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PREFACE

Mr. Speaker,

The joint Committee of Budget, Public Accounts Commlttee (PAC) and

Finance, Planning & Trade on inaccuracies/inconsistencies in Treasury

TaxlRevenue Accounts was constituted on ISth May 2ol2 following

unsatisfactory Ministerial Statement issued by the Hon. Minister for Finance

in relation to the receipts of revenue for the financial years 2OO7/2OOB and

2OO8/20Q9. The Joint Committee was mandated to among other things..

understand exactly what revenue accounts are; analyse all forms of revenue

collected by the government; determine whether proper books of accounts

were kept and reconciled regarding the revenues collected within the period

in question (2007/2O08): find out if any, whether the taxpayers money was

lost in the period in question (2007/2OOB); and understand how the revenue

accounts are audited.

The Members of the Jolnt Cornrnittee were:-

1. Hon. Elias P. Mbau, M.P

2. Hon. Chrysanthus Okemo, M.P

3. Hon. Martin Ogindo, M.P

4. Hon. John Mbadi, MP

5. Hon. Emilio Kathuri, M.P.

6. Hon. Mosses Lessonet, M.P

Co- Chairman

Co- Chairman
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7.

B.

9.

10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

26.

27.

28.

29.

30.

31.

32.

33.

Hon. Danson Mungatana, M.P

Hon. Nelson Caichuhie, M.P.

Hon. Sheikh Dor Yakub, M.P.

Hon. Omari Zonga, M.P.

Hon. Alfred Sambu, M.P.

Hon. Johnstone Muthama, M.P.

Hon. Abdul Bahari, M.P.

Hon" Nemeryus Warugongo, M.P.

Hon. (Dr.) Robert Monda, M.P.

Hon. Fred Kapondi, M.P.

Hon. Hussein Abdikadir, M.P.

Hon. David Kroech" M.P.

Hon. James Rege. M.P.

Hon" Adan Keynan, M.P.

Hon. Mutava Muryimi, M.P.

Hon" David Were, M.P.

Hon. John Mututho, M.P

Hon. Jakoyo Midiwo, M.P

Hon. Sophia Noor, M.P

Hon" David Ngugi, M.P

Hon. Thomas Mwadeghu, M.P.

Hon. Ekwe Ethuro, M.P.

Hon. Njoroge Ba[r7a, M.P.

Hon. Mithika Linturi, M.P.

Hon. Dr. Julius Kones, M.P

Hon. Jackson Kiptanui, M.P

Hon" Lucas Chepkltony, M.P

l
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34.

35.

36.

37.

38.

39.

40.

41.

42.

Hon. (Prof.) Philip Kalolci, M.P.

Hon. Jakoyo Midiwo, M.P.

Hon. Lucas Chepkitony, M.P.

Hon. Lankas ole Nkoidila, M.P.

Hon. Ahmed Shakeel, Shabbir, M.P.

Hon. Sammy Mwaita, M.P.

Hon. Musikari Kombo, M.P.

Hon. Lenny Kivuti, M.P.

Hon. Ntoitha M'ithiaru, M.P.

However, Mr. Speaker Sir, the position of PAC with regards to inclusion as

part of the joint committee was that, having met with various stakeholders

concerned with the issue before the committee and having made a report on

the same which was submitted to parliament and approved, they will not

participate in the joint exercise as a committee. This was to give room to the

other committees in the joint committee to also make an independent viev.r

on the matter.

Mr. Speaken

The Constitution of Kenya, 2010 Section 206 provides for a Consolidated

Fund into which all money received or raised on behalf of the national

Sovernment shall be paid into. Revenue received by the government forms

part of the fund and is paid into the Exchequer Account held at the Central

Bank of Kenya. The law provides that the Minister for Finance is responsible

for the management of the consolidated fund while the Treasury is

responsible for preparation and submission of accounts for each financial

year under the Public Audit Act, 2003 for audit by the Auditor-General.
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It'tr. 5p-'g5i<gr,

Collection and accounting for governnrent revenue has not received much

attention and oversight by Parliament. The oversight focus of the August

House has been more on expenditures by, the government and less on

revenue. The Constitution of Kenya, 2010, however places revenue raised by

the national government at the heart of devolution. tt provides that

equitable share of revenue raised by the natlonal government shall be shared

between national and countrT governments based on most recent audited

accounts of revenue as approved by the National Assembly. This requires

that the figures of revenue presented to Parliament by the Auditor- General

and Minlster for Finance should be the same and accurate.

Mr. Speaken,

Summarized in this report are excerpts of evidence adduced by various senior

government officials involved in revenue collection and accounting and

individuals from civiI society organizations, synthesls of their submissions, and

recommendations of the committee.

Key among the matters that the Committee sought to investigate and

establish v/ere1-

(l) Whether revenue collected bir the government from various

sources w€t€ properly recelved and banked as required by law.

(ii)To determine whether proper books of accounts were. kept and

reconciled regarding the revenues collected within the perlod in

question Q0A7/2008); and
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(iii) To find out if any, v',rhether the taxpayers money was lost in the

period in question QAA712008);

Nttr. Speaker,

This report also contatns commlttee findings. ln summary the committee

found out that the Kenya Revenue Authority, Auditor- Ceneral and Treasury

could not agree on the amount of money that the country collected as

ordinary revenue in the financial year 20O7ftOAB. While Kenya Revenue

Authority which is the official collector of revenue in the country stated that

it collected Ksh.433 Bitrlion as ordinary revenue, Auditor- Ceneral and

Treasury in their submission stated that the country collected Ksh.4lg Billion

as ordinary revenue. The committee also found out that revenue accounts

were marred by incidences of un-captured receipts and posting errors in the

revenue ledger accounts and unavailability of reconciliation statements at the

time of audit conclusion. There was generally Iack of commitments by the

receiver of revenues to properly keep up to date books of accounts that

reflects the true revenue position of the country.
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Mr. Speaker,

ln summary the joint commlttee confirmed that there v/ere indeed

inconsistencies/variances in the actua[ figures. of revenues collected by the

countqy as contained in the audit repoft of the auditor-general submitted to

this House in May 20Ag and the actual figures of revenue collected as

contained in the 2009/2010 Estimates: of Revenue Report submitted to this

House in June 2O0g, Volume I of this report contains the main report of the

cornmittee while volume 2 contains the minutes of the proceed[ngs, paPers

laid and other annexure.

Mr. Speaker, lt is now our pleasure to present and commend this report for

adoption by the House.

HON. ELIAS P. MBAU, M.P

CHAIRMAN. BUD6 COMM TTEE

DATE 3 c C\2 7it7 Z--

SICNED

HON. CHRYSANTHUS OKEMO. M.P

CHAIRMAN" FI CE, PLANNINC AND TRADE COMMITI'EE

DATE

/5I6N ED .\r.(..?..

s
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1.0 [}{TRCDUCTION

i.1 Background

1. The Member of Parliament for Cwasi Constituenry, the Hon. John Mbadi.

sought a Ministerial Statement on the Tax Account at the Treasury on

Thursday 21n April 2011. In particular, he nranted explanation made to the

House on the following:-

(i.) Whether" our Tax Account, and especially' the revenue rates are

properly kePt;

(ii.) The number of revenue statements that were certified by the

Controller and Auditor-General for the financial years 200712008 and

2008/2009;

(iii.) The actual receipts of revenue for the financial years 2OO7/2008 and

2OOB\2OO9 in respect to various Budgetary Heads. including Mining,

Profits and Dividends, Fines and Penalties, Other Charges, faxes on

lncome, Profits and Capital 6ains; Taxes on 6oods and Services, Taxes

on lnternational Trade and Transactions, Other Taxes Not Classified;

Property lncome lnterest Receivable, Property lncome. Rents on Land,

Sale o.f Goods and Services, Other Records not Classified; Repayment

from Domestic Lending and On-lending, Tour:ism and Wildlife, and

Trading Licences; and,

(iv.) Whether the receipts of the revenue for the financial years 20A7nOOg

and 2OO8/20O9. as declared to Parliament in the Estimates of

Revenue, reflected the actual receipts into the Exchequer Account for

the respective Revenue Heads for the same period.
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2. On l5th March, 2012. the Speaker directed the Minister for Finance to issue a

Mlnisterial Statement in relation to the receipts of revenue for the financial

years 2007/2OA8 and 2OOB/2O09 only as the accounts forthe financial years

2008 and 2009 vr'ere already receiving attention by the Public Accounts

Committee (PAC). This Ministerial statement was issued by the Hon. Minister

for Finance on l5thMay 2012.

3. ln his response to the August House, the Hon. Minister noted the

following:-

(i.) That revenue collection and accounting is a process. and that it
involves various stakeholders. He observed that the process starts with

the taxpayer who pays his or her taxes due directly to the tax collector

or indirectly into the Kenya Revenue Authority (KRA) collection

accounts in the banks appointed by the KRA. On receiving the tax

revenue payments, the revenue collector remits the same to the

appointed receiver of that revenue, who subsequently remits the same

to the Exchequer Account.

(ii.) That KRA is the legally appointed collector of lncome Tax,'Customs

Duty, Excise Duty and Value Added Tax S/AT). collectors of other

revenues, who largely include Ministry Departrnents, are appointed by

respective receivers of revenue, who are in turn appointed by the

Treasury.

(iii.) That the process of collecting and accountlng for revenue involves

parties who are independent hence maintaining their own separate

sets of books of accounts. The revenue records maintained by these.

parties often show diffurent revenue positions and, therefore, require
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(iv.)

(v.)

(vi.)

(vii.)

(viii.)

reconciliation - in soine cases, on monthl)'basis and in other cases

even on a daily basis.

That variances are usually explained by the timing differences when

revenues are received and then ultimately remitted to the Exchequer.

For instance. when a taxpayer Pays his or her taxes through the KRA

collection account in a bank, the KRA immediately recognises the

receipts in their books but such receipts take time to be reflected in the

receiver's account at the Central Bank of Kenya (CBK) and

subsequently to the Exchequer Account.

That for all revenues due to the Covernment - tax' non-tax and

proceeds from borrowing - are paid into the Exchequer Account,

which is properly kept and indeed audited on a daily, basis by officers

from the Office of the Controller and Auditor-General. As part of his

or her legal mandate, the Auditor-Ceneral also keeps a mirror account

of the Exchequer Account.

With regard to the question of the number of revenue statements for

the financial year 2OA7/2008 that were certified by the Controller and

Auditor-C,eneral, the confirmed that only three statements out of

slxteen 06) revenue statements were certified. These vr'ere the

Property lncome lnterest Received Account. the Dlvidends and

Fines,Penalties and Forfeitures Account. For the ftnancial year

2OO8/2OO9, all the 14 statements were qualified.

Noted that the Report of the Controller and Auditor-General for the

financial year 2007 /2OOB pr:ovided specific reasons as to whrT each

revenue statement was excluded from his cer:tificate, and this was

basically for accounting reasons.

Reminded the house that the Reporf of the Controller and Auditor-

General for the financial year 2007 /2008 has already been discussed
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by the PAC, and the Commit[ee had given specific recommendations

on actions to be taken by the respective receivers of revenue.

(ix.) Regarding the question as to vuhether the receipts for the financial year

2OO7/2008, as declared to Parliament in the Estimates of Revenue.

reflect the actual receipts into the Exchequer Account for the respective

Heads and for the same period, He clarified that the actual receipts

for that year, as reflected in the Printed Estimates of Revenue, were

based on unaudited revenue returns because at the time of reporting

to Parliament the accounts vrere in the process of being audited.

(x.) Reassured the House and the public at large that the Treasury remains

fully committed to ensuring full accountability and optimal utilisation

of all revenues collected and received by the Government of Kenya.

4. The Speaker, after lengthy debate by members noted that he finds reason or

cause to glve a direction because the amounts and the figures and the

disparity is mind boggling while at the same time the response by the Hon.

Minister for Finance was not satisfactory.

5. He directed that a joint Committee of the Budget, the PAC and the

Departmental Committee on Finance, Trade and Planning led by the Budget

Committee be formed to interrogate the matter with speed and and report

back to the House in a maximum of two weeks.

6. The Members, however requested the Chair to give the Joint Committee one

month to complete its work since the Budget Committte was still engaged in

the Budget Process far 2012/2013 financial year.

7. The chair agreed with request of the members and directed that the joint

committee interrogate the matter and reporL to the House in one month's

tirne.
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i.2 Stafus of the Natlonal Revenue Accounts

8. The Public Audit Act, 2OO3 provides that for each financial year, each

receiver of revenue shalI prepare accounts [n respect of the revenue which

the receiver of revenue is appointed to handle and submit the accounts to

the Controller and Auditor-Ceneral ior audit. The accounts shall include the

follovuing:-

(a) a statement of receipts into and issues from the exchequer account;

(b)a summary of the following-

(i) The appropriation accounts prepared br7 accounting officers.

(ii)The statements, prepared by- accounting officers, of the outstanding

amounts in respect of loans issued by the government; and

(iii) The statements of receipts and disbursements prepared by the

receivers of revenue

(c) A statement of payments made out of issues from the exchequer account

that are authorised under the Constitution or an Act other than an Act

appropriating amounts for a financial year.

(d) A statement of the amounts outstanding at the end of the year in respect

of public debt; and

(e) Such other statements as the National Assembly may require.

9, The Act further provides that for each financial year, each receiver of

revenue shalt prepare accounts in respect of the revenue of which the

receiver of revenue is appointed to handte and submit the accounts to the

Controller and Auditor-General. The accounts shall include the following:-

(a)A statement of receipts and disbursements in such form as the Treasury

may dlrect; and

(b)A statement of arrears of revenue.
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10. The Controller and Auditor General in his report on the Appropriation

Accounts, other Public Accounts and the Accounts of the Funds of the

Republic of Kenya for the year 2007 / 20OB stated that:-

" 55. I am concerned by the lack of attention in the preparation of Statements

of Revenue as indicated in the reports under each Revenue Head. Many

Statements of Revenue reflect differences between figures reflecied in the

Statements and those reflected in the supporting documents. For example, most

of the revenue is collected by Kenya Revenue Authority (KRA) but the Receiver

of Revenue is the Financial Secretary. However, the Statements of Revenue

received reflect receipts which materially differ from those reflected in KRA

records. They also reflect payments to the Exchequer which differ with amounts

reflected in the Exchequer records. Even amounts carried forward differ with

those reflected in the relevant Statement of Assets and Liabilities. Such

differences are not explained or reconciled and therefore cast doubts on the

accuracy of the Statements of Revenue. As a result, many Statements of Revenue

have been excluded from the general certificate. No explanation has been given

for this".

2.0. MAfiERS BEFOR,E THE COMMITTEE
11. The Committee after wlde deliberations and consultations on the matter

resolved that the joint committee's investigation will work towards achieving

the fol Iowing objectives;

(i) To understand exactly what revenue accounts are;

(ii)To analyse all forms of revenues collected by the government;

(iii) To determine whether proper books of accounts werelare kept and

reconciled regarding the revenues collected within the period in

question (2OO7/2OOB):
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(iv) To find out if dry, 1r11u,her the taxpayers lrloney r,'raS lost in th.e

period in question QOAT:2OOB); and

(v)To understand how the revenue accounts are auciited.

2.'l Litt of \Pitnesses

12.On diverse dates the committee held a total of...meetings v'rith different

witnesses including:-

(i) Hon. John Mbadi, M.P

(ii) The Public Accounts Committee (PAC)

(iii) Kenya NationaI Audit Office (Auditor -Ceneral)

(iv) Kenya Revenue Authority (KRA)

(v) Minister of Finance flreasury)

(vi) Mars 6roup KenYa

3.0 SUMMARY CF WITNESSEs EVIDENCE

3.1 Evidence of Hon. John lvtbadi, M.P

13. Appearing before the Committee on 7th June 2012 Hon. John Mbadi, M.P a

friend of the Committee, made hls submission.,

14. ln his submission, he started by thanking the Co-Chairmen for ensuring the

Joint Committee meeting rnaterializes and thanked the Committee for giving

him an opportunitrT to make hls submission to the Committee.

15. He took Members through the background of the matter where he reminded

Members that on 21" ,\pril 2011 he sought a Ministerial statement from the

Minister of Finance with regard to differences in revenues accounts in

2OO7/OB and 20081O9 Financial Year. This took twelve months for the

Minister of Finance to respond to the issue and the answer from the Minlster

of Finance was unsatisfactory.
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16. He informed members that since the 2008/09 revenue accounts were still

under the scrutiny of PAC, the speaker ruled that the Joint Committee can

only look at the 2OO7/OB revenue accounts. Therefore his submission only

focused on the 2OO71OB revenue accounts in line vrith the Speaker's ruling on

the matter when constituting the committee.

17. In his submission he thanked Mars Group Kenya, a Civil Society Organization

vuhich did a detailed analysis of the 2AO7/AB and 2OOB1A9 revenues

accounts. The analysis report of Mars C'roup Kenya formed the basis for his

asking for a Ministerial statement over the matter. He requested the

Chairman to invite Mars 6roup Kenya to shade more light on this

discrepancies since they are ready to appear before the Joint Committee.

18. He cited article 206 of the Constitution of Keny3, 201O which requires that

all money raised or received by or on behalf of the national government

should be paid lnto the Consolidated Fund before being appropriated.

Therefore all revenue collected by the government should be paid into the

fund before any appropriation.

19. He informed the committee that the official receiver of the revenue collected

[s the Finance Secretary at Treasury while Kenya Revenue Authority (KRA)

has the responsibility to collect revenue. Thus, all revenues are collected by

KRA, banked in the exchequer account at CBK and records of the banking

are kept by Central Bank of Ke.nya (CBK) and Finance secretary at Treasury.

Afterwards, the Finance Secretary prepares. a statement of revenue three

months before the end of financia[ year to the Controller and Auditor

General who in turns submits a report to Parliament. Parliament therefore

has the responsibility to oversee the use of revenue collected.
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20. lt is expected that the amounts of revenue collected and reported to

parliament should tally with the information captured in the audit report of

the Controller and Auditor 6eneral, in the exchequer account from the

Finance Secretary. The committee was however, informed that in 2007/08

Financial Year, the Controller and Auditor General was told, in a repor:t

confirmed by PS Tneasury that Kshs.496 billion of ordinary revenue was

collected but the estimates submitted to Parliament shows that the amount of

revenue collected in 2OO7/OB Financial Year was Ksh. 397 biltion-

21. The committee was told that the difference between the total revenue as

contained in the auditor's report to Parliament and the Estimates of Revenue

figures presented to Parliament br7 the Minister for Finance is Ksh. 98 billion

and the questions raised is whether the Covernment operates two sets of

accounts and what is the exact figure of revenue collected in 2007/08

Financial Year.

22. Members were also informed that with regard to Grants and Loans, the

exchequer account shows that Ksh. 26.7 billion was realized whereas the

report by the Controller and Auditor general to Parliament indicates that

only Ksh. 20 Billion was realized hence an under reporling to Parliament of

Ksh. 6"7 Billion.

23. The commlttee was also told that the figures of revenue collected ought to

be the same in KRA records, Exchequer account records, ledger accounts

records held by Finance secretary, revenue statement glven to Controller

and Auditor General and the report submitted to Parliament but that was

not the case in 2OO71O9 Financial Year.
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24. The committee vras glven an example of Vote Head '[TIOOOO0 f!'axes on

lncome, Frofits and Capital Gains) vvhere Kenya Revenue Authority gave a

figure of Ksh. 166 Billion, the Exchequer Account showed i/,.sh. 168 Billion,

the report to Controller and Auditor general from Finance secretary

recorded Ksh. 172 Billion and what was declared to Parliament was Ksh.

165 Billion.

25. The committee was informed that out of the 14 revenue account statements

only three were certified and eleven quatified, meaning they did not meet

the audit standard hence had audit queries that Treasury was expected to

answer.

26. The committee wanted to knour whether the discrepancies could be due

timing difference and unaudited accounts as stated by the Minister of
Finance. However, they were informed that the matter of timing do not

arise since C,overnment accounting system is a cash system meaning that

what is got is what is reported. Members were also informed that Parliament

is supposed to be given actual figures and not estimated figures.

27. He informed the committee that revenue estimates as contained in the

Estimates of Revenue of Government of Kenya report presented to

Parliament by the Minister for Finance in June every year cannot be revised

by Kenya Revenue Authority or Treasury without approval of Parliament

since it is only Parliament which can allow such revisions. However, the

original revenue estimates as contained in the Exchequer Account submitted

to Auditor-General for audit is not the same as the original revenue estimates

as was passed by parliament. This means that KRA and Treasury revise these

targets without parliamentary approva[.
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28. ln his final submission to the committee, he expressed his fears i:hat such

discrepancies/ inconsistencies in figures could point at either poor book

keeping by Treas,ury officials who are not taking their work seriously. The

worst is that such discrepancies could lead to loss of money vuhlch in this case

is running into Billions of Kenya Shiltings. He urged the committee to

thoroughly investigate the issue since revenue collected by the National

Covernment and audited br7 the Auditor-Ceneral forms the basis of revenue

division between national government and county governments as stipulated

in section 203 (3) of the Constitution of Kenya, 2010"

3.2. Evidence o:f Frtars Group

29. Appearing before the Committee on Thursday 19tr July 2A12, Mwalimu

Mati, Chief Executive Officer, Mars Croup and Jayne Mati, Managing

Director Mars Croup, on behalf of Mars Croup Kenya, made a submission on

the subject matter before the committee.

30. Their submlssion addressed three issues namely; Revenue accounts failing

audit; Reporting actual revenue receipts to the Natianal Assembly, and

Parliamentary Authority on Approved Estimates:

31. Revenue Accounts Failing Audits

32. This is the first issue that the submission from Mars Group Kenya intended to

address.

33. ln their submiss:ion, the group noted that out of the revenue of Ksh. 516

Billion collected in the financial year 2007108 on 16 revenue accounts, only: a

paltry Ksh. 3.4 Billion in 3 revenue accounts were certified by the Auditor

General. The 3 certified accounts are:
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Revenue
LT^--II TEOjLI

Revenue A.ccount Narne Amount (Ksh.)

1410000 Properiy income - profits and Dividends 3,13 3,350,63 3.5

1430000 Fines, penalties and forfeltures 158_521,094

r140000 Taxes on goods and services - royalties 187,799.399

Total 3"479,671,T'15.5

34. Analysis done by the group shows that almost all revenue accounts continue

to fait audit tests annually. The amount of money involved in the various

revenue statements that were not certified from the years 2007- 2010 is as

follows:

(i.) For the financial year 2007/AB a total of Ksh.498.9 Biilion comprising

of Taxes on income, profits and capital gains * Ksh. 164.4 billion, Taxes

on goods and services - Ksh. 220.5 billion, taxes on international trade

and transactlons - Ksh. 7 billion, other taxes not elsewhere classified -
Ksh. 1.4 Billion, sale of goods and services - Ksh. 38.6 billion, rent of

land - Ksh.. 0.12 billion, property income - Ksh. O.27 biltion, statement

of loan interest receipts - Ksh. 2.8 billion, other receipts not elsewhere

classified - Ksh. 9.2 billion, repayments from domestic lending and on-

lending - Ksh. 19.8 Billion and development revenue - Ksh. 34.8 billion

were excluded by the Controller & Auditor General from audit

certificate.

(ii.) In the financial year 2008/09, a total of Ksh. 215.1 Billion was excluded

from certification and it comprised of: taxes on income, profits and

ital ns - Ksh. 88.6 billion, Taxes on s and services - Ksh. 8.5
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biilion, taxes on international trade and transactions - Ksh. 1.7 bitlion'

other taxes not elsewhere classified - Ksh. 0.16 billion, sale of goocls

and services - Ksh. 21.9 billion, rent of [and - Ksh. 0.6 billion, property

income - Ksh.7.3 billion, statement of loan interest receipts - KJh. 28.6

billion, other receipts not elsevuhere classified Ksh. 9.9 billion'

repayments: from domestic lending and on-lending - Ksh. 24.8 biltion

and development revenue - tth. 23 billion and

(iii.) ln the financial rTear 2009/10, Ksh. 239.3 Bttl[o,n was aga[n not certified

by the Auditor General. lt was composed of taxes on income, profits

and capital gains - Ksh. 105 billion, Taxes on goods and services - Ksh.

6.7 billion. taxes on international trade and transactions - Ksh, 1 billion,

other taxes not elsewhere classified - Ksh. 0.5 billion, sale of goods and

services - Ksh. 9.6 billion, property income - Ksh. 0.4 bitlion. social

security contributions - Ksh. 1 blllion, statement of loan interest receipts

- Ksh. 31.7 billion, other receipts not elsewhere classified - Ksh. 3.2

billion, repayments from domestic lending and on-lending - Ksh. 13

billion and development revenue - Ksh. 67.6 billion

35. The group noted in their submission that in the Fiscal Year under

investigation, a cumulatlve of 57 audit queries were raised by the Controller

& Auditor (eneral with respect to revenue accounts. However, Ministry of

Finance fl-reasury) in their submission to the committee on l2th July 2012

only addressed l8 audit queries leaving out 39 of the audit querles

unanswered.

36" To emphasize thelr concern, the group quoted an extract from paragraph 55

of the audit report for the Public Accounts and the accounts of the funds of

the Republic of Kenya for the year ended June, 2OO7 which state that

''....am concerned by. tack of attention in the preparation of Statements af
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Revenue as indicated in the reports under each Revenue Head. Many

Staiements of Revenue reflect differences between figures reflected in the

Statements and those reflected in the supporting documents. For example,

most of the revenue is collected by KRA but the Receiver of revenue is the

Financial Secretaqr- However the statements of revenue received reflect

receipts which materially differ from those reflected in KRA records. They

also reflect payments to the Exchequer which differ with amounts reilected in

the Exchequer records. Even amounts carried forward differ with those

reflected in the relevant statements of asseis and liabilities. Such differences

are not explained or reconciled and therefare cast doubts on the accuracy of
the Statements of Revenue. As a result, many statements of revenue have

been excluded from the general certificate...."

37. The Sroup used 5 examples to demonstrate why the Minister for Finance

should account to Parliament for Revenue accounts failing the audit test. The

following examples illustrate the groups concerns with reference to
2OO7/2OA8 Controller and Auditor General report on Government revenue

accounts:

(i) Records maintained at Kenya Revenue Authority differ from Statement

of Revenue - specifically paragraph z2 of the report, on income, profits

and capital gains, presents a difference of Ksh. 11 Billion, on taxes on

goods and services, paragraph 79 show a difference of about Ksh. 3

Billion and paragraph 84, 0.887 Billion. other taxes not elsewhere

classified, paragraph 88 presents a difference of 51.6 Million. On rent of
land, ll.4 Million and paragraph 115 on sale of goods and services has a

difference of about 2 billion, all of which were not explained nor

reconciled.
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(il) Payments to lhe Exchequer differ v'rith accounts reflected in the

Exchequer records- ln paragra ph 92 of the Audit report, the difference of

Ksh" 2OO.B Biltion uncier the revenue Head property income, loan

interest receipts fr:om domestic ancj on-[enciing was not reconcileci nor

explainecl. The same recurs in paragraphs 35,8.l,86, 90,97, and i05 of

the F/ 2OA7/20A8 audit rePort.

(iii) Actual receipts differ with amounts reflected in the Ledger - it v'ras

brought to the attention of the Joint Committee that differences of

about Ksh. 4.3 billion and Ksh- 2.1 billion in paragraphs 75 and 101 were

also not reconciled nor explained and that the same is depicted in

paragraphs 80, 85 and 93 of the FY 2AO7 audit report.

(iv) Anrounts carried forward differ with those reflected in the relevant

Statement of assets and liabilities - that a difference of about Ksh. 4.5

bitlion was not reconciled nor explained and the Mars Croup Managing

Director indicated to the Committee that the same trend is depicted in

paragraphs 36, 81,86, 90' 94,98..l02 and 106 of the audit reporh.

(v) Arrears of reVenue due unaccounted for - here, statements Were not

showing details of arrears of revenue due as at 3Oth April 2008 and as a

result the Auditor 6eneral, in paragraph 78 of the report. was unable to

confirm whether revenue totalling to about Ksh. 125.2 Billion under

taxes on income, profits and capltaI gains was recovered.

38. The Managing Director of Mars Croup pointed out to the Joint Committee

that as the Members investtgate the revenue inconsistencies. it would be

prudent to bear in mind that the role of the Ministry of Finance according to

the Covernment Financlal Act, 2004 is such that the Minister is requlred by
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Iav,r to manage the Consolidated Fund and be responsible for all matters

relating to public financial affairs that are not assigned to any other Minister.

39. On the role of the Treasury, she hightighted that the Treasury is mandated

by Iaw to establish procedures and systems for proper and effective

management of Government money and property; estabtish accounting

procedures and systems from the Government to properly account for

Government money and property; prepare and submit accounts for each

financial year under the Pubtic Audit Act, 2003 for audit by the Auditor

General and also ensure that the accounts so prepared comply with the

provisions of the law.

40. Additionally, the Committee was reminded that according to the Public

Audit Act, 2003 the Treasury is required to prepare accounts showing fully,

the financial position of the government at the end of the year and submit

the accounts for auditing within three (3) months after the end of the

financial year. The accounts have to include among other things, the

statement of receipts and issue from the Exchequer. Also, that the Receiver of

Revenue is required to prepare accounts ln respect of revenue for which s/he

is appointed, and submit the accounts for auditing and the accounts to be

submitted are to include statement of receipts and disbursements and

statement of arrears of revenue; all that within three (3) months after the

end of the financial year" Ultimately, the Auditor Ceneral is required to

examlne the documents so submitted and audit the accounts and gives an

opinion stating whether all information and explanations necessary for audit

are received; proper records are maintained; the accounts are in agreement

with the records and whether the accounts reflect the fair financial position

of the government.
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41. Repcrting Actual F*evenue Recelpts to the Natlonal Assembly

42.This is the second issue that the submission fi-om Mars 6roup Kenya intended

to address.

43. On the issue of reporting of actuaI revenue r:eceipts, the Croup indicated to

the Committee that it appears the Minirtry of Finance has been keeping

diffurent sets of books for revenue collected and that it aPpears to be an

intricate web of a possible cover up and deception as it continues to present

different revenue figures to both the Auditor CeneraI and Parliament.

44. The group was shocked by the fact that in June, 2OO9; a month after

receiving the Controller and Auditor Ceneral's signature on the Exchequer

Account for the FY 2OO7/08. the Minister for Finance went ahead and

presented a totalh/ diff€rent actual revenue figures to Parliament.

45. For instance, that Ordinary Revenue was lth. 397.6 Billion while the

Exchequer account records showed Ksh. 496 billion, a difference of Ksh. 98.5

billion of revenue under declaration to Parliament; total loans was Ksh. 26.7

Billion while the Exchequer records had Krh. 20.1 Billion, a difference of Ksh.

6.6 Bitlion of revenue receipts overstated to Parliament; miscellaneous

revenue was Ksh. 7.6 billion while the Exchequer account records had about

Kjh. 16 billion, an understatement of Ksh. 8.6 Billion; net domestic

borrowing by the Central Bank was presented as Ksh. -13.9 Billion while the

Exchequer recorded Ksh. 0.00" This possibly indicates a net domestic

borrowing that does not exist. lncome tax from corporatlons was presented

as lth. 79.1 Billion whereas the Exchequer record was showing Ksh. 86.7

billion, a difference ofabout Ksh. 7.6 Billion.
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46. The group raised concern and wondered why this was the state of affairs and

whether the under-declaring of revenue to Farliament vras Iikely to create a

gap vrhere such revenue goes missing. This situation also create an avenue

for revenue loss/ leakage since there are no agreed figures of revenue by

different stakeholders involved in collection and accounting for revenue

ralsed by the government.

47. Appnoved Revenue Estlmates- Farliamentary,Authoriry

48. This was the third issue that the submission from the group lntended o

address.

49. The group pointed out that the estimates of revenue as tabled in Parliament

by the Minister for Finance vuhich reflect the final revised estimates of

revenue differs at every revenue llne item from the estimates of revenue as

captured by the then Controller and Auditor Ceneral at that time.

50. The group pointed out to the Committee that the Minister cannot alter the

approved revised estimates of revenue as he did at that time, a situation they

termed very serious and grave. For instance, using the final revenue figures of

Ksh. 558 billion as approved by Parliament against original estimates of Ksh.

522.4 Billion as captured in the audit report for the FY 2OO7/08 gives an

under-collection of about Ksh. 35 Billion. Using actual revenue of Ksh. 494,4

Billion as captured in the FY 2008/09 budget estimates on June 2009. it

shows an under<ollection of Ksh. 28 Billion and finally, using actual revenue

of Ksh. 516 Billion in the Exchequer account as captured by the Auditor

General, depicts an under-collection of about only Ksh. 6.3 billion.

51. The group expressed its concern on the fact that there appear to be many

possible revenue positions in the same financial year and also that even the
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Auditor Ceneral nright as r",uell nct b.: able to reilect the actual revet',tie

pcsition of the government.

52. The group reminded the Comnrittee that l(enyans expect answers from thr:

Minister on how many revenue accounts failed the audit test and reasons fot:

that; whether the actual revenue receipts as reported to Parliament faithfuity

reflect the actual receipts as captured by the then Controller and Auditor

Cenera.l in the Exchequer account and also, whether the revised estimates of

revenue tabled in Parliament reflect the actual approval given by Parliament.

53. ln addition, a detailed response need to be given from the Ministry of

Finance on each oi the 57 audit queries and a support'ing memorandum as

well as a certificate from the Auditor Ceneral clearing each of the iss:ues

according to the international accounting standards.

54. The group ended their submissions br7 presenting to the committee the.

following recommendations:

(i.) That an independent forensic audit into the revenue accounts of the

Government of Kenya for the FY's 2OO7/08, 2OOB/O9, 2009110.

2O1O/11 and 2011/12 be commissioned and conducted so as to

determine the true revenue position of the Covernment.

(ii.) The immediate withdrawal of all falsified documents tabled in

Parliament and a special resolution to re-submit for adoption of

accurate one5.

(iii.) That the Committee recommend immediate retirement of the

accounting officer in the ministry who are responsible for collection and

accounting for failing in their work and misleading Parliament

(iv.) That the Committee recommends the implementation of the National

Assembly resolution of the year 2009 that independent forensic audit

be done br7 an independent body to look into past three years of the
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hJational Budget including the Consolidated Fund Services to determine

whether there might have been other inaccuracles or inconsistencies.

(v.) The Committee recommends the involvement of the Controller of

Budget as per the constltutional mandate.

3.3 Evidence of Kenya National Audit Office (Auditor-Gerreral)
55. Appearing before the Committee on llth july 20X2, Auditor-Ceneral, Kenya

National Audit Office (KENAO) informed the committee that:-

(i.) I,4ost of revenue statements prepared by the Ministry of Finance vr'ere

not accepted due to one or more of the follovuing anomalies:-

. Variation between the Ministry of Finance and KRA revenue figures.

o Variation between the revenue statements and Ministry's ledgers figures.

n Statement of revenue balance not in agreement with exchequer record

figures.

(ii.) Out of the sixteen statements of revenue for 2OO7/08 audited by the

Auditor's office only three were certified. The certified revenue

statements were;

Ranenue Head Sub head Description

14i0000 1410200 Property income-profits and dividends

1430100 Fines and Forfeitures

160210 Forest and mining

(iii.) Ten revenue statements prepared by the Ministry of Finance were not

accepted due to various unexplained variations. This revenue statements

are:-
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Revenue
Head

5ub
Head

1110000 Taxes of
income, profits
and capital
gai ns

1140000 Taxes
Coods
services

on
and

Un-reconciled difference of Ksh.

3,725,958,227 3A betrveen the
statements actual receipts figure of
Ksh. 177,251,211,178.30 and KRA
figure of Ksh 173,525,253 51.00

i150000 Taxes on
lnternational
trade and
transactions

Un-reconciled difference of Ksh.

887,684,300.60 between the
statements actual receiPt of Ksh.

45.857,772,816.00 and KRA figure
of Ksh. 44.97A.O88,516.00

1160000 Other taxes not
elsewhere
classified

Unexplained difference of Krh.

51,679,317.30 between the Ministry
actual receipts of Ksh.

4,584,430,435.30 and KRA figure
of Ksh. 4,532,7 51,1 I 8.00

1140000 1410100 Loan interest
receipts

Unexplained difference of Ksh.

2OO,762,900.85 between the
statement of revenue PaYments to
the Exchequer figure of Ksh.

371,254,013.7O and Treasury
Exchequer figure of Ksh.

572.Arc.914.55
1410000 1410401 Property

income-rent on
land

Unexplained difference of Ksh.

118,363.222.40 between the
statement actual receipts of Ksh.

1.375.378,571.00 and KRA figure of
Ksh. 1,257,015,349.00

1450000 Other receipts
not classified
elsewhere

Unexplained difference of Ksh.

2,502,166,934.85 between the
statement actual receipts of Ksh.

15,956,423,389.60 and Krh.

13,904,256,454.75 reflected in the
Ministrv's ledger.

4510000 Repayments
fr:om domestic

Unexplained difference of
236,131J79.9O between

Ksh.

the

Description Quaiification lssue

Unexplained difference of K.sh.

1'1,093,780 ,541.4A between the
statements of actual receipts figure
of Ksh. 177.246,750,1i0.40 and
KRA figure of Ksh.

166.152,969,569.00
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lencling and on
lenciing

statement payments to the
Exchequer figure of Ksh.

472,433,521.55 and the Exchequer
records figure of Ksh.

708,564.701.45
Unexplained difference of Ksh.
61,740,522.1A between the
statement actual receipts figure of
Ksh. 472.433,521.55 and the
Ministry's Ledger figure of Ksh.
410,692,999.45

1420000 Sales of goods
and services

Unexplained difference of Ksh.

67,690,050.91 between the
statement actual receipts of Ksh.
I,880,336,872.75 in respect of fees
under traffic act and motor drivers
licenses and the KRA figure of Ksh.

1,948.026.933.66
Unexplained difference of Ksh.
30,869,263.95 between the
statement of actual receipts of Ksh.

1,880,336,872.75 and the figure of
Ksh. 1,911,206,.l36.7O reflected in
the Ministry Ledger.

Head
DRI

Statement of
development
revenue

Unexplained difference of Ksh.

73,9O8,O47.75 between the
statement payments to the
Exchequer figure of Ksh.
20,003,323,148.00 and Treasury
Exchequer records figure of Ksh.
20,077,231,195.7 5

56. Three statements of revenue prepared by other Ministries also had audit

queries. This statements are;

Head Description Agenqy
r70010 Tourist and Wldlife Office of the President

210010 Trading licences Office of the President

150360 Lands Revenue Ministry of Lands
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57. Reconciliations for ihese accounts vrere carried c.ut and obserrred variations

were explained as followsl

58. Taxes on lncome, Profits and Capital Gains -Revenue F-tead tI10O0O

The difference of Kih. 11,093,780.547.40 vuas made up of the followlng:-

(i.) Pay As You Earn (PAYE)

Reconciliation for the difference of Ksh. 4.459,31O,878.85 is as follows;

(ii.) Other lncorne Tax (OlT)

The reconciliation difference of Ksh. 6,683,254,O12.4O was reconciled as

follows:

Revenue
Item

Amount
Revenue
ft3h.)

as Per
Statement

Amount as per KRA
records (Ksh.)

Variance tKsh.)

PAYE 81,680,929 .230.24 85.140.240,109.00 (4.459.31O-878.Bs)

otT 86,695.983,472.40 80,012,729,460.00 6,683.254,O12.40
LATF 8.869,837 ,407 .80 8.869.837 .407 .80
TOTAL 177.246.7 50,110.40 166.152.969.569.OO 11,093,780,541,.40

Amount (Ksh.)

Balance of per KRA records as at 30 June 2008

Add 2006 /2007 collections transferred in July 2OO7

86,140,240
634,683,602-86

Less Cash in transit from other banks as at 3A/A6/08 (sB.223.o7O.es)

Add Amount in Treasury not in CBK 652,776.568.15

Less amount in CBK not in treasury 1,352,712.947 .OO

Less LATF 5olo

Balance as per revenue statement

4,3 35,835,031.95
91,530,929,230.00

Amount (Ksh.)

Balance as per KRA records 80,O12,729,460.57

Add previous year provision 11,518,961,560.00

Less Cash in transit (99,978,337.57)

Total Banking for 20a7/2008 91,442,712,683.00

Add cash in transit 30.6.07 812,706,833.26

Add receipts in Treasury not in CBK 1,060,590.364.80
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(1,58i .256.199.72)
Cash in transit (491,194,289.25)
5olo LAFT (4,547,57 5,9i9.69)
Amount as per revenue statement 95,595,993"472.4A)

Less receipts in CBI( not in Treasury

59. Taxes on Good and Services- Revenue gtatenrent Head 1.[40000

The variation of Ksh. 3.725,958,227.3O according to the Auditor General

Office was made up of the following items;

(i.) Value Added Tax (VAT) tr-ocal

This revenue item was reconciled as below;

Ranenue

item
Amount as per

revenue

statement(Ksh.)

Amount as per KR,A,

records(Ksh.)

Variance (Ksh.)

VAT local 61,586,108,469.70 57 ,373.875.358.00 4.212.233.110.70

VAT imports 53,807,63 4,460.95 53.634,410,526.O0 173,223,934.85

Excise taxes 61,857,468,349.75 62,516,967,167.0O (659.498,818.25)

TOTAL 177,257,2i1,279.30 \73,525,253,05'l.OO 3,725,959,227.30

An'rount (lth.)

Amount of as per KRA records 57,373,875,358.00

Add money provided by treasury for VAT refunds 12.169,000,000.00

Add collections reported separately-Telkom 4,446,648.474.15

Less cash in transit from collecting banks (66,968,448.2O)

Less receipts in CBK not in treasury (13,563,422,245.64)

Add receipts in Treasury not in CBK 1,226,975,330.39

Amount as per re\renue statement 51,595,108,469.70
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A.mount (Ksh.)

Amount as per KRA records 53.634,410,526.00

Add casting error 2,256.420.OO

Less receipts in KRA cashbook not in bank (332,990,555.15)

Add receipts in Bank not in KRA 351.987,072.O0

CBK balance 53,655,663,462.85

Less receipts in CBK not in treasury (l,408,866,831.00)

Add receipts in treasury not in CBK 1,560"83 7.829.00

Amount as per revenue statenrent 53,9A7,634,460.85

(ii.) Value Adoed Tax pAT) Imports::- VAT imports reconciliation was as

below;

(iii.) Excise Taxes:- The reconciliation vuas done as follows

Amount as per revenLle statement

60. Taxes on lnternational Trade & Transactions -Revenue Head 1150000

The un-reconciled variation of Ksh. 887,684,300.50 was made up of the

following variances;

Amount (Ksh.)

Amount as per KRA records 62,517,057,168.00

Add provisions for refund

Less receipts in Cashbook not in Bank

2,400,000,000.00

(951,976,935.96)

Add receipts in Bank not in cashbook 646,265,340.90

Less receipts: in CBK not in treasury (3,775,165,810.15)

Add receipts in treasury not in CBK 1"021 ,278,585.95

61,957,468"348.75
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Revenue

Itern

Amt as per Revenue

9tatement (Ksh.)

Customs

DuV

32,944,349,590.05 32,539,472,977 .OA 444,87 5,603.05

Other

Taxes

12,913,424,236.55 12,430,615,539.00 482,809,697.53

TOTAI. 45,857,772,916.60 M,970,488,515.00 887,594,300.60

Amount as per KRA

records (Ksh.)

Variance(Ksh")

Reconciliation with respect to the above revenue items v/as prepared as belorni;

i) Custorn Duty

ii) Other Taxes

Amount (Ksh.)

Amount as per KRA records 32,539.472.977 .OO

Add money from treasury for refunds and

exemptions

470,000.000,00

Less receipts in KRA not in bank (314.637.Oe7.00)

Add receipts in Bank not in KRA 507,028.495.45

Balance as per CBK 33,201,864,374.45

Less receipts in CBK not in treasury (1,o47 ,455,582.95)

Add receipts in Treasury not in CBK 789.939,787.55

Arnount as per revenue statement 32,9M348,590.05

Arnount(Ksh.)

Balance as per KRA records 12.430,513,539.00

Less receipts in cashbook not in bank (44,847,284.00)

Add receipts in bank not in cashbook 155,944,195.40

Bank balance 12,541.710.450.40

Less receipts in CBK not in treasury (346,901,114.00)
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12,913,424,236.55

Adci receipts in treasury rroi ir-r CBK 719,514,900.15

Amount as per revenue statement

61. CtherTaxes (Not Eisewhere Classitied)-Revenue Head iT60000

The reconcilialion for the variation of Ksh. 51,676,317.30 was availed as

follows;

iii) Stamp DuV

Arnount (Ksh.)

Amount as per KRA recorcis 4,532,571,118.00

Add receipts in CBK not in treasury 119,376.816.00

Less receipts in treasury not in CBK (67,697,498.70)

Balance as per Treasury 4,594,430"435.30

62. Property lnconre lnterest Received -Revenue Statennemt Head 1410000-Sub

Head 1410100

The difference of Ksh. 200,762,900.85 was attributed to receipts relating to

06/07 FY but posted to the exchequer records in2007/O8 FY as followsr

Amount (Ksh.)Date of receipts

30/06/2007 4,628,514.20

30106/2007 196,134,395

Total 200,762,909.85

63. Rent of Land - Revenue Statement Head l4lOOOO-Sub t-{eadn4lO40l

The variation of Ksh" 118,363,222.4A was as a result to credits paid directly to

the Exchequer by the Ministry of Lands.
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A,mount (Ksh.)

Actual receipts as per general ledger 13.904.256,454.7 5

Add receipts not captured in the ledger 2,O52,166,934.25

Amount as per statement n5,956,423,389.00

64. Cther Receipts Not Classified Elsevrhere- Revenue Staternent Head T450OOO

The difference of Ksh. 2,502,166,934.85 v'ras attributed to un-captured recelpts

in the ledger and vuas prepared to accept as follovus:-

The 20O7 /2OOB FY was amended and the correct receipt figures reflected

65. Repayments fronn Dornestic Lending and On-Lending Revenue Statenrent
Head 451OOOO

a) The difference of Ksh. 236,131,179.90 represents receipts received on 3Oth

June 2008 but captured in the Exchequer records in 2008/2009 Financial

Year.

b) The receipts of Ksh. 61,740.522.1O variation were captured in the

amended 2OO7 12008 ledger.

66. Sales of Goods and Service - Rer,renue Staternent head 142OOOO

a) The unexplained difference of Ksh. 67,690,060.91 between the statement

of actual receipts of Ksh. '1,880,336,872.75 in respect of fees under traffic

act and the KRA figure of Ksh. 1,948,026,933.66 were captured in the

amended 2OO7 /2OO8 ledger.

b) The unexplained difference of Ksh. 30,869,263.95 between the statement

of actual receipts of Ksh. .l,880,336,822.25 and the figure of Ksh.

1,9.l1,206,136.70 reflected in the Ministry's ledger was also captured in

the amended 2OO7/2008 Ledger.
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57. Siatennent of Deveioprnent Reverrue-Head DR 1

The difference of Ksh. 73,9O8.O47.75 betrr.reen the staternent pay-ments to

Exchequer figure of Ksh. 20,O03,323,.I48.00 and Treasury Exchequer records

figure of Ksh. 20,077,231,195.75 represents receipts received on 3Oth June 2008

but captured in the Exchequer records in 2008/2009 Financial Year.

3.4 Evidence of Public Acccunts Committee (PAC)

68. Appearing before the Committee on l2th July 2.012, the Vice Chairman,

Public Accounts Committee (PAC), lnformed the committee that:-

(i.) The committee had sat down with Treasury and Auditor Ceneral and

they raised the same issues that members of the joint committee were

investigating.

(ii.) The Vice Chairman confirmed that the Auditor Ceneral and the Ministry

of Finance flfreasury) re-appeared before PAC after having been sent

away to go and reconcile and report back PAC which they did and

reported back a reconciled audited accounts vuhich was aPProved by

PAC after being satisfied by explanation of both the Auditor-C'eneral

and Treasury.

(iii") He clarified that PAC concentrated mostly on expenditure. However,

he informed the meeting that the current audit report still has the same

persistent audit queries.

3.5 Evidence by Ministry of Finance f[reasury)

69. Appearing before the Commlttee on l2th July 2012, Ministry of Finance'

fireasury) represented by Financial Secretary and his team informed the

committee that:-
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70. After auditing the Revenue Accounts for the financial year 2OO7/2OAE the

Controller & Auditor Ceneral certified three accounts as correct while the

remaining 13 revenue statements vuere not certifled during the year under

review.

71. The accounts that were accepted and certified includes the following

i) Revenue X-iead T410O0O- property income , sub-head 141O20O- profits

and dividends

ii) R,enrenue Head 1430000- Fines, Penalties and Forfeitures, Sub-Head

1430100 -Fines, Penalties and Forieitures and Other charges

iii) Revenue Head ll4OOO0- Taxes on 6oods and Services Sub-Head

1140500- Royalties ( including Mining Revenue)

72. The remaining thirteen (.I3) revenue accounts were qualified by the Auditor

General due to the following reasons:-

i) Timing differences between revenue received by KRA, the revenue

holding account at Treasury and the Exchequer account.

ii) Un-captured receipts and posting errors in the revenue ledger

accounts and

iii) Unavailability of reconciliation statements by the time the audit is

being concluded

73. Treasury confirmed that these anomalies were addressed through

reconciliations which were later availed to the Auditor-General for audit

review and confirmed to be correct. This confirms that revenue statements

were not qualified because of pending reconciliations not fraud or loss of

money.
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74. Treasury confirnred that the ai-nount received into the e:,lchequer account fbr

the financial year 2OO7l20OB was K"sh. 516, 
.I08, 407,2O5.i5, This rvas the

revenue position reported to Parliament by the Controller and Auditor'

Ceneral.

75. The Minister for Finance presented to the House Estimates of Revenue for

financial year 2009/2Arc whlch incorporated the interim posltion of actual

receipts for 2AO7/2008, amounting to Ksh. 446,098,740,912.00, compared

to the final audited receipts of the t(sh. 516, 108,407,205.15 representtng a

shorlfall of Ksh. 70,009,666,283..I5.

76. Treasury regretted that actual receipts as reflected in the printed revenue

estimates tabled in parliament in June" 20Qg did not capture the final audited

revenue position.

77.The following measures have been put in measures to preve.nt this from

happening in the future:-

i) Treasury, KRA and other receivers of revenue have embarked on the

monthly revenue reconciliations aimed at clari&ing variations in a

timely manner.

ii) The Auditor Ceneral has been enabled to track exchequer inflows and

data on a continuous basis, up to and lncluding the final collection

date of the year.

iii) The Ministry through its audit commlttee/task force closely liaises wtth

the Auditor Ceneral to ensure timely provtsion of required documents

data and explanations to avoid audit observations

iv) The Ministry is computeriz[ng its financial management rystems and

soon a revenue management module wil[ be developed and integrated
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with tl-re re-engineered TFMIS (lntegrated Financial Management and

lnformation System).

3.5 Evidence by Kerrya Revenue Authority (KRA)

78. Appearing before the Committee on l2th July 2012. Commissioner- General,

Kenya Revenue Authority (KRA) informed the committee that:-

79. R.evenue collected in the 2OO7(2OAB Financial Year

During the Financial Year 2OO7/08, Kenya Revenue Authority (KRA)

collected a total of Ksh. 433, 92O Million agalnst a target of Ksh" 424,671

Million which represents a performance rate of 1O2.2o1o.

80. A summary of total revenue collected during the year under review is as

follows:

R.evenue Type Ksh. (Vl,!llion)

Exchequer 4A7,819

Agency 26,101

TOTAL 433.920

81. Conlection and accounting for Governrnent Revenue

Revenue collection is done through the cash office and commercial banks.

The revenue collected is accounted on daily basis by verifying bank

statements and relevant record collectlon sheet. A daily revenue report is

generated for management decision making.

82. Modes of Governrnent Revenue Fayments

Revenue collection is made at various paying points using various methods

which includes:-
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i) Cheque/cash: - Alt payments of amounts less than K.sh. i miiiion can be

paid using either cash or cheque through KRA cash office or commercial

banks. Cotlections through the cash office are subsequently banked on

the following working day at the Central Bank of Kenya.

ii) Payments made through RTGS: - All payments can be made through

Real Time Cross Settlement System (RTCS). However; [t [s mandatory

for all payments above 1 million to be made via RT6S. Taxpayers are

required to initiate RTCS's transactions through their commercial banks

to accounts at Central Bank of Kenya and KRA appointed commercial

banks for onward transmlssion to CBK.

iii) Payments through electronic ft.rnds transfer:- For payments of less than

Ksh. 1 million a taxpayer can instruct on transmission of funds from his

domicile account to either the Central Bank main collections accounts

or to the Commercial Banks accounts in case of online payment.

83. Banking of Government Revenue

The entire Kenya Revenue Authority (KRA) revenue department operates

separate collection accounts for all the revenue items. being either

exchequer or aSenqi taxes. These accounts have been opened both at the

Commercial Banks and Central Bank of Kenya (CBK). All collections at the

commercial banks are transferred to corresponding tax heads accounts

maintained at the Central Bank on the second working day. All collections

made at KRA cash offices are either banked directly to central bank or

commercial banks where there are no CBK branches for transmission to

CBK.

Report on lnconsistencies/y'ariances of Revenue Account for 2OO7/2008 FY Page 33



84. Reconclliation of Revenue Accounts

85. Reconciliation of atl revenue tax head accounts is done on monthly basis;

hov',,ever there is daily tracking of revenue from commercial bank to Central

Bank of Kenya. This is done in lhree levels

i) l-evel I: Reconciliation of accounts held at Con'lmercial Banks: - The

Reconcillation of the collections made at the commercial banks is done

on daily and monthly basis, where payments slips/returns are matched

with bank statements. Revenue monitoring is also done daily to ensure

the correct amounts are reflected and transferred to the CBK Bank

statements are collected on daily basis from the banks. KRA compares

collection data from the commercial banks against payments slips and

returns. Any variance or omissions discovered are corrected

immediately with the respective bank.

ii) Lwel 2: Reconciliation of accounts held at Centnal Bank of Kenya

(CBK):- Reconciliation of collections on various collection accounts at

CBK is done on daily and monthly basis- The bank statements are

reconciled against the cashbook, rystems reports and other documents

such as debit/credit slips. Any variances or omission discovered are

immediately corrected with the bank. Finally, a bank reconciliation

statement is prepared and maintained

iii) Le\rel 3: Reconciliation of KR.A, CBK and Treasury Figures: - A team

comprising of KRA, Treasury and CBK officers meets fortnightly to

reconcile all revenue collected and reported to Treasury by KRA

against the transfer to the exchequer"

86. However, differences between these three sets of figures are inevitable

mainly due to: Timing difference; Adjustments for LATF; Transposition errors

; Miss-posting; Omissions; and under/over casts.
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4.A SYNTHESIS CF SUBh4ISSICF{S EY THE U?ITNE55ES

87. The Committee synthesized the evldence adduced, papers laid, and written

submission from various witne,sses and macie the follov,zing findings:-

4.1. Sources of Rsrenue Collected by Governrnent.

88. The Committee found out from the submissions by the Auditor- General that

the government raises domestic revenue from various sources. These revenues

are accounted for in the form of sixteen (16) broad revenue statements. The

revenue statements are prePared by different receivers of revenues.

89. The following table provldes a description of each of the revenue statemerrts

and the responsible government agency.

Revenue

Head

Description Responsibtre Agenqr

14r0000 Property lncome

Fines and Forfeitures

Ministry of Finance & Ministry of Lands

1430100 Judiciary

160-210 Forest and Mining Ministry of Environrnent

'1110000 Taxes on lncome ,

Profits and Capital
Gains

Ministry of Finance

1140000 Taxes on 6oods and
Services

Ministry of Finance

1150000 Taxes on lnternational
Trade and Transactions

Ministry of Finance

1160000 Other Taxes Not Ministry of Finance
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Elsevuhere Classified

i140000 Sub Head 1410100 Loan
lnterest Receipts

It4inistry of Finance

1410000 Sub-Head 1410401-
Property Income - R.ent

of land

Ministry of Finance

I450000 Other Receipts Not
Classlfied Elsevuhere

Ministry of Finance

4510000 Repayments from
Domestic Lending and
On-lending

Ir4inistry of Finance

1420000 Sale of Goods and
Services

Ministry of Finance

Head DR 1 Statement of
Development Revenue

Ministry of Finance

170-ot 0 Tourism and Wildlife Office of the President

210-010 Trading Licences Office of the President

150-360 Lands Revenue Ministry of Lands

90. Out of the sixteen (.16) audited Statements of Revenue for the Year

20O7/2OOB only three (3) were accepted and certified by the Auditor-

General. The remaining thirteen (13) Statements of Revenue were qualified

by the Auditor- General.

91. The committee noted that all the ten (10) Statements of Revenue prepared by

Ministry of Finance were all not certified by the Auditor-General.
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4.2 Froper Keeping of Reven'-te Accc*unts

92. The Committee observed that there appear to be lack of proper keeping of

revenue accounts as evidenced from submissions from the Auditor- 6eneral in

the audit report submitted to Parliament, for the Financial Year 2007/OB.

According to the Auditor General, the revenue statements v,iere qualified due to

various reasons. This can be illustrated by the following examples

(i.) The statement on income taxes, profits ancl capital gains were qualified

because of unexplained difference of Ksh. 11.09 Billion between the

statements of actual receipts and figures emanatlng from the Kenya

Revenue AuthoritY

(ii.) On taxes on goods and services, there was un-reconciled difference of

Ksh. 3.7 Billion between the statement of actual receipts and KRA figures

(iii.) Revenue statement on taxes on lnternationaI trade and transactions, there

was exhibited an un-reconciled difterence of Ksh. 887.7 Mitlion between

statement of actual receipts and KRA figures;

(iv.) The statement of other taxes not elsewhere classified had an unexplained

difference of Ksh. 5'l Mitlion between the Ministry of Finance actual

receipts and KRA figures;

(v.) The Statement of Revenue loan interest receipts had an unexplained

variation of Ksh. 200.8 Million between the statements of revenue

payments the Exchequer and the Ministry of Finance Exchequer figures

(vi.) Statement of revenue on property income - rent on had an unexplained

difference of Ksh. 118.4 Million between the statement of actual receipts

and KRA figures.

(vii.) On the statement on other receipts not classified elsewhere, there was

unexplained disparity of Ksh. 2.5 Biltion between the statement of actual

receipts and the figures reflected in the Ledger at Ministry of Finance

ledger.
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(viii.)

(ix.)

(x.)

Repairpnqrrts from domestic lending and on-lending had unexplained

differences of Ksh. 236 Miltion and Krh. 61 lr4iltion between statements of

payments to the Exchequer and Exchequer records figures and statement

of actual receipts and the Ministry of Flnance Ledger figures respectively.

Regarding sales of goods and services, there was unexplained dlscrepanry

of Ksh" 67.7 Million between statement actual receipts under Traffic Act

and Motor Vehicles Drivers Licenses and KRA figures.

In addition the statement of development revenue exhibited unexplained

variation of Ksh. 73.9 million.

93. The Committee noted that revenue accounts continue to fail audit tests

annually. For example, [n the FY 2AO7/OB, a total of Ksh. 498.9 was

excluded from the audit certification. The following year, FY 2008/09, a

total of Ksh. 215.1 billion was qualified and in the FY 2OO9/10 lth. 239.3

billion v,ras also not certified by the Auditor General.

94. The submission by the Ministry of Finance addressed only 1B out of a total

of 57 audit queries raised by the Auditor General for the FY 2OO7/08. This

means that even after reconciliation 39 audit queries that were raised by the

Auditor- General were not conclusively addressed.

95. The Committee concluded that indeed the revenue accounts are not properly

kept. Th[s is supported by presentation of different figures on the same

revenue head from different institutions, i.e. Kenya Revenue Authority which

is the officially mandated revenue collector, the Central Bank of Kenya

where the Exchequer account [s maintained and the Ministry of Finance. This

may be attributed to lack of keenness and professionalism in dealing with

fi gures or accounts/collections.
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4.3 Number of Certified Statements of Revenue in the FY 2007/08

96. The Committee found out that only three (3) revenue statements v\iere

certified out of a total of sixteen (15). The statement of revenue accounts that

v/ere certified are: property income - profits and dividends; fines, penalties

and forfeitures and forests & mining (taxes on goods and services - royalties).

This, as per the submissions by the Mars Group Kenya, amount to a paltry

Ksh.3.4 billion out of a total revenue of Ksh. 515 Bitlion recorded.

97. The Auditor Ceneral attributed the qualification of all the thlrteen (13)

revenue statements to the fact that the revenue statements prepared by the

Ministry of Finance were either, showing variations between the Ministry of

Finance and Kenya Revenue Authority figures orland differences between

revenue statements and the Ministry of Finance Ledger figures orland

statements of revenue balance at variance with the Exchequer records figures.

all these exhibited on the same revenue head.

98. The Ministry of Finance agreed with the fact that all the thirteen revenue

statements were qualified and proceeded to point out that the accounts were

not accepted by the Auditor Ceneral due to one or more of the reasons they,

Iisted as being, according to the Ministry of Finance, Timing differences

between revenues received KRA, revenue holding account at the Ministry of

Finance and the Exchequer Account; un-captured receipts and posting errors

in the revenue ledger accounts and unavailability of reconciliation statements

by the time the audit was being conducted.

99. The Committee rejected the reasons gtven by Treasury for qualification of

the 13 revenue account statements, given that audit of government book

takes at least nine months before final report is submitted to Parliament. Alt

the reasons advanced for qualification should be addressed with[n this

period. However, the committee found that some of the reconctliation issues
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remained until late June 2012 when the committee summoned the Treasury

and Auditor-General to appear before it.

100. The Committee found out that there seems to be lack of commitment and

professionalism on the part of government officers (accountants) concerned

with the accounting for revenue at was evidenced by persistent qualification

of the statement of revenue by the Auditor General perpetually on the

account of un-captured receipts, posting errors and unavailability of

reconcillation statements during the audit period

1O1. The Committee found out that the reasons given for the qualification of
Statement of Revenue accounts for the financial year 2007108 are still the

same and has persisted in subsequent years as pointed out by the Mars Group

Kenya during the submissions

4.4 Reporting on actual receipts of rer.renue in the Exchequer account for the

Financial Year 2007/08 and Declaration to Farliarnent.

l02. The Ministry of Finance in its submission acknowledged that indeed the

Minister, while presenting the FY 2OOB/O9 budget estimates, submitted to

Parliament unaudited revenue figures of Ksh. 446 Billion as total actual

revenue collected in the Country as opposed to audited revenue figures of

Ith. 516 Billlon. This was an under-declaration to Parliament of Ksh. 70

Billion. This was reflected in the following difference noted in various

statements of revenue

(i.) The FY 20O7/OB the Ministry of Finance reported to Parliament that

Ordinary Revenue was Ksh- 397.6 billion while the Exchequer account

records accessed by the Auditor General exhibited a figure of Ksh. 496

Billion which is an under-declaration of about Ksh. 98.5 billiou
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(ii.) Total loans v/ere Ksh. 26.7 billion but [he txchequer records had Ksh.

20.1 bittion a discrepanry of Ksh. 5.6 bitlion an overstatement to

Parliament.

(iii.) Under miscellaneous revenue, Parliament v,ras informed that only Ksh. 7"6

billion was realized but the Exchequer records were shovuing Ksh. i6

billion" again an understatement of Ksh. 8.6 bitlion. R

(iv.) The tax from corporations, Ksh. 79.1 bitlion was reported to Parliament

but the Exchequer records had 86.6 billion an understatement of 7.5

billion.

(v.) The Minister for Finance submitted to Parliament the net domestic

borrowing by the Central Bank as Ksh. -13.9 bitlion but the Exchequer

records was showing Ksh. 0.00, perhaps a net domestic borrowing that

does not exist.

5.0 R,ECOMMENDATIONS

92. The Committee recommends:-

Astual Revenue Collected in the Year 2007/2OO8

(i.) THAT, an independent forensic audit into the revenue accounts of the

Covernment of Kenya be conducted for the financial year 2OO7/2OO8 be

commissioned and conducted to determine the true revenue positlon of

the Covernment. This audit should identify lh" loopholes and

weaknesses in the government revenue collection and accounting systems

and provide recommendations on most effective and efftcient revenue

accounting systems to seal the loopholes if any.

(ii.) THAT, the actual revenue data to be published in the Estimates of

Revenue presented to Parliament should be based on audited ftnal

revenue posttion to ensure consistenry of data being avalled to both

Parliament and the Public.
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Government F.ccounting Systems

(iii.) THAT, the government should revIev.r its rer.renue accounting systems to

make it more efficient. The development of revenue management

module should be fast-tracked to avoid inconsistencies and inaccuracies in

revenue data and reports.

(iv.) THAT, government accountants should be fully qualified as per the

definition of Accountants contained in Accountants Act, 2008 and that

they should be registered as members of Institute of Certified Public

Accountants of Kenya (ICPAK) or any other recognized professional

accounting body for professional accountability.

(v.) THAT, to attract and retain professional accountants [n the public service,

government should review the current entry level of accountants to Job

Group "Lrr and introduce with immediate effect a competitive non-

practising allowance to government accountants as it is the practise with

other professionals such as lawyers and doctors working with the

government.

(vi.) THAT, the government should fast-track the adoption of lnternational

Public Sector Accounting Standards (IPSAS) as basis for preparation of

annually audited financial statements. This will provide for alignment of

government accounting with the best accounting practices through

application of credible, independent accounting standards and improve

internal control and transparenry.

Audit Committee/ Task Force and Audit Report

(vii.) THAT, the Audit Committee/ Task Force should work closely with the

Auditor-General, Kenya Revenue Authorlty and Controller of Budget to

ensure timely provision of required documents, data and explanations to

avoid audit queries escalating into major issues.
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(viii.)

(ix.)

THAT. Audit cornmittee s.hould ensure that ail accounting books are

presented to the Auditor- Generai for auciit witl-rin the legally stipulated

time and that all audit queries are satisfactorily answered before the frnat

audit repor:t is submitted to Parliament.

THAT, the Auditor- Ceneral should in his report identify individual

culpable officers for anrT audit query that relates to mismanagementl'

embezzlement of public funds and that a special dtvision of the Courts

should be created by the Judiciary in liaison with the Auditor- General to

ftst track alI cases that touches on embezzlement of pubtic funds by

public officials.

6.0 DISSENTING VIEW

7.0 APPENDIX
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]\fiI{"NC.1/2012 PITE, Y

The rneeting commenced u,ith a rvord of prayer at 1 1 :20 am. The co- Chair, the
Chair, Budget Cornmittee invited the all Mernbers present to the meeting. He
rerninded the members that the joint meeting was as a result of unsatisfactory
ministerial Statement Issued by the Minister for Finance with regard to
Inaccuracies/Inconsisten,cies in Treasury Tax/Revenue Accounts for the Financtal
|'ears 2007/08 and 2008/09

This matter arose from the Ministerial Statement sought by the Hon. John Mbadi,
M.P. to the Minister for Finance on 15th May 2Ol2 after the Minister could not
satisfactorily address the matter. The Deputy Speaker, therefore directed that the
joint Committees on the Budget; Finance, Planning &. Trade and Public Accounts
Cormlittee to prosecute and investigate the matter and report within a month.

IMIN.NO.2/2Utr2 \A/ORK F G SESSION

Given that the joint Committee had a tight schedule and tirne line within which to
tab]e its report on the Inaccuracies/Inconststencies in Treasury Tax/Revenue
Accounts for the Financial Years 2007/08 in time Members agreed that in order to
cornply there was essence to work simultaneously alongside other parliamentary
duties of Committees. This would imply that in beside current engagement in the
Budget Report writing the Committee had to work extra hours and Members
unanimously resolved to work with speed to execute the matter.

a) Identification of'Tasks Requrred
After wide deiiberations and consultations on the matter, the Committee resolved
that the joint Committee's investigation will work towards achieving the following
objectives;

i. Understanding exactly what revenue accounts are;
ii. How all fonns of revenue is collected by the government;
iii. Whether proper books of accounts were/are kept and reconciled

regarding the revenues collected within the period in question
(200712008);

iv. Whether the taxpayers money was lost in the period in question
(200712008); and

v. How the revenue accounts are audited.
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]-lrere \va-s sugs-estion that the.Icint Coirniitie,: should seiz.e tire opportullitrv to look

at other re\./enue accounts and if possible lool< at tliree Fiscal Years trend of
2106rc7,2AA7rcl and 2008/09. This rvili give tl.re CominttT,ee a better-picture iu

order to prosecute the matter conciusively.

b) tdeufification Of Stakehonelers

As a result the Comrnittee identified the foilowing stakeholders to be invited to

shed more iight on the matter in this order;

i. E[on. John Mbadi, M.P. rvill appear before the Joint Committee on 31't

Muy, 2AI2. Being the questioner, he will be required to update the

Conmittee on the background information that made hiin ask the

question in the House besides tabling the requisite documents which will
assist the Cornmittee to intenogate and prosecute the matter.

The Publlc Accoumts Comrmittee will appear before the Conrmittee on

31" May , 2072. Since the Public Accounts Comtrriitee tlealt rvith the

audited accounts of the financial year 200712AA8, it wiil be r-eqr"rired to

update the joint Committee on how they rvent about the rnaiter and its

conclusions.

II

lv.

Note: the Committee agreed that after getting information from hon. J.

Mbadi and the PAC, they shall decide on whether to invitc Fvlars Group

to shed more light on the subject matter. The Mars Group being u'histle

blower organization may be required to update the Cornrnittee on the

background information of the matter and the material diff'erences that

exist between the audited accounts and the revenue accounts.

Auditor Gernenal: To explain the joint Committee otr the reason(s) as to

why he quarried eleven out of foufteen accounts under question for the

2007 12008 financial year.

Kenya Revemue .{uthonity (KRA). To inform the Committee on the

processes of collecting, banking and reconciliation o the rerrenues they

collect and to give the exact amount of revenue collected in the

2007 12008 financial year.

Centnal Eank of Kemya: To confirm to the joint Committee whether all

the revenue collected by the KRA in the 20A7 /2A08 financial year was

indeed credited to the exchequer account.

V
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\/1 Nfinister for Firrance: To explain to the joint Comrnittee the cause(s) of
suir 11i21.rial difference that rligirt have been queried by tlie Controlier
aird Auditor General in the 200712008 financial year.

c) Cthen Activities
a. Report Writing
b. Adoption of tlie Report
c. Tabling of the Report

IU[I{. NO 4
^'9DA12: ANY 0TI{E EUSINESS

In the meantitne, the Budget Office was requested to furrLish Mernbers with the
following documents for iirformation before the next meeting:

The Public Accounts R.eport for the audited accounts of 2a07 DaoB

1l The Mars Group Report regarding Rerrenue Accounts inconsistencies for
the year 2A07D008

iii. The Controller and Auditor General report for the financial years
2A07 D008

There being no other business for the day, the Co-Chainnen adjourned the meeting
at 12.34 pm. ti1l 31" May, 2012.

Signed
(Eton. (t,

f
I
(

Slgned
(Hon. Chrys rh kerno, M.P)

{.

M.F)

.i-4 / a_-Date

Date ?/u /'2-
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N'II\rurEs oF., THE 2ND SITTENG oF TEIE .]oI]iT ccl\4R{rrTEE c ['r

BUDGET; puBlnc ACCOuF{TS AI\.D FTNANCE,F'LAIdIdING A-F{D TRA'[ih]'

oN TE{E,,INACCUR,ACIES/INC2^TSISTEI,{CIES IN TREASURY R.E,VENL)i,

A.ccoul"trs, ErEtr D orq rHuRsDAy TrH .FEJNtr zgtz IN TIIE coN{Mr'FEi{

i;bfi ;ftr BTb OR. C GN TINENTAI. ETOUS E, PAR.LIAhIENT EUTLDII.{ G S

AT 11.30 AM

h(EMBE,RS PRESEI{T
1- FIott Btius P Mbau, M'P - Co-Chairman

2. Hon' Alfred Sambu, M'P

3. Hon. Jackson KiPtanui, M'P

4. Hon. Nelson Gaichuhie, M'P

5. Hon. Omar Zonga,M'P
6. Hon. Emilio Kathuri, M'P

7. Hon. Mosses Lessonet, M'P
8. Hon. Martin Ogindo, M'P
g. FIon. Abdikadir Moharned, M'P

10. Hon. Prof' PhiliP Kaloki, M'P
1 1. Hon' John Mututho, M'P

lZ. Hon' Njoroge BaiYa, M'P

13. Hon. David Koech, M'P'
14. Hon. Danson Mungatana, M'P

IN ATTENDANCE
l.Hon.JohnMbadi_AfriendoftheCommittee

KENVA NATIONAI, ASSEMtsLY ST.AF'F

1. NIr. Ft"dto'L M"thengi - Fiscal Analyst' PBC

2.Mr'MartinMasinde-FiscalAnalyst,PBo
3. Mr. Joash Kosiba - Fiscal Analyst' PBO

4. Mr' Josephat Motonu - Fiscal Analyst' PBO 
--

5.Mr.E,ricKanyi-JuniorLegislativeFellow,PBo

AGENDA

-T. 

Preliminaries/Confirmation of Agenda

2. Confirmation of previous meeting minutes

3. Matters arising
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4. The Processing of the lv{atter to the Joint Committees on Invesiisation
into the Tax R.evenue Accounts Inconsistencies
a\ F niend cf the Commrifteel Ho,n Johm Mbadi, h4.F
b) The Fubiic Accounts Comrnittee

5. Any other Business

O.412A1,2: FRELTMEN
The rneeting started u,ith a word of prayer at 12.45 prn. The co-chairman of the
joint Committee, Hon. Elias I\4bau, invited all the members present to the meeting
and thanked them for finding tirne to attend. Introductions rvere done thereafter.

Members were infoirned that the joint sitting betrveen the thlee Committees \vas a
result of a Ministerial Statement sought by the Hon John Mbadi, M.P to the
Minister of Finance on 15'h May 2OIZ after the Minister failed to satisfactorily
address the discrepancies between revenue figures presented to Parlianrent by the
Minister for Finance and those contained in the Controller and Auditor Geneial's
report in2A07lA8 and 20AU09 Financial Year.

The co-chairman reiterated that key stakeholders will be invited amongst thern
KRA, PAC, the Auditor General, Treasury and any other who would be having
crucial information that can be of help to the Committee in unearth the truth as
regard the matter at hand. Members were also reminded of the one month timeline
as the Speaker directed.

MIN.NO.5/2 01 2 : StrItsMISSION tsY TEIE, F[ON.JOEIN ME.A.D[. NN.P
The Hon John Mbadi, M.P, thanked the co-chairman for ensuring the Joint
Committee meeting materializes and thanked the Committee for giving him an
opportunity to make his submission to the Cornmittee.

Members were first taken through the background of the matter by Hon. Mbadi,
where he recapped to Members that on llth May 2}ll he sought a Ministerial
Statement from the Minister for Finance with regard to differences in revenues
figures as presented to Parliament by the Minister for Finance as well as those
presented in the Auditor General's report on revenue accounts in Financial Years
2007108 and 2008/09

Members were also informed that since the 2008/09 revenue accounts were still
under the scrutiny of PAC, the Speaker ruled that the Joint Committee can only
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look at'the )007108 revenLte accounis. h4ernbers were therefore informed that his

subilissi6l rvill onl,v Iook at the 2O0TlAS revenue accounts in line with the Speaker

ruling.

The FIon Joirn lv{badi, M.P acknou,iedged that the lt4ars Group Kenya, a Civil

Society Arganization did a detailed anaiysis of the 2AA7lA8 and 2008/09 revenues

accounts. FIe requested the Chairinan to invite them to appear before the Joint

Comrnittee to shade more light on this discrepancies since they are believed to have

analyzedtire said revenue and therefore may have valuable information.

Furtlrer, Floir. John Mbadi cited articie 2A6 af the Constitution which requires that

ail revenues collected by the Government are banked in a Consolidated Fund in the

Exchequer Account.

He iirfoiued Members that the official receiver of the revenue collected is the

Finance Secretary at Treasury rvho delegates that responsibility to Kenya R.evenue

Authority (KRA). Thus, all re\/enues are collected by KRA, banked in the

Exchequer Account at the Central Bank of Kenya (CBK) and records of the banking

are kept by CBK and Finance Secr etary at Treasury. Afterwards, the Finance

Secretary prepares a statement and then Auditor General in turns audits all the

accounts and iubinits a report to Parliament. In this regard therefore, Parliament has

the responsibility to oversee the use of revenue collected. Crdinariiy the atnounts of
."r.nrrl received and reporled to parliament by the Minister should tally rvith what

is captured in the report of the Controller and Auditor General.

It was brought to the attention of Mernbers that in 20071A8 Financial Year, the

Controller and Auditor General reported to Parliarnent that about Ksh. 496 billion

of ordinary revenue was collected but the Minister indicated to Parliament that only

about Ksh. 397 billion was coilected, giving a variance of about Kshs. 98 billion'

This therefore raises the questions u,hether the Govemment operates two sets of
accounts and what is the exact figure of revenue collected in FY 2007108. In

addition, Members were also informed that with regard to grants and loans, the

exchequer account shows that about Ksh. 26.7 blllion was received whereas the

report ty the Controller and Auditor general to parliament indicates that only about

fsn. ZO billion was received hence an under reporting to Parliament of about Kshs.

6.7 billion.
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Hori. N4badi aliuded to the fact tt is imperative that the figures of revenue coilected
ouglit to be the same in KR.A records, Exchequer Account records, the Ledger
Accounts records held at the Treasury, ftevenue Statement girren to controi]er and
Auditor General and the reporl submitted to Parliarnent. All these records as
presented by the Finance Minister vary for the FY ZA07lAB.

An example rvas cited of the Gross Incoine Tax u,here KRA gave a figure of Kshs.
i66 biilion, the Exchequer Account showed Kshs. 168 billion according to the
R.eporl of the Controller And Auditor General, u,hereas the figure in the original
estimates rvas Kshs. 16i billion and u,hat was declared to Parliament by the
Minister as having been received was Kshs. 165 billion.

Again, Members were informed that out of the 14 R-evenue Accounts only two were
Certified and eleven qualified., meaning the Controller and Auditor General found
thern inaccurate. There is also a concern rvhether the balance brought forwarcl is
indeed transfered to the Exchequer Account or what exactly happens to it!

Eloweven, Mermbens wanted to knorv whettren tlae diserepancles coutrd be due to
timing diff'erence amd unaudited accournts as stated by the Mlnister of Flnamce.
But then, they were informed that the matter of timing do not arise since
Govemment accounting system is a cash basis meaning that what is received is
what is reported.

Aiso, Memrhers n'aised the issue of the right pnocedurne to he f'otrtrowed when
revenLue estinaates aE e revised hy KRA and were informed that it is only
Parliament which can approve such revisions since the Integrated Finance
Management Inforrnation System (IFMIS) operate on the principle of Parliarnentary
approval. In addition, it is highly possible that the Treasury and KRA revise down
the revenue targets once they realize that it may not be achieved, supposedly for
KRA to access apparent bonus that may be associated with meeting the revenue
target!

Further, Mernbers wanted to know whethen the nnatten ln qurestion is a rare or a
recurrent phenornenon. It was noted that even though there has been repeated
recunence of the issues under consideration, the year in question, the FY 2OOTlOB
was extraordinary and fundamentally different.

4lFa oa



Additicnally. sorne N{embers also u,anfectr to knolv if'there coulctr be mone5, Iost
in such discrepaneies and r,''ere informed that chances ai e tliat ihe i'e is room for
vuinerability if the figures differ.

Finally, the co-chaimran thanked Hon. John h4badi, for finding time to come and
brief the Committee on such an irnporlant matter of national importance. T'he Chair
added that the issues he raised concerning the d.iscrepancies u,ill be taken as

allegations and that more parlies rvith crucial and relevant infonlation v,,ould be
invited to shed more light on the matter under the committee's investigation. The
co-chairman also inforrned uernbers that in the past, Parliament may harze only
concentrated so much on expenditure side of accourrts hence leaving room for
possible malpractices in the revenue side of the accounts.

0h4nN.6/2 72: A Other Business
The Chairn-ran thanked members for finding tirne to attend the committee sitting. He
also thanl<ed the media and the secretariat staff who facilitated the meeting.

. 7 12A12 z,4DJOUR.N1\{E
There being no other business to be transacted the meeting was adjoumed at I.30
pm

Sigmed
(E{,n.E Mbau, M.P)

Date

Signed.
(E[on.

Date.

fi 09 2>a / z_

us Okemno, M.F)

tz/e / '2orz
......t.G
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n{INrtJTES OF TEIE 3RD SITTING OF' TE{t] JOIFi'f CCn'6MI'FTEIi OIJ

tsuDGET, PUBI,IC ACCOUI\TS AND FII{ANCE, P[,I"NF{I]-{G ANI}
TR.ADE ON TEIE "TNACCURACTES/TNCOT/,SISIEATCtrES [I{ TREA.gU,TY
TAX/REI/ENUE ACCOUNTS" ETEI,D ON WtrDI.{ESi}AY 19th T..E]I{tr 24fi
EN TE{E COMMITTEE R.OOh{ sTH FLCOR. CGNTXINE,NTAN- EUTLI}ING
AT 11.00 AM

FR.ESENT
FIon. Danson Mungatana, M.P ( Acting Chairperson)
Hon. Jackson Kiptanui,M.P
Hon. Nelson Gaichuhie, M.P
Hon. Mithika Linturi, M.P
Hon. Omari Zonga,M.P
Hon. John Mbadi,M.P
FIon. Emilio Kathuri,M.P
Hon. Njoroge tsaiya,M.P
Hon. Shakeel Shabbir, M.P
Hon. Sammy Maita, M.P
Hon. Jakoyo Midiwo, M.P.
Hon. Musikari Kombo, M.P
Hon. Dr. Nuh Nassir, M.P.
Hon. Sophia Noor, M.P

KE.NYA NATIONAI, ASSEMBLY STAF'F'
1. Ml. Fredrick Muthengi-Fiscal Analyst
2. Ms. Florence Abomyo, Clerk Assistant
3. Mr. Joash Kosiba-Fiscal Analyst
4. Mr. Lewis Mungai -Junior Feliow

XN.ATTENDANCE
T{,A.TXONAL

1. Mr. Shem Mangure
2. Mr. Daniel Ndungu
3. IvIr. Anthony Waiganjo

.AGENDA
1. Preliminaries/Confinnation of Agenda
2. Confirmation of previous meeting minutes
3. Matters arising

1.
)
3.
4.
5.
6.
7.
8.
9.
10.
11.
12.
13.
14.

I



4. The Processing of the l\4atter to the Joint Cornntittee.s on Inrrestjg_ation irrto
the Tax Revenue Accounts Inconsistencics

a) Fniend of the Comntittee; The Puhlic Accou,nts Co nr mittee
h)Ttre Auditor General

5. Any other Business

MIN.NO . 8 DA12: PRELIMINARIES
The rneeting starled with a word of prayer at 1 I .26am. Given that the substantive
Chairs were away on Pariiamentary duties and the Cornrnittee designated tire FIon.
Danson Mugatana, to Chair the meeting. l'he Acting Chairman invited all the
members present to the meeting and thanked them for finding time to attend the
meeting. The Acting Chairman gave apologies for absence of the Joint co-chairs.
He informed the rnetnbers that the Fublic Accounts Cornrnittee Vice Chairman the
Hon. Dr. Julius Kones was expected to appear and brief the Joint Cominittee since
PAC had already dealt with the audited accounts of the financial year 20A7DA08,
thus the PAC is required to update the joint Cornmittee on how they u,ent about
the matter and its conclusions. Also expected during the rneeting was the Auditor
General. The Auditor General's Office \ /as expected to make a presentation on
the rnatter before the Joint Comrnittee to explain the reason(s) as to why the
Auditor General quanied eleven out of fourteen accounts under question for the
2007 120A8 financial year.

MIN.NO .9 12012 : CONF.IRMATION OF' MXNUTES
Mernbers of the committee confirmed the minutes of the previous meetings as a
true reflection of the committee deliberations. Mernbers present Confirmed two
set of previous minutes.

i.) Minutes of the l't sitting of the Joint Cornmittee held on 23'd May 2012
were proposed by Hon. Nelson Gaichuhie and Seconded by Hon. Jackson
Kiptanui.

ii.) The second set of Minutes of the 2nd sitting held on 7th June 2Ol2 of the
committee were proposed by Hon. Dr. Nuh and seconded by Hon. Jackson
Kiptanui.

MXN.NO .'1,012012z MATTER S .{RISING

Given that the Committee was already behind schedule (Honorable Members
were very busy with Budget Process and the PAC was also engaged in the report
writing on a matter they were pursuing - the Del Rue Report) there was need to
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scsk extenslion iioi:r the Speeiker so that the Committee could tacl<ie the matter
exhaustively and tabie its l{eport. From the progranxtle approved by tlie
Coinnrittee it rvas agreed that it u,orrld be necessary to line up all tire identified
stakeholders and oall them in sequenc.e so that the Comrnittee u,ill be in position
to interro ate the matter to the ftiil. ihe identified actirrities rvere as follorvs

c) Auditor General: To explain the joint
Committee on the reason(s) as to why
he quarried eleven out of fourteen

3

Activity Remark / Status
a) LIon. John Mbadi, M.P. to appear

befbre the Joint Commiftee, being the
questioner, and required to;

i,) Update the Committee on the
background information that made
hirn seek ministerial Statement

ii.) Table requisite docuinents which
will assist the Committee to
interrogate and prosecute the matter.

FIas already appeared and briefed tlie
Cornrnittee accordin gly.

b) The Public Accounts Committee to I
appear before the Joint Cornmittee to
render an account of how it dealt with
the audited accounts of the financial
year 200712008, and, update the joint
Committee on horv they rvent about
the matter and its conclusions.

A'e yet to make a presentation as

"Fttercels af Tlre Corlnnetttee". The
Vice Chairperson was scheduled to
join the meeting and give their
verdict of the Audited Revenue
Accounts for FY 2007n8.

Note: the Committee resolved that after

getting submission fi"om hon. J.

Mbadi and the PAC, they shall make

a decision on whether to invite Mars

Group to shed rlore light on the

subject matter. The Mars Group may

be required to update the Committee

on the background information of the

matter and the material differences

that exist between the audited

accounts and the revenue accounts.

Not yet

The Auditor general Office expected
to make their presentation that
morning

accounts under on for the



2AA7 /2AA8 financial year

d) I(en5,a R.evenue Authority (KRA). To
inforrn the Comm.ittee on the
processes of collecting, banJ<ing and
reconciliation o the revenues they
collect and to give the exact arnount
of revenue collected in the 20A7 DA08
financial eat.

Not 1,91

Not 1,91

g) Other Activities
i.) Report Writing
ii.) Adoption of the Report
iii.) Tabling of the Report

]v[IN. NO .1L l 2012 z SIIBIVIIS SICN BY TEIE AUDIT'OE{ GEINERAL
The team from the Auditor General Office made a Submission to the Committee.
In their presentation, they highlighted some of the causes of inconsistencies/
inaccuracies in the 2007D0A8 Fiscal Year Revenues Accounts. The reasons
advanced for the inconsistencies included; timing differences, posting errors, un-
reconciled ledgers, and un-captured receipts. The Auditor-General team in their
conclusion reported that most of revenue statements prepared by the Ministry of
Finance were not accepted due to one or more of the following anomalies:-

i.) Variation between the Ministry of Finance and KRA revenue figures.
ii.) Variation between the revenue statements and Ministry's ledgers figures.
iii.) Statement of revenue balance not in agreement with exchequer record

figures.

After further inten'ogation by the Committee, the Auditor General's Office failed
to satisfactorily answer the supplementary inquiry raised by members with regard

4

Yet io appear

e) Central Ban-k of Kenya: To confirrn to
the joint Committee v,hether all the
revenue collected by the KRA in the
2A07l2AA8 financial year was indeed
credited to the exchequer account.

0 Minister for Finance: To explain to
the joint Committee the cause(s) of
any materiai difference that might
have been queried by the Controller
and Auditor General in the 2007D0A8
financial year.



to incortsistencies. The Auditor general's Cffice requested iirr acditionai iinle to
probe tire tlatter to greater details anci furnish the Cornmittee jn tu,o r,,,eek's time.
The Cotlmittee horvet,er, noted that the Auditor Generill Teem \\,as not
adequateiy prepared since their presentation did not meet their expectarions. The
comtnittee therefore after consultation ivith the tearn fronr Auditor- General's
office unanirnously granted the Auditor General's trvo u,eeits to adequateiy
prepare and rnake a better presentation to the committee. The comrnittee furtirer
advised the Auditor General tearn to prepare briefs to the committee in a manner
that can be easiiy understood lry members who don't have a background in
accounting.

f . [{tl{.12 12A72: Any Otteer Business (A.O.E)
The Acting Chairman thanked rnernbers for' finding tirae to attend the cornrnittee
sitting.

MtN. 1312frX2 A DJCf,IRNN{ENT
fhere being no other business to be transacted, the meeting was adjourned at
n3A prn. In the meantime, the secretariat wili get in touch with the the Auditor
general and inform them the next meeting and also invite other identified
stakeholders

Sigmed. .. . .'-*jr.--

Date

Signed.

(E{om. S u, M.F)

.3. .a2. Zcr/L

(IXora. Chrysamth.us 0 m'lo, M.F)

s/"'1" .a.lDate
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N{FI{I]TES OF' TEItr,; 4.h S}TTNNG OF TE{E JOTNT CGMMITTEE OF

IiUDGET; PUtsLTC ACCOUNTS AND FENANCE,FLANI{ING AI\TD TRA.I}E

ON T'T,TE "INACCUR,,XCIES/INCONSTSTEATCWS TN TREASUR.Y REVEAT{IE

ACCOUNTS'' EIEI-D ON WEDNESDAY llTH .TULY 2OL2 IN T'IIE

COMMITTEE ROOM sTH FLOOR. COI{T'INEI{'FAL HOUSE, PAR.LtrAN4ENT

BUXT-DINGS AT' IO.OO A[{

ME}iFBER.S PR.ESENT

1. Hon. Elias P l\4-bau, M.P - Co-Chairnan

2. Hon. Alfred Sambu, M.P

3. Hon. John Mbadi, MP

4. Hon. Nelson Gaichuhie, M.P

5. Hon. Omar Zonga, M.P

6. FIon. Emilio Kathuri, M.P

7. Hon. Mosses Lessonet, N4.P

8. Ifon. Martin Ogindo, M.P

9. Hon Danson Mungatana, M.P

10.Hon. Sophia Noor, M.P

1 1.Hon. David Ngugi, M.P

12.Hon. Thomas Mwadeghu, M.P

13.Hon. Ekwe Ethuro, M.P

14.Hon. Njoroge Baiya, M.P

15.Hon. Lucas Chepkitony, M.P

KENYA NATIONAX, AS SE,MELY ST.AF.F.

1. Mr. Fredrick Muthengi - Fiscal Analyst, PBO

2. Mr. Joash Kosiba - Fiscal Analyst, PBO

3. Mr. Josephat Motonu - Fiscal Analyst, PBO

4. Ndr. Evans Oanda- Clerk Assistant

5. Mr. Eric Kanyi - Junior Legislative Fellow, PBO

TN ATTENDANCE
1. Mr. Edward Ouko - Auditor General

2. l\4r. Rogera AIex - Deputy Auditor Generai

I
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3. Mr. Daniei Ndung'u-

AGEI{DA

Assistant Director of Auciit

1 . Freliminaries/Confiimation of Agenda
2. Confirmation of previous rneeting minutes
3. Matters arising

4. The Processing of the Matter to the Joint Courmittees on Investigation
into the Tax Revenue Accounts Inconsistencies
a) F niend of the Cormmittee- The Pubtlc Accounts Commrttee
h) Tlae Audlto,n General

5. lrny other Business

.NO. n 4 I 20tr2 : I)tr{Etr-[Mll{A

The rneeting started w'ith a word of prayer at i L05 am. The co-chainnan of the Joint
Committee, Hon. Elias Mbau, invited all the members present to the rneeting and
thanked them for finding time to attend.

MXN.NO.15DA12: CCNFIR.M,{T'ION OF T'HE, FRE\ryCUS ]\(EET'[NG
N{INUT'ES

The minutes of the previous meeting were confirmed as a true record of the
Committee's deliberations. The minutes of the 3'd sitting of the Joint Comrnittee held
orr 19ft June 2072were proposed by Hon. Sophia Noor and seconded by Hon. John
Mbadi.

MIN.I6/2012: T\4.A TT'ER.S .AR.XSING

Members were of the opinion that Mars group, a Civil Society Crganization and
Central Bank of Kenya need to be invited to appear before the Joint Committee to
shade more light on the issue under the Joint Commiffee's investigation.

The Chairman informed Members that the Comrnittee is at iiberty to invite any
person(s) and institution(s). It was then agreed that the Central Bank of Kenya and
Mars Group be invited on the same day after Treasury and Kenya Revenue Authorify
have made their submissions and on the same note, Members resolved that any
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pcrsci:r(s) ci ins'.ituticn(s) iii:'v l:e c.alle.l to ie-r:lliroar'bt,icl"e the (lotrt:tiitee as:iiir ij'

tieu-d arises.

Fuflher, ll4einbers were of tirc c,pinic-,n that if ilie person(s) ancl ir.stitution(s) invired

have to submit a docurnen'L it ought to be done ra,eli jn aclvanc'.e to girze ilrettrbei s

ample iime to go through it for better acquaint"ance.

F-inally, it u,as noted that Pubiic Accounts Conimittee h4embei's have not been keen

on their parlicipation in the Joint Committee sittings and a concenl rose that perhaps

they rlay abselt themselves and come at a later stage to disagree u'ith the ultimate

Committee findings.

]\{INT. 17i2012: SLIB TON FIT.OI\,{ THE AT]Dtr'TOR GENER.AX- CB''FTCE

it began with a round of introductions after rvhich, the co-chainnan recapped that the

Joint Cornmittees sittings were as a result of a Ministerial Staternent sought b)' the

I{orr. John Mbadi, N4.P to the Minister of Finance on 15'h May 2012. After the

Minister failed, in his ministerial statement to the }Iouse, to satisfactorily address thc

discrepapcies between revenue figures presented to Parliartrent from Treasury and

tlrose ccntained in the Controller and Auditor General's repoft in 2007108 and

Z1CBl1g Financial Year, the Speaker directed the matter to be investigated thoroughlir

and be reported back to the liouse.

T'he Chair reminded the Auditor General that his officers had previously appcarcd

before the Committee but were unable to answer the Committee satisfactorily since

they did not have sufficient information due to what appeared to be iack of adequate

preparation.

The co-chairmair reiterated that the Committee is doing its work in a sequential

manner and that key stakeholders will be invited amongst them Kenya Revenue

Authority, Public Accounts Cornmittee, Treasury and any other group(s) who would

be having crucial information that can be of help to the Committee in unearthing the

truth regarding the rnatter under consideration.

In his opening remarks, the Auditor General acknowledged the impoftance of the

matter being investigated since it touches on revenu e realized through taxation of the

Kelyan pgople and he emphllizgd that a_s much al the rgvenue is being handled and
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monitored by ciifierent Goiiernnrent institutiotrs, there ireed not to be oiffereirt set of
figures on the same fi-om. these institutions.

Members were infonned that the Auditor General audited a total of 16 accounts. Out
of these, a staggering i 3 of them were qualified rneaning this accounts had audit
queries due to lack of adequate information. I\4embers rvere informed that Treasury
later on came up with more inforrnation that was not presented at the onset in a

detailed statement and reconciliation done. It was noted that this perhaps shorved lack
of seriousness in the manner in which Treasury handies critical matters of public
finance.

The Audit office circulated a document to members present showing horv the queried
accounts were reconciled and the Auditor General inforrned members that nothing
rvas amiss with regards to revenue collected in the 2AA7l08 Financial Year.

Members wanted to know rvhere the figures to reconcile the accounts came from
since the revenue statement is produced frorn the ledger after the receipts are

captured. Members were rx,on'ied that there could be a possibility that sornebody in
Treasury did not get the figures presented to the Auditor General frorn the general
ledger book hence presenting strange figures. Horvever, the Auditor Gen

informed members that in the course of their work they don't only rely on the figr
in the ledger book but also cross-check with the actual receipts.

Members wondered why it took so long for the reconciliations to be done un
matter came to the attention of Parliament and members were informed that it is
Government departments tendency to do things last minute coupled by dealing wi
incompiete records. The Auditor General informed members that there are still some

Governments accounts records being done manually and he hopes that with the
Integrated Financial Management and Information System (IFMIS) such incoinplete
records will be eliminated.

Members challenged the Auditor General to name those Government departments
and Ministries that have not adopted the IFMIS approach and those that delay or
relay incompiete information. It was then pointed out that beginning rvith the FY
20l1ll2 his Office has named such Departments and Ministries and that wiil be the
trend henceforth.
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There v,as a concem that that the Auditor General had sriburitie,i an unsigi-iei
docutnent aird u,as quipped that thc ;\uciitor o\\in up the docr.in'rer.ii b), appeiiciing his

signature. Hourever, Members \ /ere informed that the docurnent suiriilitted rvas meairt
to guide the discussions and that a coirprehensive fully signed repoil rvill be

submitted later.

Members also wanted to knorv hoir'r the Audit office discipiine offending ]t4inistries

and Govemment departments who seerr bent on engaging in a probable malpractice
regarding matters of public finance and the Auditor General pointed out that the

proposed Public Audit Act (a draft is at an advanced stage) intends to sufficiently
deal with such cases.

Iir his concluding remarks the Auditor General undertook to furnish to tiie Committee
a repoft showing among other things, the actual revenue collected in FY 20071A8,by

Vy'ednesday i8h July 2012.

MIN IEI2$12 ANV OTETER. EUSINESS

The Chair thanked the Auditor General and his office for finding time to make their
submission to the Cornrnittee and asked him to be standby incase he is needed to
appear before the Commiffee once again.

MIN I 9/201 2 : AD.IC{IRNIMENT

There being no other business to be transacted, the rneeting was adjourned at 2.00

Srgned

G{ . Elias Mbau, M.F)

Date {} D9
"-o 

{z-

pm.

Signed

. Chrysanttrus Okeraio, M.F)

Date /.>../.t*t
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R{INUTES OF TIdE 5,h ST 'T'ING OF' T[iE .IOI}.i'i' COR{MIT'TEE OF. tstr]DGET;

I,UBLIC ACCOUN'XS ANE} FT}{AF{CE, PLANNING AND TRADE OI.{ TI{8,
*trAryCCURACTES/trryICGAIS/,STEA|CTES fN TREA"SURI' REI/ENAE ACCOUNTS I{ELD
ON TX{URSDAY 72Tf, "}ULY 2AL2 IN THE CON{MIT'TEE Ii.OOR"{ sTH FI,OOR
CCNTINENTA-X. HO U SE, PARLIAhIE},IT BUILD II{ G S AT 1 O.3O .41\4.

MEMEEIiS FRE,SENT

1. Hon. Elias P Mbau, M.P - Co-Chairman

2. Hon. Aifred Sambu, M.P

3. Hon. John Mbadi, MP

4. Hon. Omar Zonga,M.P

5. Hon. Emilio Kathuri, M.P

6. Hon. \zlosses Lessonet, M.P

7. Hon. Nelson Gaichuhie, M.P

8. Hon. John Mututho, M.P

9. Hon. Danson Mungatana, M.P

10. Hon. Sophia Noor, M.P

11. Hon. Ekvve Ethuro, M.P

12. Hon. (Dr).Tulius Kones, M.P

13. Hon. Lucas Chepkitony, M.P

KENYA NATIONAI. AS SEMtsLY S'['AF''F'

IN ATTENDANCE

I(EII-YA R-EVENTIE AI]TIIORMY
1. IvIr. J.K Njiraini
2. Ms. Alice Owuor

3. Ms. Beatrice Memo

4. Ms. E.N King'ori
5. Ms. Margaret Ogega

- Fisoal Analyst, PBO

- Fiscal Analyst, PBO
- Fiscal Analyst, PBO
- Clerk Assistant

- Clerk Assistant

- Intern, Lcgal Department
- Junior Legislative Fellow, PBO

- Commissioner General, Kenya Revenue Authority
- Kenya Revenue Authority
- Kenya Revenue Authority
- Kenya Revenue Authority
- Kenya Revenue Authority

1. Mr
2. Mr
3. Mr
4. Ms

5. MIr

6. Ms
7. Mr

Fredrick Muthengi

Joash Kosiba

Josephat Motonu
Florence Abonyo

Evans Oanda

Emma Okok
Eric Kanyi
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\{iJ{trS'[iTY OF ITiNANCE

6. Mr. N4urua l(ilaka
7. Mr. Naboth Otao

8. Mr. F. Mithamo

9. Mr. John Njera
10. Mr. James Aloys
1 1. Mr. Alfred Khao5,a

12. Mr. Michael Gatimu

- Finance Secretar),, lvfinistry of Fina:rce
- Iv/rinistry of Finance
- I\4inistry of Finance

- \4inislry of Finance
- It4inistry of Finance
- It4inistry of Finance
- Ministry of Finance

AGE}{i}A

1. Preliminaries/Confirmation of Agenda
2. Confinnation of previous meeting minutcs
3. Matters arising

4. The Processing of the l4atter to the Joint Committees on Investigation into the
Tax Revenue Accounts Inconsistencics

a) Kenya R.evenue Authority
b) Mlnistry of, Flnance

5. Any other Business

MTN.NO. 2fi/20 I2: FREtr-IMINARIES

Tire meeting started rvith a rvord of prayer at I0.53 ain. The co-chairman of the Joint Cornmittee
welcomed all present to the meeting and thanked them for finding time to attend. Thereafter,
introductions were done. The co-chairman garre the background information on the matter under
the cornmittee's investigation and invited the Commissioner General, Ken1,2 Revenue Authority,
to go ahead and give his brief as stipulated in the invitation letter.

OM T]TF[O

The Commissioner General corrmenced his presentation by informing the Joint Committee that
during the Fiscal Yeat 2007/08, Kenya Revenue Authority coilected a total of Ksh. 433.92
biltrion which comprised of Exchequer of Ksh. 407.82 billion and Agency Fees of Ksh. 26.10
billion.

On the revenue collection and accounting, the Cornmissioner Generai told the Committee that
about 90% of revenue is collected through commercial banks and the rest like revenue from
Iicenses and others, collected through KRA cash office. He proceeded to state that all KRA
revenue departrnents do operate separate Collection Accounts, opened at both the commercial
banks and the Central Bank of Kenya, for all the revenue items being either Exchequer or
Agency fees/taxes and that KRA has made arrangements such that all collections at the
commercial banks are transferred/swept to corresponding tax heads accounts which are
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maintained At the Central Bank cf llcnya (CBK), by the Sreo(rntj i',,orkin!l da1,. i1, aidition, :li
re\ienue collec.tions done at KRA casir offlces are either ba.ri;cr-i cileciil, to Central Ban.k or'

commercial banlis for onward transrnrssioir to CBK iir plac.cs \,,,hr:r'c iirere are no CIIK breu-iches.

The Commissioner General fuitlrer explained to the Comrnittte il'iai rerrenue collecl-iott rJ various

payiirg points is done by any of the th:'ee methods:

.,U Cash or Cheque rn,hich is for all amounts below Kslr.. I iniilion and can be paid tluough

KRA cash office or commercia.l banks.

:iiL Real Time Gross Settlernent System (RTGS) and this is mandatory for all payments

above Ksh. 1 million. Here, taxpayers are required to initiate the RTGS transactions

through their commercial banks to the accounts at CBK and i(RA appointed commercial

banks for express transmissjon to CBK

tL Electronic Funds Transfer (ETF) where a taxpayer, u,heu making payrnent of less than

Ksh. 1 million, can give instructions for the transmission of funds frorn hisArer domicile

bank to either the CBK main Collection Accounts or in case of online paynrent, to tire

comrnercial banks collection accounts.

With regard to reconciliation of revenue figures, the Commissioner General said that it is done

on a monthly basis and also annually but there is a system of daily tracking from commercial

banks to the Central Bank. Additionally, KRA hold meetings twice a week to review the

performance of various revenue heads. He further told the Committee that accounts

reconciliation is done in three levels, namely:

1. R.eeonciliation f,or accoumts held at Conam.ercial Banks - this, he said, is done on a

daily and monthly basis where payment returns or slips are matched to bank statements

and that revenue monitoring is also done using daily system generated reports. This

movement of revenue collected at various commercial bank accounts are so monitored

daily to ensure that the correct amounts are reflected and also transferred to the CBK and

any variance or omission discovered between the corrmercial banks and the amount

transferred to CBK is addressed immediately with the respective banks.

2. R.econciliation for accounts held at the Centnal Eamk - this reconciliation is done daily

by 9.00 am and also on a monthly basis as confirmed by the Commissioner General and

that for each tax head, the bank statements are reconciled against the cash book, system

reports and other bank documents like debit or credit slips. Here again, any variances

discovered are immediately cleared with the Bank and at the end, a bank reconciliation

statement is prepared and maintained.

3. R.econciniation of KR.A, CtsK and Treasury figures - on this, the Joint Committee was

informed that a team of officers from these three (3) institutions do meet fortnightly to
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reconcile revenue collected arrd reported to'freasrrr;r f1z KRA against the transfers'io the

Exchequer in the Ce;-rtral Bzlnl<. Memlrers u,ere also sl'lcu,n air extract oi ihis l,.iird of
reconciliation statetnent on starnp duty that u,as done in the year urder question (FY
2007108).It was shou,n that the baiance as per the cashbook in KRA report u,as Ksh.
4.53 hiition but then on31712007,t'r,ere \^/ere receipts in CBK not in Treasury ra,hich urere

attributable to misposting and casir in transit amounting to about Ksh. 1 13.4 million and

provision for refund of Ksh. 6 million both of u,hich were added. On 21712007, there were

receipts in Treasury not in CBK totaling to Ksh.50.6 million and also cash in transit by

301612008 of Ksh. i7.1 million wirich were subtracted and therefore the balance as per

Tneasrary was Ksh. 4.58 bitlion

However, the Committee was informed that there are perhaps perrnanent differences which rnay

be mainly characterized by: tirning difference, adjustrnent to LATF transposition enors,
rnisposting, omissiorrs and under casting or overcastting. But then, that any discrepancies are

adjusted accordingly. In a rejoinder, Members nevertheless wondered why an issue like time
difference be a factor of the difference, even almost after 5 years, given close period of revenue

tracking and reconciliation!

At the end of the presentation, Members u,anted to know the exact figures for various tax heads

like tax on income, profits and capital gain; other income tax and total income tax; Ordinary
Revenue (or Exchequer Revenue according to KRA); total cash in transit as at 30th June 2008 on

PAYE; amount received from treasury on behalf of Telkom Kenya; what is the provision for a
refund and finally what was the reason for KRA not meeting the revenue target a lot of times?

In his response, the Commissioner General said that according to records in KRA, the Exchequer
Revenue/Ordinary Revenue was Ksh. 433.92 billion; PAYE was Ksh. 86.14; other income tax
was Ksh. 80 billion. With regard to the amount received on behalf of Telkom Kenya, the

Commissioner General informed the Coinmittee that an amount totaling to Ksh. 15 billion was

received from Treasury on behalf of Telkom as part of the privatization process and that the
amounts were paid in three installments. He promised to provide later, the exact dates and

amounts paid in each installment as well as reconciliation of all accounts and exact amount of
PAYE in transit at the end of the fiscal year in question.

On the issue of provisions for refund, the Commissioner General informed the Committee that
the amounts are provided for on monthiy basis with respect to various tax heads as follows:

r# Excise duty on oiis - Ksh. 200 miilion

'E Import duty ordinary - Ksh. 20 million

fr Stamp duty - Ksh. 0.5 million
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* Iixcise ri.:i,r'doniestic - Ksh.1 rniliion

+ VAT -Ksh. 1,076mi11ion

{L Other income taxes - Ksh. 50 million (quafierll')

He also added that 5oh on income tax, PAYE and Tum over Tal (TOT) is transfered to Locai

Autirority Transfer Fund (LATF) and inthe fiscal year 2A07108, LATF transfer rvas Ksh. 8.88

billion comprising of Ksh. 4.34 billion on PAYE arid Ksh, 4.54 on other taxes.

The Commissioner General said (despite Comrnittee Members raising ccncern on where the

balance of unutilized refulds go) that the amor.rnt is ailocated at the beginning of the acoounting

period and then netted out on a monthly basis and that the remaining amount is adjusted

accordingly. Again, in the event that there is any outstanding amount for VAT, the backlog is

excluded from the system and feafures as a liability item.

Finaliy, on the reasons for KRA missing the revenue targets, the Commissioner General

responciecl b), sayjng that several factors usuall,v come into play. Some of them he gave were:

i. Change of assumptions - he said that rvhen estimates of economic assumptions such as

inflatiorr, economic growth, interest and exchange rates shift, they have irnpiications on

the performance of business in the country and ultimately revenue.

ii. Removal of duties for instance kerosene and other items means that ire level of ret'enue

targct r,i,ould not be met as anticipated and also

iii. Vy'hen soine things expected to be done fails for instance not passing the \rAT bill in time

risually has irnplications to the revenue to be collected'

a.22t2{t12 ON TR.V .dN

The Ministry of Finance team of officers was led by the Financial Secretary and Accounting

Offrcer lr4r. Ir4utua Kilaka. They u,ere ushered into the committee room and the co-chairman of

the Joint Committee welcomed them and gave the background of the nature of the meeting. The

Financial Secretary was given an opportunity to introduce the accompanying officers and

proceed to brief the Committee as per the stipulations of the purpose of the invitation'

After the introduction, he begun by pointing out that he had come to provide explanation on the

causes of material differences in the accounts that were qualified by the then Controller and

Auditor General, in a report to the House for the Financial Year 2007108'

The Finance Secretary commenced his brief by confirming that indeed, it is true that the then

Controller and Auditor General qualified the thirteen (13) revenue statements and that he only
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certified tluee (3) in the fiscal 5,s21 2007108. The accounts that \\/ere acccptcd and certified
(unqualified) u,ere:

Rol,altics (including mining
Ie\/enuc)

IIe informed the Committee that the 13 re\/el1ue statements rvere qualificd due to one or more of
the reasons below:

-d Timing differences betu,een revenues received KRA, the revenue holding account at the
Treasury and the Exchequer account.

* Uncaptured receipts and posting errors in the revenue ledger accounls and

* Unavailability of reconciliation statements by the time the audit was being conducted.

After that. the Financial Secretary u,ent ahead to assure the Committee that the anomalies u,ere
addressed through reconciliations and were later presented to the Auditor General for audit
reviews and were confirmed as correct. He said that this demonstrates that the revenue
statements were not qualified because of fraud or loss of money but due to pending
reconciiiation statements which were later satisfactorily f,rnalized. He added that the same issues

were presented before the Public Accounts Committee together with the reconciliations and that
they were fully interrogated and investigated.

Regarding the actual revenue receipts for the Financial Year 2007/08, the Committee was
inforrned that the amount received in the Exchequer against all revenue accounts were Ksh.
516,108,407,205.15 as reported to Parliament by the Auditor General (audited figure). However,
the figure of Ksh. 446,098,740,921that the Minister presented to Parliament during the Financial
Yeat2009110 Revenue Estimates, on June 2009, was the interim position of actual receipts for
the FY 2007108 presenting a shortfall of Ksh. 70,009,666,284.15 which, he said, was regrettable
and that the Ministry has hitherto ensured that revenue estimates only reflect the actual audited
final revenue position and not the raw data as was the case at this time.

No Revenue Head Description Sub-head Descriptron

1 1410000 Property Income 1410200 Profits and Dividends

2 1 43 0000 Fines, penalties

forfeitures
and 1430100 Fines, penalties, forfeitures

and other charges

3 i 140000 Taxes on goods and

services

I 140600
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'l l-ie I;inancial Sccrr:tr1r1./ a(cLrr'-'d ihe Cominitiee that il-ic procedures adopterl ior revei:ut:

c,oilection do not allo.,',, lirr r,",iil,cirar,'al of ca.sh fbr expenclitiile t,,,hile in transit; ]ience ail revenue

coiiected piogressivcly :r'iove lrorn the coilection ac.c:ounts u,ltr -Lhe receivers of reverrue to the

Exchequer account rvitliout leal<ages iir between. IIe atided that based on this therefore, nc

re\/erlue was lost durins tiic 2007i08 Financial Year.

He proceeded to enuineratc the various intenrentioirs that tlie Ministry of Finance had put in
place to ensure that revenue coilections are accuratell, ssplrred and reported to both Parliament

and the public. The measures he listed are:

* That, Treasurl,, KRA and otlier receivers of revenue had embarked on montlily re\/enue

reconciliations aimcd at clarifuing any variations in a timely manner.

'*E That, the Auditor General has been enabled to track exchequer inflows and data on a

continuous basis up to and including the final collection date of the 1,ear.

-ib That, the Ministry through its Audit Committeei fask Force closeiy liaises ra,ith the

Auditor General's office to ensure timely provision of required docurnents, data and

explanations to avoid audit observations escaiating into major audit issues.

'[ That, the actual re\/enue data to be published in the Estimates of Revenue rvill be based

on the final audited revenue position to ensure consistency of data being availed to bolh

Parliament and the public and finally

'tE That, the Ministry is computerizing its financial management system and that soon a

revenue management module will be developed and integrated with the reengineererl

Integrated Financial Management information System (IFMIS) and it is anticipated that

online revenue management will avoid inconsistencies and inaccuracies in revenue, data

and reports hence enabling online interrogation on the status of revenue by the public.

He concluded by again assuring the Committee and the public that public revenue is being

managed properly by the various receivers of revenue under the supervision of the 1'reasury.

At the end of his presentation, the Finance Secretary in the Ministry of Finance had to field a
number of very pertinent questions from the Joint Committee Members. Members wanted to be

told:

Where the figures were obtained from that the Minister was given to present to

Parliament and why they remained unreconciled yet after a whole twelve months? Also,

whether the anomaly is as a result of incompetence of involved offrcers and if there can

be a confirmation that the Minister misled Parliament by presenting wrong figure of
revenue.
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11.

111.

The responSe givsl \ ras Lhat tire rairr data q,a.s picked frorn the last Quafierly Economic

and l3udget Itevieiv (QEBR) r.r,hich conterins rnontlrll, budget outtum instead of using the

actual audited figures. Fufther, the Committee was inforrned that reconciliations rn,ere

completed ald that the Auditor General as u'ell as the Public Accouuts Comnittee (PAC)
\^/as presented rvith lhe same and agreed. Tire Committee u,as also told that at that time of
the anomaly, there was a problem with capacity in the Ministry in relation to the

workload. There was a Member of PAC in the rneeting rvho after being asked by the co-
chairman to confirm u,hether rvhat the Ii4inistry of Finance rvas alleging q/as true and he

appeared to point out that u,hen the Auditor General and the l\4inistry of Finance
appeared before PAC, were sent away to go and reconcile and reported back iater that
they had reconciied. Hou,ever, the Member clarified that PAC concentra'Les mostly on
expenditure. Further, that the current audit report still has the same persistent queriesl On
rvhether Parliament u,as misled by being given inconect figures, the Finance Secretary

admitted that raw data u,as used as opposed to audited ones but proceeded to point out
that the Minister did not tabie the incorrect figures deliberately and thcrcfbre proceeded

to offer an apology

How much vvas the Ordinarl, Ret'enue in the ),ear under focus (FY 2007/08)? i{orv many
audit queries have been addressed and where was the memorandum?

The Committee was told that Ordinary Revenue in the FY 20071A8 was Ksh. 419.3

billion, according to what one officer accompanying tlie Financial Secretary had just
calculated but that it was subject to confirmation. The Financial Secretary gave an

undertaking that he be allowed when he goes back to the office to confirm and supply to
the Committee the right figures. On the issue of memorandum on reconciliation to
address audit queries, the Committee rvas informed that it has been done and submitted to
Parliament.

A question was asked on why is the Ministry still talking about IFMIS as if it is a new
thing and a Member raised a concern that revenue is a very critical component which in
the new constitution, is going to be divided in the two tiers of government and it is sad if
the figule would not be accurate! Again, a question was asked on how the Minister is
prepared to finance the highest budget ever in the country?

In response, the Finance Secretary said that with regard to IFMIS which is now re-
engineered, the Ministry has undertaken to ensure that by September 2012, all ministries
comply and by December, IFMIS is complied with at the Counties level such that when
the County Governors come on board, they will find it fully operational. He reiterated
that the Ministry has made a commitment and that services have been procured and

training of officers is underway. He also appeared to emphasize that the anomalies in
revenue reported h_qvelritherto been discovered and !ha! since the filc?l yg.al ?099/!Q., !h"
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Ministry is using audited revclue figures as ieccii,ed in ',hc i-x'':hertui:r. \\riih resard 'io

financing the current budget, ihe Coilrnittec u,as inforncd thiir lhe i"{rnistei c'.onsultcd

u,idel), and that he u'ill make ai1 clforls to finance it fully.

As a rejoinder from the prcvious stakeliolders notably frcm the offlce of tlie AucLjior,

General, it was noted that the Committee was infonled that some information on sonle

queries in the FY 2007108 niay have been shared between the Ministry and the Auditor:

General as late as the previous month (June 2012) and therefore lt4embers rvondered horv

come PAC is alleged to have been satisfied with the information that rvas given when it
was dealing u,ith the matter! But then, this observation was not responded to.

In rvhat appeared to the Committee as perhaps iack of cooperation betrveen the Ministry
of Finance and KRA, Members u,anted to know if there is a structured mode of
engagement betrveen the tu,o crucial institutions in charge of public finances.

The Financial Secretary responded in the affirmative and said that at the top level, they

meet every Tuesday and that at the technical level, there is also a structured way of
engagement. He concludes by saying that the Ministry stand advised and anything needecl

or even an invitation to re-appear before the Committee, he ivill do it irnmediately.

llowever, the Commissioner General (he rvas asked to stay on as the Ministry of Finance

was making the presentation) when he was asked to respond to the issue of cooperation,

he seemed to quip that they are meeting but still rvorking on improving the working
relationship to make it more sc:amiess.

MIN.NO.23 /2072 :,ANV OT'IIEP. RUSINESS

Hon. Alfred Sambu stressed on the importance of the task that is bestowed upon the Committee

and told the Ministry of Finance and KRA that if need be they would be called upon to provide

fuither clarifi cation or information.

I{on. Sophia Noor reiterated that the tu,o institutions which had just appeared before the

Committee, (KRA and the Ministry of Finance) are very important and that the officers serving

there have a duty to instill confidence in the Kenyan public as well as the investors.

The co-chairman of the Joint Committee LIon. Elias Mbau directed both KRA and the Ministry

of Finance that they include all issues that were not addressed in their communication to the

Committee. He added that certainty in revenue is critical and it is imperative that Kenyans are

told the truth regarding the same. Finally, he concluded by saying that a post budget workshop

would be organized in August 2012 and that KRA and the Ministry of Finance and other

stakeholders would be invited. The co-chainnan once again thanked everyone for attending and

participating.
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N{TN .l{O.24120 1 2 : ADJOLT}Ur i\{ F.INT

'fhere being no any other business. the meeting ended at 1.40 pm

Signed Date
(EIon. Elia Mbau, n{.F)

/) 2-:;' / Z-
I

l '7 /9 7-a LSigned...
(E{o

Date
11. kerrro, M.P)
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ACEND,.4"

i. Prelinrinaries/Confirmation of Agenda

2. Confirniation of previous meetin-{ minutes

3. N4atters arisir"rg

4. The Processing of the Matter to the Joint Cominittees on Inr.,estigation into

the Tax Revenue Accounts Inconsistencies

a) [[ars Gnoup
5. Any other Business

MXI{.N O. 25 I 2*12: P R.EI-trMINA.F{IE S

The ineeting started with a word of praver at 12.A0 prn. The acting chairman of the Joint

Corninittee welcomed all present to the rneeting and thanked thern for finding time to

attend. Thereafter, introductions were done. The acting chairrnan gave the background

information on the mafter under the conimittee's inrrestigation and invited the Chief
Executive of Mars group, to rnake a presentation as stipulated in the invitation letter. Tire

CEO Mwalimu Mati indicated to the Corninittee that the Managing Director, Ms. Ja1,ns

Mati was the one to make the brief.

MII-{.N O. 26 120L2 : SUBMIS SI (}},1 F R, (} l\{ T}IE M,AR.S GR.CUP
The Managing Director of Mars (iroup Kenya Ms. Jay,ne Mati then began her presentation

by stating that out of the revenue of Ksh. 516 billion collected in the FY 2001108 on 16

accounts, only a paltry Ksh.3.4 billion in 3 accounts were certified by the Auditor
General. She gave thern as follou,s:

She proceeded to state that the analysis done show that almost all revenue accounts

continue to fail audit tests annually for instance, the amount of money that that was

excludes from certification as per the audit report were as shown here below:

* For the FY 2007108 a total of Ksh. 498.9 billion approximately comprising of taxes

on income, profits and capital gains - Ksh. 164.4 biiiion, Taxes on goods and

services - Ksh. 220.5 billion, taxes on international trade and transactions - Ksh. 7

NO R.EVE,NUE E]IEAD ,aMouNti (KSEI)

I Property income - profits and dividends 3,133,3 50,633.5

2 Fines, penalties and forfeitures 158,521,084

3 Taxes on goods and services - royaltres 187,799,398

Total 3,479,67L,1tr5.5
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billion, otiior ta:lc: iti,t ciscr,,'hci-e clas:rifj,;rJ. - Kr,i.. 1.4 biilion, sa,ie oj' soriris a-n,-L

sen,ices-- Ksh. 3.\,ti billicn, rent of larr-i.- Kr,lr. 0.12 Di1lion, i-.ropeit)r iricomc - K-sh.

0.27 billion, slAtomoirt of loan intcrest rcceipls . Ksh. 2.8 biliion, otlrer receipls not
elseu,here classifietl - Ksh. 9.2 biliion, repA\:j1lcnts froin donrestic lenciil:g and on-
lenciing - Ksh. 19.8 biilion and developi:ient revenue -- Ksh. 34,8 billion.

'i" Iir the FY 2AAglA9, a total of Ksh. 215.1billor u,l:s exoluded frorn certification and it
coinprised of: taxes on incorne, profits and ca.pital gains - Ksh. 88.6 biliion, Taxes
on goods and services - Ksh. 8.6 billion, taxes oit internationai trade and transactions

- Ksh. i.7 biilion, other taxes not elsewirere classified - Ksh. 0.16 billion, sale of
goods and services - Ksh. 21.9 billion, rent of land - Ksh. 0.6 billion, propefi5,

income - Ksh.7.3 biilion, statement of loan interest receipts - Ksh. 28.6 billion, other
receipts not elsewhere classified - Ksh. 9.9 biliion, repayments from domestic
lending and on-lending - Ksh. 24.8 billion arrd development revenue - Ksh. 23

billion and

"i' In the Fiscal Year 2009/10, Ksh. 239.3 rvas again not certified by the Auditor
General. itwas composed of taxes on income, profits and capital gains - Ksh. 105

biilion, Taxes on goods and services - Ksh. 6.7 billion, taxes on international trade

and transactiotrs - Ksh. 1 billion, other taxes not elsewhere classified - Ksh. 0.5

billion, sale of goods and services - Ksh. 9.6 billion, property income - Ksh, 0.4

billion, social security contributions - Ksh. I billion, statement of loan interest
receipts - Ksh. 31.7 billion, other receipts not elsewhere classified - Ksh. 3,2 billion,
repayments from dornestic lending and on-lending Ksh. l3 billion and

development rcvenue - Ksh. 57.6 billion

The Mars Group Kenya Managing Director also infonned the Joint Comrnittee that in the

Fiscal Year under investigation, a cumulative of 57 audit queries were raised rvith respect
to revenue accounts and added that she is arvare of the Ministry of Finance having
appeared before the Joint Committee but only addressed 18 audit queries leaving out a 39

of the audit queries unanswered. To ernphasize their concem she quoted an extract from
paragraph 55 of the audit report for the public accounts and the accounts of the funds of
the Republic of Kenya for the year ended June,2007 rvhich state that "....am concerned

by lack of attention in the preparation of Statements of Revenue as indicated tn tlrc
reports under eaclt Revenue Head. Many Statements of Revenue reflect dffirences
between figures reflected in tlte Statentents and those reJlected in tlte supporting
documents. For example, most of tlte revenue is collected by KRA but the Receiver of
revenue is the Financial Secretary. However the statentents of revenue recetved reflect
receipts which materially diffr, fi'om those reflected in KRA records. Tltey also reflect
payntents to tlte Exchequer which diff , with atnounts reflected in the Exchequer records.
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Even etnourLis curriecl jon,,o.rd. difier v,,iiit tltct,se rcflecleci iti lhc reie'r;:.:itt :i,:1.:nietits of
assels ond liabilities. Suclt diffiretzces o.re rtot exploined or reconct!,:d and iliet'c{bre cas'i

c!-oubts on the occuroc.)) of tlte Siatenrctrrs o./'P,evertue. As a result, nl.ati.); :ialentcnts of
reyenue ltave been excludedfi'om the general cer.lificale.... "

She gave five examples of what the audit report contained as the reasons for qualification
of the re\/enue accourrts in the Financial Year 2007108. They ale as follorvs:

Records maintained at K-,RA differ from Statement of Revenue - specifically
paragraph 72 of the report, on incorne, profits and capital gains, presents a

difference of Ksh. ll billion, on taxes on goods and sen,ices, paragraphTg shorv

a difference of about Ksh. 3 billion and paragraph 84, 0.887 biilion. When it
comes to other taxes not elservhere classified, paragraph 88 presents a difference
of 5 1.6 million. On rent of land, 1 1.4 rniliion and paragraph 1 15 on sale of goods

and services has a difference of about 2 biilion, ali of ivhich \\/ere not explained

nor reconciled.

lt Payinents to the Excirequer differ rvith accounts reflected in the Exchequer records

- she told the Joint Cornmittee that in paragraph 92 of the Audit repofi, the

difference of I(sh. 200.8 billion under the revenue head propeily incorne, loan

interest receipts frotn domestic and on-lending rvas not reconciled nor explained.

The sarne, she said recurs in paragraphs 35, 81, 86, 90,97, and 105 of the FY
2007 audit report.

Actual receipts differ with amounts reflected in the Ledger - it was brought to the
attention of the Joint Cornmittee that differences of about Ksh. 4.3 billion and

Ksh. 2.1 billion in paragraphs 75 and 101 were also not reconciled nor explained

and that the same is depicted in paragraphs 80, 85 and 93 of the FY 20A7 audit
report.

iv. Amounts carried forward differ with those reflected in the relevant Staternent of
assets and liabilities - that a difference of about Ksh. 4.5 billion vvas not
reconciled nor explained and the Mars Group Ivlanaging Director indicated to the

Committee that the same trend is depicted in paragraphs 36, 81, 86, 90,94,98,
102 and 106 of the audit report.

Arrears of revenue due unaccounted for - here, statements were not showing
details of arrears of revenue due as at 30m April 2008 and as a result the Auditor
General, in paragraph 78 of the report, was unable to confirm whether revenue

v
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iotaling to about Iisli
giirns u,as recovered.

'i25.2 billion under taxes on iiirt'rr;-i... itrcfits and oapiial

J-hc Jr4anaging Director of Mars Croup pointed out to the Jojni Clculmittee that as the
Jr4cttibers investigate the revenue inconsistencies, it would be pi-uclcnt to bear in mind" that
the role of the }linistry of Fina.nce according to the Governrneirt Irinanci al Act,2004 is
such tirat the Minister is required by law to manage the ConsoliCated Fund and be
responsible for ali matters relating to public financial affairs rhat are not assigned to any
other Minister.

Again on the role of the Treasury, she highiighted that the Treasury is rnandated by law to
establish procedures and S)/Sterns for proper and effective rnanagement of Govemrnent
money and property; establish accounting procedures and systems from the Government
to properly account for Government money and property; prepare ancl subrnit accounts for
each financial year under tlie Public Audit Act, 2003 for auclit b), the Au<titor General ancl
also erirsure that the accounts so prepared comply with the provisions of the law.

.r\tltlitionally, she rerninded the Cornmittee that a<;cording to ihe Fublic Audit Act, thc
'l)'easury is required to prepare accounts showing firlly, the financial position of the
government at the end of the year and submit the accounts for auditing within three (3)
rnonths after the end of the financial year. The accounts irave to include among other
things, the statement of receipts and issue frorn the Exchequer. Also, that the Receiver of
Rct'enue is required to prepare accounts In respect of revenuc frrr which s/he is appointed,
and submit the accounts for auciiting and the accounts to be subrnitted are to include
stalement of receipts and disbursements and statement of an'ears of revenue; all that
u'ithin three (3) months after the end of the financial year. Ultimately, the Auditor General
is required to examine the documents so subrnitted and autlit the accounts and gives an
opinion stating whether all inforrnation and explanations necessary for audit are received;
proper records are maintained; the accounts are in agrecment with the records and
whether the accounts reflect the fair financial position of the government.

On the issue of reporting of actual revenue receipts, the Managing Director of Mars
Group indicated to the Comrnittee that it appears the Ministry of Finance has been
keeping different sets of books for revenue collected and that it appears to be in what she
termed as an intricate web of a possible cover up and deception as it continues to present
different revenue figures to both the Auditor General and Parliarnent. She termed
shocking the fact that in June, 2AA9; a month after receiving the then Controller and
Auditor General's signature on the Exchequer Account for the FY 2007108, the Minister
for Finance presented a totally different revenue figures to Parliament. For instance, that
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Ordinary Revenue u,as I(sh. 391.6 biilion rr,,hile the E>:chequer account records shorved

Ksh. 495 biilion, a dillerence of Ksh. 98.5 billion of revenue under declaration to

Parliainent; total loans u,as Ksh. 26.7 blllion rvhile the E.:'ichequer records had Ksh.20.i
biilion, a difference of Ksh. 6.6 billion of revenue receipts overstated to Pariiarrent;

miscellaneous re\/enue was Ksh. 7.6 biliion ra,hile the Exchequer account records had

about Ksh. 16 billion, an understatement of Ksh. 8,6 billion; net domestic bon'orving by
the Central Bank was presented as Ksh. -13.9 billion rvhile the Exchequer recorded Ksh.
0.00. This possibly indicates a net domestic borrorvirrg that does not exist! Also, income
tax from corporations \lras presented as Ksh. 79.1 billion rvhereas the Exchequer record
u,as showing Ksh. 86.7 billion, a difference of about Ksh. 7.6 billion. Therefore, the

presenter wondered ivhy this rvas the state of affairs and rvhether the under-declaring of
revenue to Farliament tvas likely to create a gap where such revenue goes inissing.

'l'he presenter, Managing Director of the Mars Group, rvent ahead to point out that the

estimates of revenue as tabied in Parliament by the h4inister for Finance u,hich reflect the

final revised estirnates of revenue differs at every revenue line item frorn the estirnates of
revenue as captured by ths then Controller and Auditor General at that tirne. Therefore,
she pointed out to the Committee that the Minister cannot alter the approved revised

estimates of revenue as he did at that time, a situation she termed very serious and grave.

She gave a rundorvn of differences in revenue estimate figures. For instance, using the

linal revcnue figures of Ksh. 558 billion as approved by Parliament against original
estimates of Ksh. 522.4 billion as captured in the audit report for the FY 2007108 gives an

under-collection of about Ksh. 36 billion. Using actual revenue of Ksh. 494.4 billion as

captured in the FY 2008/09 budget estirnates on June 2009, it shovvs an under-collection
of Ksh.28 billion and finally, using actual revenue of Ksh. 516 billion in the Exchequer
account as captured by the Auditor General, depicts an under-collection of about only
Ksh. 6.3 billion.

She expressed her concern on the fact that there appear to be many possible revenue

positions in the same financial year and also that even the Auditor General rnight as well
not be able to reflect the actual revenue position of the govemment. Therefore, she told
the Committee that Kenyans expect answers from the Minister on how many revenue

accounts failed the audit test and reasons for that; whether the actual revenue receipts as

reported to Parliament faithfully reflect the actual receipts as captured b the then

Controller and Auditor General in the Exchequer account and also, whether the revised

estimates of revenue tabled in Parliament reflect the actual approval given by Parliament.

In addition, a detailed response need to be given from the Ministry of Finance on each of
lhe 57 audit queries and a supporting memorandurr as well as a certificate from the
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,tt:oitor Gr-,ncral clcar-i.iig ,-.ach of tite il;., let, iccoidi:tiI ilt 'i,rir ii:,rr-lrtttiic:r::1 zlccouritinq

ste.n cia rds.

To cnrl lier rrescntatir:n, she preseiricci a nlinbcr of i'ec,olTlnrenCa.tions to ihc (lomrnittec: as

fbllo"r,s:

"i' l hat an independent forensic audit inr-o t:Iie re\/enue accounts of the (iovelnment of
Kenva ibr tire FY's 2AA7lA8, 2008109, 2A09110, 2AlAlll and 201lll2 be

coinmissioned and conductecl so as io deterrrine the true revenue position of the

Govormrent.

"1" The immeciiate withdrarval oi all falsified docuinents tabled in Parliarnent and a

speoial resolution to re-submit for adoption of accurate ones.

d' That the Coinrrittee recommend immediate retireilent of the accounting officer in
the ministry rvho are responsible for coliection and accounting for failing in their
rvork and rnisleading Parliament

."'. That the Cornmittee recommends the implementation of the National Assembly

resolution of the year 2009 that independent forensic audit be done by an

independent body to look into past Lhree years of the National Budget including the

Consolidated Fund Services to determine u,hether there mislit have bcen other

inaccuracies or inconsistencies.

'3. 'I'he Committee recommends the involvement of the Controller of lludget as per

the constitutional mandate.

She concluded her presentation by stating that Mars Group Kenya hzrd appeared befbre

the Cornmittee in good faith and that it rvas because they be lieve in Perliarnent democracy

and accountability, also that they do and shall continue doing that v*,hcn required. She

thaniced the Committee for the opporlunity granted to make the presentation.

Memrbers Reactions
Members present thank Mars Group for rnaking such an enlightening presentation. The

Members were concerned that the issues raised by the rvitness are rveight and may require

further clarification from Treasury and Auditor- General. They were woffied that despite

the assurance by the Treasury, the variances/inconsistencies in revenue have continued

even in successive years. They promised to look into the new issues and recommendations

raised by Mars Group and take necessary action

Finally, Hon. Martin Ogindo, who was chairing the meeting thanked all for attending and

making contribution.
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'i lrcrc bclng ilo an)/ otirer l'iusines thc irieerii,g er,.iied at 1.40 pm

lii I'

i
Liigned

oL-r. Elias IMbam, M.P)

it Lr) Z-c'/ L-
Date...

Signed

6mO-n. 
-Cir 

rysan thus Okemao, M. F)

Date /t/E......e..(.. ?-a lZ
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7th J SIT_qrl{:_ aE_lHE_ !]. LiXlG trT.
FXNANCE AI{D tsUBLIC A COUNTS CON4 ES FI ]q
THURSDAY. 6'I'H SF]FTEIT6BER, 20L2. IN TEItr COMI\{ITT'trE IICiOM,
151. F'LOOR, CGUNIT'Y EIALI- PAR,I,IA}\[F]NT AT lI.OOAM

FRESENT
i) IIon. E1ias Mbau, M.P. - Co - Chairperson
2) Hon. Cirris Okemo, M.P. - Co-Chairperson
3) Hon. Jackson K. Kiptanui, I\{.P.
4) Hon. Martin Ogindo, M.P.
5) Hon, Abdul Bahari, M.P.
6) Hon. I)anson Mungatana, M.P.
7) Hon. Adan Keynan, I\{.P.
8) Hon. I\{oses Lessonet, M.P.
9) Hon. John Mbadi, M.P.
10) Hon. Sophia Noor, M.P.
11) IIon. Einilio Kathuri, IU.P.

In Attendarace

1)

2)
3)
4)

Mr. Fredrick Muthengi
Mr. Gilbert lfipkirui
Mr. Benjamin Ngimor
Mr. Erick Kanyi

- Farliamentary Budget Office
- Farliamentary Budget Office
- Parliamentary Budget Cffice
- Parliamentary Budget Office

AGENDA
1) Preliminaries/Confirmation of Agenda
2) Adoption of Report on fnconsistencies
3) AnV Other Business

MIN. IdO. 28120]2: FR,E IES

The meeting started with a word of prayer at 11.20 am. The Chairman of
the Budget committee welcomed aII present to the meeting.

MIN.NO 291201.2: .ADOPTXON OF' T'[TE R,EPO T' ON
INCONSISTENCIES
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The meeting u,as informed that reporl ]rad been circulate,l i.o aii mer::bers
cf the Joint Comrnittee. It was observed that it had been drtfictrlt to raise a
majority of n'Lem.bers to adopt the report given the mcml:ers' busy
schedules. Mernbers obserrred tabling of the report was long overdu-e and
should have been tabled latest early August 2A12. It rvas noted that the
Joint Committee should complete its task within the provided tirne period
and that no further extension rvou-ld be sought.

After lengthy deliberations, members agreed to table a minority report.
The committee went clause by clause of the report and unanimously
adopted the report. The secretariat was urged to irrepare the report for
tabling the next week.

NIIN. NO. 30/2012: Any Ottraer Business

The Chair of Defense and Foreign Relations Comrnittee informed the
meeting that the recommendations of the Departmental Committee were
not considered in the final 2072173 budget even after the lIouse has
approved the recommendations. It was noted that the Treasury ought to
implement all resolutions of the House without exceptions.

The Secretariat was urged to prepare a sumrnary of budget allocations for
each agency as resolved the House for discussion in the next meeting.

h{nN.NO. 3 1/20 X 2: AD.IOURNNttrENT'

Members of the Budget Committee were informed that the next meeting
was scheduled for 13th September 2072. There being no any other
business, the meeting ended at 12.00 pm.

Signed.
([tron. EIia Mhau, M.P)

Signed....

. Date tJ D7 zo/ ->| 
-

Date......1.'A
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