mentioned above was part of the loans to be considered for the moratorium.
However, a moratorium was not given for the loan in question. The company
has engaged EPRA to consider additional tariff allocation to be utilized in
repaying the loan. In the meantime, KETRACO has made two repayments fo
the National Treasury of KES. (288,458,384.00) in 30 June 2025.

Committee Observations
564. The Committee observed at the time of examination that—

i) KETRACO had requested EPRA to approve an additional tariff allocation
that was to be ufilized in repaying, however EPRA had not responded fo the
request.

i) there was a ftariff reduction in the prior years that has affected loan
repayment; and

iii) the management has so far repaid Kes. 288,458,384.00.
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Committee Recommendation

565. The Committee recommends that since the loan is sfill outstanding, the
matter remains unresolved.

143



3.3 KENYA POWER AND LIGHTING COMPANY PLC (KPLC)
AUDIT EXAMINATION REPORT FY 2018/19 - 2022/23

FINANCIAL YEAR 2018/2019

1.0 Material Uncertainty Relating to Going Concern

566. |draw attention to Note 2(a) to the financial statements which discloses that
the Company's current liabilities of Kes.115,190,801,000 exceeded its current
assets of Kes.44,220,940,000 by Kes.70,969,841,000 as at 30 June, 2019 (2018:
Kes.56,012,987,000). The Company has remained in a negative working capital
position for the third consecutive year. As disclosed by the Board and
Management in the past and current financial statements, strategic initiatives
have been undertaken to improve the financial results of the Company.
However, these initiatives appear not to have yielded the intended results.
These conditions indicate that a material uncertainty exists, which may cast
significant doubt on the Company's ability to continue as a going concern.

Management Response

567. During the period under review, the Company was experiencing working
capital challenges primarily due to significant capital expenditure between
2014 and 2018, undertaken in support of the Government's universal electricity
access agenda and generation expansion (5000MW+) program. Medium-term
commercial borrowing was used to finance long-term infrastructure projects,
thereby exacerbating the net current liability position. Furthermore, the rapid
expansion of the low-voltage network contributed to increased distribution
losses, resulting in reduced revenue. There were also delays in the fimely review
of retail electricity tariffs beyond the expiry of the control period, which led to
suppressed revenue levels that could not cover the sector costs from
generation to retail.

568. The Board and management undertook several key strategic initiafives to
improve the financial health of the Company, these included

i) Stemming the increase in system losses during the financial year

2019/2020 and thereafter adopting a loss reduction path with a target of

0.5% annual reduction as prescribed by the regulator. This was to be

achieved through various inifiatives including; load balancing and
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optimal dispatch of generation as well as commissioning of new feeders
to de-load heavily loaded feeders.

i) Pursue roll-over of the existing money market debt facilities fo ease
pressure on cash flows and facilitate scheduled repayment of other
commercial and guaranteed debt,

i) Intensifty debt collection and revenue protection though realignment of
resources and the use of technology by deployment of smart meters on
a gradual basis. This is in addition to launching of "Know Your Meter" and
"Meter inspection” campaigns to identify and resolve illegal connections,
un-metered supply and faulty meters. These campaigns were carried out
using internal resources including all staff participating in field days.

iv)] The Company had already restricted capital spending fo critical projects
and encouraged capital contributiens from  gquoted customers and
expedited the connection process for mutual benefit.

v] The Company also pursued an optimal balance between generation
and electricity demand by engaging the key stakeholders. At the same
time, it continued to enhance demand creation initiatives by focusing on
premium customers and improving supply reliability; and

vi) There was also active engagement with the Regulator (EPRA) and other
stakeholders on the crifical need for a cost reflective tariff including the
restructure of the life-line band and review of allowed system losses to
reflect the grid dynamics.

569. In addition, the Company petitioned the Government for the release of
funds amounting to Kes. 11.9 billion, owed to KPLC as at 30 June 2019, forthe

management, operation, and maintenance of the RES network. Further, the
Board and Management sort government support through the Ministry of
Energy and National Treasury in enhancing sustainability of the company and
sector at large. The Company obtained waivers for breach of the current ratio
for the second consecutive year and was cognisant of the fact that achieving
the covenanted position on the ratios may be infeasible in one year. KPLC thus
initiated discussions with key lenders on a potential review of the covenants as
well as seeking on-lent debt repayment moratorium to provide leverage for
commercial debt restructuring discussion.
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570. Despite the Company's declining performance, it continued generating
positive operating cash flows which indicated that it was still able to meet most
of its working capital requirements. In conclusion, the strategic initiatives
implemented by the Board and Management along with interventions by the
government have seen the company’s financial position improve quite
significantly, its working capital position has improved from a low of negafive
Kes. 75 billion in 2020 to negative Kes. 27 bilion in 2024. They have also
commenced the repayment of the GoK on-lent loans that were on a
moratorium from March 2020 and reported a profit after tax of Kes. 30 billion in
June 2024.

Committee Observation

571. The Committee observed that:
i) The management had made strategic changes in their operations which
had greatly improved the organization's financial position;

i) The company had generated a profit of Kes 30 billion in financial 2023/2024,
thereby resulting in the lifting of the moratorium on debt repayment and
dividends were paid to shareholders after a nine-year freeze; and

i) the price of the company shares had significantly improved in the stock
exchange market and there was an improvement in working capital and
cash flows.

Commiltee Recommendation

572. The Committee recommends that the management should ensure
consistency in implementation of the strategic measures to stabilise the
financial position of the Company.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC RESOURCES

2.0 Non-compliance with the Unclaimed Financial Assets Act, 2011

573. As reported in the prior year and as disclosed in Note 27 to the financial
statements, the Company as at 30 June, 2019 held in their books financial
assets amounting fo Kes.222,000,000 (2018: Kes.1,729,000,000) under other
payables of Kes.10,319,188,000 (2018: Kes.10,302,192,000). These assets include
deposit refunds, unidentified receipts, unpaid customer electricity deposits,
unpaid wayleaves compensation, unclaimed dividends and stale cheques,
which ought to have been reported and submitted as required by the
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Unclaimed Financial Assets Act, 2011. According fo the Act, failure to comply
attracts a penalty of 25% of the assets held, in addition to a daily penalty of
between Kes.7,000 and Kes.50,000 for each day a report is late in sulbmission.
Although Management is confident that the outstanding balance will drop
following an ongoing review and audit of the assets, this aspect of non-
compliance may cost the Company up to Kes.1,765,000,000 in interest and
penalties as at 30 June, 2019.

Management Response

574. During the period under review, the Company commissioned an extensive
examination of its accounting records to accurately determine the qualifying
assets held by KPLC and subject to submission fo the Unclaimed Financial
Assets Authority from the earliest reporfing date. Following this review and
measures undertaken re-unite the assets with their rightful owners, the amount
of qualifying unclaimed financial assets dropped from Kes. 1.7 bilion in FY
2017/2018 to Kes. 922 million in the FY 2018/2019. The Company also reached
out to the Authority (UFAA) and was able to agree on a compliance path that
commenced with capacity building for the KPLC team by UFA and thereafter
quarterly submission to UFA in addition to the mandatory annual submission.

Committee Observation and Recommendation

575. The Committee cbserved that:

i) management had taken measures to ensure compliance with the
Unclaimed Financial Assets Act, Cap. 494. This included capacity building of
their staff at the regional level on the adherence fo the law and locating
the-rightful-owners-ofthe-unclaimed-assets-whieh-had-ledto-a-deerease-in———
the unclaimed assets by Kes.778 million; and

i) reconciliation is done on a monthly basis and the schedules of presumed
abandoned assets remitted to UFAA on a quarterly basis.

i} in the subsequent financial year 2022/2023, the company has complied with
the requirements of the Act, hence the matter stands resolved.

3.0Non-compliance with the Capital Markets Authority Listing Rules

576. As reported in the prior year, the First Schedule of the Capital Markets
(Securities) (Public Offers, Listing and Disclosures) Regulations, 2002 (Amended
2016) sets out the minimum requirements for a company at the time of listing, as
well as continuing obligations of the listed entity. The First Schedule provide that
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the listed company must have prepared financial statements for the latest
accounting period on a going concern basis and that the related audit report
must not contain any qualification or emphasis of matter in this regard. Further,
the Company must not be in breach of its loan covenants, particularly in
regard fo the maximum debt capacity and should have adequate working
capital.

577. However, the Company was in breach of certain borrowing covenants
ratios as at 30 June, 2019. Management however cbtained from the lenders
the necessary waivers before 30 June, 2019, confirming the waiver of the
lenders’ right to demand immediate repayment of the loan, due to the breach
of bomrowing covenants. In addition, the Company’s current liabilities of
Kes.115,190,801,000 exceeded cumrent assets of Kes.44,220,940,000 by
Kes.70,969.861,000 resulting in a negative working capital of a similar margin.

Management Response

578. During the period under review, the Company's current liabilities exceeded
its current assets, resulting in a breach of the current ratio borrowing covenant.
In the short term, Kenya Power obtained waivers from the lenders for this
breach prior to 30 June 2019. The waiver letters confirmed that the lenders
waived their rights to demand immediate repayment arising from the covenant
breach for a period of at least twelve months from the date of issuance. To
address the negative working capital position, the Company implemented
measures outlined under the section on "Uncertainty Relating to Going
Concern."” These efforts have led to a significant improvement, with the
negative working capital reducing from Kes. 75 billion in 2020 to Kes. 27 billion in
2024,

Committee Observation

579. The Commitiee observed from the submission of the Accounting Officer at
the time of examination that:
i) The management had made strategic changes in their operations which
had greatly improved the company's financial position with the negative
working capital reducing from Kes. 75 billion in 2020 fo Kes. 27 billion in 2024;

i)l The company had generated a profit of Kes 30 billion in financial 2023/2024,
thereby resulling in the lifting of the moratorium on debt repayment and
dividends were paid to shareholders after a nine-year freeze; and
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i) the price of the company shares had significantly improved in the siock
exchange market and there was an improvement in working capital and
cash flows,

Committee Recommendation

580. The Committee recommends that the management should ensure
consistency in implementation of the strategic measures to stabilise the
financial position of the Company.

4.0 Non-compliance with the Public Procurement and Asset Disposal Act, 2015

581. Article 227(1) of the Constitution of Kenya provides that a procuring entity
shall uphold the principles of faimess, equity, transparency, competitiveness
and cost effectiveness in the process of procurement of public goods and
services. Further, the Public Procurement and Asset Disposal Act, 2015, Section
103(1) provides that; a procuring entity may use direct procurement as allowed
under Sub-Section (2] as long as the purpose is not fo avoid competition. Sub-
Section (2) further provides instances where the direct procurement method
may be used to include, among others, where; goods, works or services are
available only from a particular supplier or contractor, or a particular supplier or
contractor has exclusive rights and procuring entity, having procured goods,
equipment, technology or services from a supplier or confractor, determines
that additional supplies shall be procured from that supplier or contractor for
reasons of standardization or need for compatibility with existing goods,
equipment, technology or services.

582. A review of procurement processes revealed that the Company executed a
confractwith-a-lecal-firm-for-the-provision-of-creative,production-and-media———

buying services at a cost of Kes.55,890,4600 in January, 2018. The services were
procured through Direct Procurement contrary to Article 227 of the Constitution
of Kenya and Section 103(1) of the Public Procurement and Asset Disposal Act,
2015. No justification for the direct procurement method used was availed as
there existed other providers of similar services in the market and there were no
exclusively held rights for them, in the case of the services procured.

Management Response

583. The accounting officer submitted that there was a request for direct
procurement with justifying reasons to procure directly from the supplier of
creative production and media buying services as per the professional opinion
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dated 3rd October 2017. This is in accordance with section 103, 2 (d) of the
Public Procurement and Asset Disposals Act 2015, where the services had been
previously procured from a given supplier. The considerations made were that
the agency, having been awarded the previous tender, had met all KPLC's
requirement in the delivery of the services required at reasonable cost.
Onboarding of the agency was to provide a stop gap measure as the
recruitment of a creative, media planner and buyer resource is affected within
three monfths.

Committee Observation and Recommendation.

584. The Committee observed from the submission of the Accounting Officer at
the time of examination that:

i) the contract period was lapsing which led to the tendering;

i) a tendering process was initiated but one of the bidders sued the
company and sought for an injunction estopping the tender process;

i) KPLC extended the contract of the previous supplier for three months as
a stop gap measure as the recruitment of a creative, media planner and
buyer resource was effected within three months.

iv] KPLC tendered and awarded the tender to a different supplier i.e.
Transcend Media;

v] Therefore, the matter stands resolved.

REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT AND
GOVERNANCE

5.0 Conirol Weaknesses in Information Technology

385. The Company has implemented a number of Information Technology (IT)
systems for its various operations. Review of these systems revealed control
weaknesses, as listed below:

i) There was inconsistent monitoring of super-user activity for four IT
applications. Activities in the applications should be monitored using three
software tools af both application and database levels. However, the
operating system level activities were not being monitored while three of the
four main IT applications had not been configured on the monitoring tool for
user activity at applicafion and database levels. Similarly, the monitoring
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tools were yet to be configured, thus individual accounts/user IDs with
powerful rights layer were not being monitored.

(i} Reports generated by the tools and data maintained by the trigger tables
were not reviewed frequently and in a timely manner by Management so as
to understand issues flagged and how they were responded to by the
information security team. This means that unauthorized or malicious
activities performed in the databases, applications and operating systems
may not be detected on time.

(i) Audit logs and audit settings were not protected from access by privileged
users making such users capable of changing audit setfings without
authorization and enabling unauthorized changes without being held
accountable.

fiv)There were inadequate logical access confrols and weak passwords
parameters whereby password configurations of the operating systems
databases and application of in-scope applications were not set in line with
the password policy.

In view of the above lapses in IT controls, it was not possible to rule out
existence of weaknesses in internal control and related risks, during the year
under review.

Management Response

586. The accounting officer submitted that below actions were taken by the
Company to address the ideniified control weaknesses;
(i) There was inconsistent monitoring of super-user activity for four IT applications.

o Jo mitigate the Super user activities risk, the Company implemenied the
figger tables and manufacturer provided tools to manage the
environment. Both Solaris and Oracle Database support triggers tables were
implemented

s As per the Super User activity on various server platforms, ICT systems
intfegrate with Internal Audit monitoring tools. The company uses a very
powerful Security Information and Event Monitoring (SIEM) tool provided by
IBM, namely IBM QRadar. We also installed a real-time database security
and monitoring application to safeguard KPLC systems using a tool called
IBM Guardium. Lastly, IBM Big fix was deployed to further secure the servers.
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li) Reports generated by the tools and data maintained by the trigger tables were
not reviewed frequently and in a timely manner by the management so as to
understand issues flagged and how they were responded to by the information
security team.

¢« The Company uses manufacturer's provided tools tfo manage the
environment. Both Solaris and Oracle Database support friggers tables were
implemented.

(i) Audit logs and audit settings were not protected from access by privileged
users making such users capable of changing audit setfings without
authorization and enabling unauthorized changes without being held
accountable.

« The DBA doubles up as the Systems Administrator. The 'AUDIT SYSTEM" &
"AUDIT ANY" privileges are required to set auditing on system and non-
system objects respectively. A mechanism was put in place to back up to
tape the logs as they were written as a work-around. Only admin in IT
security is responsible and accountable for DBA access rights.

The parameters were set as per application requirement.

e For all server on Windows environment, we deployed Microsoft Advanced
Threat Analytics (ATA) tool, which is an on-premises platform that helps
protect the enterprise from multiple types of advanced targeted cyber-
attacks and insider threats.

e We also deployed Microsoft Defender Advanced Threat Protection (ATP), a
platform designed to help enterprise networks prevent, detect, investigate,
and respond to advanced threats.

o Lastly, we also had McAfee Host Infrusion Prevention (HIPS), which is an
antivirus software that provides protection against malware and offers
protection against OS and application vulnerabilities. HIPS protects against
passwords thefts

e All Windows OS server environment changed Windows 2012 server and AD
security, which support the Microsoft ATP and ATA cited above.

[iv) There were inadequate logical access controls and weak passwords
parameters whereby password configurations of the operating systems
databases and application of in-scope applications were not sef in line with
the password policy.
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+ The password complexity was implemented in all systems save for C&I which
wdas not open to change by design.

* For Active Directory (AD), some service accounts, that were used by system
automated background processes, were excluded from the restriction fo
ensure service continuity. However, with IBM Qradar cited above, the
Microsoft ATP and ATA the above accounts were secured.

The passwords for these AD service accounts were under strict management
by IT security for accounting and control. That is, they were not managed by IT
respective System Admins.

Committee Observation and Recommendation

587. The Committee observed that the management of KPLC had insfituted
severdl IT security measures to safeguard the IT system that would avert the IT
risks.

Committee Recommendation

588. The Committee directs the Accounting Officer to undertake continuous
assessment of the IT system to ensure it is not prone to ICT risks and the QAG to
keep this matter in view in subsequent audit cycles.

FINANCIAL YEAR 2019/2020

6.0 Material Uncertainty Relating to Going Concern

589. |draw attention to Note 2(a) to the financial statements which discloses that
the Company recorded a loss before tax of Kes.7,042,014,000 for the year
ended 30 June, 2020 (2019: profit before tax of Kes.333.614,000). Further,

according—to—the—same note—the—Companyreported—current—liabilittes—of ——
Kes.117,475,761,000, which exceeded its current assets of Kes.42,626,939.000 by
Kes.74,848,822,000 (2019: Kes.70,969,861,000), as at 30 June, 2020. The
Company has reported negatfive working capital position for the fourth
consecutive year. As disclosed by the Board and Management in the past and
current financial statements, strategic initiatives have been undertaken fo
improve the financial results of the Company. However, these initiatives appear

not to have vyielded the intended results as at 30 June, 2020. These conditions
indicate that a material uncertainty exists, which may cast significant doubt on

the Company's ability o continue as a going concern.
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Management Response

590. During the period under review, the Company was experiencing working
capital challenges primarily due to significant capital expenditure between
2014 and 2018, undertaken in support of the Government's universal electricity
access agenda and generation expansion (S000MW+) program. Medium-term
commercial borrowing was used to finance long-term infrastructure projects,
thereby exacerbating the net current liability position. Furthermore, the rapid
expansion of the low-voltage network contributed to increased distribution
losses, resulting in reduced revenue. There were also delays in the timely review
of retail electricity tariffs beyond the expiry of the control period, which led to
suppressed revenue levels that could not cover the sector costs from
generation to retdil.

591. The Board and management undertook several key sirategic inifiatives to
improve the financial health of the Company, these included

)

i)

Stemming the increase in system losses during the financial year
2019/2020 and thereafter adopting a loss reduction path with a target of
0.5% annual reduction as prescribed by the regulator. This was to be
achieved through various initiatives including; locad balancing and
optimal dispatch of generation as well as commissioning of new feeders
to de-load heavily loaded feeders.

Pursue roll-over of the existing money market debt facilities fo ease
pressure on cash flows and facilitate scheduled repayment of other
commercial and guaranteed debt.

Intensify debt collection and revenue protection though realignment of
resources and the use of technology by deployment of smart meters on
a gradual basis. This is in addition to launching of "Know Your Meter" and
“"Meter inspection” campaigns to identify and resolve illegal connections,
un-metered supply and faulty meters. These campaigns were carried out
using internal resources including all staff participating in field days.

iv)] The Company had already resfricted capital spending to critical projects

and encouraged capital contributions from quoted customers and
expedited the connection process for mutual benefit.
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vl The Company also pursued an optimal balance between generation
and electricity demand by engaging the key stakeholders. At the same
time, it continued to enhance demand creation initiatives by focusing on
premium customers and improving supply reliability; and

vi] There was also active engagement with the Regulator (EPRA) and other
stakeholders on the critical need for a cost reflective tariff including the
restructure of the life-ine band and review of allowed system losses fo
reflect the grid dynamics.

592. In addition, the Company petitioned the Government for the release of
funds amounting to Kes. 11.9 billion, owed to KPLC as at 30 June 2019, for the
management, operation, and maintenance of the RES network. Further, the
Board and Management sort government support through the Ministry of
Energy and National Treasury in enhancing sustainability of the company and
sector at large. The Company obtained waivers for breach of the current ratio
for the second consecutive year and was cognisant of the fact that achieving
the covenanted position on the ratios may be infeasible in one year. KPLC thus
inifiated discussions with key lenders on a potential review of the covenants as
well as seeking on-lent debt repayment moratorium to provide leverage for
commercial debt restructuring discussion. Despite the Company’s declining
performance, it continued generating positive operating cash flows which
indicated that it was still able to meet most of its working capital requirements.

593. In conclusion, the strategic initiatives implemented by the Board and
Management along with interventions by the government have seen the
company’s financial position improve quite significantly, its working capital
posifion has improved from_a low of negative Kes. 75 billion.in 2020 o negative

Kes. 27 billion in 2024. They have also commenced the repayment of the GoK
on-lent loans that were on a moratorium from March 2020 and reported a profit
after tax of Kes. 30 billion in June 2024,

Committee Observation

594. The Committee observed that:
i} The management had made strategic changes in their operations which
had greatly improved the organization’s financial position;

i} The company had generated a profit of Kes 30 billion in financial 2023/2024,
thereby resulting in the lifting of the moratorium on debt repayment and
dividends were paid to shareholders after a nine-year freeze; and
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i) the price of the company shares had significantly improved in the stock
exchange market and there was an improvement in working capital and
cash-flows.

Committee Recommendation

595. The Committee recommends that the management should ensure
consistency in implementation of the sirategic measures to stabilise the
financial position of the Company.

7.0 Capacity Charge on Power Purchase Agreements

596. The financial statements reflect cost of sales of Kes.87,499,392,000, as
disclosed under Note 8 to the financial statements. Included in these power
purchase costs is Kes.47,495,000,000, which relates to capacity charge as per
Power Purchase Agreements (PPAs). These charges, which account for 54% of
the total cost of sales are significant and, considering their fixed nature, may
have adversely affected the Company's performance resulting in losses.
Management indicated that plans are underway to re-negotiate downwards
the capacity charges on the existing PPAs. In addition, Management indicated
that plans are underway to align the commercial operation dates of the PPAs
in the pipeline with the Company's medium-term power demand such that
there is no excess power generation. However, until these strategies are
implemented, the Company will continue bearing the high fixed capacity
charges.

Management Response

597. The accounting officer submitted that Management had engaged the
regulator on the alignment of the Commercial Operation Date (COD) of some
of the oncoming Power Purchase Agreements (PPA) with the Company’s
medium-term power demand. Further, Management has sought intervention of
the government to have the existing PPAs renegotiated and to push the
commissioning dates for the PPAs in the pipeline. A government of Kenya
standing committee on PPA renegoftiations was set up.

Committee Observation

598. The Committee cbserved that the—
i) management had engaged the regulator on the alignment of the
Commercial Operation Date (COD) of some of the oncoming Power
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Purchase Agreements (PPA) with the Company's medium-term power
demand;

i) management had sought intervention of the government to have the
existing PPAs renegotiated and fo push the commissioning dates for the
PPAs in the pipeline; and

i) a government of Kenya standing committee on PPA renegotiations was set

up
Committee Recommendation

599. The Committee recommends that the management in licison with the EPRA
and the Ministry of Energy and Pefroleum should fast track the aligning of the
Commercial Operation Date and the renegotiations with existing PPAs and
submit a status report to the OAG within six (6) months upon adoption of this
report.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC RESOURCES

8.0Non-Compliance with the Unclaimed Financial Assets Act, 2011

600. As reported in the prior year, the Company held in their books unremitted
qualifying financial assets amounting to Kes.1,292,074,000 (2019:
Kes.922,000,000), included under other payables of Kes.11,762,903,000 (2019:
Kes.10,319,188,000), as disclosed under Note 28 fo the financial statements.
These assets include deposit refunds, unidentified receipts, unpaid customer
electricity deposits, unpaid wayleaves compensation, unclaimed dividends,
and stale cheques, which ought to have been reported and submitted to the
Unclaimed Financial Assets Authority (UFAA), as required by the Unclaimed
Financial Assets Act, 2011. According to the Act, failure to comply attracts a

penalty of 25% of the assets held, in addition to_a daily penalty of between .

Kes.7,000 and Kes.50,000 for each day a report is late in submission.
Management has however indicated that various measures have subsequently
been taken to comply with the requirements of the Act, including remitting
Kes.88,000,000 of the outstanding balances to the Unclaimed Financial Assets
Authority.

Management Response

601. KPLC has since held discussions with UFAA on the outstanding balances and
over Kes. 88 milion was remitted to UFAA in the year under review. The
Company continued to retrieve information required by UFAA for long
outstanding balances to enable correct allocation of the amounts or
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submission of the same to UFAA. The Company has since aligned with the UFA
Act and now makes quarterly submissions to the Authority

Committee Observation and Recommendation
602. The Committee observed that:

i) management had faken measures to ensure compliance with the
Unclaimed Financial Assets Act, Cap. 494. This included capacity building of
their staff at the regional level on the adherence to the law and locating
the rightful owners of the unclaimed assets, which had led to a decrease in
the unclaimed assets by Kes.778 million; and

i) reconciliation is done on a monthly basis and the schedules of presumed
abandoned assets remitted fo UFAA on a quarterly basis.

iii) in the subsequent financial year 2022/2023, the company has complied with
the requirements of the Act hence the matter stands resolved.

9.0 Non-Compliance with the Capital Markets Authority Listing Rules

603. As reported in prior years, the first schedule of the Capital Markets
(Securities) (Public Offers, Listing and Disclosures) Regulations, 2002 {Amended
2016) sets out the minimum requirements for a company at the time of listing, as
well as continuing obligations of the listed company. The first schedule provides
that the listed company must have prepared financial statements for the latest
accounting period on a going concern basis and that the related audit report
must not contain any qualification or emphasis of matter in this regard.
However, the audit opinion on the Company's financial statements includes
emphasis of matter. In addition, the Company must not be in breach of its loan
covenants, particularly in regard to the maximum debt capacity and should
have adequate working capital. However, the Company's current liabilities of
Kes.117,475,761,000 exceeded its current assets of Kes.42,626,939.000 by
Kes.74,848,822,000 (2019: Kes.70,969,861,000), resulling fo negative working
capital, and a current ratio of 0.34:1 for various loans, which was below the
current ratio of 1:1 threshold set out in the respective loan covenants.
Consequenily, the Management is in breach of the regulation.

Management Response

604. To cure the breach of the current ratio by borrowing covenant, the
Company had to obtained waivers. KPLC initiated discussions with key lenders
on a potential review of the covenants as well as seeking on-lent debt
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repayment moratorium to provide leverage for commercial debt restructuring
discuss. The Company pursued restructuring of short-term commercial facilities
(overdrafts) into medium-term facility. Towards this objective, the Company
managed to obtain a bank term loan amounting to Kes.6,750 million offsetting
a bigger portion of the existing bank overdraft position. This saw a reduction in
finance costs and eased the cash flow strain. Further, the Company was
granted a moratorium by the Government for payment of principal and
interest on Government On-Lent loans amounting to Kes. 5,700 million until July
2021 on-lent debts are guaranteed by the Government and hence payable to
the Government. This enabled the Company to meet its operational obligations
until the situation returns to normalcy.

Committee Observation

605. The Committee observed from the submission of the Accounting Officer at
the time of examination that:

i} The management had made strategic changes in their operations which
had greatly improved the company's financial position with the negative
working capital reducing from Kes. 75 billion in 2020 to Kes. 27 billion in 2024;

i) The company had generated a profit of Kes 30 billion in financial 2023/2024,
thereby resulting in the lifting of the moratorium on debt repayment and
dividends were paid to shareholders after a nine-year freeze; and

i) the price of the company shares had significantly improved in the stock
exchange market and there was an improvement in working capital and
cash flows.

Committee Recommendation

606. The Committee recommends that the management should ensure
consistency in implementation of the strategic measures to stabilise the
financial position of the Company.

REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT AND
GOVERNANCE

10.0 System Inefficiency

607. During the year ended 30 June, 2020, Management reported 76.6%
efficiency, resulting to system losses of 23.47%. However, the indusiry regulator,
Energy and Petfroleum Regulatory Authority [EPRA) has approved for the
Management to recover from consumers, system losses of up to a limit of
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19.99%. The Company therefore incurred losses, which were above the limit
approved by EPRA as recoverable from consumers, therefore negatively
impacting the financial performance of the Company. In the circumstances, |
am unable to confirm the effectiveness of internal control measures put in
place to mitigate the losses, including governance.

Management Response

608. The accounting officer submitied that the increase of system losses to the
level of 23.47% in the period under review, was driven by several factors
including the rapid network expansion at low voltage to connect customers
under the last mile and Rural Electrification programs, iregular connections and
stealing of power. The Company implemented the following initiatives that
focused on Commercial and technical loss reduction activities in areas of
highest gains;

Phased retrofitting of post-paid higher-end customers with SMART meters.

e Establishment and operationalization of a data analytics unit for deepening
data analysis on consumption trends for focused inspections.

o« Complete feeder alignment to itinerary (data clean-up).
« Enhancement of meter reading supervisory tools.
+ |nstallation of county boundaries meters for energy accounting.

In addition, the Management undertoock a war-room strategy to deal with
reduction of system losses particularly commercial losses.

Committee Observation

609. The Committee observed that the Company had implemented the
initiatives that focused on Commercial and technical loss reduction activities in
areas of highest gains.

Committee Recommendation
610. Within three (3) months of adoption of this report, the Accounting Officer to

submit a progress report on power loss reduction to the CAG for verification.

11.0 Long Ouistanding Accounts Receivables
611. As disclosed under Note 21(b) to the financial statements, the statement of
financial position reflects gross trade and other receivables of
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Kes.58,101,223,000. Included in this balance, which relates to the current portion
of the total receivables, are trade receivables of Kes.25,193,650,000. Further, this
figure includes Kes.12,495,084,000 or 50% of the total receivables, which were
outfstanding for a period of more than ninety (90) days. Management indicates
that measures have been put in place to enhance collection of amounts owed
to the Company. However, until these measures yield results, the Company will
continue holding long outstanding receivables, which have a negative impact
on its liquidity.

612. Further, as disclosed under Note 21{b] and 36(b)(i) to the financial
statements, the statement of financial position reflects gross amounts due from
the Government amounting fo Kes.16,563,693,000 (2019: Kes.11,953.850,000
(restated). This balance, which relates to management of the Rural
Electrification Scheme on behalf of the Government, is long ouistanding and
has accumulated over the years. Further, it is not clear why it has faken a
significantly long period to recover the outstanding amounts which are at risk of
becoming unrecoverable and impaired over fime.

In the circumstances, | am unable to confirm the effectiveness of internal
control measures put in place to collect outstanding debts including
governance.

Management Response

613. The accounting officer submitted that the debt collection from electricity
customers was a challenge as customers were unable to meet their bill
payment obligations in time due to the effects of Covid-19. KPLC also actively
engaged the Government to ensure budget reallocation to Government

institutions to ensure electricity bills owed by these institutions are settled. The
Management applied the negative impact of the time value for money owing
to the time taken to settle the receivable by government. An impairment of
Kes. 827 milion in 2020 {2019 Kes. 575 million) was made in the financial
statements. Further, the National Treasury confirmed that an allocation of Kes. 5
billion for payment to KPLC was included in the supplementary budget for FY
2020/2021.

Committee Observations

614, The Committee observed that:
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i} The company faced a challenge on debt collection from electricity
customers who were unable to meet their bill payment obligations in fime
due to the effects of Covid-19;

i) The National Treasury had included an allocation of Kes. 5 bilion as
payment to KPLC.

Committee Recommendations

615. Within three (3) months of adoption of this report, the Accounting Officer to
submit a status report on debt collection to the OAG for verification.

12.0 Long Outstanding Trade Payables

616. As disclosed under Note 28(b) to the financial statements, the statement of
financial position reflects current tfrade and other payables of
Kes.88,479,128,000. Included in this balance are frade payables of
Kes.1,379,725,000, which have been long outstanding. Management atfributes
the non-payment to financial challenges which the Company has been going
through. Further, Management indicates that the Company requested for o
moratforium on dividends payable to the Government, as part of initiatives
under The National Treasury taskforce on sustainability of the Company, and
the sector at large. However, until the rescue inifiatives bear results, the
Company will continue holding long outstanding payables, which may result to
discontentment of financiers and suppliers, who may hold back any further
financing and supply of goods and services to the Company.

In the circumstances, | am unable to confirm the effectiveness of internal
control measures put in place to manage debts including governance.

Management Response

617. The accounting officer submitted that the trade payables balance of Kes.
1,379,725,000 include, among others unpaid 7.85% Preference dividends to
GOK amounting to Kes. 875,041,074,

418. As highlighted under the going concern assessment, one of the National
Treasury Taskforce recommendations was the Deferment of payment of
outstanding dividend owed by KPLC. A moratorium on dividends payable to
the Government was granted. The balance of Kes. 504 milion comprised of
supplier obligations that were either not fully documented for processing and
the company was engaging the respective suppliers to provide additional
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documentation, or obligations that had ongoing court cases and pending
audit queries.

Committee Observation

619. The Committee observed that the management's inability to pay the long
outstanding debts was due fo the material uncertainty relating to going
concern and a court case that had hindered payment of contractor's
obligations amounting to Kes. 311 million.

620. Further, the amount owed to the government of Kes. 875 million had not yet
been paid.

Committee Recommendation

621. The Committee directs the Accounting Officer to fast frack the repayment
of the long outstanding payables;

622. Within three (3) months upon adoption of this report, the Accounting Officer
must submit a status report on the repayment of the long outstanding payables
to the National Assembly and the OAG.

13.0 Weaknesses in Information Technology (IT) Systems

623. The Management has implemented a number of IT systems for its various
operations. However, an audit review revealed that the Management had an
inadequate Disaster Recovery Plan (DRP). The Management indicated that
they were in the process of updating the Information and Communication
Technology (ICT) policy to address the current gaps identified. Further, the
audif review revealed control weaknesses in the change and access controls.
In view of the above. it was not possible to confirm the existence of effective

internal controls and related risk management including governance.
Management Response

624. The accounting officer submitted that the Information and Communication
Technology (ICT) policy was reviewed in March 2021 and a subsequent
Information Technology Disaster Recovery document was developed and
operationalized in April 2021. This addressed the issues raised and made further
improvements to the process.

625. Improvements were made on the change process to include user
acceptance testing as recommended. Further, ICT has taken a holistic view of
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the landscape and has come up with an ICT Strategy that addresses all the
current and emerging challenges to support the business while managing risks.

Committee Observation

626. The Committee observed that the management of KPLC had instituted
several IT security measures to safeguard the IT system that would avert the IT
risks.

Committee Recommendations

627. The Committee directs the management to undertake confinuous
assessment of the IT system to ensure it is not prone to ICT risks and the OAG fo
keep in view of this matter in subseguent audit cycles.

FINANCIAL YEAR 2020/21
14.0 Material Uncertainty Relating to Going Concern

628. | draw attention to Note 2(a) to the financial statements which discloses that
the Company's current liabilities of Kes.116,114,111,000 exceeded its current
assets of Kes.49,634,944,000 by Kes.66,479,167,000 {2020: Kes.74,848,822,000).
The Company has remained in a negative working capital position for the fifth
consecutive year. The Board of Directors and Management in the past and in
the year under review, indicated strategic initiatives that were being
undertaken to improve the financial results of the Company. However, these
initiatives appear not to have yielded the intended results as at 30 June, 2021.
As further stated in Note 2(a), this condition, along with other matters as set
forth in Note 2[a), indicates existence of material uncertainty that may cast
significant doubt on the Company's ability fo continue as a going concern.

Management Response

629. During the period under review, the Company was experiencing working
capital challenges primarily due to significant capital expenditure between
2014 and 2018, undertaken in support of the Government's universal electricity
access agenda and generation expansion (5000MW+) program. Medium-term
commercial borrowing was used to finance long-term infrastructure projects,
thereby exacerbating the net current liability position. Furthermore, the rapid
expansion of the low-voltage network contributed fo increased distribution
losses, resulting in reduced revenue. There were also delays in the timely review
of retail electricity tariffs beyond the expiry of the control period, which led to

170



suppressed revenue levels that could not cover the sector costs from
generation to retail.

630. The Board and management undertook several key strategic initiatives to

improve the financial health of the Company, these included

I} Stemming the increase in system losses during the financial year
2019/2020 and thereafter adopting a loss reduction path with a target of
0.5% annual reduction as prescribed by the regulator. This was to be
achieved through various initiatives including; load balancing and
optimal dispatch of generation as well as commissioning of new feeders
to de-load heavily loaded feeders.

i) Pursue roll-over of the existing money market debt facilities to ease
pressure on cash flows and facilitate scheduled repayment of other
commercial and guaranteed debt.

iii) Intensify debt collection and revenue protection though realignment of
resources and the use of technology by deployment of smart meters on
a gradual basis. This is in addition to launching of "Know Your Meter" and
“"Meter inspection" campaigns to identify and resolve illegal connections,
un-metered supply and faulty meters. These campaigns were carried out
using internal resources including all staff participating in field days.

iv] The Company had already restricted capital spending to critical projects
and encouraged capital contributions from quoted customers and
expedited the connection process for mutual benefit.

v] The Company also pursued an opfimal balance between generation

631.

and elecfricity demand by engaging the key stakeholders. AT the same
time, it continued to enhance demand creation initiatives by focusing on
premium customers and improving supply reliability; and

vi] There was also active engagement with the Regulator (EPRA) and other
stakeholders on the critical need for a cost reflective tariff including the
restructure of the life-line band and review of allowed system losses to
reflect the grid dynamics.

In addition, the Company peftitioned the Government for the release of
funds amounting to Kes. 11.9 billion, owed to KPLC as at 30 June 2019, for the
management, operation, and maintenance of the RES network. Further, the
Board and Management sort government support through the Ministry of
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Energy and National Treasury in enhancing sustainability of the company and
sector at large. The Company obtained waivers for breach of the current ratio
for the second consecutive year and was cognisant of the fact that achieving
the covenanted position on the ratios may be infeasible in one year. KPLC thus
initiated discussions with key lenders on a potential review of the covenants as
well as seeking on-lent debt repayment moratorium to provide leverage for
commercial debt restructuring discussion. Despite the Company's declining
performance, it continued generating positive operating cash flows which
indicated that it was still able fo meet most of its working capital requirements.

632. In conclusion, the strategic initiatives implemented by the Board and
Management along with interventions by the government have seen the
company's financial position improve quite significantly, its working capital
position has improved from a low of negative Kes. 75 billion in 2020 fo negative
Kes. 27 billion in 2024. They have also commenced the repayment of the GoK
on-lent loans that were on a moratorium from March 2020 and reported a profit
after tax of Kes. 30 billion in June 2024.

Committee Observation

633. The Committee observed that:
i) The management had made strategic changes in their operations which
had greatly improved the organization's financial position;

i) The company had generated a profit of Kes 30 billion in financial 2023/2024,
thereby resulting in the liffing of the moratorium on debt repayment and
dividends were paid to shareholders after a nine-year freeze; and

i) the price of the company shares had significantly improved in the stock
exchange market and there was an improvement in working capital and
cash flows.

Committee Recommendation

634. The Committee recommends that the management should ensure
consistency in implementation of the sitrategic measures to stabilise the
financial position of the Company.

15.0 Capacity Charge on Power Purchase Agreemenis

635. The financial statements reflect cost of sales of Kes.94,220,014,000, as
disclosed under Note 8 to the financial statements. Included in these power
purchase costs is Kes.49,237,105,566, which relates to capacity charge as per
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Power Purchase Agreements (PPAs). These charges, which account for 52% of
the total cost of sales are significant and, considering their fixed nature, may
have adversely affected the Company’s performance during the year. In the
previous financial year, the Management indicated that plans were underway
to re-negotiate downwards the capacity charges on the existing PPAs but
there were no revisions during the year under review. In addition, Management
indicated that plans were underway to align the commercial operation dates
of the PPAs in line with the Company's medium-term power demand such that
there is no excess power generation. However, until these strategies are
implemented, the Company will continue bearing the high fixed capacity
charges.

636. In addition, the capacity charge cost for Independent Power Producers

(IPPs) during the year under review was higher than the cost of the energy
purchased clearly indicating the IPPs were operating below their capacity
resulting in payment for idle capacity which negatively impacts on the
profitability or sustainability of the Company.

Management Response

637. The accounting officer submitted that;

)

Capacity charge is a key aspect in energy pricing especially in developing
energy markets that require expansion in electricity generation and hence
need to attract investors and financiers. It comprises the development cost of
the plant and the fixed operating costs that is incurred by the plant. Without
the capacity pricing model, the country would not be able to attract
investment in generation and thereby risking widespread rationing.

i)

The Capacity charge of Kes.49.2 bilion of Kes. 26.8 billion for KenGen and Kes.
22.4 billion for Independent Power Producers.

The government through the Ministry of Energy and the Energy Regulator
(EPRA) is developing the Energy Policy along with other regulations that wil
outline the energy pricing framework with a view to enhancing energy
affordability while remaining attractive for investiment.

Committee Observation

638. The Committee observed that the—

i) Qut of the Capacity charge of Kes.49.2 billion, Kes. 26.8 billion belonged to
KenGen and Kes. 22.4 billion was for Independent Power Producers;
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i) government through the Ministry of Energy and the Energy Regulator (EPRA)
is developing the Energy Policy along with other regulations that will outline
the energy pricing framework with a view to enhancing energy affordability
while remaining aftractive for investment.

Committee Recommendation

639. The Committee directs that KPLC should hence forth cease paying for idle
pOWEr;

640. Within six (6) months upon adoption of this report, the Accounting Officer
should submit a status report on the renegotiated energy pricing and
compliance with recommendation 649 to the National Assembly and OAG for
verification.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC RESOURCES

16.0 Impairment Loss on Stalled Projects

641. The statement of profit or loss and other comprehensive income and Note
?(a) to the financial statements reflects network management expense of
Kes.10,237,382,000 which includes an impairment loss on capital Work-In-
Progress (WIP) totaling Kes.205,561,000. The impairment was in respect of
projects that had part of the contract sum paid for but had no activity for the
last three years. Management indicated that part of the impaired amount
totaling Kes.159,195,364 related to fraudulent payments made fo contfractors
and which was subject of a court case against former employees of the
Company.

In the circumstances, the objectives for which these projects were intended to
achieve remains unattained and the Company may not have obtain value for
money incurred on the projects.

Management Response

642. The accounting officer submitted that a total of 9,127 projects spread across
all the Company Regions did not have any movements in expenditure for 3
years to 30th June, 2021. The above was attributed to the following reasons:

i) The 2017 cancelled Labor and Transport contract for which some
contractors had gone to court on the basis of alleged irregularities in the
procurement process and the cases were still pending.

i) Wayleaves and land ownership challenges and land succession issues
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i}y There were cases of projects where customers were yet to complete the
required set up for KPLC to complete the projects.

Committee Observations

643. The Committee observed that KPLC had faced challenges affecting
completion of the projects.

Committee Recommendations

644. The Committee directs the Accounting Officer to fast-track completion of
the 9,127 stalled projects; and

645.  Within three (3) months of adoption of this report, the Accounting Officer
should submit a status report of the projects to the OAG for verification.

17.0 Comparative Cost of Power Purchase-Kenya Electricity Generating
Company PLC and The Independent Power Producers

646, Analysis of electricity units purchased during the year under review against
the cost of purchase revealed a disparity between the cost of power procured
from Kenya Electricity Generating Company Plc and the power procured from
Independent Power Producers (IPPs). Records availed by the Company shows
Kenya Electricity Generating Company PLC supplied a total of 8,443 Gigawatt
hours (GWh) or 70% of the total power purchased while the IPPs supplied the
remaining 3,688GWh (30%). However, the cost of the total power purchased
from Kenya Electricity Generating Company PLC was Kes.44,805,190,000 which
was only 44%, compared to the purchase cost of power from IPPs totaling
Kes.56,345,169,000 or 56%. The analysis clearly shows that it cost KPLC an
average-of Kes:5:3 per Kilowati-hours {(KWh)-ef pewer purchased -from-Kenya
Electricity Generating Company PLC while it cost the Company an average of
Kes.15.3 per KWh of power from the Independent Power Producers. It was
noted that the effective unit cost of power purchased from some Independent
Power Producers was as high as Kes.195 per KWh, 136 per KWh and 118 per
KWh while the same was sold at an average of Kes.15.66 per KWh. The
Company, therefore, entered into very expensive contracts with Independent
Power Producers (IPPs) and was in some instances selling power below the cost
price.

647. Further analysis of the payments in respect of power purchased showed that
the capacity charge component of the energy paid to Independent Power
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Producers was always more than the charge for actual energy supplied and,
especially for three Independent Power Producers, whose ratio of capacity
charge to energy procured was as high as 110:1, 99:1 and 30:1 fime
respectively. The fuel cost paid to these firms was similarly higher than the cost
of energy/power procured.

Management Response

648. The accounling officer submitted that the unit cost (at ulilization factor) is
the average cost of purchasing a single unit. For plants with capacity payments
(Thermals and Geothermals), the utilization factor determines the average unit
cost, with plants with low ufilization factor (lower than the contracted capacity
factors) having a higher unit cost. The plants are economically dispatched
when their utilization factor is near or equal to its confracted capacity factor. [t
applies to both KenGen and IPP plants. KenGen plants (with capacity
payments)] had relatively lower average cost because utilization s
comparatively higher. This is elaborated further as below

i) The utilization factor for the plants is informed by the Merit order of dispatch.
The ranking in the Merit order for all plants is based on least cost.

ii) The Fixed cost on majority of the KenGen plants is low due fo the element of
amortization. By the time the parties were getting into PPAs in 2008/2009,
the plants were fully amortized.

649. Thermal power plants were contracted and developed at a time when
there was acute deficiency in generation and much later in tandem with the
government's strategy for additional S000MW, given the slow growth in
demand (due to delayed implementation of key demand driver projects
including SGR electrification, Konza Techno polis, LAPSSET and the County
industrial parks] supply has increased necessitating the lower ufilization of
thermal plants. The unit price increases as the utilization factor decreases, as
we endeavor to reduce thermal dispatch due to high fuel costs and promote
use of renewable/green energy, the unit price appears higher due fo the fixed
nature of the capacity cost.

Committee Observation

650. The Committee observed from the submissions of the Accounting Officer
that:
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) KenGen plants with capacity payments had relatively lower average cost
because ufilization was comparatively higher and the fixed cost on majority
of the KenGen plants was low due to the element of amortization;

i) thermal power plants were contracted and developed at a time when
there was acute deficiency. However, given the slow growth in demand
due fo delayed implementation of key demand driver projects, supply was
increased necessitating the lower utilization of thermal plants;

i) the unit price of thermal power plants appears higher due to the fixed
nature of the capacity cost.

Committee Recommendation

651. The Committee directs that KPLC should hence forth cease paying for idle
power;

652, Within three months of adoption of this report, the Accounting Officer should
submit a status report on cost of power purchase.

18.0 Non-Compliance with the Unclaimed Financial Assets Act, 2011

653. As reported in the prior years, the Company held in their books unremitted
qualifying  financial assets amounting to  Kes. 691,000,000 (2020
Kes.1,292,074,000), included under other payables of Kes.2,269,799,000 (2020:
Kes.1,635,236,000), as disclosed under Note 28 to the financial statements.
These assets include deposit refunds, unidentified receipts, unpaid customer
electricity deposits, unpaid wayleaves compensation, unclaimed dividends,
and stale cheques, which ought to have been reported and submitted to the
Unclaimed Financial Assets Authority (UFAA), as required by the Unclaimed
Financial Assets Act, 2011. According fo the Act, failure to comply attracts a

penalty of 25% of the assets held, in addition to a daily penalty of between
Kes.7.000 and Kes.50,000 for each day a report is late in submission.
Management has, however, indicated that wvarious measures have
subsequently been taken to comply with the requirements of the Act, including
submission of financial assets totaling Kes.143,030,237 to the Unclaimed
Financial Assets Authority.

Management Response

654. The Company submitted a total of Kes. 143 million to Unclaimed Financial
Assets Authority (UFAA) during the year under review. Capacity was enhanced
at the regional level, reconciliations done on a monthly basis and the
schedules of presumed abandoned assets remitted to UFAA on a quarterly
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basis. The Company has since aligned with the UFA Act and now makes
quarterly submissions to the Authority

Committee Observations and Recommendation
655. The Committee observed that:

i) management had taken measures to ensure compliance with the
Unclaimed Financial Assets Act, Cap. 494. This included capacity building of
their staff at the regional level on the adherence to the law and locating
the rightful owners of the unclaimed assets, which had led to a decrease in
the unclaimed assets by Kes.778 million; and

i} reconciliation is done on a monthly basis and the schedules of presumed
abandoned assets remitted to UFAA on a quarterly basis.

i) in the subsequent financial year 2022/2023, the company has complied with
the requirements of the Act hence the matter stands resolved.

19.0 Non-Compliance with the Capital Markets Authority Listing Rules

656. The First Schedule of the Capital Markets (Securities) (Public Offers, Listing
and Disclosures) Regulations, 2002 (Amended 2016) sets out the minimum
requirements for a company at the time of listing, as well as continuing
obligations of the listed entity. The First Schedule provides that the listed
company must have prepared financial statements for the latest accounting
period on a going concern basis and that the related audit report must not
contain any qualification or emphasis of matter in this regard. However, the
audit opinion on the Company's financial statements includes an emphasis of
matter. In addition, the Regulations provide that the Company must not be in
breach of its loan covenants, particularly in regard to the maximum debt
capacity and should have adequate working capital. However, as was similarly
reported in the prior vyears, the Company's cumrent liabilities of
Kes.116,114,111,000 exceeded current assets of Kes.49,634,944,000 by
Kes.66,479,167,000 resulting in a negative working capital of a similar margin.

Conseguently, the Management is in breach of the regulations.
Management Response

657. The accounting officer submitted that during the period under review,
Kenya Power implemented financial recovery inifiatives that focused on the
key areas of; system efficiency, sales growth, revenue collection, cost
management and customer experience. It is also leveraging on the support
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from the Government as highlighted in the National Treasury task force report
on the "Financial position of KPLC and its implications to the electricity sector”.

Some of the key achievements are as highlighted below;

 Focus area / Recommendation Amount Impact —

 EE S — v = el SR H] PP AL SN L P S el e M g S ’

| Moratorium on repayment of on- | Kes. 5.7 B | Improved cash flow and |

! | | : 7 !

| lent loans | | working capital '
- i onaaetonop el eatn o enieine e el | T o

| Reimbursement of RES operations | Kes. 2.5B ;

l and Maintenance deficit to KPLC i ¥ 3

'Enhanced revenue collection | Kes. 11B

Refinancing of KPLC commercial | Kes. 6.75 B Overdraft conversion, lower

debt interest

Increased revenue Kes. 10B | Higher PBT

Committee Observation

658. The Committee observed from the submission of the Accounting Officer at
the time of examination that:

) The management had made strategic changes in their operations which
had greatly improved the company's financial position with the negative
working capital reducing from Kes. 75 billion in 2020 to Kes. 27 billion in 2024;

i) The company had generated a profit of Kes 30 billion in financial 2023/2024,
—  thereby—resuoling-in—-theliting—of-the-morateium-eon—deblrepayment-and— -
dividends were paid to shareholders after a nine-year freeze; and

i) the price of the company shares had significantly improved in the stock
exchange market and there was an improvement in working capital and
cash flows.

Committee Recommendation

659. The Committee recommends that the management should ensure
consistency in implementation of the strategic measures to stabilise the
financial position of the Company.
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REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT AND
GOVERNANCE

20.0 Power Losses in the System

660. Note 7(a] to the financial statements reflects electricity sales of
Kes.105,348,505,000 and Kes.20,578,339,000 in postpaid and prepaid sales
respectively. A review of units of electricity purchased against units sold
revealed a total of 12,102GWh purchased from power producers out of which,
2,203GWh was sold to customers resulting in a loss variance of 2,899GWh or
23.95% which translates to approximately Kes.39,667,708,000 using the average
sale price for the 2,203GWh sold.

661. The industry regulator, Energy and Petfroleum Regulatory Authority (EPRA)
approved for the Company to recover from consumers system losses of up to
19.9% (approximately Kes.32,959,807,000) that is deemed to be normal loss. The
excess of 4.05% above the dllowed loss (23.95-19.9) translates to a loss of
approximately Kes.6.707 bilion had the same energy been sold to the
consumers. The loss variance of 23.95% was attributed to systems inefficiencies
arising from commercial or fechnical operations. These losses contribute to high
power charges to the consumers since the industry regulator allows the
Company to charge up to 19.9% of the power loses to consumers,

662. The difference/excess of 4.05% power loss above the approved recovery
rate of 19.9% constitutes unaccounted for power which though the cost is not
passed on to the consumers, it increases the operating costs of the Company.
Management explained that the difference between the actual system losses
of 23.95% and the dllowed system losses of 19.9% is borne by the Company
without any biling impact to the customers/consumers. This loss has, however,
been persistent for the last four years.

Management Response

663. The accounting office submitted that in order to mitigate escalating power
losses, the Company had implemented the following key strategic initiatives
during the period:

] Installation of Energy accounting meters already complete at regional level.
Installation of border meters between counties for energy balance.

i) Progression of ongoing data clean up campaigns to completion.
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i) SMART metering remains a major focus in addressing commercial losses.
During the year under review the company retrofitted of 55000 meters to smart
meters fo enhance biling accuracy and efficiency in monitoring.

iv] The company also undertook a field campaign dubbed the 'War on Losses’
which focused on non-vending meters [i.e. non-vends and zero vends) and
billing issues (i.e. quality of meter reading) besides scheduled inspections of
SMEs and large power installations.

Committee Observation

664. The Committee observed that the Company had implemented the
initiatives to mitigate escalating power losses.

Committee Recommendation

665, Within three (3) months of adoption of this report, the Accounting Officer to
submit a progress report on power loss reduction to the OAG for verification
and to monitor the reduction of power loss.

21.0 Failure to Observe Guidelines on Board of Directors Meetings

466. The Office of the President in a circular referenced OP/CAB.9/1A dated 11
March, 2020 provided that Board meetings should be restricted to a minimum
of four (4) as provided for in the State Corporations Act and capped at a
maximum of six (6) for each financial year or as maybe specified in the
enabling legal insiruments. The same principle should apply fo respective
Committees of the Board. The Circular further requires that any extra Board
meeting (including Special Board meetings) above the maximum number
specified shall require a justification by the Board as well as the source of funds

and the implications thereof, which request shall be submitted for approval fo
the relevant Cabinet Secretary, in consultation with the State Corporations
Advisory Committee. However, during the year under review, the Board of
Directors held ninety (90} meetings translating to a Board meeting every four
days hence becoming operational in nature. Out of the 90 Board meetings,
twenty-one (21) were full Board meetings and sixty-nine (69) were held by
Board Committees. Although the jusfification for approval request to the
Cabinet Secretary was submitted and granted, the source of funds and the
cost implication due to the high number of extra meetings was not factored as
there were no approved budget reallocation.
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Management Response

667. The accounting officer submitted that during the period under review, KPLC
was implementing a furnaround strategy and therefore in the interim period, it
necessitated holding of frequent meetings between Management and the
Board. In addition, the majority of the Board members (5) were appointed in
July 2020 and required the increased meetings to fully understand the
operations of the Company and by extension the reascns for the declining
performance. A circular from the Head of Public Service dated 11th March
2020 on the Management of State in paragraph 2 restricts the number of board
meetings to a minimum of 4 and a maximum of é for each financial year. Any
extra board meetings including special board meetings above the maximum
number specified shall be submitted for approval to the Cabinet Secretary, in
consultation with SCAC.

668. On 7th October 2020, KPLC received approval to hold exira special
meetings until the presentation of the transformation strategy for the
organization but not later than three months from the date of appointment of
new Board Directors. The Head of Public Service noted that the "appointment
of the new independent Board members and in consideration of the unique
circumstances and Presidential directive regarding revamping the sector”.
On 13th January 2021, KPLC wrote to the Ministry forwarding a summary of
Board Meetings held from July to December 2020 and sought approval of a
work plan for the second half of the financial year (January to June 2021).
Approval was subsequently granted on 19th February 2021 by the Head of
Public Service and the same was subsequently communicated to KPLC vide a
letter dated 24th March 2021. The Head of Public Service noted that ‘The
Board of KPLC is expected in its initial post appointment periocd, fo hold requisite
meetings towards developing, monitoring, securing implementation of the
necessary turnaround strategy for the Company.’

It's important to note that all the additional meetings were approved as
required by law.

Committee Observation

66%9. The Committee observed that during the FY 2020/21, KPLC was undergoing
turnaround strategies thus, necessitating exira sittings by the Board.
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670. The Commitiee observed that despite getting the approval for extra sittings,
the management of KPLC did not provide sufficient documentations to support
their explanation and the source of funds to support the extra meetings.

Committee Recommendations

671. Within three (3) months upon adoption of this report, the Accounting Officer
to submit the supporting documents confirming approval of extra sittings by the
Board to the OAG for verification failure fo which the Board should be
surcharged.

22.0 Weaknesses in Information Technology (IT) Systems

672. The Management has implemented several IT systems for its wvarious
operations. However, an audit review of the systems revealed that user activity
monitoring process did not include critical elements such as review of
privileged accounts with access to the applications and databases, review of
issuance of access to the applications commensurate to job designation, while
review for dormancy for one application was not done. Further, several
inactive user accounts in one application had not been disabled despite
exceeding the prescribed dormancy period.

In view of the above, it was not possible to confirm the effectiveness of [T
confrols and related risk management including governance.,

Management Response

673. The Accounting Officer submitted that the user account reviews cover dll
accounts ([regular and privleged) and are done manually on a weekly
rotational basis. Further access to databases is monitored through trigger

tables. User access rights issuance is done at the point of provisioning by the
Functional Admins in the user departimenis (e.g. Finance, Supply Chain,
Commercial Services and Sales) in order to ensure that the rights are
commensurate with the job function. Specific forms are used to document this
process. The dormant accounts were locked and regular reviews for dormancy
implemented

Committee Observation

674. The Committee observed that the management of KPLC had instituted
several IT security measures to safeguard the IT system that would avert the IT
risks.
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Commiltee Recommendation

675. The Committee direcis the Accounting Officer to undertake continuous
assessment of the IT system to ensure it is not prone to ICT risks and the OAG to
keep in view of this matter in subseguent audit cycles.

23.0 Long Qutstanding Trade and Other Receivables

676. As disclosed under Note 21(b) to the financial statements, the statement of
financial position reflects gross trade and other receivables of
Kes.62,507,075,000. Included in this balance is an amount of Kes.418,461,268
[analysed in progress reports in Annexure 1) which had been outstanding for
more than 150 days. Management indicated that measures had been put in
place to enhance collection of amounts owed to the Company. However, until
these measures yield results, the Company will continue holding long
outstanding receivables which have a negative impact on its liquidity.

In the circumstances, it has not been possible to confirm the effectiveness of
internal controls measures put in place to collect outstanding debfs.

Management Response

677. The accounting officer submitted that the Company had enhanced debt
collection measures including;

i) Recruitment of Debt Collectors to supplement internal efforts. The Company
hired 4 debt collectors to cover Nairobi, Mi. Kenya, North Eastern and
Coast regions.

i) The Company increased its field presence and provided platforms for
customers to access services and pay their bills conveniently as a measure
to boost revenue collection.

iiijSought support from the National Treasury fo assist in collection of GOK and
County debts.

iv) Focused approach and segmentation of the debt per customer category
and the age of the debt.

v]Restructuring of the debt collection structure internally to ensure
accountability.

The above measures have continued to bear fruit leading fo improved
revenue collection and better liquidity
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Committee Observations

678. The Committee observed that:
i) The company faced a challenge on debt collection from electricity
customers who were unable to meet their bill payment obligations in time
due to the effects of Covid-19;

ij The National Treasury had included an allocation of Kes. 5 bilion as
payment to KPLC.

Committee Recommendations

679. The Committee directs the Accounting Officer to submit a status report on
debt collection to the OAG for verification within three (3) months of adoption
of this report.

24.0 Implementation of Last Mile Connectivity Project

680. The Company implements the Last Mile Connectivity Project under a
financing agreement signed between the Government of Kenya and the
African Development Bank (AfDB). A number of weaknesses and governance
lapses in implementation of the project were observed as follows:

(i) Lack of public participation by the communities targeted in the project
which led to lack of project ownership by members of the public thus
hampering implementation.

(i) There was no evidence of engagement with key regulatory, oversight and
stakeholder agencies such as the Energy and Pefroleum Regulatory
Authority (EPRA) and Rural Electrification and Renewable Energy
Corporation (REREC) an omission which can lead to duplication of projects.

(i) Documents that are key to procurement of services and works including
feasibility studies and surveys, progress reports for projects, technical
specifications, bills of quantities and architectural drawings, and
environmental and social impacts assessment reports were not provided for
audit review.

(iv]The Company procured consultancy services for supervision and
management of civil works and installation of meters at a cost of
Kes.274,380,500. However, sife visits by the audit team revealed no evidence
of consultants' personnel's presence at those sites, raising doubt on whether
they had been deployed as per the contract.
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(v) The project had received a total of Kes.28,272,249,380 representing 63% of

the approved loan amount of Kes.44,797,955,760. However, documents in
respect of disbursement and payments to contractors were not provided for
audit verification. In addition, although the project had a projection of
connecting 525,796 customers by the end of the project, only 213,432 had
been connected representing 41% of the projection yet disbursement was
at 63%.

(vi)Single prepaid meters procured from a Chinese Company at a cost of

US$.10,073,000 (Kes.1,086,373,050) and installed at customers premises were
not vending even though they had been activated by the contractor
thereby implying that customers were purchasing tokens but the Consumer
Interface Units (CIU) were not picking the tokens and thus had no access to
power. Other meters had taken as far as three years without vending.

Management Response

681,

(i)

The accounting officer submitted that;

At the inception of the Project, KPLC together with Ministry of Energy did
stakeholders' consultation and on several occasions to inform them about
the project. Additionally, during selection of beneficiaries, Identification of
transformer/locations was done by the KPLC regional offices in consultation
community leaders (including members of parliament). The transformers
targeted were those with an existing network but were under-utilized at the
time and thus needed maximization for optimal utilization.

(i) Further to this, KPLC has been undertaking continuous customer education

in the target project areas to educate customers on key aspects of project
such as terms of connection, purchase of tokens as evidenced by
Environmental & Social Management Framework (ESMF)

(i) KPLC undertook a stakeholder engagement forum where participants were

drawn from various government agencies such as REA, KENGEN, EPRA,
Ministry of Energy and other interest groups. The meeting was held on éth
January 2015 at Safari Park hotel where various aspects of the project were
discussed and clarified. Minutes of the said meeting with signed attendance
list of participants was provided.

(iv)KPLC also undertook the preparation of the Project Resettlement Policy

Framework covering the Electrification component C1 and the Off-Grid
Component C2 being implemented by REA.
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(v) Last mile connectivity Project as one of the Government Project is centrally
coordinated at the Ministry of Energy together with other projects thus
mitigating the risk of duplication of projects.

(vi)The feasibility study was done by the financiers as part of the project
preparation and is captured in various project appraisal documents.

(vii) The Consultancy confract was signed on 9th November 2017, the
consultant's scope entailed procurement  assistance, design
reviews/approvals and construction works supervisions. The consultant
supervises multiple sites per lot which cut across several counties. The audit
team was assigned to the KPLC Engineers for the period of audit whereas
the consuliant was engaged in supervising ongoing sites at the same time.

(viii) The payment vouchers prior to June 2020 were raised by Ministry of
Energy and are not available within KPLC. However, payments supporting
documents are available for review. Subsequently, the payment Vouchers
done after June 2020 complete with the supporting documents were
available for review.

a) For the Kes. 28,272,249,380 so far disbursed constituting payment for AfDB Phase
I, AfDB Phase |l and World Bank Last Mile Phase lll, the payment vouchers and
supporting documents are available for review as described in (a) above.

b) Concemning Kes. 6,219.894,863.60 being the difference between the amounts
disbursed and the physical progress of work, we wish to respond as follows.

* The scope of audit covered AfDB Il and IDA phase whose total budget is
Kes. 31,189,955,760. The total disbursement made for the two project
phases is Kes.15,728,.249,380.00 franslating t0.50% Disbursement ratio

* The comresponding completion rate in respect to the scope of audit is
41%. Therefore, the difference is 9% which is equivalent to Kes.
2,544,502,444.20. This difference is majorly attributable unrecovered
advance payment which was Kes. 2,515,151,067.85 for both Phases as at
a time of audit.

(ix) The contract provides that the supplier remedies for any product defects
and faults within the warranty period. Contract between KPLC and
Shenzhen Clou on supply of pre-paid meters was provided.

682. According fo the conftract, warranty of 18 months is a provided. The
warranty period is applicable from the last date of receipt and acceptance of
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meters at the receiving store. The last bafch was received and accepted in
KPLC store on 20t August, 2020 as per the Completion Certificate therefore the
warranty is still valid. During the period under review, the suppliers collected
8.492 Pieces of faulty meters for repairs/replacement. Additionally, the supplier
identified the cause of failure as software related and rolled out plan to
upgrade the software in the already installed meters to forestall future meter
failures.

Committee Observations

683. The Commitiee observed that the faulty meters were replaced by the
supplier given that the goods were still under the warranty period. The software
managing the meters was updated and management had carried a mapping
of meters throughout the country.

684. The current status of the project was that a total of 541,000 customers had
been connected with electricity, and the project was implemented by AfDB
and overseen by the consultant.

Committee Recommendation

685. Within three (3) months upon adoption of this report, the Accounting Officer
to submit a status report on connectivity of electricity to the OAG for
verification.

FINANCIAL YEAR 2021/22

25.0 Property, Plant and Equipment - Street Lighting Projects Cost

686. The statement of financial position reflects property plant and equipment
balance of Kes.272,335,824,000 as at 30 June, 2022. As disclosed in Note 16 to
the financial statements, the balance includes Kes.23,015,299,000 in respect of
work in progress. Review of work in progress schedules and projects listing
provided for audit revealed sireet lighting projects with a balance of
Kes.1,239,001,000. Management has indicated that the street lighting projects
are funded by the National Government and implemented by the Company
after which the projects are handed over to respective County Governments.

687. Records at the Company indicates that upon completion, the projects are
cleared from the books against the received funds. Although the build-up of
costs are included under property, plant and equipment as work in progress,
the resultant assets are not reported as part of the Company's assets. Under the

188



circumstances, capital work in progress balance of Kes.23,015,292,000 has
been overstated.

Management Response

688. The accounting officer submitied that the Street lighting capital costs
incurred by KPLC were previously accounted against the funds received from
the government and thereby having a netfing off effect. Following the
recommendation all completed GOK-funded street lighting projects were
capitalized as assets under the Rural Electrification Scheme (RES).

Committee Observation and Recommendation

689. The Committee observed that the management had capitalized the street
lights as assets under the Rural Electrification Scheme. Therefore, the mafter
stands resolved.

26.0 Variances on Balance with Related Entities

690. The statement of financial position reflects balances of Kes.40,295,197,000
and Kes.87,508,583,000 in respect of trade and other receivables and frade
and other payables respectively as disclosed in Note 21(b) and Note 28(b) to
the financial statements. Review of receivables and payables balances for
related entities revealed variances between amounts reported by the
Company and those confirmed by the entities as indicated below:

Company | Classification | Balance Confirmed Variance
Reported by | Balance (Kes.)
KPLC (Kes.)
KENGEN | Payables 23,147,261,000 | 23,888,820,000 | (741,559,000
KETRACO | Payables 4,567,868,000 4,643,480,000 | (75.612,000)
KETRACO | Receivables | 1,677,814,000 1,690,167,000 | (12,353,000)
REREC Payables 12,164,824,000 | 10,685,566,000 | 1,479,258,000

The Management attributed the variances to disputes relating to interest
charged on late payment, withholding taxes, works carried out on behalf of
the entities among others. Collection of the disputed amounts was therefore
in doubt.
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Management Response

691. The accounting officer submitted that KPLC undertook joint reconciliations
with each of the sector agencies, thus KENGEN, KETRACO & REREC. The
variances were found to relate fo withholding VAT and cut-off dates; these
have since been addressed, and the discrepancies in the balances resolved.

Committee Observation and Recommendation

692. The Committee observed that the management had undertaken a joint
reconciliation with REREC and KETRACO and resolved the variances. Therefore,
the matter stands resolved.

Emphasis of matter

27.0 Material Uncertainty Relating to Going Concern

693. | draw attention to Note 2(a)(iii) to the financial statements which discloses
that the Company's current liabilities of Kes.110,431,165,000 exceeded its
current assets of Kes.54,687,018,000 by Kes.55744,147,000 (2021 -
Kes.66,479,167,000). The Company has remained in a negative working capital
position for the sixth consecutive year. The Board of Directors and Management
in the past and in the year under review, indicated strategic inifiatives that
were being undertaken to improve the financial results of the Company.
However, these initiatives appear not to have yielded the intended results as at
30 June, 2022. As further stated in Note 2(a), this condition, along with other
matters as set forth in the Note, indicates existence of material uncertainty that
may cast significant doubt on the Company's ability to continue as a going
concern.

Management Response

694. During the period under review, the Company was experiencing working
capital challenges primarily due to significant capital expenditure between
2014 and 2018, undertaken in support of the Government's universal electricity
access agenda and generation expansion (SO00MW+) program. Medium-term
commercial borrowing was used to finance long-term infrastructure projects,
thereby exacerbating the net current liability position.

695. Furthermore, the rapid expansion of the low-voltage network confributed to

increased distribution losses, resulting in reduced revenue. There were adlso
delays in the timely review of retail electricity tariffs beyond the expiry of the
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696.

control period, which led to suppressed revenue levels that could not cover the
sector costs from generation to retail.

The Board and management undertook several key strategic initiatives to

improve the financial health of the Company, these included

)

i

Stemming the increase in system losses during the financial year
2019/2020 and thereafter adopting a loss reduction path with a target of
0.5% annual reduction as prescribed by the regulator. This was to be
achieved through various initiatives including; load balancing and
optimal dispatch of generation as well as commissioning of new feeders
to de-load heavily loaded feeders.

Pursue roll-over of the existing money market debt faciliies to ease
pressure on cash flows and facilitate scheduled repayment of other
commercial and guaranteed debt.

Intensify debt collection and revenue protection though realignment of
resources and the use of technology by deployment of smart meters on
a gradual basis. This is in addition fo launching of "Know Your Meter” and
"Meter inspection” campaigns fo identify and resclve illegal connections,
un-metered supply and faulty meters. These campaigns were carried out
using internal resources including all staff participating in field days.

iv) The Company had already restricted capital spending to critical projects

and encouraged capital confributions from quoted customers and
expedited the connection process for mutual benefit.

v] The Company dlso pursued an optimal balance between generation

697.

and electricity demand by engaging the key stakeholders. At the same
time, it continued to enhance demand creation initiatives by focusing on
premium customers and improving supply reliability; and

vi) There was also active engagement with the Regulator (EPRA) and other

stakeholders on the critical need for a cost reflective tariff including the
restructure of the lifedine band and review of dllowed system losses to
reflect the grid dynamics.

In addition, the Company petitioned the Government for the release of

funds amounting to Kes. 11.9 billion, owed to KPLC as at 30 June 2019, for the
management, operation, and maintenance of the RES network. Further, the
Board and Management sort government support through the Ministry of
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Energy and National Treasury in enhancing sustainability of the company and
sector at large. The Company obtained waivers for breach of the current ratio
for the second consecutive year and was cognisant of the fact that achieving
the covenanted position on the ratios may be infeasible in one year. KPLC thus
initiated discussions with key lenders on a potential review of the covenants as
well as seeking on-lent debt repayment moratorium to provide leverage for
commercial debt restructuring discussion. Despite the Company's declining
performance, it continued generating positive operating cash flows which
indicated that it was still able to meet most of its working capital requirements.

698. In conclusion, the strategic initiatives implemented by the Board and
Management along with interventions by the government have seen the
company's financial position improve quite significantly, its working capital
position has improved from a low of negative Kes. 75 billion in 2020 to negative
Kes. 27 billion in 2024. They have also commenced the repayment of the GoK
on-lent loans that were on a moratorium from March 2020 and reported a profit
after tax of Kes. 30 billion in June 2024,

Committee Observation

699. The Committee observed that:
i) The management had made sitrategic changes in their operations which
had greatly improved the organization's financial position;

i) The company had generated a profit of Kes 30 billion in financial 2023/2024,
thereby resulting in the liffing of the moratorium on debt repayment and
dividends were paid to shareholders after a nine-year freeze; and

i) the price of the company shares had significantly improved in the stock
exchange market and there was an improvement in working capital and
cash flows.

Committee Recommendation

700. The Committee recommends that the management should ensure
consistency in implementation of the strategic measures to stabilise the
financial position of the Company.

28.0 Unmatched Passthrough Costs to Revenue

701. The statement of profit or loss and other comprehensive income reflects
revenue from contracts with customers and cost of sales amounting to
Kes.157,353,254,000 and Kes.115,208,040,00 respectively. As disclosed in Note
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7(a) to the financial statements, the revenue includes Kes.7,322,584,000 and
Kes.24,446,580,000 in respect of foreign cost adjustment and fuel cost charge
respectively. However, the comresponding foreign exchange costs and fuel
costs amounted to Kes.?,072,591,000 and Kes.26,358,279,000 respectively as
reflected in Note 8 to the financial statements resulting in variances of
Kes.1,750,007,000 and Kes.1,911,699,000. The foreign exchange costs and fuel
costs are passed to the customers hence expected to match. Management
has indicated that the variance was due to actual recovery rates approved by
the Energy and Petroleum Regulatory Authority (EPRA] for billing to customers,
being lower than the actual rates applied at the point of purchasing power
from the producers. The disparity in those rates were borne by the Company
thus affecting its financial performance for the year.

Management Response

702. The accounting officer submitted that the wvariance is between the
computed Fuel Cost Charge (FCC) and that approved by EPRA for recovery
from January 2022. While the FCC rates chargeable to customers and
approved by the regulator remained fixed at 443 cis/kWh during the duration,
the actual computed FCC rates were higher leading to under-recoveries.

cts/kWh Jan22 [Feb22 |Mar22 |[Apr22 |May22 |Jun22 |
Computed FCC | 539 560 653 638 606 471
Applied FCC 463 463 463 463 463 463

Committee Observation

703. The Committee observed that the Company had implemented the
inifiatives to mitigate escalating power losses.

Committee Recommendation

704. Within three (3) months of adoption of this report, the Accounting Officer to
submit a progress report on power loss reduction to the OAG for verification
and to monitor the reduction of power loss.

29.0 Forensic Audits
705. On 29 March, 2021, a Presidenfial Taskforce on the review of Power
Purchase Agreements (PPAs) was appointed through a special Gazette Notice
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No.3076 to undertake a comprehensive review and analysis of all Power
Purchase Agreements (PPAs) entered into between various Independent
Power Producers (IPPs) and The Kenya Power and Lighting Company PLC. The
Terms of Reference (TOR) of the Taskforce was fo develop a suitable strategy
for engagement with the IPPs and lenders, in order to achieve relief for
electricity consumers and ensure the long-term viability and sustainability of the
energy sector.

706. The Taskforce in its report, outlined nine [9) recommendations, key among
them performing forensic audits on the following areas: -

i) Procurement of Power Purchase Agreements with Independent Power
Producers.

i) Procurement and the use of Heavy Fuel Qil [HFQ) in electricity generation by
thermal power plants in the last three (3) years.

iii) System losses on the Company's key commercial consumers to confirm that
power delivered is consistent with metered power and that there is no
power leakage.

iv)Supply chain processes in the Company with the objective of improving the
performance of the Company; improve efficiency and enhance value for
money in procurement and supply chain, among other priority areas.

Subsequently, two (2) consultants were appointed in February, 2022 and a
third in June, 2022 to carry out the assignment on behalf of the Auditor-
General.

707. As at the date of this report, the forensic audits had not been finalized.
Consequently, | was unable to perform alternative audit procedures and to
quantify the adjustments, if any, likely to affect the revenue, cost of sales,
administrafive expenses, tax, property, plant and equipment, frade
receivables, trade payables, and disclosures, in the absence of the forensic
reports.

Management Response

708. The accounting officer submitted that the contracted consultants
subsequently submitted the forensic reports to the Office of the Auditor-
General

Commiltee Observation and Recommendation
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709. The Committee observed that the forensic audits had been tabled in the
Parliament of Kenya. Therefore, the matter stands resolved.

Other Matter

30.0 GOK Support for 15% Tariff Reduction

710. During the year under review, a Presidential directive was issued on the
implementation of 15% tariff reduction for all customer categories which was
effected through Gazette Notice No. 64 dated 7 January, 2022. Arising from the
Presidential directive, the National Government disbursed a total of
Kes.7,050,000,000 to the Company o support the tarff reduction. According fo
the framework agreed between the Ministry of Energy and Semi-Autonomous
Agencies (SAGAs) in the electricity sub-sector, the SAGAs in the eleciricity
supply chain comprising The Kenya Power and Lighting Company PLC (KPLC),
the Kenya Electricity Generation Company PLC (KenGen), the Kenya Electricity
Transmission Company Limited (KETRACQ), and the Geothermal Development
Company Limited (GDC), were to contribute through cost reduction initiafives
to supplement Government Support.

711. KPLC implemented the tariff reduction from January, 2022 but the other
Agencies did not implement the cost reduction measures as per respective
commitments which was estimated to ftranslate to Kes.2,173,000,000.
Consequently, the Company did not realize full revenue support occasioned
by the 15% tariff reduction directive.

Management Response

712. The accounting officer submitted that the confributions from the other
agencies-in-the-electhicity sub-sector towards 1 5% tariff reduction was agreed

as tabulated below:

Agency Contributions for | Contributions Total

the 6-months to |for  the b-

June 2022 months to June

2022

Kenya Electricity Generation | 1,750,000,000 1,750,000,000 3.500,000,000
Company PLC (KenGen)
Kenya Electricity Generation | 250,000,000 250,000,000 500,000,000
Company PLC (KenGen)
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Geothermal Development | 173,000,000 173,000,000 346,000,000
Company Limited (GDC),

Total 2,173,000,000 2,173,000,000 4,346,000,000

KENGEN

713. It was initially agreed that KenGen's contribution toward the tariff reduction
would be Kes. 3.5 billion. However, the calculation of the deficit from the 15%
tariff cut was based on 2018 tariff rates. Due to reduced tariffs for Muhoroni GT
and Olkaria power plants, Kenya Power realized additional benefits that
accrued to KPLC rather than KenGen. As a result, KenGen petitioned EPRA fo
fulfil Kes.2,780,157,651 of its Kes.3.5 bilion commitment for the January-
December 2022 period. Following discussions between KenGen, KPLC, and
EPRA, an agreed contribution of Kes. 2,954,088,311 was fulfiled by KenGen, and
the relevant credit notes were provided.

KETRACO

714. KETRACO issued credit notes totaling Kes. 500 millicn. These were applied to
the wheeling-charge invoices (operational & maintenance tariff) for the period
January-December 2022, as part of its contribution to the 15% end-user tariff
reduction. Supporting documentation were provided.

GDC

———

715. GDC issued credit notes totaling Kes. 346 milion. These were applied fo
steam-charge invoices for Olkaria | (Units 4 & 5) during January-December
2022, representing its share of the 15% end-user tariff reduction.

Commiitee Observation and Recommendation
716. The Committee cbserved that the company had implemented the 15% tariff
reduction as per the GOK directive, hence the matter stands resolved.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC RESOURCES

31.0 Comparative Cost of Power Purchase between KENGEN and Independent
Power Producers

717. Analysis of electricity units purchased during the year under review against
the cost of purchase revealed a disparity between the cost of power procured
from the Kenya Electricity Generating Company PLC (KENGEN) and the power
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procured from Independent Power Producers (IPPs). The analysis revealed that
KENGEN supplied a total of 7,911 Gigawatt hours (GWh) or 63% of the total
power purchased while the IPPs supplied the remaining 4,742GWh (37%).
However, the cost of the total power purchased from KENGEN was
Kes.38,202,478,000 which was only 41%, compared to the purchase cost of
power from IPPs totaling Kes.56,274,009,000 or 59%. The analysis further revealed
that it cost KPLC an average of Kes.3.93 per Kilowatt hours (KWh) of power
purchased from Kenya Electricity Generating Company PLC while it cost the
Company an average of Kes.11.87 per KWh of power from the Independent
Power Producers. The Company, therefore, entered into expensive contracts
with Independent Power Producers (IPPs) and was in some instances selling
power below the cost price.

Management Response

718. The accounting officer submitted that the variance in the average cost per
unit purchased from KenGen vs IPPs was attributed to plants that generate up
to 49 % of KenGen total generated units were significantly amortized before
separation from Kenya Power in 1999. analysis of the entire KenGen Energy
confribution in the energy mix leads to oversimplification. To unravel this
discrepancy, the units purchased by KenGen are unbundled and average cost
per unit is analyzed below.

1. Significantly Amortized KenGen planis

Old KenGen Power Plants were significantly amortised by the time of
executing their respective PPAs in 2009. For instance, in the audit year
2021/2022 query, the costs per unit for 49% KenGen Energy mix are:

* The Major Hydros constitutes to 40 % of KenGen component of Generation
mix with an average cost of 2.74 Kes./kWh.

e Olkaria 1 and Olkaria Il constitutes to 9 % of KenGen component of
Generation mix with an average cost of 2.29 Kes./kWh

2. New Power plant per technology are comparable for the audit year
2021/2022;

i) Thermal Power plants

« Thermals Comparisons: KDP3 (KenGen) average cost per year was 21.57
Kes./kWh compared to Rabai (IPP) 20.97 Kes./kWh. The two plants are the
same technology and located at the Coast region.
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* Muhoroni GT (KenGen) the average cost for the same period is 50.49
Kes./kWh which is the gas turbine plant is the system.

i) Geothermal Power Plants

» Geothermal Comparisons: Olkaria | AU & Wellhead (KenGen) average
costs are Kes. 7.10 per kWh and Kes. 9.61 per kWh respectively whereas
Orpower (IPP) average Costs is Kes. 12.03 per kWh.

i) Wind Power Plants

» Wind Comparisons; Ngong Il Wind (KenGen) cost are 9.93 Kes./kWh as
compared to LTWP 10.94 Kes./kWh

iv) FIT Plants

¢ The new Wind and Solar Power Plants are based on the FIT Tariff Policy of
USD 0.12/kWh. This includes solar plants such as Selenkei, Cedate, Malindi
and Strathmore. Others are Kipeto wind, and IPP small Hydros.

Committee Observation

719. The Committee observed from the submissions of the Accounting Officer
that:

i] KenGen plants with capacity payments had relatively lower average cost
because utilization was comparatively higher and the fixed cost on majority
of the KenGen plants was low due to the element of amortization;

i) thermal power plants were contracted and developed at a time when
there was acute deficiency. However, given the slow growth in demand
due to delayed implementation of key demand driver projects, supply was
increased necessitating the lower utilization of thermal plants

i) the unit price of thermal power plants appears higher due to the fixed
nature of the capacity cost.

Committee Recommendation

720. The Committee directs that KPLC should hence forth cease paying for idle
power;

721.  Within six (6) months upon adoption of this report, the Accounting Officer
must submit a status report on the renegotiated energy pricing and
compliance with recommendation 720 to the National Assembly and OAG for
verification.
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32.0 Unmatched Cost of Thermal Power Against Units Purchased

722. The statement of profit or loss and other comprehensive income reflects cost
of sales amounting to Kes.115,208,040,000 as disclosed in Note 8 to the financial
statements. The costs include fuel charge of Kes.26,487,695,000 representing an
increase of Kes.15,303,503,000 or 137% from the previous year. However, «s
reflected in Note 8(c) to the financial statements, thermal energy purchased
increased to a total of 1,577Gwh units from 940GWh units in 2020/2021, an
increase of 637GWh units or 68%. The increase of fuel costs, therefore, did not
match the increase in units of thermal energy purchased during the year.

Management Response

723. The accounting officer submitted that in the year under review, the
weighted unit Fuel Cost increased from Kes. 48.39 to Kes. 70.47 per kg or 45.64 %
from the previous year 2020/2021. This was due to the significant increase in
international fuel prices as well as the deterioration of the local cumency.
Furthermore, the quantum of units generated from thermal plants increased
during the period thereby resulting in a disproportionate effect of an increase in
Fuel Cost by 136.83 %.

Committee Observation

724. The Committee observed that the price of the fuel was determined by the
regulator EPRA which reviews the prices periodically.

725. Further, the Committee observed that there was an increase in infernational

fuel prices as well as the deterioration of the local currency.

Committee Recommendation

726. Within three (3) months upon adoption of this report, the Accounting Officer
to submit a change in price analysis for the cost of fuel to the OAG for
verification that the change is proportionate to the increased cost.

33.0 Budgetary Control and Performance

727. During the year under review, the approved total expenditure budget for
Kenya Power and Lighting Company was Kes.177,618,431,980. However, review
of recurrent budget revealed that the Company spent Kes.167,634,935,592
against the approved budget of Kes.144,242,067,492 resulting to an over
expenditure of Kes.9,983,496,388 being 15% contrary fo Regulation 40 (2} of the
Public Finance Management (National Government) Regulations, 2015, which
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provides that prior fo incuming any expenditure against revised budgets,
Accounting Officers shall seek the approval of The National Treasury, and if
approval is granted by the Cabinet Secretary, it shall be communicated to the
Accounting Officers through a notification. Further, the Management adopted
the Board approved recurrent budget of Kes.153,028,067,492 instead of The
National Treasury approved recurrent budget of Kes.146,242,067,492.

Management Response

728. The accounting officer submitted that the approved total budget for KPLC

for the financial year 2021/2022 was Kes. 183, 193,424,492.00 being Kes.
151,769,424,492.00 and Kes. 31,424,000,000.00 for Recurrent Expenditure Budget
and Capital (Development] Budget respectively. The actual recumrent
expenditure during the financial year was Kes.167, 897,785914 thereby
exceeding the budget by Kes. Kes.l14, 128,361,422 being 10.6%. This was
occasioned by:

i) Increased power purchase costs by Kes. 14.1B owing to growth in demand,
increase in international fuel prices and depreciation of the local currency,
this increase was reflected in the higher revenue because of demand
growth. The power purchase cost is funded using revenues from electricity
sales and hence subject to business dynamics.

iij Reduction of the salaries and wages budget on approval by the National
Treasury by Kes. 1.05B.

i) Depreciation of the Kes. against the dollar leading to an over expenditure
on loss on forex charges totaling Kes. 5.7B.

729. KPLC appealed for a reinstatement of the reduced amount of the recurrent

budget and this delayed the adoption of the approved budget of Kes.
151,769,424,492 having posted the intended adjustments into GIMIS. While there
was an overrun in the recurrent budget mainly driven by forex fluctuation and
increased power purchase costs to support demand growth, KPLC remained
within the total budget ceiling as shown below;

Board approved | National Treasury | Actual Expenditure
FY2021/22
budget KES. M Approval KES. M KES. M
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Expenditure

Copiial 32,894 31,424 9,983.00
Expenditure
Totals 185,922 183.193 177.881

Committee Observation

730. The Committee observed from the explanation of the Accounting Officer
that the over expenditure was attributed to the increased demand for
electricity necessitating use of more fuel to run thermal plants.

731. The Committee noted that the management had requested for approval
through the GIMIS system to the National Treasury which was not responded fo.

Committee Recommendation

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

34.0 Human Resources Matters

34.1 Irregular Secondment of Staff

733. During the year under review, thirty-six (36) employees were seconded from
different Ministries to the Company. However, review of relevant documents

revealec—that—the—secondmeni—was—not—approved—by—the—Publie—Service———
Commission (PSC) as required by Section 42 of the Public Service Act, 2017.
Further, secondment of thirty-three (33) employees to serve in supply chain
officer positions for a period of three (3] months effective February, 2022 was
done by the Cabinet Secretary to The National Treasury instead of PSC. In
addition, the officers contfinued to serve beyond the secondment period
without formal extension of the term of secondment.

Management Response

734. The accounting officer submitted that this included outsourcing of
procurement function to government organizations in the interim. The Ministry
staff were deployed to KPLC as part of the outsourcing recommendation with
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an understanding that the respective ministries will confinue paying them. The
staff secondment was a government initiative over which KPLC did not have
control.

Committee Observation and Recommendation

735. The Committee observed that:

i) during the period KPLC was undergoing a turnaround strategy spearheaded
by the government;

i) the seconded staff from the National Treasury were performing duties of the
suspended staff of the procurement department;

i) the staff worked for nine months and returned to the MNational Treasury
afterwards; and

iv] the suspended staff were later reinstated; hence the matter stands resolved.

34.2 Unconcluded Recruitment Process of a Managing Director

736. During the year under review, the Board of Directors through Management
engaged a consultancy firm fo undertake the recruitment of the Company
Managing Director through a contract signed on 27 January, 2022. The process
entailed analysis, preparation of applicants' profiles, longlisting, shortlisting,
interview, and recommendation of suitably qualified applicant for the position
the Managing Director. The consultant in a letter dated 6 May, 2022 indicated
that it had concluded the recruitment process and presented the results of
screening, final interview and recommended candidates for consideration to
the Chairperson of the Board of Directors and was paid full contract price of
Kes.2,989,.320. However, the report of the consultant, evaluation results,
recommendation of the consultant and Board minutes and resolutions on the
matter were not provided for audit review. Further, no explanations were
provided on why the appointment was yet to be made.

Management Response

737. The accounting officer submitted that a substantive Managing Director &
Chief Executive Officer (MD & CEQ) was appointed in May 2023.

Committee Observation and Recommendation

738. The Committee cbserved that there was currently a substantive Managing
Director in KPLC, hence, the matter stands resoclved.

34.3 Non-Compliance with the One-Third of Basic Salary Rule
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739. During the year under review, at least 2,635 employees were paid a net
salary which was less than a third (1/3) of their basic pay in the month of June,
2022. This was in confravention of Section 19(3) of the Employment Act, 2007
which provides that the total amount of deductions which may be made by an
employer from the wages of his employee at any one time shall not exceed
two-thirds of such wages. No plausible explanation was provided for breach of
law on payment of salaries and allowances.

Management Response

740. The accounting officer submitted that the company has been progressively
enforcing the requirement through automation of salary advance loans that
automatically checks the 1/3rd requirement. The numbers are expected fo
reduce since no loan/advance wil be granted to a staff who does not meet
the 1/3rd requirement.

Committee Observation

741. The Committee observed that the management had taken steps by
automating their system to ensure compliance with the One-Third of Basic
Salary Rule.

Committee Recommendation

742. Within three months (3) of adoption of this report, the Accounting Officer to
submit a report on the status of compliance with the one-third basic rule to the
OAG for verification.

35.0 Procurement of Goods and Services _
35.1 _liregular Hire of Generator for Mandera and lLodwar Power

stations
743. The Management contracted a rental company to supply on hire, 2
megawatts (MW) and 2.5 MW capacity generators for power generation in
Mandera and Lodwar power stations through six contracts spread between
August, 2020 to September, 2022 at a cost of Kes.185311,1461 through direct
procurement. Review of the procurement process and contract documents
revealed the following anomalies:

1] Management cited Section 103(2)(d) of the Public Procurement and Assef
Disposal Act, 2015 as the justification for direct procurement. However, the
justification was not appropriate since no standardization and compatibility
was needed as the same services could be sought from other providers.
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i)

ii)

The method of procurement of the services was indicated as through open
tender in the approved procurement plans for the financial year 2019/2020
and 2020/2021 as required by Section 53 {10) of the Public Procurement and
Asset Disposal Act, 2015. The use of direct procurement method is therefore
in violation of the Act.

Hire of the generators has been the prevalent at the Company. However, a
cost benefit analysis between hiring and buying of generators conducted
by Management in 2019/2020 financial year concluded that purchasing
own generafors was beneficial. Despite the recommendation, the
Management contfinued to hire generators after the survey, thus negating
the value for money for expenditure spent to hire the generators.

iv) The supplier was engaged to provide generator hire services in Lodwar and

Mandera stations at a cost of Kes.14,227,895 and Kes.11,034,760 for the
service period between 25 November, 2020 to 25 February, 2021 and 19
December, 2020 to 18 February, 2021 respectively without signed confracts
confrary to Section 135 of the Public Procurement and Asset Disposal Act,
2015. Further, the supplier contfinued fo provide services in respect of six
contracts before the procurement process was completed and contracts
entered into with successful tenderer which is iregular.

The Evaluation Committee in its report dated 7 January, 2021 indicated that
the supplier's bids for the service period between 25 November, 2020 to 25
February, 2021 and 19 December, 2020 to 18 February, 2021 at a cost of
Kes.14,227,895 and Kes.11,036,760 respectively, were not responsive in the
preliminary evaluation due to failure to submit audited financial statements
for the last 18 months. In addition, the technical evaluation report indicated
that the bidder did not submit details of services statement in accordance
with section XXI part B of the tender documents. Although the Evaluation
Committee noted the non-responsiveness to tender, it recommended the
award of tenders and negotiated with the bidder to bring the documents
later which was contrary fo the Regulations. Further there was no support
evidence that the confractor provided the documents. Therefore, the
award of the two contracts were irregular and contrary to Regulation 75(1)
of the Public Procurement and Asset Disposal Regulation, 2020.

vi) The evaluation report indicated that the supplier quoted a price of

Kes.10,846,470 for hire of generators to Mandera Substation for service
pericd between 19 December, 2020 to 18 February, 2021. However, the
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Evaluation Committee made comrection to the quoted price fo
Kes.11,036,759 on grounds that the bidder's price schedule computed VAT
at 14% while the prevailing VAT rate was 16%. This correction was contrary to
Section 82 of the Public Procurement and Asset Disposal Act, 2015.

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

744. The accounting officer submitted that the Power supply at Mandera and
Lodwar Power stations is provided by contracted generators using diesel. These
areas are outside the National grid. The generation is contracted to a third-
party provider with funding from the Ministry of Energy (MoE). They are high
security risk areas that can't do without power at any one given time. Upon
receipt of funding from MoE, KPLC floated Open tenders under tender no:
KPT/9ATAJOT/018/18-19 and KP1/9ATA/OT/019/18-19 for hiring of 2000 Kw
generator capacity for Lodwar and Mandera power station respectively. M/s
Aggreko Kenya Energy Rentals Lid was the lowest evaluated and was
awarded contract for one-year period from 25th May 2019 to 24th April 2020 for
Lodwar and 20th June 2019 to 19th June 2020 for Mandera.

745. Before expiry of the contract, KPLC requested MoE for additional funds for
hiring of the generators for another one year as the Ministry looked at grid
extension or any other long-term power solution to the area. Request for
additional funds was provided. The approval was granted; however, it was only
for 6 months to enable KPLC do a cost benefit analysis between hiring and
procuring new generators. After the contract variation, MoE did not provide
sufficient funds to allow for an open tender. MOE approval for additional funds

for the extension of hiring of generators. It was not possible to vary the
confracts for a period of six months as the law only allowed variation of
contract to a maximum of 25% of the original contract price as per section 139
(3] (e) Public Procurement and Asset Disposal Act 2015 (PPADA). Therefore,
KPLC did contract variation no 1 for the two stations for a period of 2 & 2.5
months respectively.

746. As a result of the above and need to keep the two stations operational
KPLC did Direct tender No. KP1/9A.1A/DT/010/19-20 and KP1/2A.1A/DT/011/19-
20 for the remaining period of 3.5 and 4 months in compliance with section 139
(3] (e) PPADA 2015. This is because Aggreko Kenya Energy Rentals Ltd were
already on site and considering the need for standardization of the service,
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reasonableness of price, and unsuitability of alternatives hence the choice of
direct method of procurement was justified.

Cost Benefit Analysis:

747. After the cost benefit analysis, hiring was found to be expensive compared

to procuring new ones. KPLC reqgquested MoE for funds to purchase the
generators. MoE released Kes.162 million for each station i.e. Lodwar and
Mandera for purposes of buying new generators. However, KPLC could not
proceed with the procurement since the procurement had not been factored
in the Procurement Plan.

Subsequent Procurements:

748. Direct tender nos. KP1/9A.2/DT1/022/0G/20-21 and KP1/9A.2/DT/027 /NM/20-

21. The above tenders were done as a stop gap to take care of the shorifall of
the months MoE had given for extension. MoE provided Kes. 86 million and Kes.
20 million for Lodwar and Mandera respectively.

Conseguently, the following open tenders were done:
1) KP1/2A.1A/OT/005/20-21 (Lodwar)
2) KP1/9A.1A/OT/006/20-21 (Mandera)

However, after the tendering process the tenders were found non-responsive
and cancelled on 16.12.2020.

749. As a result, direct tender no. KP1/9A.1A/DT/004/20-21 was done to dllow

commencement and completion of the open tender. However, the contract
was not executed because the bidder failled to provide a performance
security. KP1/9A/2/OT/039/NM/20-21 was done and found non-responsive and
cancelled on 01.04.2021. Direct Tender no. KP1/9A.2/DT/053/20-21 was done
and approved on 18.06.2021 for a period of six-months to expire in November
2021. In view of the above, KPLC wish fo state as follows: -

The service provider had already installed the plant on site and there was no
other way of meeting power needs of the area without these critical
generators-National Security.

The ministry took rather too long to provide funding for the procurement of the
generators
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i) Direct procurement was the only applicable method taking into consideration
of the non-responsive open tenders, the reasonableness of the prices and the
unsuitability of alternatives to the service in question.

iv) After the cost benefit analysis, availability of funds from MoE and inclusion of
the said procurement in the procurement plan for the year 2021/2022, KPLC
proceeded to tender and award procurement of new generators expected fo
be delivered and installed under the financial year 2022/2023.

v) It is imperative to note that KPLC is just an implementing agency and is
dependent on MoEP for funding and guidance for the operations of the ofi-
grid stations.

Committee Observation

780. The Committee observed that:

i) Mandera and Lodwar Power stations are outside the National grid
hence power is supplied by generators using diesel;

i) KPLC using funds from the MOEP floated the tender for hiring generators
which was awarded to the lowest bidder;

i) Before contract expiration, the MOEP released funds to KPLC covering
only six months to enable KPLC underiake a cost benefit analysis
between hiring and purchasing of the generators;

iv)] KPLC varied the contracts for 2 months and 2.5 months respectively after
which it undertook direct tendering for the remaining 4 months and 3.5
months respectively as a stopgap to keep the stations operational and
maintain constant supply of electricity;

v) The cost benefit analysis disclosed that hiring was expensive compared

to-procuring-new-ones;
vi) KPLC did not proceed to undertake another tender as it was not
factored in the procurement plan hence the matter stands resclved.

35.2 Irregular Procurement of Insurance Services

751. During the year under review, the Management procured provision of
various insurance services through restricted tender method. Review of the
procurement process and documentation revealed the following anomalies.

i) The Management did not maintain a list of prequalified suppliers for
Insurance brokers or providers of insurance services. Subsequently, the
Management invited nine (?) tenderers contfrary to Section 89 (5] of the
Public Procurement and Asset Disposal Regulations, 2020 which requires the
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i)

procuring entity to invite tenders from at least ten [10) persons selected from
the list maintained as provided for under Sections 57 and 71 of the Act. As a
result, the procurement process for the nine (%) insurance policies was done
iregularly.

An existing insurance services provider continued to provide services from 1
September, 2021 to 30 June, 2022 despite the procurement process having
concluded on 19 January, 2022 when the professional opinion and the
contract subsequently signed on 15 March, 2022.

The use of direct procurement method and subsequent award to seven (7)
insurance brokers and underwriters was irregular as justification used was not
among those outlined under Section 103 of the Public Procurement and
Asset Disposal Act, 2015. Management had indicated that direct
procurement was used because the contfract for the services had
exhausted the maximum variation threshold of 25% thus a further extension
would have notf been tenable under the set regulafions and the Act.

iv] The insurance brokers and underwriters continued to provide insurance

services from 1 March, 2022 to 30 June, 2022 after conclusion of the
procurement process as professional opinions were signed in March, 2022
and contract entered info on June, 2022.

The budget for insurance services as per the approved budget and
approved procurement plan was Kes.760,000,000. However, the Company
incurred expenditure of Kes.810,593,434 resulting in unexplained over
expenditure of Kes.50,593,434 or 7% of approved budget.

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

Management Response

Fod.

)

The accounting officer submitted that:

The use of direct procurement was justified and approved pursuant to Section

103 (2} (b) and (d) of the PPADA noting that there was a court injunction filed
under petition No. E307 of 2021 that suspended the open fender for
prequdlification of insurance service providers. The company had to ensure

that its resources and public interests are safeguarded despite the existence of
a court order suspending open tendering, noting that the existing contracts
were set to expire on 28.02.2022. Consequently, a legal opinion was sought and
given internally on 03.02.2022 which informed the decision to use direct method
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iii)

procurement to the existing seven (7) insurance brokers for twenty-seven (27)
policies that were expiing on 28.02.2022. The twenty-seven (27) policies
procured included crucial insurances for the business and critical power
installations e.g. Sub-stations, Company Fleet insurance which is compulsory
under the Traffic Act. Lack of vehicle insurance for the fleet would paralyze
operations. These policies together with Group life /Work Injury Benefits act
2007, lack of which would expose staff and KPLC to legal liability. Nature of
Kenya Power operations are in the Public's Interest and Safety.

All the nofification of awards were issued per contract award after approval of
the professional opinion to the service providers on various dates in March 2022.

As per Cap 487 Chapter 156 (1) the insurers undertoock to pay claims, after
payment of the premium to avert liability that may arise before contract
signing for critical insurance covers. However, the delay in confracting was
occasioned by unavoidable circumstances including the court injunction and
lack of adeqguate capacity in the procurement department after Procurement
professionals were suspended occasioned by a Presidential Taskforce report.

In the year 2021, Reinsurance Companies operating in the East African market
significantly altered the rates under their freaties for Fire and Motor policies.
Subsequently the Company was unable to place the Fire Sub-Station polices
and Fire Consequential loss policies as well as Public Liability (& Products
liability) Insurance. The Company had opted for self-insurance due to lack of
finances, as a result of which the matter was raised in Parliament.

The Company was compelled under public interest, to reallocate funds and
issue a supplementary procurement plan to meet the increased reinsurance

ratesteading-tothe-overexpenditore:

Committee Observation

753. The committee observed that:

i) there was a court injunction that suspended the open tender for
prequalification of insurance service providers;

ii) the company had to ensure that its resources and public interests are
safeguarded despite the existence of a court order suspending open
tendering;

i) The twenty-seven (27) policies procured included crucial insurances for
the business and critical power installations e.g. Sub-stations, Company
Fleet insurance which is compulsory under the Traffic Act;
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iv] Lack of vehicle insurance for the fleet would paralyze operations.
Commitiee Recommendation

754. Within three (3) months of adoption of this report, the Accounting Officer to
submit the supplementary procurement plan and approval for the budget
reallocation to the OAG for verification.

35.3 Irregular Procurement of Consultancy Services

755. The Company engaged a foreign consultant through a contract dated 16
March, 2022 for provision of legal services of review and renegofiations of
power purchase agreements at a cost of Kes.114,000,000. Review of the
procurement process revealed the following anomalies:

i) As part of the mandatory requirements, bidders were required to submit a
duly filled, signed, and stamped self-declaration form indicating that the
tenderer is not debarred, a confidential business questionnaire,
declaration of no conflict of interest and a self-declaration form
indicating that they will not engage in any corrupt or fraudulent practice.
However, evaluafion score sheets by the evaluation committee and the
evaluation report dated 23 December, 2021 indicated that the winning
bidder's self-declaration forms, confidential business questionnaire,
declaration of no conflict of interest were not duly stamped as required
in the evaluation criteria. This implies that the tenderer was non-
responsive and ought not to have progressed to technical and financial
evaluation.

i) The Cabinet Secretary to The National Treasury who had initiated the
process required the Company to engage a consultant through a
competitive procedure which would involve identification of reliable
candidates with suitable frack records and who had previously or are
currently providing services to the Government. However, no
documentary evidence was provided to indicate how the three
consultants invited to bid were identified.

iii) The Evaluation Committee in its evaluation report dated 24 December, 2022
indicated that the tender documents submitted by the winning bidder
through an online platform could not be accessed using the Company
portal. The Head of Procurement requested the bidder to resend the
documents through email to the Evaluation Commiltee secretary.
Despite the Secretary to the Evaluation Committee not agreeing to
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behalf of the Government of Kenya. Management indicated that Rural
Electrification Scheme (RES) are funded by the National Government and
implemented by the Company on behalf of Ministry of Energy and
Petroleum (MOEP). The Schemes under RES are considered sub-economic,
given that their operational and maintenance costs exceed their revenues,
and it was agreed that the Government will reimburse the Company any
deficit arising from the Scheme. The resultant accumulated deficit is
recoverable from the Government of Kenya (GOK) as stipulated in the 1973
Mercado Agreement signed between KPLC and the Government through
the MOEP. As at the 30 June, 2023, no reimbursement had been made to
cover the deficits despite a cabinet resolution to disburse Kes.19,400,000,000
to settle the RES losses.

i) Included in the receivable amount is Kes. 154,766,000 due from the Ministry of
Energy and—Petroleum, Kenya Electricity Generating Company PLC
(KenGen), Geothermal Development Company (GDC), Rural Electification
and Renewable Energy Corporation (REREC), Energy and Pefroleum
Regulatory Authority (EPRA) and Nuclear Power and Energy Agency
(NUPEA] which has been outstanding since 2015. The amount relates to
media campaigns executed in November 2014 through electronic, print,
and online media fo gauge demand for 5000+ MW from existing and
potential investors as had been directed by the then Cabinet Secretary for
Ministry of Energy and Petroleum. Records at the Company indicates that
the Ministry of Energy and Petroleum and its parastatals had agreed to
share the costs of the integrated media adveriising for investors power plan
data gathering campaign. However, no evidence was provided to show .
how the Company ended up paying all the costs on behalf of the other

entities.

i) An amount of Kes.248,564,297 was due from Rural Electrification and
Renewable Energy Corporation (REREC) for electrification of schools in rural
areas. REREC contracted Kenya Power and Lighting Company to connect
the schools in preparation of the laptop project in 2015. Although the
Company completed the projects, this has not been acknowledged by
REREC and remains unsettfled.

iv)]The receivables balance includes an amount of Kes.71,337,550 in respect of
street lighting maintenance costs due from several counties for works done
between 2016 and 2017. Management has not demonstrated how the
amount will be recovered.
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The Management has taken care of the probable loss that may result out of
doubftful recoverability through and an Expected Credit Loss (ECL) in line with
IFRS 9.

Management Response
782. The accounting officer submitted that:

i) The RES deficit of Kes. 26,928,111,000 is an accumulation of carried forward
deficit Kes.19.355,162,721.06 plus current deficit of Kes. 7,888,330,187.49 less
part repayment of Kes. 250,000,000 by GOK in the year 2022/23. Kes.
19,400,000,000 was initially provided in The MQEP Budget but was later
removed on approval.

i} The Company wrote to the MOE requesting the Cabinet Secretary to assist
in demanding the sector agencies to honour their commitments and settle
the oufstanding debts. The communications with the concemed sector
agencies and the MOEP were provided.

i) The Debt of Kes. 248,564,296 due from REREC was outstanding as at the
date of the report. The Company formally communicated to REREC in
relation to this pending payment as provided.

iv) The Company has since stopped invoicing the County Governments and
has subsequently sought MOEP approval for any County Street Lighting
requirement. MOEP has since given consent for the implementation of Street
Lighting projects utilizing funds allocated for the National Street lighting
program.

Committee Observations

/83. The Committee observed that:
i) The company faced a challenge on debt collection from electricity
customers who were unable to meet their bill payment obligations in time
due to the effects of Covid-19:

i) The National Treasury had included an allocation of 5 billion as payment
to KPLC.

Commiltee Recommendations
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784. Within three (3) months of adoption of this report, the Accounting Officer to

submit a status report on debt collection to the OAG for verification.

41.0 Foreign Currency Exposure and Uncompensated Forex Losses
785. The Company is heavily affected by the forex fluctuation owing fo ifs

payments of power purchase and the forex denominated loans. With a
combined outstanding foreign currency obligation of approximately USDI
Bilion comprising of 70% forex denominated debt and 30% power purchase
obligations, the foreign exchange rate fluctuation impact in the financial year
2022/2023 was Kes.23 bilion. The Company currently bears the difference
between the actual forex rate used for payments and the Central Bank of
Kenya (CBK) mean rate used by the regulator for the passthrough costs. There is
no forex compensation mechanism to ensure that the market rate applied at
the time of making payments is mitigated against the impact of the forex rate
fluctuation.

786. The Company should also review its approach to power purchase

contracting to mitigate against the significant foreign exchange exposure
given ifs entire revenue is in local currency. This should include engaging
existing power generators for sustainable currency related solutions that will
resolve the accumulation of overdue obligations.

Management Response

787. The accounting office submitted that significant foreign cumency exposure

of Kes. 23 billion was a result of the drastic depreciation of the local currency
against major intermational currencies. The Management took steps to address
the forex exposure through partial prepayment of foreign currency

denominated loans and also engaged some of the electricity generation
companies to have their contracts denominated in local currency, some of the
smaller IPPs agreed to this proposal. 70% of the debt book comprised of GoK
onlent debt that was on moratorium during the period under review, fhis
component of debt is enfirely in foreign currency and hence formed a
substantive part of the forex impact on translation to local currency.

788. Following the expiry of the moratorium, KPLC commenced the repayment of

the GoK onlent debt in July 2024 and so far, Kes. 8.4 bilion has been paid, thus
reducing the forex exposure. Further, the Kes strengthened in the subsequent
year and has remained steady thereby reducing the exposure. KPLC has dlso
petitioned EPRA and the Ministry of Energy on the need to harmonize the forex
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recovery basis with the market to safeguard the utility against forex losses as a
result of recovery based on CBK rate. EPRA has directed that it will review the
FX recovery framework in the new Tariff Control Period (beginning July 2026) to
a forward-looking framework that reduces exposure of uncompensated
realized Forex Losses.

Committee Observation

789. The Committee observed that:

i) foreign currency exposure of Kes. 23 billion was a result of the drastic
depreciation of the local cumency against major international
currencies;

i) the management had made partial prepayment of foreign currency
denominated loans and also engaged some of the electricity
generation companies to have their contracts denominated in local
currency;

iii) following the expiry of the moratorium, KPLC had paid Kes. 8.4 billion,
thus reducing the forex currency exposure;

Committee Recommendation

790. The Committee directs EPRA to review the FX recovery framework in the new
Tariff Control Period (beginning July 2026) to a forward-looking framework that
reduces exposure of uncompensated realized Forex Losses;

791. Within three (3) months of adoption of this report, the Accounting Officer of
KPLC should submit a status report on the loan repayment to the OAG for
verification.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC RESOURCES

42.0 Unmatched Passthrough Costs to Revenue

792. The statement of profit or loss and other comprehensive income for the year
under review reflects revenue from confracts with customers and cost of sales
amounting fo Kes.190,974,954,000 and Kes.143,575,838,530 respectively. As
disclosed in Note 7(a) to the financial statements, the revenue includes an
amount of Kes.34,155,050,000 in respect of fuel cost charge. However, fuel cost
collections from revenue as per the approved Energy and Petroleum
Regulatory Authority (EPRA) rates amounted to Kes.57,335,015,682 resulting in a
variance of Kes.23,179,965,682.
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793. In addition, given that the fuel costs are passed to the customers, they are
expected to match the recoveries. However, fuel cost recoveries from
customers of Kes.34,155,000 exceeded the comresponding fuel costs of
Kes.28,093,512,000 reported under cost of sales. According to Management,
the mismatch was occasioned by power purchase costs recovery mechanism
for future temporary power plants; geothermal steam charge and costs of
other power plants; power purchase costs that had not been factored in the
approved base or non-fuel tariffs issued in 2018; and variances between costs
and revenues resulting from computed and the applied Fuel Cost Charge
(FCC) in the previous year 2021/2022.

In the circumstances, the legality of inclusion of these non-related charges in
the fuel cost charge in fuel cost recoveries could not be confirmed.

Management Response

794. The accounting officer submitted that the Fuel Energy Cost (FEC) pass
through component is designed to recover the associated fuel costs incurred
by Thermal (fuel fred generating power plants) power plants, power purchase
costs associated with net power imports (Imports minus Exports) currently UETCL
& EEU, and other costs relating to;

a) Future temporary power plants,

b) Geothermal steam charge as approved by the Authority (Olkaria | unit IV &
V., Olkaria IV unit | & Il and Sosian geothermal plants) and

c) Other power plants to be constructed in respect of which the Company
shall enter intc a Power Purchase Agreement. For the purpose of the

ccnH-méed—pewe&alaH%s—fhe—peﬁad-beﬂag—referreei—iﬁfavers—ﬁﬁer—reviewf—'—
base tariff and before the next review.

The comparison of the Fuel costs with the FEC pass through is inaccurate
considering that the pass through includes non-fuel costs as indicated above.

Legal Framework

795. Energy Act, 2019 section 11(c) gives EPRA several powers and among them;
powers to set, review and adjust electric power tariffs and tariff structures and
investigate tariff charges, whether or not a specific application has been made
for a fariff adjustment. In relation to Base (non-fuel) tariffs Section 165(7)
provides a review of the retail tariff every three years. Schedule of Tariffs, 2023
as published through the gazetie notice no. 3899 dated 24th March 2023
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provides for a review of pass-through costs every month. Schedule of tariffs,
2023 (page 6/10) part Il on Pass Through Charges, Taxes and Levies gives an
elaborate implementation procedure including the components allowed for
recovery in relation to all pass-through costs. Applicable schedule of retail tariffs
is provided.

796. The Gazetted Schedule of Tariffs, 2023 Part Il (PASS THROUGH CHARGES,
TAXES AND LEVIES), provides under the Fuel Energy Cost (FEC) a mechanism to
recover power purchase costs associated with future temporary power plants,
geothermal steam charge and costs of other power plants to be constructed in
respect of which the Company shall enter intfo a power purchase agreement.
In this regard, during the FY 2022/23 there were some power purchase costs
that had not been factored in the approved base/non-fuel tariffs (Approved
Tariffs in Nov 2018) and therefore these costs were allowed by the EPRA to be
recovered through FEC pass-through mechanism. In the financial year 2022/23
there were plants that were not in the base tarff whose revenues were
collected through the FEC as allowed in the Gazette notice, they included the
following;

Generating Power Plants 2022/2023 (Kes.)
1. Olkaria V Capacity Charges 5,703,771,690.49
2. Kipeto Energy Plc Energy Charges 5,180,103,299.64
3. Cedate Solar 1,399.984,864.72
4. Selenkei Solar 1,327,955,640.08
5. Malindi Solar 1,238,915,794.32
6. Kianthumbi SHPP 23.835,435.85
7. Olkaria | Unit 6 Capacity Charges 3.294,857,094.04
8. Alten Kenya Ltd Solar 856,753,705.41
9. Ethiopia Imports (EEP) 1,992,068,785.03

Total 21,018,246,309.57

Steam charge of Kes. 5,217,214,011.87 was also collected as part of FEC
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The variance between Costs and revenues are as a result of the difference
between the computed and the applied FEC. In the previous year 2021/22,
there were arrears arising from the unmatched pass-through cost to revenue
amounting to Kes. (7,460,920,522.83). Such arrears were collected during the -
year 2022/23.

797. Inthe year in review, there was a variation between computed and applied
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FEC as explained above, to cater for the other items. The month to month
computed and applied FEC is as tabulated below.

The foregoing demonstrates the recurring nature of this unmatched pass-
through cost to revenue audit item that is well anchored by the cumrrent legal
and regulatory framework. This audit item, however, remains external to KPLC
which Management has no control.

Committee Observation

798. The Committee observed that the Company had implemented the
initiatives to mitigate escalating power losses.

Committee Recommendation

799. Within three (3) months of adoption of this report, the Accounting Officer to
submit-a-progressreport-en-power-toss-reductionto-the-OAGfor-verification——

and to monitor the reduction of power loss.

43.0 Penalties on Overdue Invoices

800. The statement of profit or loss and other comprehensive income and as
disclosed in Note 11(b) to the financial statements, reflects an expenditure of
Kes.24,153,922,000 on finance cost. Included in this amount is Kes.1,120,143,000
relating fo interest on late payment of invoices. This expenditure which resulted
in the increase of the cost of sales, and negatively affected the Company's
cash flows as well as profitability, could have been avoided with proper credit
management. In the circumstances, value for money on the expenditure could
not be confirmed.
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Management Response

801. The accounting officer submitted that the late payment interest paid to
KenGen is based the contractual PPA terms and the historical accumulation of
the payable amount due to financial challenges facing KPLC. In the year
under review, KPLC payments to KenGen were Kes. 1,126 million over and
above the total invoice amount for the pericd in a deliberate attempt to
reduce the overdue amount and hence lower the late payment interest. In
subsequent years significant progress has been achieved in reducing the
overdue power purchase obligation owed to KenGen and the IPPs and
thereby reducing the late payment interest amount.

Committee Observation

802. The Committee observed that;
i] KPLC was paying off the loans from the payments it receives from County
Governments and Parastatal;
ii] the delayed payments of funds had resulted to penalties.

Committee Recommendation

803. The Committee directs the Accounting Officer to formulate contractual
agreements with the lenders with agreeable timelines for repayment of invoices
to avoid accumulation of penalties.

804. Within three (3) months of adoption of this report, the Accounting Officer
should submit a status report on repayment of the loans to the OAG for
verification.

44.0 Procurement of Goods and Services
(a) Un-Procedural Purchase of Land

805. The Management procured a 10-acre land in Machakos County at a cost of
Kes.75,000,000 for the construction of a substation to improve reliability and
quality of electricity supply in Athi River and ifs environs. Management
engaged a valuer to undertake valuation of the market price of the 10 acres.
The valuer's report dated 13 April, 2011 gave the value of the land as
Kes.40,000,000. This was communicated to the seller which also undertook its
independent valuation and gave a valuation of Kes.70,000,000 in a report
dated 7 September, 2011. However, Management failed to negotiate with the
seller as required under the Company's policy on acquisition of the Company
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properties and acquired the property at a price that was higher than the
market value returned by the valuer it had earlier engaged of Kes.40,000,000.

806. In addition, purchase of the land had no approval from The National
Treasury, Ministry of Energy and the Management Commitiee of the Company
as required under Paragraph 1.2.3 (1) of the Guidelines for Management of
Specific Categories of Assets and Liabilities and Clause 6.1 of the Company’s
Operating Procedures on Acquisition/ purchase of Company Property. Further,
the land had been encroached by a third party who claimed to hold a court
order in his favour. The Management indicated in a minute between the buyer
and seller dated 31 May, 2022 of its reservation that the land had been
encroached and requested the seller to give the land in vacant possession in
accordance with the sale agreement. As a result, the Company could not
proceed with fencing of the land and subsequent construction of the station.

In the circumstances, Management was in breach of the law.
Management Response
807. The accounting officer submitted that;

i} Network development including the need for new substations, is guided by
the distribution masterplan based on energy load systems management
approved by the Ministry of Energy. The substation referred to here was part
of the Kenya Electricity Expansion Programme, a World Bank funded
program across the country. The land acquisition component of the project
was to be internally funded by KPLC.

i) As part of the acquisition process, the Company commissioned a valuation

of the parcel. The valuation returned a Market value of Kes. 40 million dated
April 2011 for the 10 acres. East African Portland Cement (EAPC)
commissioned a second valuation which returned a market value of Kes.
105 million dated September 2011. Kenya Power sought a third opinion and
commissioned a valuation which returned market value of Kes. 110 million
dated January 2012.

i) Negotiations were held between KPLC and EAPC as per the below
correspondences:

o Lefter dated 14th April 2011 from KPLC to EAPC with a Kes. 40 million offers
for the 10 acres parcel.
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o Counter offer letter from EAPC to KPLC dated 92th November 2011 with an
offer of Kes. 70 million.

« KPLC acceptance letter dated 14th November 2011 subject fo internal
approvals.

From the foregoing, a final purchase price of Kes. 70 million was agreed
between KPLC and East African Porfland Cement ([EAPC) both government
agencies. An additional Kes. 5 milion was incurred as conveyancing and
transfer costs.

iv] The land is surveyed and fitle registered under KPLC. A portion of the land
(one side) is encroached through crop cullivation by others with no
permanent structures constructed. We have referred the matter to national
security agencies for intervention and resolution. Follow up is being caried
out with security agencies to identify the person cullivating and support
deterrent measures.

Committee Observation

808. The Committee cbserved that the land was purchased from the East African
Portland Cement (EAPC) which is a government agency and that the amount
agreed was Kes. 70 million.

809. The Committee further noted that the unoccupied eight acres which was
still not yet fenced.

Committee Recommendation

810. Within three (3) months upon adoption of this report, the management
should fence the eight acres of land to avoid invasion by third parties and
submit a status report to the OAG.

45.0 Irregular Procurement of Spare Parts for Distribution Automation
Systems
811. A tender for Purchase of spare parts for the Distribution Automation Systems
(DAS) was awarded to a supplier at a cost of USD 432,925.21 [approximately
Kes.52,816,876). Review of procurement process revealed that, Management
used Request for Quotation documents instead of standard tender documents
for goods under direct procurement as provided under Section 104({a) of Public
Procurement and Asset Disposal Act, 2015. The quotation documents used had
not provided for the technical specifications for the goods, and therefore, the
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basis upon which the tender was evaluated could not be confirmed. In
addition, the tender documents required the bidder to quote for nine (?) items.
However, during evaluation and negotiations by the evaluation Committee,
the bidder was awarded six (6) items after indicating that the Remote Terminal
Unit (RTU) inner box for Load break switch with upgraded module of Gemini 3
will be supplied instead of the cument Gemini 2.5. The initial quote had
provided for fifty (50) pieces of the RTU at Kes.21,166,512 [(USD 173,496.48).
However, the price was increased fo Kes.25,578,642 (USD 209,661) for the same
items resulting in an increase in the costs of the spares by Kes.4,412,130 (USD
36,165).

812. Consequenily, the evaluation Committee materially altered the original
tender against the provisions of Section 75(1) of the Public Procurement and
_Asset Disposal Act, 2015, which should have been revised before the deadline
of tender submitting period. In the circumstances, Management was in breach
of the law.

Management Response
813. The accounting officer submitted that:

i) Distribution Automation System (DAS), was supplied, installed and
commissioned in 2017 by Lucy Electric-UK. The umbilical cable, LBS, RMUs
inner box and the RTUs must be compatible to the existing DAS to achieve
the benefits of automation.

That due to Compatibility, standardization, Lucy Electric-UK are the only ones
who could supply the RTUs that met our technical specification to ride on the
existing-SEADA-system-infrastructore—Thetenderwasa-directtendertotocy——

Electric-UK.

ij The tender evaluation criteria used was for direct tendering despite using a
template for request for quotation.

i) The decision to award six (6] instead of nine (?) was based on the available
budget of Kes. 50,000,000.

Committee Observation and Recommendation

814. The Committee observed that:
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i} due to compatibility and standardization, Lucy Electric-UK are the only
ones who could supply the RTUs that met the technical specification to
ride on the existing SCADA system infrastructure;

i) There was an upgrade of the Remote Terminal Unit (RTU) inner box for
Load break switch with module of Gemini 3 supplied instead of the
Gemini 2.5.

i) there was a variation arising from amount tendered and actual amount
paid of six (6) instead of nine (9) due to the available budget of Kes.
50,000,000; therefore, the matter stands resolved.

46.0 Failure to Prepare Financial Statements for a Donor Funded Project

815. Note 43(b) the financial statements reflects that the Company received
funding from the World Bank through Credit No.5587-KE to support electricity
modernization projects. As at 30 June, 2023, a balance of USD 48,266,159
equivalent fo Kes.9,592,999,656 was outstanding in respect of the Loan.
However, since inception of the project in 2015, Management of the Company
have not prepared and submitted financial statements for the project as
required in Clause 90.3 (1) of the subsidiary loan agreement between the
Government of Kenya and The Kenya Power and Lighfing Company PLC
dated 29 July, 2015.

Management Response

816. The accounting officer submitted that the KEMP - IDA Finance Agreement
provided that "the recipient entity financial statements should be audited and
submitted to the lender together with the management lefter not later than six
months after end of the financial year". The KEMP -IDA Finance Agreement was
provided to the Committee. KPLC has been submitting to the World Bank the
audited financial statements with the management letter within the provided
timeline. Furthermore, the company has incorporated a disclosure note within
its financial statements. Below is an extract of the KEMP disclosure note;
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alectricity modernization projects  Summary information on transactions undar KEMF Loan during |
the two years ended 30 June 2023 and 2022 weare as Tollows! ]

. 2023 2022

Shs'000 Shs'0oo

Al star of year ' I 305,607 150,824
.......... e e

o i — & A i 5354

_(363.578)  _(202.749)

Expendilure during e yoaan

‘Balance at end of year i e ! 102,787 205, 607

The closing balances shown above are included in cash and cash equivalents and represant
balances in the World Bank funded Special Account No. 1400266765047 held al Equity Bank
Limited. Includad in the long-lenm borrowings is an amount of Shs 9,552 000 656 (USE GB 266, 159)
{2021 hs 5,908,612, 988 (USE 50,144, 217) in respect of the amounts disbursed under the loan o
date, The procesds of the World Bank through Credil Mo 5587-KE hawe. baaen expended in
accordance with the inlended purpose as specified in the loan agreament.

Furthermore, as per clause section II- B (2) of the agreement, Interim Financial
Report (IFR) is submitted to the World Bank quarterly.

Section II- B (3)- complied by submitted KPLC audited FS every six months after
Year end.

Committee Observation and Recommendation

817. The Committee observed that KPLC had complied with the requirements of
Clause 90.3 (1) of the Subsidiary Loan Agreement between the Government of
Kenya and KPLC by submitting its audited financial statements every six months
after the year end. Further, the Committee noted that the project was
completed in June 2023; hence the matter stands resolved.

47.0 Irregular Payment of Long Outstanding Payables

8T8 During the year under review, the Company paid one hundred and fiffy-
seven (157) invoices for services rendered in 2014 and 2017 for eight (8]
suppliers at a total cost of Kes.488,714,883 which had not been paid earlier due
to inadequate documentation. A committee appointed to vet and verify the
invoices and deliveries in December, 2022 indicated that the failure to setile
the invoices in a timely manner was as a result of breakdown of the payment
process, non-submission or late submission of invoices by the suppliers, provision
of goods without a valid framework agreement, lack of various requisite
documents required for payment such as professional opinion, a valid contract,
performance bond physical Local Purchase Orders (LPQOs), physical goods
received notes and inspection and acceptance reports. However, the
commitfee recommended payment to the suppliers without the above cited
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supporting documentation being provided, and a payment of Kes.488,714,883
was subsequently made.

819. Further, included in the committee recommendation for payment was an
amount of Kes.11,625,219 in respect of a supplier who was not among the
seven (7) the committee was mandated to verify and validate its invoices and
delivery notes. The inclusion of this supplier in the committee report and the
subsequent payment is therefore iregular and its validity could not be
confirmed. Similarly, an invoice for one of the seven (7) suppliers amounting to
Kes.835,200 was paid despite the invoice having not been validated by the
verification Committee.

820. In addition, a prior verification of all pending payments done in 2019 and
approved by the then Managing Director on 3 May, 2019 for payment included
four (4) of the seven (7) suppliers for which outstanding invoices had been
settled. However, earlier report did not indicate any outstanding invoices in
respect of these suppliers for the stated period between 2014 to 2018. Further,
review of vendor accounts for these suppliers in the accounting system did not
have evidence that the invoices were posted prior to settlement in the current
financial year which makes their existence doubtful.

In the circumstances, the value for money for the payables of Kes.488,714,883
could not be confirmed.

Management Response

821. The accounting officer submitted that the Company had a number of long
outfstanding obligations to supplier which had remained unpaid due to
insufficient documentation. Records at KPLC stores confirmed that the goods
were received and subsequently issued out for business. The MDs approval was
thus sought to address the issue of inadequate documentation tfo settle the (7)
suppliers as provided. The eighth supplier was not flagged for approval due to
incomplete documentation, but because the contract had expired.
Accordingly, the committee deemed a separate MD approval unnecessary.
This supplier had already been included in the MD’s original 2019 approval.

Committee Observation.

822. The Committee observed that the management’s inability to pay the long
outstanding debts was due to the material uncertainty relating to going
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concern and a court case that had hindered payment of contfractor’s
obligations amounting to Kes. 31 1million.

823. Further, the amount owed to the government of Kes. 875 million has not yet -
been paid.

Committee Recommendation

824. Within three (3) months of adoption of this report, the Accounting Officer
should submit a status report on the payables to the OAG for verification.

48.0 Employee Costs
48.1 Irregular Payment of Exit Pay

825. A former Managing Director of the Company requested to disengage with
the Company to pursue other engagements through a letter dated 3 August,
2021. The Board considered and approved the requeston 11 August, 2021 and
later approved payment of Kes.26,820,648 as final exit payment comprising of
full compensation of the remaining contract period of fifteen (15) months. The
payment was subject to approval by the Ministry of Energy, and The National
Treasury who both granted approvals on 25 May, 2022 and 11 April, 2022. While
not objecting to the payment, the National Treasury advised that the same be
subjected to approval of the State Corporation Advisory Committee [SCAC).
However, SCAC approval was not obtained prior to payment of the gratuity of
Kes.26,820,648 as advised.

826. In addition, the payment contravened the Staff Regulations and Procedures
which provides that if an employee resigns before the completion of his
contract, he/she will have no entitlement to gratuity, or any terminal leave pay. -

Further, included in the exit pay was an amount of Kes.2,520,000 paid as
payment in lieu of notice. However, the payment was irregular since it is only
payable to an employee whose employment contract is terminated by the
Company without giving notice. In this case, the former Managing Director
resigned without giving a notice and ought to have paid the Company a
notice of Kes.2,280,000.

In the circumstances, the regularity of Kes.26,820,648 exit pay could not be
confirmed.

Management Response
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827. The accounting officer submitted that the former MD&CEO separation from
the company was based on mutual agreement between himself and the
Board of Directors as indicated in his letter dated 3 August, 2021. In his letter of
mutual separation, he indicated the package to be paid that is gross salary
and gratuity up to end of contract, lieu of notice and outstanding leave days
which the Board reviewed and approved. The mutual separation letter was
provided. Based on approval from the Board of Directors the Company sought
further approval from the Ministry of Energy, who granted the approval through
a memo dated 11 April, 2022.

Committee Observation and Recommendation

828. The Committee observed that the exit was on mutual agreement between
the former Managing Director and the Company and that The National
Treasury and the Ministry of Energy had approved the payment. Therefore, the
matter stands resolved

48.2 Acting Allowances Beyond the Limit

829. Review of the Company's employee records on appointments to acting
positions and allowances paid thereof revealed that ninety (90} employees
were appointed on acting capacity for long periods and confinued to draw
acting allowances beyond the stipulated six months' period. In some instances,
some employees had been holding positions in an acting capacity for more
than five (5) years, without obtaining special approval from Chief Manager,
Human Resources and Administration as provided for in the Company policy.
This is contrary to the provisions of the Company’'s staff regulations and
procedures.

830. Additionally, some of the employees were appointed to act in positions that
were two job groups higher than their substantive positions contrary to
provisions of the Staff Rules and Regulations. Further, acting dllowances to
employees was paid from the first month of acting contrary to part IV (b) of the
Company's Staff Regulations and Procedures which provides that no acting
allowance will be paid in respect of the first two months during which an
employee is acting.

In the circumstances, Management was in breach of Company policies and
procedures on Human Resources.

Management Response
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831. The accounting officer submitted that the Company has a number of staff
who have acted beyond é months. This was attributed to different Government
circulars that froze recruitment even at a time when the company was
implementation the County Structure to be able to serve its customers
effectively across the counties. Retiring staff and those leaving the organization
for other reasons were not replaced over the period hence the need to have
lower-level staff acting in positions of higher responsibility. However, any acting
beyond six months is approved by General Manager, HR & Admin.

832. Before a staff is appointed to act considerations are made based on
competencies, skills grading, abilities and experience except in exceptional
circumstances. Management approved payment of acting allowance from
the first month of acting in a meeting held on 16th June 2015. The
management provided the paper seeking approval as well as the staff
regulations.

Committee Observation

833. The Committee noted that management of KPLC had submitted approvals
for forty-five (45) officers and the other forty-five (45) was not provided.

834. The Committee also observed that management had developed a policy
on remuneratfion of acfing officers to be paid within the first month and the
policy was currently under review by the Public Service Commission.

Committee Recommendation

835. Within three (3) months of adoption of this report, the Accounting Officer
should submit the documents for the forty-five-officer acting beyond the limit to

the OAG for verification failure to which, they should be surcharged.

REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT AND
GOVERNANCE

49.0 Power Losses

836. The financial statements in Note 7(a) reflects electricity sales of
Kes.120,186,026,000 and Kes.24,172,173,000 in respect of postpaid and prepaid
electricity sales, respectively. Review of units of electricity purchased against
units sold revealed a total of 13,290 in gigawati-hours (GWh) purchased from
power producers out of which 10,234 GWh were sold to customers resulting in
an efficiency loss of 3,056 GWh or 23%. The industry regulator, Energy and
Petroleum Regulatory Authority (EPRA) approved the Company to recover
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from consumers system losses of up to 19.5% that is deemed to be normal loss.
The excess of 3.5% power loss above the allowed loss constitutes inefficiency
power loss which is borne by the Company thus increasing operating costs.

837.

dist

In addition, review of the power transmission data revealed that the losses
occurred in the generation, distribution, transmission networks. However, KPLC
does not breakdown losses arising from those networks which, if accurately
determined, can be attributed, and be borne by respective power producers,

ribution

schemes

under

Rural

Electrification and Renewable Energy

Corporation (REREC) and Kenya Transmission Company Limited (KETRACQO).

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

Management Response

838. The accounting officer submitted that the system losses was at 23% in the FY
22/23. Table below indicates the annual losses trajectory over the last five years
to 2023. Focus was to ensure an annual downward frend is achieved going

FY 2018/19 | 2019/20 | 2020/21 | 2021/22 2022/23

Units Purchased | 11,491 11,462 12,102 12,653 13,290

Sales 8,825 8,773 9,206 9,813 10,232

f‘nsses System | 3 70% 23.46% 23.95% 22.45% 23.00%
forward.

839. Technical losses are determined by the loading and the length of
conductors in addition to loading level of transformers. Technical losses cannot
be fully eliminated as there will always be inherent losses in any given power

em. The increase in technical losses is attributed to rapid extension of the
network from 236, 134 km in 2018/19 to 296,748 km in 2022/23 at low voltage,
mainly courtesy of the Government funded last mile projects and also the high
number of lightly loaded transformers in the rural areas. This is being mitigated
through implementation of network reinforcement and loss reduction projects.

syst

840. The high transmission losses are occasioned by the expansion of the network
and existence of some network constraints affecting power dispatch which are
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to be sorted by KETRACO through completion of pending critical projects.
Ssome of these projects also have an impact on distribution losses. High
commercial losses are being addressed through inspection of meters in all
installations, replacement of faulty identified meters and metering of pending
connections which had not been timely addressed due to lack of adequate
meters whose procurement was affected by ligations. In addition, smart meters
are being installed at large power and SMEs customers so as to capture real

time consumption data and improve on loss reduction analytics.

Other initiatives in place are; - improving on Energy accounting at all levels and

energy balance to identify areas of losses for timely interventions.

Segregation of System losses by voltage /type

Financial Year 2021/22 2022/23
[Transmission losses 4.14% 4.27%

Distribution losses (Technical & commercial) 18.30% 18.73%

Total 22.44% 23.00%

Committee Observation

841. The Committee observed that the problem of power loss is still in existence
and largely contributed to by the distance of the source of power and
consumers due to the quality of transmission lines.

842. The Committee noted that there were a number of KETRACO projects that

were started with the aim of reducing power loss but the projects have since
stalled due to under-funding to KETRACO. These include;

(a) Nanyuki-Isiclo substation
(b) Rumuruti-Nanyuki substation
(c) Lesos substation

(d) Narok-Bomet substation

843. The Committee also observed that there is need to have new substations
like Mariakani substation and Gilgil substation to ease pressure on the Suswa
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main power station by reducing the distance to the consumers hence reducing
power loss.

Committee Recommendation

844. The Committee recommends that:
i The Ministry of Energy and Petroleum to put all necessary measures to
replace all medium voltage transmission lines with high voltage transmission
lines to minimize on power losses in the system.

ii) The Ministry of Energy and petroleum and KETRACO should fast track the
completion of the following stalled projects aimed at reducing power loses
in the system;

(a) Nanyuki-Isiolo substation

(b) Rumuruti-Nanyuki substation
(c) Lessos substation

(d) Narok-Bomet substation

iii) The Accounting Officer should submit a progress report on implementation
and completion of the projects in paragraph 853(ii) above within three (3)
months upon adoption of this report.

50.0 Delays in Completion of Customer Electricity Connection Projects

845. The statement of financial position and as disclosed in Note 16 to the
financial statements, reflects work in progress balance of Kes.16,667.971,000.
Included in the balance are projects for which customers had paid a total of
Kes.12,079.656,000 in respect of electricity connections. However, twenty-one
thousand two hundred and thirty-one (21,231) projects with a total capital
contribution paid for by the customers of Kes.266,901,128 were yet to start with
some of the projects in respect of two (2) customers having been created and
paid for eleven (11) years ago. This is contrary to the Company's Customer
Charter on connection of electricity which provides for fimelines within which
electricity connection for customers are to be carried out depending on the
type of connection ranging from seven (7) days to twenty-eight (28) days.

846. Management therefore, continues to hold customer electricity connection
fees in form of capital contfributions amounting to Kes.12,079,656,000, as
disclose in Note 28 (a) to the financial statements. Delayed connection of
these customers denies them electricity and at the same fime denies the
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Company revenues. Management attributes the delays in completion of
projects to wayleaves acquisition challenges leading to re-designs of some
projects and sometimes abandonment of the same, non-availability of critical
materials needed for construction such as cables, conductors, meters and
transformers and suspension of the construction contracts with hired labour and
transport contractors and on-going court cases.

847. In addition, review of customer electricity connection projects listed in work
in progress revealed that twenty-one thousand, seven hundred and thirty-four
(21.734) projects with capital contributions payment of Kes.3,048,656,972 which
had no costs attributed to them as evidence that the projects have been
undertaken but have been closed in the system and indicated as complete.
Management did not provide explanations on how projects paid for by the
customers can be completed and closed in the system without the Company
using any materials to connect electricity for the customers. Further, three
hundred and forty-nine (34%9) customers' projects initiated with a total
expenditure of Kes.321,63%9,.101 had no corresponding capital contribution by
the customers, an indication of connecting customers without payment of the
required connection fees.

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

Management Response
848. The accounting officer submitted that:

Cavuses of delayed completion of projects

The delay in completion of projects was occasioned by some of the following
challenges:

i) Wayleaves acquisition challenges leading to re-designs of some projects
and sometimes abandonment of the same.

i) Non — availability of critical materials needed for construction during the
period under review. These include cables, conductors, meters and
fransformers.

i) Suspension of the construction confracts with hired L&T contractors and on-
going court cases.
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iv] Implementation of the digitization process, which required more time to
complete.

Committee Observations

849. The Committee observed that KPLC had received payments from customers
but was yet to connect the customers; and

850. KPLC had connected some customers yet they had not paid the
connection fee.

Committee Recommendation

851. Within three (3) months of adoption of this report, the Accounting Officer
should expedite connection of the paid-up customers and submit a status
report to the National Assembly and OAG.

51.0 Weaknesses in Project Management

852. Review of the project management practices and work in progress records
at the Company revealed that as at 30 June, 2023, more than twenty-one
thousand (21,000) projects with a total cost of Kes.16,629,134,000 were listed as
ongoing in the Company's records. However, eight thousand five hundred and
six (8,506) projects with a cost of Kes.14,257,200,696 were behind their
respective execution schedules having been outstanding for between three (3)
to thirteen (13) years. In addition, review of the Company's project
management system revealed absence of a robust, documented risk
assessment and project monitoring during project life cycles. Project delay risks
were not identified and mitigated in time. Similarly, no monitoring through o
matrix designed to assess project management controls and feed the
information into a project risk register for action to take place.

853. Further, the Board and Management established a project management
office in 2020 responsible for the coordination and guiding implementation of
capital projects to ensure achievement of the expected business benefits. The
projects management office was expected to maintain database and
information of all capital projects under implementation. However, as at the
time of audit, the database containing information of all capital projects under
implementation maintained by the project management office had not been
established. This led to lack of proper coordination and standardization of
projects implementation activities resulting in duplicated, delayed or
abandoned projects thus making the Company to incur extra costs either
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direcily or indirectly due to lost opportunities. Additionally, there was no project
management framework and project management policy in place to guide
and oulline the essential elements in the management of projects to assist in
conceptualization, stakeholder management, managing risks and maximizing
business value derived from projects. Management indicated that they were in
the process of developing project management framework and project
management policy.

In the circumstances. existence of controls to monitor implementation of
projects could not be confirmed.

Management Response

854. The accounting officer submitted that the Project Management Office
(PMO) maintains a database and information of 145 major capital projects
across Company that it coordinates, monitors and guides implementation.
There are 15 capital projects identified and considered strategic that are
tracked, monitored and reported to various stakeholders. Additional projects
are at different stages of the process of being included to the central
database at the Project Management Office. The draft Project Management
Policy and Project Management Framework was going through approval
process and expected to enhance standardization of project implementation,
well defined performance measurement and reporting.

855. A budgetary allocation was approved fo procure a project management
tool that will integrate project porifolio management through centralized
project monitoring and control. The project Policy, framewaork, project portfolios
and approved budget were provided.

Committee Observation and Recommendation

8546. The Committee observed that KPLC had established the Project
Management Office [PMO) that maintains a database and information of all
major capital projects across the country which coordinates, monitors and
guides implementation. Therefore, the matter stands resolved.

52.0 Trade Receivables
52.1 Unpaid Electricity Bills
857. Analysis of post-paid biling data and payments for the financial year under
review revealed that seven hundred and twenty-nine thousand, seven hundred
and thirty-two (729,732) accounts were billed for electricity consumption
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costing Kes.1,803,302,369 but had not made payments towards settling the bills.
In addition, the accounts remained active despite disconnection work orders
having been raised against them.

In the circumstances, the recoverability of the outstanding bills of
Kes.1,803,302,369 is in doubt and Management has not indicated measures
being taken to recover the same.

Management Response

858. The accounting officer submitted that the debt management and
collection through enforcement measures such as disconnection require
significant field manpower to effectively cover the breadth and width of the
entire Country. The company had been experiencing staff attrition without
replacement over recent vyears, hence exacerbating the challenge.
Management enhanced field presence by deploying an additional workforce
to pursue outstanding debt, also rolled out the implementation of smart meters
on a phased approach to automate the management of customer accounts.

Committee Observation

859. The Committee observed that the unpaid electricity bills was owed mainly
by other government agencies and that management had made significant
progress to collect these debts over the years.

Committee Recommendation

860. Within six () months of adoption of this report, the Accounting Officers of
government agencies that owe KPLC to pay the outstanding debts failure to
which KPLC should disconnect the institutions;

861. Within nine (9) months of adoption of this report, the Accounting Officer
should submit a status report on debt recovery progress of the unpaid
electricity bills to the OAG for verification.

52.2 Pre-loaded Units Debt

862. An evaluation of pre-paid debtors revealed preloaded units receivable
amount of Kes.81,652,643 that accrued since financial year 2012. Out of the
amount, only Kes.6,700,123 has been settled representing only 8%. Despite the
prepay records showing that the meters are installed, it is likely that the
customers do not vend after the preloaded units ran out. Thus, the Company is
unlikely to recover debt attributed to preloaded units of Kes.74,952,520.
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In the circumstances, the effectiveness of controls in place to monitor meter
activities could not be confirmed.

Management Response

863. The accounting officer submitted that the initially the pre-paid meters were
pre-loaded with 30 units, this was reduced to 3 units. However, the tariff then
had standing charges such that by the time some customers finished
consuming the preloaded units they could not afford to pay the accrued
standing charges and the pre-loaded debt. This led to the company lobbying
EPRA to remove the standing charges in the biling concept (the revenue be
accounted in the per unit cost). Further, the company adopted zero pre-
loaded units policy by the year 2017 to address any re-occurrences.

Committee Observation

864. The Committee observed that KPLC had adopted zero pre-loaded units
policy by the year 2017 to address the matter. Further, the Committee noted
that the pre-loaded units debt had decreased significantly over the
subsequent years.

Committee Recommendation

865. Within three (3) months of adoption of this report, the Accounting Officer
should submit a status report on debt recovery of the pre-loaded units to the
OAG for verification.

53.0 Power Outages as a Result of Unstable Renewable Energy Generation
866. The Company is heavily impacted by the variable renewable energy

sevrces—{selar-and-wind}-due-to-their-high-level-ef-instability-or-intermittency— e
during the dispatch operations. These generation sources are continuously
supported by other plants which are dispatched to meet the difference of
generation dropped at any one time which in the final analysis means that the
actual cost of generation is the cost of the intermittent source plus the cost of
generation dispatched to stabilize the ensuing intermittency by meeting the
generation shortfall. When there is a sudden rise in generation due to the
intermittency, the power system also becomes unstable and leads to the
excess generation above the demand and this also leads to poor power
quality o customers. During these instabilities, parts of the power system goes
off as part of the self-protective mechanisms of the power system and this leads
to outages and therefore loss of revenue. There is need to have a cosi-
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effective stabilization mechanism for these variable generation sources that are
currently on the grid and regulations put in place to ensure that all renewable
energy generation sources are installed with their stabilization mechanisms as
part of the power generation contfracting requirements.

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

Management Response

867. The accounting officer submitted that the PPA has provided measures as
follows;

In the event that the Power producer shall, in accordance with the PPA,
provide at a particular point in time (T) a one hour ahead forecast (being a
forecast covering the period commencing T+1 hour and ending on T+2
("Forecasted Period")) of the anticipated electrical energy to be generated by
the Plant during the Forecasted Period ("Forecasted Net Electrical Energy"), the
Power Producer shall curtail during the Forecasted Period the Net Electrical
Qutput to the Forecasted Net Electrical Energy plus two (2) MW provided that if
the Power Producer determines at a certain moment in time that it is able to
produce and deliver more electrical energy than the Forecasted Net Electrical
Energy, the Power Producer will notify the Buyer of such ability. KPLC will have
the option ("Forecast Option") to take that additional amount of electrical
energy by notifying the Power Producer accordingly, and if so, the Power
Producer shall deliver such amount of additional electrical energy as instrucied
by KPLC and KPLC shall be required to pay for such additional elecirical energy
delivered in the manner set out in the PPA. If KPLC does not exercise the
Forecast Option, the Power Producer should curtail the elecirical energy above
the Forecasted Net Electrical Energy plus two (2) MW. Where the Power
Producer does not curtail (in the manner set out hereinabove) during the
Forecasted Period the Net Electrical Output to the Forecasted Net Electrical
Energy plus two (2) MW, then KPLC is not required fo pay for such Net Electrical
QOutput delivered that is in excess of the aforesaid Forecasted Net Electrical
Energy plus two (2) MW ("Forecasting Excess Net Electrical Output").

868. The PPA further provides that when due to an approaching storm large
fluctuations in power output of the Plant are likely to happen, the control room
of the Power Producer wil, as a matter of prudent operation, inform the
dispatch centre and limit ramp down and ramp up speeds of the power output
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to @ maximum of 10 MW per minute through voluntary curtailment. Any lost
production due to this voluntary curtailment will not be charged to KPLC.

From the Above PPA Provisions it is noted as follows:

i} That a renewable energy power producer can only export power fo the grid
in excess of the forecasted power only after KPLC consent is granted.

i) Inthe event the renewable energy power producer declines to curtail the
excess energy, the excess energy is not payable by KPLC.

i) The renewable energy power producer is required to voluntarily curtail large
fluctuations in power output of the Plant owing storm.

Committee Observation and Recommendation

869. The Committee noted that power outages resulted from fluctuations of
renewable energy i.e. solar and wind plants and that management was
implementing measures such as installations of battery storage in these plants
to assist in stabilizihg power during peak hours. Therefore, the matter stands
resolved.

54.0 Unmetered Connections

870. An analysis of work requests from the data generated from Integrated
Customer Management System (INCMS) revealed, that ten thousand, seven
hundred and forty-five (10,745) new connections were awaiting metering for
more than one year. Further, scrutiny of metering report revealed that meters
booked against the work requests for new connections were picked from the
regional stores but as at the time of the audit, they were yet to be installed.
Notably, some meters booked and issued in 2018 were yet to be installed.

In the circumstances, the optimal utilization of the Company's resources could
not be confirmed.

Management Response

871. The accounting officer submitted that:

Work Request | No. Meaning of Classification.
Reference
Classification

Mother 4,545 |These are work requests relating to last-mile schemes
intended to meter several households. The work requests
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References -

have prefixes (Z, C, B, G, D, §, Fand U).

Work requests under this category do not draw meters
directly. Child references with prefix Y are created from
these mother references to facilitate metering of each
individual customer in the scheme. Upon completion of
metering and payment of contractors, the work requests
are capitalized.

Re-routing

861

These are work requests relating to relocation of network
infrastructure due to road expansion/customer requests.
The works requests have prefix T.

Status of paid-up re-routing jobs was changed fo
pending construction with effect to 1st September 2022.
Hence, any new re-routing jobs wil no longer be
captured under pending metering status.

The 861No references which were registered prior to 1st
September 2022 have since been moved fo pending
construction to correct the anomaly.

Customer
Work Requests

21,188

Customer work reguests are registered with prefixes P, A,
E. Y. N, Q&M. Outlined below is the metering status of
the customer schemes,

10,443No - Have since been metered.

10,745No - scheduled for metering and were fo be
completed by December, 2023

Committee Observations and Recommendations

872. The Committee observed that management had made significant progress
to connect the unmetered customers.

873. However, there were more customers who were siill unmetered and
management was making progress to acquire more meters.

Commiltee Recommendation
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874. Within three (3) months upon adoption of this report, the Accounting Officer
should expedite connection of the unmetered customers and submit a status
report on the progress to the OAG for verification.
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3.4 KENYA ELECTRICITY GENERATING COMPANY PLC (KENGEN)

THE AUDITOR GENERAL'S REPORT FOR THE FINANCIAL YEAR 2021/2022, and
2022/2023

Overview of the State Corporation

875. The Kenya Electricity Generating Company PLC (KENGEN) is a state
corporation under the Minisiry of Energy and Pefroleum, mandated to
generate electricity through the development, management, and operation of
power plants.

876. Parliament had examined the audit reports of KENGEN up to FY 2020/2021

FINANCIAL YEAR 2021/2022

1.0. Land Without Ownership Documents

877. The statement of financial position reflects right of use of assets balance of
Kes.6,817,943,000 which, as disclosed in Note 17 to the financial statements,
constitutes an amount of Kes.5,893,085,000 in respect of leasehold land. The
balance includes a parcel of land measuring 12.39 hectares and valued at
Kes.550,000,000 which did not have ownership documents or a title in the name
of the Company. Management explained that the initial title deed was held
under lien by a lawyer due to a dispute in legal fees with the original owners of
the land. Further, information available indicate that the leasehold tenure of
the land expired in 1991 but had not been renewed due to lack of the fitle
deed. In the circumstances, the ownership of land valued at Kes.550,000,000
could not be confirmed.

Management Response

878. The Accounting Officer submitted as follows—

The parcel L.R. No. 12036 (CR-No. 13849) was a grant to East Africa Power &
Lighting Company Ltd (EAPLC) by the Government of the Republic of Kenya on 15
April 1969., for Electric Power Station & accommodation of staff.

i) Following the restructuring of the Energy Sector in 1998, the generation
functions were transferred and vested in KenGen PLC (formerly Kenya Power
Company), while transmission and distribution were reserved and vested in
Kenya Power and Lighting Company (KPLC) pursuant to The Principal
Agreement on Transfer of Assets & Liabilities between KPLC & KenGen dated
29th June 2000 (Appendix 1a)
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iij Among the parcels of land earmarked for transfer to KenGen was LR. No.
12036 situated at Kipevu.

i) The legal fees dispute between KPLC and its lawyer S. Thuo Muhia &
Company advocates impeded the timely conclusion of the fransfer process.
The lawyer was engaged by KPLC to process new grants for some parcels of
land whose leases had expired.

iv) However, KenGen on the 23rd of March 2023, secured a lease from the
Ministry of Lands, in its name for 50 years from 1st April 1991. Guideline from
the Commissioner of land on the period of lease is attached in Appendix 1b.

v) The Lease was then registered and a new Grant issued in favour of KenGen
on 5th April 2023 for a term of 50 years. The original Certificate of Title is in our
custody.

vi) The land was valued at Kes.1 billion as in May 2022.

Committee Observations

879. The Committee observed from the submission of the Accounting Officer that
the land in question was transferred to the Agency following the restructuring of
the energy sector in 1998, pursuant to the Principal Agreement on the Transfer
of Assets and Liabilities between KPLC and KenGen.

880. Further, the Committee cbserved that KENGEN had secured a lease from
the Ministry of Lands, in the name of the agency for 50 years commencing 14
April 1991, and that the original certificate of title was in the agency's custody.

881. The Committee observed that KPLC had an ongoing legal dispute with 3.
Thuo Muhia & Company Advocates concerning outstanding legal fees

charged for processing new grants for some parcels of land including the land
in guestion.

Committee Recommendation

882. Within six (6) months of adoption this report, the Accounting Officer should
submit the status report of the legal dispute between KPLC and §. Thue Muhia &
Company Advocates to the OAG for verification.

2.0. Variances on Balance with Related Entities

883. As disclosed on Note 21 to the financial statements, the statement of
financial position reflects gross amounts due from The Kenya Power and
Lighting Company (KPLC) amounting to Kes.23,582,383,000 as billed from the
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respective Power Purchase Agreements (PPAs) between the two companies.
However, the financial statements for KPLC reflects a balance of
Kes.23,147,261,000 resulting to a variance of Kes.435,122,000. Further, the
statement reflects an amount of Kes.655,478,000 due to Geothermdl
Development Corporation (GDC) as disclosed on Note 37(b) to the financial
statements. However, review of records held by GDC reflects an amount of
Kes.730,058,000 resulting in a variance of Kes.74,580,000. In the circumstances,
the accuracy of related balances could not be confirmed.

Management Response

a) The Kenya Power and Lighting Company (KPLC)

884. KenGen and KPLC reconciled the balances owed between each other fo
Kes.22,560,530,693.95 as at 30th June 2023. Attached is KPLC confirmation of
the same and a reconciliation signed by both parties. The same balance is
reflected in KenGen financials statement for the period ended 30th June 2023
under note 37 (a). Kes.22,560,530,693.95 & 30th June 2024

b) Geothermal Development Corporation (GDC)

885. The reconciliation was done, and the variance has since been agreed
between KenGen and GDC. As at 30th June 2023, the amount owed fo GDC in
KenGen books note 37 (b) is Kes.2,212,437,352.04 while as per the aftached
GDC confirmation the amount is Kes.2,184,279,886.73. The difference of
Kes.28,157,465.31 is the exchange rates used to convert the USD balances as
per the attached reconciliation between KenGen and GDC.

Status: The audit matter is now closed.

Committee Observations and Recommendation

886. The Committee observed from the Accounting Officer's submission that
KENGEN and KPLC had reconciled the amounts and agreed on a figure that
was subsequently recognized in KPLC's books of account.

887. The Committee observed that the variances between KENGEN and GDC
arose from exchange rate fluctuations and timing differences in the recording
of transactions by the respective entities. The entities subsequently conducted
a reconciliation and resolved the matter. Therefore, the matter stands resolved.
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Emphasis of matter

3.0. Financial Assets held at Amortised Cost-Contract Asset

888. | draw attention to Note 18 to the financial statements which discloses
financial assets held at amortised cost amounting to Kes.9,174,567,000.
Included in financial assets is a contract asset as detailed at Note 18(b) to the
financial statements amounting to Kes.4,595,112,000 relating to the Olkaria 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 Ltd (KETRACO) since completion in the year
2015 for evacuation of power from Olkaria to the National grid.

889. The asset construction and implementation agreement indicated that the
Company was to sign a novation agreement with KETRACO that would govemn
the fransfer of assets in fulfiment of obligations thereof. This was in line with the
Kenya Electricity Transmission Company Ltd mandate as outlined in Sessional
Faper No.4 of 2004, on Energy and Energy Act, 2016 to evacuate all power
generafed 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 fransferred to
KETRACO and therefore realisation of the asset is doubtful.

Management Response

890. The Novation Agreement relating to the Olkaria IV and | AU Substation was
sighed, and the National Treasury officially took over the associated loan as at
30th June 2024. Consequently, the Financial Asset Held at Amortized Cost -

30th June 2024.

Committee Observation and Recommendation

671. The Committee observed that the Novation Agreement had been signed,
and the asset is cumrently under the management of KETRACO and the loan is
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.
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REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC RESOURCES

4.0. Non-Recognition of Power Tariff Reduction Confribution

892. During the year under review, a Presidential Directive was issued to the
Energy Sector to implement a 15% tariff reduction for all customer categories,
which was effected through Gazette Notice No. é4 dated 7 January, 2022.
According to the framework agreed between the Ministry of Energy and Semi-
Autonomous Agencies (SAGAs) in the electricity sub-sector, the SAGAs in the
electricity supply chain comprising The Kenya Power and Lighting Company
PLC (KPLC), Kenya Electricity Generation Company PLC (KenGen), Kenya
Electricity Transmission Company Limited (KETRACQ), and Geothermal
Development Company Limited (GDC), were each to contribute through cost
reduction initiatives to supplement Government support.

893. The Board of Directors agreed to contfribute an amount of Kes.3,500,000,000
through fair reduction of invoices to The Kenya Power and Lighting Company
PLC (KPLC) who would in turn fransfer the benefits to consumers. KPLC
implemented the tariff reduction from January, 2022 in line with the directive.
However, Management of the Company did not implement the cost reduction
measures as per the commitments, which implies that the reported revenues
are overstated by Kes.1,750,000,000 which would have been the Company's
conftribution due to The Kenya Power and Lighting Company, PLC which has
already implemented the full reduction on behalf of other Energy Sector
players. In the circumstances, Management is in breach of the agreement.

Management Response

874. The amount of Kes. 3,500,000,000 relates to a full calendar year from January
to December 2022. However, the Company's financial year runs from July o
June. Consequently, the first Kes. 1,750,000,000 was recognized in the Financial
Year 2023, with the remaining half recognized in the subsequent financial year,
in line with our reporting periods. Furthermore, out of Kes, 3,500,000,000, KenGen
paid KPLC Kes. 2,954,106,816 through a credit note as per the attached letter
dated 16th June 2023. The balance of Kes. 545,893,184 was paid to KPLC
through a tariff adjustment for Olkaria 1 power plant and Muhoroni GT that was
approved by EPRA. Attached is a letter from EPRA confirming the same and
tariff workings.
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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.5/7.071,097,000 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

uevﬁiﬁp”r'l'iEﬁ‘l"F”lﬁﬂ_[“tﬁPDP]_TWUWEWWGCWWHWTW

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

« Doncr-Funded Studies: Consultants 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.

« Infernally 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, fairess, 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.

Wind Project

Wind project

100 MW Marsabit

No. | Project Details of Project Year Amount under | Management
Started | review (Kes.) | Response
] Marsabit Construction of a| 2020 27.933,266.77 | The amount relate

to feasibility study ft
construction of

1000MW Marsak
Wind Farm to b

implemented i
phases. This stuc
was finance

through a technic:
grant  from  th
Agence  Francais
de Développemer
(AFD). Th
consultant WC
procured directly k&
AFD, the financin
agency, th
contract attache
(Appendix 3 d).
Feasibility stuc
commenced in 20z
and was complete
in  July 2023- L
SOFRECO
consultant. Th
confract price wc
Euro 642,989. Lan
acquisition  is |
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No. | Project  Details of Project ' Year | Amount under | Management
| ' Started | review (Kes.) | Response
! | progress.
, | Environmental =~ ar
; ESOCim Impa
assessment  studi
| are ongoing.
| ‘The  Terms
! | Reference [ToR) a
| | given in ;
| éln the Least Cc
i ' Power Developme
Plan (LCPDP) 202
2042, the project
| listed with
Commercial
| Operational  Da
(COD) 2028 i
phase |, 200MW.

2 |7 Forks Solar | Development of a|2018 |39,724,603.11 |The study was fu
PV 42 5MW grid funded through
Plant connected Solar grant  from it

Plant.  Evacuation | United Statfes Trac
wil be through 'and  Developme
existing 132kV Agency. Tk
Kamburu-Masingad [ consultant T KE
fransmission line. A | Advisors W

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 confract

attached.

' The feasibility stuc
commenced in 20
and was complete
in 2018.
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3.4 KENYA ELECTRICITY GENERATING COMPANY PLC (KENGEN)

— THE-AUDITOR GENERAL'S REPORT FOR THE FINANCIAL YEAR 2021/2022, and
2022/2023

Overview of the State Corporation

875. The Kenya Electricity Generating Company PLC (KENGEN) is a state
corporation under the Ministry of Energy and Petfroleum, mandated to
generate electricity through the development, management, and operation of
power plants.

876. Parliament had examined the audit reports of KENGEN up to FY 2020/2021
FINANCIAL YEAR 2021/2022

1.0. Land Without Ownership Documents

877. The statement of financial position reflects right of use of assets balance of
Kes.4,817,943,000 which, as disclosed in Note 17 to the financial statements,
consfitutes an amount of Kes.5,893,085,000 in respect of leasehold land. The
balance includes a parcel of land measuring 12.39 hectares and valued at
Kes.550,000,000 which did not have ownership documents or a fitle in the name
of the Company. Management explained that the initial fille deed was held
under lien by a lawyer due to a dispute in legal fees with the original owners of
the land. Further, information available indicate that the leasehold tenure of
the land expired in 1991 but had not been renewed due to lack of the fitle
deed. In the circumstances, the ownership of land valued at Kes.550,000,000
could not be confirmed.

Management Response

878. The Accounting Officer submitted as follows—

The parcel L.R. No. 12036 (CR-No. 1384%9) was a grant to East Africa Power &
Lighting Company Ltd (EAPLC) by the Government of the Republic of Kenya on 14
April 1969., for Electric Power Station & accommodation of staff.

i) Following the restructuring of the Energy Sector in 1998, the generation
functions were transferred and vested in KenGen PLC (formerly Kenya Power
Company), while fransmission and distribution were reserved and vested in
Kenya Power and Lighting Company (KPLC) pursuant to The Principal
Agreement on Transfer of Assets & Liabilities between KPLC & KenGen dated
29th June 2000 (Appendix 1a]
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i) Among the parcels of land earmarked for transfer to KenGen was LR. No.
12036 situated at Kipevu.

i} The legal fees dispute between KPLC and its lawyer S. Thuo Muhia &
Company advocates impeded the timely conclusion of the transfer process.
The lawyer was engaged by KPLC to process new grants for some parcels of
land whose leases had expired.

iv] However, KenGen on the 23rd of March 2023, secured a lease from the
Ministry of Lands, in its name for 50 years from 1st April 1991. Guideline from
the Commissioner of land on the period of lease is attached in Appendix 1b.

v) The Lease was then registered and a new Grant issued in favour of KenGen
on 5th April 2023 for a term of 50 years. The original Certificate of Title is in our
custody.

vi) The land was valued at Kes.1 billion as in May 2022.

Committee Observations

879. The Committee observed from the submission of the Accounting Officer that
the land in question was fransferred to the Agency following the restructuring of
the energy sector in 1998, pursuant to the Principal Agreement on the Transfer
of Assets and Liabilities between KPLC and KenGen.

880. Further, the Committee observed that KENGEN had secured a lease from
the Ministry of Lands, in the name of the agency for 50 years commencing 1¢
April 1991, and that the original certificate of title was in the agency's custody.

881. The Committee observed that KPLC had an ongoing legal dispute with S.
Thuo Muhia & Company Advocates concerning outstanding legal fees |
charged-forprocessing new-grants for some parcels of tand-incloding the fand———

In question.

Committee Recommendation

882. Within six () months of adoption this report, the Accounting Officer should
submit the status report of the legal dispute between KPLC and S. Thuo Muhia &
Company Advocates to the OAG for verification.

2.0. Variances on Balance with Related Entities

883. As disclosed on Note 21 to the financial statements, the statement of
financial position reflects gross amounts due from The Kenya Power and
Lighting Company (KPLC) amounting to Kes.23,582,383,000 as billed from the
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respective Power Purchase Agreements (PPAs) between the two companies.
However, the financial statements for KPLC reflects a balance of

—Kes.23, 147,261,000 resulting to o variance of Kes.435,122,000. Further, the
stafement reflects an amount of Kes.655,478,000 due to Geothermal
Development Corporation (GDC) as disclosed on Note 37(b) to the financial
statements. However, review of records held by GDC reflects an amount of
Kes.730,058,000 resulting in a variance of Kes.74,580,000. In the circumstances,
the accuracy of related balances could not be confirmed.

Management Response

a) The Kenya Power and Lighting Company (KPLC)

884. KenGen and KPLC reconciled the balances owed between each other to
Kes.22,560,530,693.95 as at 30th June 2023. Attached is KPLC confirmation of
the same and a reconciliation signed by both parties. The same balance is
reflected in KenGen financials statement for the period ended 30th June 2023
under note 37 (a). Kes.22,560,530,693.95 & 30th June 2024

b) Geothermal Development Corporation (GDC)

885. The reconciliation was done, and the variance has since been agreed
between KenGen and GDC. As at 30th June 2023, the amount owed to GDC in
KenGen books note 37 (b) is Kes.2,212,437,352.04 while as per the attached
GDC confirmation the amount is Kes.2,184,279,886.73. The difference of
Kes.28,157,465.31 is the exchange rates used to convert the USD balances as
per the attached reconciliation between KenGen and GDC.

Status: The audit matter is now closed.

Committee Observations and Recommendation

886. The Committee observed from the Accounting Officer's submission that
KENGEN and KPLC had reconciled the amounts and agreed on a figure that
was subsequently recognized in KPLC's books of account.

887. The Committee observed that the variances between KENGEN and GDC
arose from exchange rate fluctuations and timing differences in the recording
of transactions by the respective entities. The entities subsequently conducted
a reconciliation and resolved the matter. Therefore, the matter stands resolved.
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Emphasis of matter

3.0. Financial Assets held at Amortised Cost-Contract Asset

888. | draw attention to Note 18 to the financial statements which discloses
financial assets held at amortised cost amounting to Kes.9,174,567.000.
Included in financial assets is a contract asset as detailed at Note 18(b) o the
financial statements amounting to Kes.4,595,112,000 relating to the Olkaria IV
and | AU substation. The construction of the assets was done by the Company
and completed in the year 2015. The asset has been ulilized by Kenya
Electricity Transmission Company Lid [KETRACO) since completion in the year
2015 for evacuation of power from Olkaria to the National grid.

889. 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 fulfilment 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 already been transferred tfo
KETRACO and therefore realisation of the asset is doubtful.

Management Response
890. The Novation Agreement relating to the Olkaria IV and | AU Substation 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 -
—ContractAsset-was extinguished-inthe-fimanciatstatements for-the-yearended
30th June 2024,

Committee Observation and Recommendation

8%91. The Committee observed that the Novation Agreement had been signed,
and the asset is currently under the management of KETRACO and the loan is
being serviced by both the National Treasury and KETRACO. As a resulf, the
related financial asset was extinguished in the financial statements of KENGEN
for the year ended 30th June 2024; hence the matter stands resolved.
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REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC RESOURCES

~4.0.- Non-Recognition of Power Tariff Reduction Contribution

892. During the year under review, a Presidential Directive was issued to the
Energy Sector to implement a 15% fariff reduction for all customer categories,
which was effected through Gazette Notice No. 64 dated 7 January, 2022.
According to the framework agreed between the Ministry of Energy and Semi-
Autonomous Agencies [SAGAs) in the electricity sub-sector, the SAGAs in the
electricity supply chain comprising The Kenya Power and Lighting Company
PLC (KPLC]. Kenya Electricity Generation Company PLC (KenGen), Kenya
Electricity Transmission Company Limited (KETRACO), and Geothermal
Development Company Limited (GDC), were each to contribute through cost
reduction initiatives to supplement Government support.

893. The Board of Directors agreed to confribute an amount of Kes.3,500,000,000
through fair reduction of invoices to The Kenya Power and Lighting Company
PLC (KPLC) who would in turn transfer the benefits to consumers. KPLC
implemented the tariff reduction from January, 2022 in line with the directive.
However, Management of the Company did not implement the cost reduction
measures as per the commitments, which implies that the reported revenues
are overstated by Kes.1,750,000,000 which would have been the Company’s
confribution due to The Kenya Power and Lighting Company, PLC which has
already implemented the full reduction on behalf of other Energy Sector
players. In the circumstances, Management is in breach of the agreement.

Management Response

894. The amount of Kes. 3,500,000,000 relates to a full calendar year from January
to December 2022. However, the Company's financial year runs from July to
June. Consequently, the first Kes. 1,750,000,000 was recognized in the Financial
Year 2023, with the remaining half recognized in the subsequent financial year,
in line with our reporting periods. Furthermore, out of Kes. 3,500,000,000, KenGen
paid KPLC Kes. 2,954,106,816 through a credit note as per the attached letter
dated 16th June 2023. The balance of Kes. 545,893,184 was paid to KPLC
through a tariff adjustment for Olkaria 1 power plant and Muhoroni GT that was
approved by EPRA. Attached is a lefter from EPRA confirming the same and
tariff workings.
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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.
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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.
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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
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