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Sity Water & Sewerage Comups
/ zepoit and Accounts
Sor the vear ended 301 June 2018

& FITTINGS

, UILDINGS  MACHINERY 'RELATED WIP
o _ v EQUIPMENT | N -

KSHS KSHS KSHS KSHS KSHS KSHS KSHS KSHS
AsatJul2016 34,167,855 737,134,358 382,037,825 769330284 447,323,517 116,299,460 668,925,046 3,155,218,345
Additions at cost o 91,526,614 40,063,021 51,760,154 SLe6o 121 12,828,541 722,999,627 970,840,077
Reclassification 143,896,598 v - 270054 -160,901,380 0

e 7999 _ - ) . 493,264 . R e ‘
As at June 2017 43,967,829 972,557,570 422,100,846 825,583,702 501,697,182 129,128,001 1,231,023,293  4,126,058,422
Depreciation at 1 July 2016 3,892,445 053,046,430 337,235,974 568,195320 363,345,059 75396892 70 1,801,112,120
Charge for the year §74,613 64,030,254 21,042,196 42,143,328 51718561 9,173,723 T 192,882,675
Accumulated Depreciation 4,767,058 517,076,684 359,178,170 610,338,648 M8.063,620  sSI061S 0 1,993,994,795
NBV AS AT 30 JUNE2017 39,200,771 455,480,886 62,922,676 " 215,245,054 $3.633,562 44,557,386 [,231,023,293  2,132,063,627
Asat Jul2007 43,967,829 972,657,570 422,100,846 825,583,702 501,697,182 129,128,001 1,231,023,293  4,126,058,422
" Additions at cost . 19,323,675 . 54,301,935 24,615,855 17526216 . 914,494,467 1,030,262,148
Reclassification 192,900,011 S 838,301 . - 219480756 0
As at June 2018 A 69710273 1,184,781,256 422,100,846 880,723,938 526,313,037 146,654,217 1926,037,004  5,156,320,571
Depreciation at | July 2017 4,767,058 517,076,684~ 359,178,170 610,338,648 418,063,620 84,570,615 - 0 1,993,994,795
Charge for the year 1,152,826 81,112,864 22,675,809 45,789,664 S1037.655 10,484,004 212,352,812
Accumulated Depreciation 5,919,884 598,189,548 381,853,979 656,128,312 469,201,175 95,054,709 0 2,206,347,607
NBY AS AT 30 JUNE2018 163,790,389 586,591,708 40,246,867 224,595,626 57,111,862 51,599,508 1,926,037,004  2,949,972,964
NBVY AS AT 30 JUNE 2017 39,200,771 455,480,886 62,922,676 215,245,054 83,633,562 44,557,386 1,231,023,293  2,132,063,627
29
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Trade and other Receivables

The statement of financial position reflects a net
balance of Kshs.2,510,067,254 against trade and
other receivables as at 30 June 2018. The balance
includes long outstanding trade receivables amounting
to Kshs.549,615,629.06 as shown below:

Account Amounts Kshs
KRA receivable 478,001,144.53

IDA receivable 5,935,309.00

Postal Corporation of Kenya 64,069,175.53

EACC 350,000.00

Other receivables 1,260,000.00

Totals 549,615,629.06

Although specific provisions have been made for all
known doubtful debts, recoverability of the above
amounts in full appear to be uncertain given that they
been outstanding for more than one year.

Further, in the audit report for 2016/2017 reference
was made to the amount of Kshs.478,001,144.53 due
from KRA in respect of claims receivable on
unassessed lodgements. No explanations were
provided for failure to resolve this matter with KRA in
the year under review.

The Company will continue to engage the
KRA for them to refund the amount
stated and we are in the process of hiring
a consultant to make a follow up. The
Company will recommend to the Board
on the write off for the amount that is not
recoverable.

The response of the
Management does not
indicate clear practical
steps to be taken to
recover the debts
queried.

What is the Company
doing to recover the
amounts due from
KRA

Not satisfactory
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Property, Plant and Equipment

4.1. Water Infrastructure Assets

The statement of financial position reflects property,
plant and equipment balance of Kshs.2,949,972,964
as at 30 June 2018. The balance includes buildings,
plant and machinery, and equipment valued at
Kshs.63,790,389, Kshs.586,591,708 and
Kshs.224,595,626, respectively comprising
improvements to the water and sewerage-
transmission works and other infrastructure belonging
to the defunct Nairobi City Council, but otherwise
assigned to the Nairobi City Water and Sewerage
Company Limited. However, the parcels of land
including dams on which the expansion and
improvements had been carried out have not been
disclosed or reflected in the financial statements under
review.

The audit also revealed that some other water
infrastructure assets of undetermined values including
land, dams, water pipelines, sewer system and water
treatment plants owned by the Nairobi City Water and
Sewerage Company Limited and used in revenue
generation have not been disclosed or included in the
financial statements.

As reported in 2016-17 and previous
audit responses, the company maintains
an asset register for assets acquired as
per the Tripartite Agreement, Hand over
deed, Agency Agreement and Service
Provision Agreement. The SPA give the
company right to develop/acquire
property, plant and equipment for the
purposes of delivery of water and
sewerages services within Nairobi.The
tripartite agreement signed on the 5th
April 2004 between city council of Nairobi
and the company Clause 1.2.2 and 1.2.3.
guides on how the capital improvement
were to be conducted. The period for the
agreement was five years and may be
extended by mutual agreement. The
tripartite agreement was never reviewed
and the company have continued with the
same arrangement however with the new
dispensation the company will be able to
acquire all the asset leased by Nairobi
county which will be recognized in the
asset register after the transfer is done by
the County government of Nairobi

According to the
Management
response
provided, The Nairobi
County Government
has not yet transferred
the water
infrastrucure/assets. le
Water dams,treatment
plants and land, to the
Nairobi City Water and
sewerage company.
Therefore the audit
query has not been
addressed.

What is the Company
Doing to ensure the
Water Infrastructure
Assets are transferred
to the books of
NCWSC?

Not satisfactory




Aiojoe)siies 10N

¢PUE| payoeosoua
JO uolssassodal
ay} aunsus oy buioq
Auedwo) ayy s 1eypp

pug| jo s|aosed
pies ayj sassodal
0} spew bBuiaq
sJoye ay} Joddns o}
SJUBWNJ0P PapilLgns
Jou sey asuodsal
Juswabeuep ay |

(Juswulanoo |esnjeu
PuE DSMON'ODON) JOB 0} Pan|oAUl
saj)ed |e jadwod 0} Ajquiassy ay)
ul pasiel aq ||im uojjow e paalbe sem }i
3I9YM JB)JeM 10} 89)ILULLIOD |BLI0}O3S YIM
passnosip os|e sem pue Jo anss! ay |
‘9102 10V Jarep
8y} Jo €6 uooss Jo uojejuawajdul
uo Jajepn Joy usysiulpy auyy buinsind
os|e s| AuedwoQ a8y ‘juswioeus 1o}
JuswiuIdan09) AJunod o} paniwgns usaq
aney ||Ig pue Adoljod ay] “Auedwod ay)
0} sjasse Jajem Jo dIysIaumo pue Iajsuel
[ewJoy sasodoud yoiym |jig pue Aoljod
e payelp sey Auedwoy ayj ‘uonippe yj
"10}e|nbBay ay) pue
JuswIUIBA0S) AJUNoD ay) ‘DN 3yl Yim
anss| sy} ansind 0y senuhuod Auedwo)
8y 'siadojansp sjeald Aq paqqelb usaq
sey ey pue| ay} Jo uoissassodas Buiyass
uoISSILIWOY pueT] [euoljeN 2y} a104aq
paleadde pue 0y ajoim Auedwo) ay |

PEVE THOYS Y U POISIID D1 PUC] U [Dudtu oy | ||
UOHE}S 18}S00g—Z/6LLEL'ON Y7 Uo juswyoeosouz(ii)
‘PaljlIaA 8q jou [|I}S UED UOolBd0|E

pue uolisiAlpgns payuodind ayj ‘Ajjusnbasuo) ‘mainal
Jipne Joj a|qe(ieAe apewW usag jJou ajep 0} ‘JIanamoy
‘aney pue| ay) Jo uolsiAlpgns pue AsAins ‘uoleooje
0} Bunejal spiooay "UORONASUOD DIUYDBIA[OH

Jo} younyo arjoyie) 1bueqoley) pue sawoH

BuisinN 8211y ‘|ooyog Alepuooag ewne| jo Ape

InQ ‘(dwes s a1yo) uopelisiuiwpy [elouinold ‘dnols
diay-jjos siswe abemag iGueqoley Buipnioul
sdnoJb |elanss 0} pajedo||e sem pue| ay) alaym
‘syom Juswieal; pue sberamag ypuop 1BueqoLe(il)
‘uolsuedxa sylom Jajem ainjny 10§ POAISSS) SEM

pue| Jo %00(q |eulbLIO 8y} Se Jejnbalil sem sIy| SIaumo
M3U 0] JN0 panss| pue pallajsuel} Ajjusnbasqns aiam
SY20|q 8Al 3Y 1 "G65/06 PUB ¥65/06 '€65/06 '26S/06
'16G/06 '(P81eo0| SI Jloalasal ay} alaym Apusiino)
965/06 %20[q-s}o[d gns XIS OJul PEPIAIPGNS SEM UDIUYMm
(285/06 00| IqoJiEN) JIoAI8S3 Ja)em 0ysaloT(l)
:opnoul

pue| jo s|sosed pajosye ay] ‘sladojansp aieaud Aq
uo payoeolous uaaq aney Sylom Jusulieal) abesamas
pue Jajem ‘abelols ‘uoisuedxa 1oy Juesw Auedwon
8y} o} Buibuolaq puel jo sjaoled snouea ‘/10z/91.0Z
10} Hodal yipne sy Ul pajesipul Alsnoinald sy

‘puer] s Auedwion uo juswiyseotouy z'p




e I PETULT U IS U 1D DTIUILL M VI NS LS A va

where water from Ruiru Dam is pumped into Kabete
treatment works for redistribution. Information
available indicate that a complaint had been lodged by
the Company in June 2007 concerning the
encroachment. However, records of the land have still
not been made available for audit review.
Consequently, the status of resolution on the reported
encroachment cannot be established.

(iv)Ruiru Dam - Kabete pipeline transmission has
been encroached at Good Shepherd and Kiangima
area. The structures under construction have been
erected on top of 16” and 24" pipes at AV (Air Valve)
number 42 (Good Shepherd area), 9",12" and 24"
pipes between wash out 38 and AV(Air Valve) number
38 (Kiangima area).

In view of the circumstances described above, the
completeness, accuracy and ownership of property,
plant and equipment balance of Kshs. 2,949,972,964
as at 30 June 2018 could not be confirmed.
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Budget Performance - Under Absorption of Capital
Expenditure Budget .

During the financial year ended 30 June 2018, Nairobi
City Water and Sewerage Company Ltd had an
approved budget of Kshs.16,339,360,000 comprising
of operating expenditure of Kshs.9,927,866,000 and
capital expenditure of Kshs.6,471,494,000. Although
the statement of comprehensive income for the year
under review reflects operating including finance costs
totalling Kshs.9,113,034,657 or a 92% budget
absorption, the assets movement schedule reflects
additions of Kshs.1,030,262,148 only on capital
expenditure. The latter situation therefore means that
only 16% of the capital expenditure budget was
absorbed. Failure to execute 84%
(Kshs.5,441,231,852) of the capital expenditure
budget resulted in an ineffective delivery of water and
sewerage services to the resident of Nairobi City
County.

During the financial year under review the
country was faced by severe drought
which resulted in the decline in water
produced hence the decline in revenue.

Management has
blamed severe
drought which resulted
in decline in water
production. The
response has not
indicated which steps
it is proposing to
mitigate the effects of

un favourable weather.

Further, the
management ought to
have forecast reports
on the rain
expectations so that
they can make
appropriate budget
targets

As Above

Not satisfactory




Adojoeysiieg JoN

¢ IB)EAN BNUBASY UON
8onpal 0} sainsesw
pasodo.d ay}

0 SnielS ayj st 1eymn

SuoljuUaAIBIUI BSBY}

Jo uoyjejusws|dul jo
2ouapIng ajqibue) Aue
pajedlpul jou sey inq
uonenyis ay) anosduwl
0} 9)euapun o}
SUOIjUaAIBIUI paledIpUl
aney asuodsal

s}l ur Juswabeuey ay |

SDIE[ 0] (SYINYJ WOJSAG DUIPESY
J3}aN pejewoiny 00/ 4O UoHejelsul’g
"slawnsuod ybiy Joy

slajaw [edjueyoaw |je aoejdal o} sislew
MOJ} B}eJndooEe Blow Jo uone|eysu|l /.
‘Bulliig

pue Buipea. Jsjaw uo anosdwi o} sjutod
palajaw pue sigjpw (B jo Bupuaissal
-099) pue Buibbe} ‘snsuad jno Bulkue) ‘g
‘s}sing

pue s)es9| jo Jiedal Apwiy Buunsug g
‘s1a1awW Ay ney jo Juswaoe|dal anljoeold i
Buiziieinbal Jo Buyoauuoosip

Jayya Ag jJomjau 8y} Ul SUORO3UUOD
[ebajl jo uoneduUSPl  SNONURLOD'E
‘paJialowl ||e ale

yolym ‘siaquieyd Jayem ybnouyy elaqiy
0} Jajem Buif|ddns si Auedwoo ay) g
‘obuolob je pue npunjes

je sadid ‘ON € 3y} 0} suolaUUODIBUI
no Bulhued pue ‘sanlep Ay
ay} ||e Buineylano Ag sulew uoissiwisuel}
ubio-nyeby  jo  Auoedes  Bulhued
ay} sanolsdwi |eys Auedwoo 8yl |
MO|aq UMOYS

Se suonuaAalul [elanas ybnoiayy AAMN
3y} ssaippe 0} anunuod |jim Auedwod ay |

‘saulapinb pieog
Aloje|nbay sadlInlag Ja)epn DU} Ul 10} papiroid se 9,GZ
JO SSO| B|JEMO||E By} BAOGE PUE IBAO %E| S| IDJBAA
anuanay-UoN 8yl “(4ejepp Joj palunoooeun) Jsjepn
anusAay-uoN pajuasaldas paonposd swnjon |B)0}
auy} Jo 9%9¢ Alojewixoidde 10 siajawWl 21N 0%/ ¥96'G9
JO Bodueleq 8yl ‘slswoysnd 0} paiq sem (gw)
SlajaW 2Iqnd 2z0'c08'901 ‘SWnN|oA sy} Jo INQ “lajem
jo (cw) sieyaW 21qND Z18'/9/'2/L J0 BWN|oA [ej0) B
paonpolid Auedwo) ay} ‘mainal Japun Jeak ay) buung

191B\\ @NUBAY-UON




9.Establishment of 53 No District Metered
Areas(DMA) within the entire county and
addressing all customer service
irregularities identified through the
Customer Survey ldentification
10.Procure and Install production meters
for accurate measurements

11.Install regional bulk meters to help
analyze water losses per region

12.Use Mobile technology for meter
reading, disconnection and other
technical operations

13. Procure and enhance usage of
portable water meter testing kits, special
seal and related accessories.

14. Automate existing Meter Test Bench
and Increase capacity by procurement of
additional modern bench for diameters
above DN50 to DN150 Plus construction
of a new Test Bench Building.
15.Metering of all company utilities and
fire hydrants 16. Continue meter
replacements in line with meter
management policy. 17.Carry out flow
Audit on the transmission lines
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In the case of CMS, the receipt module
has a sequence that enables the caching
of up to 50 values per session. Therefore,
when a user is making a transaction that
requires a receipt entry, the user will
cache the values depending on the
number of threads the user is using,
hence for instance the batch which
generates receipts from Agent
transactions and can use 10 threads on
one session that means it can cache up
to 50 * 10 values (500). Also, if more than
one cashier is generating a receipt then
the values cached will depend on the
number of cashiers.

Preventing jumping of values can only be
possible, if only one thread and one user
is doing the receipting at any given time
and all other users wait for the
transaction to complete before they can
generate a new receipt which will
severely affect the receipting process.
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5.2

(i) There had been no activity on site after the
contractor abandoned the project.

(i) Works had been left in a deplorable condition with
gaping manholes, open trenches which posed danger
to residents

(iii) The Company had notrecovered
liquidated damages after termination of the contract.

Consequently, it was not possible to ascertain that
value for money had been realized in respect of the
expenditure of Kshs. 13,860,545.94 incurred on the
project ,

Proposed Sewer Extension in Utawala Area

Nairobi City Water and Sewerage Company awarded
a tender no. NCWSC/41/2015 for Sewer Extension in
Utawala to a contractor at Kshs. 144,075,079. The
scope of the works involved DN225-450 sewer
extension to Serve Utawala Estate, AP&GSU training
Schools.

The works started on 26 September 2016 and were
due for completion on 30 April 2018. However, the
contractor suspended works on 5 March 2018 due to
non-payment. A status report dated 30 June 2018
shows that the contractor had been paid
Kshs.33,884,674.81 with unpaid certificates
amounting to Kshs.40,328,902.50. The project was
had been done 55% at the time the contractor
susbended works.

In a letter dated 19th December 2017
granting the contractor extension of time,
the employer instructed the contractor to
submit among other things the renewed
performance bond. However, the
contractor is yet to submit the renewed
performance bond. Please note all
payments due are subject to 10%
retention, giving the Company sufficient
cover in case we need to take remedial
measures. However, NCWSC is in the
process of clearing the outstanding
payments owed to the contractor for
resumption of works

The Managements
response indicates
that the project is still
stalled and no
progress can be made
without the renewed
performance bond.
The query on Time
Value for money has
not been addressed.

Why has it taken the
company so long to
resolve the issue that
has led to stalling of
the project?

Not satisfactory
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6 Termination of Directors’ Contracts

Examination of human resource records revealed that
the management terminated contracts of three
functional directors vide termination letters dated 17
August 2017 contrary to the employment Act 2007
Section 45 (1) and (2). The three directors were in
charge of Commercial Services, Human Resource
and Administrative Services and Finance and
Strategy. The three filed law suits at the Employment
and Labor Relations Court under ELRC No 1726 of
2017, Petition No 32 of 2018 and Petition No. 118 of
2018, respectively upon termination of their contracts.
The ruling of one of the cases- ELRC No. 1726 was
delivered on 13 November 2017 which quashed his
dismissal and reinstated him. Alternatively, he was to
be paid for the full contract ending 11 September 2017
and for the full contract term commencing 11
September 2017. The other two cases are still pending
in court.The claims by the three directors amounting to
Kshs.186,204,338.60 is as tabulated below:

Director In-charge of Claims Kshs
Commercial Services 53,757,039.00

HR & Administrative Services 70,299,083.60
Finance & Strategy services 62,148,216.00

Total 186,204,338.60

In addition, the Company incurred expenditure totalling
Kshs.484,400 in respect of legal fees as per the
internal mema fraom leaal denartment dated 8 Qctoher

All the three cases are in court and the
company awaits judgment which will
determine whether the staff were
terminated in line with the law or not.
However, the company shall ensure
separation with staff is always done
within the confines of the law.

The Management has
not commented on the
possible amount of
loss by the Water
Company in terms of
the costs of the Court
Cases and the huge
amounts of Court
damages

Why did the company
terminate the directors
contrary to the the
Employment
Act,20077?

iNot Satisfacory

7|Payment of Allowances to Nairobi City County
Assembly Members Examination of expenditure
documents revealed that a total of Kshs.33,264,115
was irregularly paid to members of the county
assembly in form of allowances to carry out legislative
and oversight duties. In addition, the Company did not
provide any authority to support payment of the
allowances to members of the county assembly.

The company has a budget for
stakeholders. The purpose of the budget
is to enable the Company engages the
stakeholders on issues that affect the
Company. Any allowances paid to the
Members of the County Assembly are
duly authorized.

In its response,the
Management has not
provided authority to
support the payments

Not satisfactory
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9 Non-Payment of Audit fees

Trade and other payables balance of The company will strife to pay its In its response, the Why has the Company Unsatisfactory
Kshs.2,845,143,931 as at 30 June 2018 includes obligations as they fall due. The payment management has not  not been paying audit

outstanding audit fees balance of Kshs.25,951,293 was delayed due to depressed revenues. indicated any Fees?

that has accumulated for seven years contrary to the measures to be taken

requirement of Section 41 (c) of the Public Audit Act, in respect of seven

2015. years' Audit fees

arrears. This would
include budgetary
allocations in this
financial vear

Basis for Conclusion

1| Non-existence of Board of Directors

Examination of records relating to the Company’s The shareholder of the Company, Nairobi|The Management has |What is the Status of  [Unsatisfactory
governance revealed that the board of directors’ City County Government, is in process of |not indicated the stage |the Board appointment

operations were suspended vide the letter ref: appointing of a Board of Directors. of the process of process?

NCC/CS/LOM/1067/2017 dated 27 September 2017. appointing a new

As a result, there has been lack of formulation of the Board of Directors.

Company’s new policies, procedures and execution of
the functions of the board contrary to section 79(1),
Water Act 20186.
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