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CHAIRPERSON’S FOREWORD

Honourable Speaker, on behalf of the Public Accounts Committee (PAC), and pursuant to Standing
Order 199, it is my pleasant duty and honour to present to the House the report of the Committee on the
audited financial statements of Ministries, State Departments, Commissions and Independent Offices
for financial year 2016/2017.

The National Assembly exercises oversight over national revenue and its expenditure pursuant to
Article 95(4) (c) of the Constitution through PAC which, in turn, derives its mandate from Standing
Order 205. Further, Article 203(3) of the Constitution provides that the equitable share of the revenue
raised nationally and allocated to the National Government and County Governments is to be calculated
on the basis of the most recent audited accounts of revenue received, as approved by the National

Assembly.

Honourable Speaker, the Committee takes very seriously the responsibility that has been bestowed upon
it by the Constitution and House Standing Orders and endeavours, at all times, to discharge this

responsibility with utmost objectivity.

With the tabling of this report. the Committee has now effectively cleared the heavy backlog of
unexamined audited accounts that it inherited from the 11" Parliament. Hon. Speaker, I am further
pleased to report that the Committee, having commenced examination of the audited financial
statements for 2017/2018 financial year — the latest to be submitted to the National Assembly by the
Auditor-General - has achieved the target it had set for itself of delivering an up-to-date scrutiny of and
reporting on the audited accounts. The import of this is that, going forward, revenue sharing between
the two levels of government will be based on more realistic statistics — a factor that can only contribute

to the strengthening of devolution, for the benefit of the people at the grassroots.

The Committee held a total of Fifty-Eight (58) sittings during which it received both written and oral
evidence from Accounting Officers on audit queries raised by the Auditor-General. Minutes of the

Committee’s meetings are annexed to this report.

Honourable Speaker, I wish to commend, once again and most sincerely, all the Accounting Officers
whose financial statements were given a clean bill of health by the Auditor General. The Committee
remains forever grateful to them for their dilligence. I encourage all other Accounting Officers to

emulate these examples.
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In this report, the Committee has continued to hold individual officers to account for their various acts
of omission and/or commission that occasioned loss of public funds. In a number of instances, the
Committee has recommended specific follow-up actions including further investigations by the relevant
investigative agencies. It is my hope that these recommendtions will be implemented within the shortest
time possible by all those who are concerned and that, in the final analysis. public interest will be

safeguarded.

In conclusion, Honourable Speaker, I wish to register my appreciation to fellow Honourable Members
of the Committee, the Offices of the Speaker and the Clerk of the National Assembly and the Office of
the Auditor General for facilitating the work of the Committee and making the production of this report
possible. Special appreciation goes to the Directorate of Committee Services and, in particular,

members of the Committee Secretariat for their commitment and devotion to duty.

Honourable Speaker, on behalf of the Public Accounts Committee, I now wish to table the report and

urge the House to adopt it and the recommendations therein.

— Y7

HON. JAMES OPIYO WANDAYI, MP
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1.0 INTRODUCTION
1.1 Establishment of the Public Accounts Committee

The Public Accounts Committee was established on Monday. 18" December 2017, pursuant to Article
124 of the Constitution and the National Assembly Standing Order 205.

1.2 Mandate of the Committee

The Public Accounts Committee (PAC) is mandated under Standing Order 205 (2) of the National
Assembly Standing Orders to examine the accounts showing the appropriations of the sum voted by the
House to meet the public expenditure and of such other accounts laid before the House as the committee
may deem fit.

The Committee oversights the expenditure of public funds by ministries, state departments,
commissions and independent offices, to ensure value for money and adherence to government financial
regulations and procedures. The Committee executes its mandate on the basis of annual and special
audit reports prepared by the Office of the Auditor General.

1.3 Guiding Principles

In the execution of its mandate afore-stated, PAC is guided by core constitutional and statutory
principles on public finance management, as well as established customs, traditions, practices and
usages. These principles include:

1) Constitutional Principles on Public Finance

Article 201 provides for the fundamental principles that ...shall guide all aspects of public finance in
the Republic...” These principles are, inter alia:-

201(a) there shall be openness and accountability, including public participation in financial
matters;

201(d) public money shall be used in a prudent and responsible way; and

201(e) financial management shall be responsible, and fiscal reporting shall be clear.

PAC places a premium on these principles, among others, and has been guided by them in the entire
process that has culminated into this report.

2) Direct Personal Liability

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

PAC has relied on this constitutional provision as the basis for holding each individual Accounting
Officers and other Public Officers directly and personally liable for any loss of public funds under their
watch. The Committee has and will continue to invoke this provision in its recommendations to hold
those responsible personally accountable. It is envisaged that it will serve as a deterrent measure.

Report on the Examination of the Report of the Auditor-General on the Financial Statements for the National Government for the Year ended 30" June
2017 Page vii




3) Obligations of Accounting Officers

Section 68 (1) of the Public Finance Management Act, 2012 provides, infer alia, that: “An Accounting
Officer for a National Government entity, Parliamentary Service Commission and the Judiciary
shall be accountable to the National Assembly for ensuring that the resources of the respective
entity for which he or she is the Accounting Officer are used in a way that is lawful and
authorized, and effective, efficient, economical and transparent.”

This provision obligates all Accounting Officers to appear before the Public Accounts Committee of
the National Assembly to respond to audit queries in their respective ministries/state departments or
agencies.

And section 74 (2) of the same PFM Act stipulates that: “If a Cabinet Secretary reasonably believes
that an Accounting Officer is engaging in or has engaged in improper conduct within the meaning
of subsection (4), the Cabinet Secretary shall: -

i. Take such measures as may be provided in regulations; or
ii. Refer the matter to the relevant office or body in terms of the statutory and other
conditions of appointment or employment applicable to that Accounting Officer.”

This section empowers the appointing authority to discipline errant Accounting Officers, which could
include revoking their appointment. This provision has sealed a long-standing loophole that has
previously seen Accounting Officers continuously commit or preside over fiscal indiscipline and
malpractice in their ministries, departments and agencies.

PAC strongly holds the view that these provisions of the law were intended to be fully deployed to give
effect to the high principles in Article 201 of the Constitution stated hereinabove, to ensure prudent and
responsible use of public funds.
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2.0 General Observations and Findings
1. The execution of the approved budget for the Financial Year ended 30" June 2017:-

The Accounting Officers of the MDAs, Judiciary, Parliament, Constitutional Commissions and
Independent Offices are required to monitor, evaluate and oversee the management of public finances
in their respective entities including ensuring proper management and control of, and accounting for,
their finances in order to promote the efficient and effective use of budgetary resources pursuant to the
provisions of Section 66 of the PFM Act, 2012.

2. The Committee made the following general observations on the execution of the approved budget for
the Financial Year 2016/2017:

(a) Equitable Sharing of Revenue and Approved Budget:-
The approved gross expenditure estimates for the Financial Year 2016/2017 was Kshs.

2,541,568.251,270 while approved Appropriations-In-Aid (AIA) was Kshs. 448.217,771.819
resulting in net approved expenditure estimates of Kshs. 2,093,350,479,451 as shown in table 1.0:

Table 1.0: Summary of the Approved Gross Expenditure Estimates for the Financial
Year 2016/2017

National Gross Estimated | Estimated AIA | Approved Net |As a % of
Government Expenditure (Kshs.) Expenditure Approved Total
(Kshs.) (Kshs.) Net

Expenditure

Fund Services
(CFS)

Recurrent Votes 929.104,106,437 | 88.491,935,859 | 840,612,170,578 40%
Development 801,530,580,399 | 339,725,835,960 | 441,804,744,439 21%
Vote

Consolidated 526,211,209.434 0| 526,211,209.434 25%
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Data Source: The Auditor-General

Committee Observations and Findings

The County Governments equitable share of revenue of Kshs. 284,722,355,000 for the
Financial Year 2016/2017 was based on the audited revenue for the Financial Year 2013/2014,
since the audited financial statements for the Financial Year 2014/2015 had not been
considered, tabled and adopted by the National Assembly pursuant to Article 203(3) of the
Constitution,

(b) Net Actual Expenditures for the National Government:

The financial statements for the Financial Year 2016/2017 for the National Government showed
total actual expenditure of Kshs. 2,026,052.946,211 representing 90 percent of the gross estimated
expenditure of Kshs. 2,256,845.896.270. The actual expenditure of Kshs. 2,026,052,946.211
represents an increase of Kshs. 291,097,875,295 or 17 percent when compared with actual
expenditure of Kshs. 1.734,955,070,916 in the Financial Year 2015/2016. There was a gross under-
expenditure of Kshs. 230,792,950,059 made up of under-expenditure of Kshs. 204,391.303,075 for
combined recurrent and development votes and under-expenditures of Kshs. 26,401, 646, 984 for
CES.

Committee Observations and Findings

The total under-expenditure of Kshs. 204,391,303,075 for recurrent and development votes was
mainly attributed to delays in exchequers, inadequate exchequer issues occasioned by inadequate
actual revenue collections, delayed disbursement of donor funds, persistent systemic challenges
associated with the Integrated Financial Management Information Systems (IFMIS) and
challenges associated with implementation of procurement laws & procedures. The continued
absorption for the budget especially in development vote denies the Kenyans the much-needed
development projects planned and budgeted for by the National Government,

Statement on Audited Accounts of Revenue for the period ending 30™ June 2017: -

The total revenue recorded under various revenue statements as received by the National Government
for the Financial Year 2016/2017 amounted to Kshs. 1,357.698.178.325 representing an increase of
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about 14 ¢ = pared to actual collections of Kshs.
1,193,619,138,664 realized in the Financial Year 2015/2016. The total revenue of Kshs.
1,357,698,178,325 when compared to total budgeted receipts of Kshs. 1,449,051,153.281 resulted in
an under-collection of revenue of Kshs. 91,352,974,959 or approximately 6 percent. The total revenue
of Kshs. 1,357,698,178,325 comprised of Kshs. 1,319,297.139.846 and Kshs. 38,401,038.479 relating
to recurrent and development revenues, respectively. However, actual recurrent revenue collected
during the year reflected a shortfall of Kshs. 68,669.167,578 or 4.9 percent while there was a shortfall
of development revenue collected of Kshs. 22,683,807,381.

The statement of arrears of revenue reflected revenue receipts amounting to Kshs. 193,997.651,702 as
at 30™ June 2017, which though budgeted for has remained uncollected. The balance constitutes arrears
for PAYE, Other Income Tax, VAT and Excise Taxes, loan redemptions and loan interests. Although
the amount reconciles with the respective statement of arrears of revenue by the KRA, the management
has not accounted for the movement of the arrears from the earlier balance of Kshs.194,951,716,541
for the Financial Year 2014/2015 and Kshs. 380,600.178.374 in the Financial Year 2015/2016 recorded
during the previous reports of the Auditor-General.

The statement of revenue reflected an amount of Kshs. 1,357,698,178,325 as having been collected
during the Financial Year 2016/2017. The brought forward balance from Financial Year 2015/2016
amounted to Kshs. 2,046.,650,137 bringing the total revenue available in Financial Year 2016/2017 to
Kshs. 1,359.744,828,462. The statement of revenue, however, reflects an amount of
Kshs.1,354,564,223,623 as having been paid to the Exchequer during the year leaving a substantial
balance of Kshs.5,180,604.839 not remitted to the Exchequer as at 30™ June 2017.

Committee Observations and Findings

The National Treasury has not been able to explain satisfactorily verifiable measures put in place to
address the increases in arrears of revenue and non-remittance of revenue contrary to the provisions
of Article 206(1) of the Constitution and Section 17(2) (a) of the PFM Act, 2012. The significant
arrears of revenue due and uncollected, undermines the principle of equitable sharing of national
revenue between the national and county governments as enshrined in Articles 202 and 203 of the
Constitution of Kenya, 2010. Further, the persistent increase in arrears of revenue denies the
national and county governments the scarce financial resources that they need to undertake their
development projects.

4. Outstanding Imprest:

The Accounting Officers and the various Authority to incur Expenditures (AIE) holders are mandated
to manage imprest transactions in the various National Government entities pursuant to Regulation 92
of the PFM (National Government) Regulations 2015. The Committee observed instances where some
Accounting Officers and or AIE holders did not ensure that imprests were surrendered within the
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Committee Observations and Findings

The total un-surrendered/unaccounted for imprests amounted to Kshs. 518,096,643 in the Financial
Year 2016/2017. The top five (5) entities with significant outstanding imprest during the Financial
Year were: Ministry of Health (including projects) Kshs. 77,105,884; National Humanitarian Fund
Kshs. 71,960,000; State Department of Environment Kshs. 66,747,385; tMinistry of Lands and
Physical Planning Kshs. 66,202,974; and Judiciary (Judicial Performance Improvement Project)
Kshs. 40,080,170. The consistent failure to account for imprests on due dates undermines the
accountability principle of public finance as contemplated in Article 201(1) of the Constitution and
is in contravention of the law as stipulated in the PFM Act, 2012 and its attendant Regulations.

5. Pending Bills: -

During the year ended 30" June 2017, a number of National Government entities did not settle bills
amounting to Kshs. 16,712,379,101. The total amounts of reported pending bills has decreased
compared to Kshs. 20.472,313,203 in the Financial Year 2015/2016. Six (6) entities incurred pending
bills totaling Kshs.12,407.838,608. Table 2.0 provides a summary of the entities which incurred
pending bills exceeding Kshs. | billion as at 30% June 2017.

Table 2.0: Summary of National Government Entities with Pending Bills
Exceeding Kshs. 1 billion as at 30" June 2017

Entity Pending Bill Kshs.
State Department of Livestock 1,084.210,383
State Department for Broadcasting and Telecommunication 1,123.808,354
State Department of Housing and Urban Development 1,257.844,010
Independent Electoral and Boundaries Commission 2.680.742.000
State Department of Public Service and Youth 2.964.606,488
State Department for Devolution 3,296.627.373
Total 12.,407,838,608

Data Source: Auditor-General
Committee Observations and Findings

The pending bills are occasioned by various factors mainly delays/non release of exchequers,
variations of estimated costs of projects by the Accounting Officers, austerity measures enforced
through budget rationalization in the supplementary budget estimates, weak budget controls
including unrealistic annual cash flow plans, and introduction of new projects in the course of
the financial year which is not contemplated in the provisions of Article 223 of the Constitution
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6. Statement on Outs

The principles of public finance stipulated in Article 201(c) of the Constitution require that the burdens
and benefits of the use of resources and public borrowing should be shared equitably between present
and future generations. The trend of growth of public debt stock is as shown in table 3.0.

~ Table 3.0: Trends of Total Outstanding Public Debt from Financial Year 2012/13 to |
Financial Year 2016:‘2017 '

'Financial  Debt  Amount Percentage Actual Gross Debtasa % of |
Year (Kshs.) Change Expenditure (Kshs.)  Total Budget |
 2012/2013  1,767,017.069,021 18%  1,275.862.845,060 20% |
| 20132014 2,250.845,910,286 27% 1461965849061  15%|
20142015 2,674.806,364,195 19%  1,906,841,500,924  30%
20152016 3,385,910,449.825 27%  1,999,174,760.912 5% |
| 20162017 4,194,102,152,577  24%  2,390,531,985.901 5% |

Data Source: The Auditor-General
Committee Observations and Findings

The total outstanding amount of public debt increased significantly over the years from Kshs.
1,767,017,069,021 reported in the Financial Year 2012/2013 to Kshs. 4,194,102,152,577 (net of
redemption on loans of Kshs. 220,174,538,145 made during the year) in the Financial Year
2016/2017, representing an increase of Kshs. 2,427,085,083,556 or approximately 137% over the five-
year period. Further, the summary statement of outstanding public debt shows that the outstanding
treasury bonds balance was Kshs. 1,313,560,945,967 as at 30'"® June 2017. However, the schedule of
outstanding treasury bonds reflected a balance of Kshs. 1,338,719,195,967 as at the same date. Thus,
the Treasury Bonds balance was understated by Kshs. 25,158,250,000.

7. Disclaimer of Opinion: -

The issuance of disclaimer of opinion by the Auditor-General amounts to serious or persistent material
breach of the measures established under the public finance laws to protect public funds as
contemplated in Section 94(1) (d) of the PFM Act, 2012. During the audit review of the period, there
were instances where the Auditor-General withheld an opinion or issued a disclaimer due to
inadequacies in the financial statements or records. The total number of National Government financial
statements relating to the year ended 30" June 2017, examined were one hundred and twenty-nine (129)
out of which forty-six (46) or 36% had clean (unqualified) audit opinion, fifty-nine (59) or 46% had
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i\ CLE! . The fi lowmrl m{l{] entitiés-incurred total expenditure amounting to Kshs. 34,913 975,952 on
(LI which the Auditor-General was not able to express his opinion: Agricultural lnformatloE Resource
Centre Revolving Fund; Government Clearing Agency Fund; Kenya Local Loans Support Fund; Land
Settlement Fund Trustees; Ministry of Lands and Physical Planning- Revenue; National Government
Affirmative Action Fund; National Youth Service -Mechanical and Transport Fund; Prisons Industries
Revolving Fund: State Department for Planning and Statistics; Stores and Service Fund; and Strategic
Grain Reserve Trust Fund.

Committee Observations and Findings

There were various reasons which led to a disclaimer of opinion on the various financial statements
including: various unexplained discrepancies: omission of expenditure from the financial
statements; lack of documentation to support some of the figures shown in the financial statements;
and failure by the Accounting Officers to provide information and explanation considered necessary
for the purpose of the audit. The Auditor-General was not able to establish whether expenditure
reflected in the eleven (11) financial statements with disclaimer of opinions were incurred lawfully
and in an effective way as required under Article 229(6) of the Constitution. For, example, the
Accounting Officer for the Ministry of Lands & Physical Planning did not avail the agency
agreement between the ministries for land rent collected by KRA on behalf of the Ministry of Kshs.
880,104,997.

8. The IFMIS Platform and Financial Reporting: -

There are still system challenges associated with the IFMIS platform integration and financial
reporting. The Consolidated Fund Services (CFS), for example, was not fully integrated into the IFMIS
platform. The [FMIS was used for the first time to capture expenditure in the Financial Year 2016/17
and encountered various teething problems. A total of Kshs. 3,905,744,684 which represented all
exchequers issues for Independent Constitutional Offices holders and other miscellaneous expenses
under CFS-R52 were not captured in the [FMIS report but were later captured and posted in the ledger.
Basic anomalies such as miss-posting in the IFMIS general ledger and poor record keeping are still
prevalent as audit queries.

Committee Observations and Findings

The challenges associated with IFMIS have been continuously brought to the attention of Cabinet
Secretary for the National Treasury by the Accounting Officers. Further, it was observed that some
of the Accounting Officers did not complete payment process as a result of deactivation of IFMIS
responsibilities and late loading of supplementary budget which was effected in the last week of June
2017. It was also noted that a number of Accounting Officers did not undertake daily reconciliations
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The Accounlmg Officers are charged with the respons.lblllly of management of the assets and liabilities
“of National Government entity and managing those assets in a way which ensures that the National
Government entity achieves value for money in acquiring, using and disposing of those assets as
contemplated in Section 72 (1) of the PFM Act, 2012. Further, Regulation 143 of the PFM (National
Government), 2015 requires an Accounting Officer to maintain a register of assets under his or her
control or possession as prescribed by the relevant laws.
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Committee Observations and Findings

(i) The Committee observed a continuing trend in many entities which did not keep and maintain
fixed asset registers as required under the PFM Act, 2012 and Regulations. It was thus
impossible to establish ownership of assets belonging to those entities. For example, the
Judiciary did not provide its fixed asset register for audit review to confirm that the acquired
assets were taken on-charge and recorded in the register. The financial statements did not
include a summary of the fixed assets register as stipulated in the IPSAS reporting template
prescribed by the PSASB.

(ii) Further, vehicles used by the Judicial Service Commission, were not included in the fixed
asset register maintained by the Commission but were instead controlled and managed by the
Judiciary. This contravened Section 13(1) (a) of the Judicial Service Act, 2011 that requires
the Commission, to account for all vehicles purchased or acquired. The Judiciary also
incurred a total of Kshs. 76,079,641 for purchase of vehicles and other transport equipment
for the year ending 30" June, 2017 but no ownership documents for the purchase of two
Toyota Prados and one Subaru Outback worth Kshs. 27,535,000 in aggregate were provided
for audit verification. Lack of properly maintained and updated asset registers poses a grave
risk of loss of public funds resulting from unaccounted for public assets.

3.0 General Recommendations:
The Committee makes the following recommendations:

(i) To address challenges associated with credibility of budget execution, the Cabinet Secretary for
the National Treasury & Planning should within three (3) months of the adoption of the report
establish & gazette a technical taskforce comprising of representatives of the Executive, Judiciary
and Parliament to review the effectiveness and efficiency of the medium-term expenditure
framework (MTEF) which has been used since the Financial Year 2000/2001. The taskforce
should, among other things, prescribe measures to address the ability of the National
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(i) Budgkt?ﬁ?ﬁmmmm%the numeruus supplementary budget estimates in the course of
theyear-was 1dent|fed as one of the causes of the accumulating pending bills. The supplementary
budget estimateq are associated with introduction of new projects in the course of the financial
year which is not contemplated in Article 223 of the Constitution and Section 44 of the PFM Act,
2012 as read together with Regulation 40 (3) of the PFM (National Government) Regulations,
2015. Parliament should review the legislative framework governing the processing and
frequencies of supplementary budgets with a view to amending the PFM Act, 2012 and its
attendant regulations;

(iii) The Cabinet Secretary, the National Treasury & Planning, should within three (3) months of
adoption of this report issue a written reprimand to all the Accounting Officers who failed to
manage imprests by ensuring that the outstanding imprests due were surrendered in time in line
with the provisions of the PFM Act 2012 and Regulation 93 of the PFM (National Government)
Regulations 2015;

(iv) The Cabinet Secretary should within three (3) months of adoption of this report, draft and
submit to the National Assembly, amendments to Section 67 of the PFM Act by introducing a
new sub-section after sub-section 2 to provide for annual tabling for approval of all the names of
persons designated as Accounting Officers for the respective entities together with the annual
appropriation bill. Any Accounting Officer whose entity received a qualified audit opinion from
the Auditor General should not be eligible for designation as Accounting Officer unless cleared
through writing by the Auditor-General;

(v) The issuance of disclaimer of opinion by the Auditor-General amounts to serious or persistent
material breach of the measures established under the public finance laws to protect public funds
as contemplated in Section 94(1) (d) of the PFM Act, 2012. Within three (3) months of adoption
of this report, the Cabinet Secretary for the National Treasury should take administrative action
against all the Accounting Officers whose entities received a disclaimer of opinion in the Financial
Year 2016/2017;

(vi) The Committee notes that it is mandatory for all entities to keep comprehensive asset registers
to protect public asset. The Cabinet Secretary National Treasury, should within three (3) months
of adoption of this report, ensure that all Accounting Officers within the National Government
entities prepare and submit up-to-date registers of assets to the National Treasury. Further,
compile a national register of assets for all assets owned by the National Government and submit
a comprehensive report to the National Assembly within six (6) months of adoption of this report;
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1,313,560,94 9157 d:frured with a schedule balance of Kshs. 1,338,719,195,967 as at 30" June
2017. Thus, llwtreasury bandsbalme—was-undmtated‘by’l(shs 25,158,250,000. The Cabinet
Secretary, National Treasury. should take administrative action on the responsible officer

charged with managementof treasury bonds and bills; sy

(viii) The Auditor-General should within three (3) months of adoption of this report undertake a
special audit on the treasury bonds and bills records for the period 2012/2013 to 2018/2019
Financial Years. The report should be tabled in the National Assembly within six (6) months of
adoption of this report;

(ix) The Cabinet Secretary, National Treasury, should within three (3) months of adoption of this
report, appoint an independent consultant to review the suitability of the IFMIS platform in
budget execution and reporting to ensure that it provides an efficient financial management for
both the national and county governments and transparent financial management and standard
financial reporting as contemplated by Article 226 of the Constitution. Further, Accounting
Officers must ensure that they undertake day-to-day accounts reconciliations in the IFMIS
system to avoid accumulation of the workload which leads to clogging of the system and failures
at the end of the financial year;

(x) The total revenue recorded under various revenue statements as received by the National
Government for the Financial Year 2016/2017 amounted to Kshs. 1,357,698,178,325 representing
an increase of Kshs. 164,079,039,661 or about 14 percent when compared to actual collections of
Kshs. 1,193,619,138,664 realized in the Financial Year 2015/2016. The total revenue amount of
Kshs. Kshs. 1,357,698,178,325 should form the basis of equitable sharing of revenue between the
national and county governments as contemplated in Article 203 (3) of the Constitution.

4.0 General Observations and Recommendations on Other Fiduciary Risks

(i) Unbudgeted Expenditures: The State Department of Natural Resources spent a total of Kshs.
230,000,000 on wildlife compensation in the Financial Year 2016/2017. The Accounting Officer
did not provide to the Auditor-General an explanation on how the funds were sourced neither was
there any explanation or reallocation warrants or authority sought from the National Treasury. The
use of Kshs. 230 million without the National Treasury authority and approval by the National
Assembly amounts to unauthorized excess vote which undermines the role of the National
Assembly and the National Treasury in the budgeting making process as provide for in the
Constitution and the PFM Act, 2012.

L. . .. - ..s-sieee——————— ]
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Committee Recommendation

The Cabinet Secretary for the National Treasury should within three (3) months take an
administrative action including a written reprimand against the then Accounting Officer
pursuant to Section 67 of the PFM Act, 2012. Further, the National Assembly debars the then
Accounting Officer from the responsibility of management of public finances for undermining
the authority of the National Assembly and the National Treasury in budgeting making as
provided for in the Constitution and the PFM Act, 2012.

(ii) Under Collection and Under-Reporting of Revenue: The Cabinet Secretary, National Treasury,
is required to designate in writing persons as receivers of National Government revenue under
Article 209(1), (2) and (4) of the Constitution and who shall be responsible for receiving and
accounting for such National Government revenue provided in any law or in regulations as the
Cabinet Secretary may specify in any Financial Year in the letter of appointment. The receivers of
revenue are required to collect the revenue and separately account for it in accordance with Articles
206(1) and 209(1), (2) and (4) of the Constitution. The total revenue of Kshs. 1,357,698,178,325
for the Financial Year 2016/2017 when compared to total budgeted receipts of Kshs.
1,449.051.153,281 resulted in an under-collection of revenue of Kshs. 91,352,974.959 or 6 percent.
The failure by the various receivers of revenues by either under-collecting or under-reporting
revenue violates the provisions of Constitution and the PFM Act, 2012.

Committee Recommendation

The Cabinet Secretary for the National Treasury should within three (3) months take an
administrative action including a written reprimand against the then Accounting Officer
pursuant to Section 82 of the PFM Act, 2012. Further, the National Assembly debars all the
receivers of revenue from the responsibility of management of public finances for failure to
discharge their responsibility with regards to revenue collection as provided for in the
Constitution and the PFM Act, 2012.

(iii) Stalled and Incomplete Projects: - During the year under review it was noted that the National
Government continued to incur huge expenditure for projects which had either stalled or remained
incomplete for a long time even after the expiry of their completion dates. In other instances,
payments were made for work not done. This casts doubt on value for money for such expenditure.

"‘:ﬁhls:fhﬁ‘promdes:a” summary-of-selected-statled and incomplete projects on which various

government entities. contlnued to incur mgmﬁcar&!amount of public money.
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‘]}‘_ "En m.c,s-ws‘ Project__Descrlptlon-, Amount
toiy \ (Kshs.)
1%-{"'-__ s :!‘._ State Ds_ﬁaffﬁ'igm of Hl}lﬂat,tmal ‘Sports Fund Incomplete partitioning of 7,091,718
\t L= ""Sporfs De\k,lgprgm‘t “their new offices at Flamingo Towers
.2 Slate Department for | Proposed Dormitory for Dagoretti Rehabilitation 9,731,997
““Social Protection Girls School
3. State Department of | Incomplete refurbishment of 20™ and 21* floors 16,978,834
Natural Resources of offices at Block A of NSSF Building
4. State Department of | Construction of classrooms and workshop at 25,912,277
Public Service and | National Youth Service Ruaraka
Youth
5. State Department for | Stalled Wajir Sewerage project 32,182,850
Special Programmes
6. State  Department | Incomplete construction of the proposed Lamu 86,800,448
for Technical and | East Technical Training Institute
Vocational Training | Kshs.38,079,615; and Incomplete construction of
the proposed Kakrao TTI Kshs.48,720,833
State  Department | Proposed National Employment Promotion 117,998,228
for Labour Centre, Kabete
8. The Judiciary Various Stalled Projects for Courts 625,626,493
9. State Department for | Construction of in-block irrigation infrastructure 746,541,711
Natural Resources — Kimira Oluch
10. State Department for | Stalled and  incomplete  Projects  for 876,249.414
Correctional Accommodating Prison Staff
Services
Total 2,545,113,970

Committee Recommendation

The Cabinet Secretary for the National Treasury should within three (3) months of adoption of this
report, constitute a national committee on National Government stalled projects to undertake an
audit with a view to formulating a policy framework and strategic measures on financing and
completion of all the stalled projects. The report should be availed to the National Assembly within
six (6) months of adoption of this report.

(iv) Irregular Payment for Goods and Services: - There still exists instances where Accounting
Officers make irregular payments for goods and services. Accounting Officers are required in
accordance with Article 226(2) of the Constitution and Section 68(1) of the Act, to be accountable
to the National Assembly and required to immediately report to the relevant authority, in writing
where he or she reasonably believes that an unauthorized, or irregular expenditure has occurred,
immediately report, in writing, particulars of the expenditure to the relevant authority as provided
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for in the PFM Act, 2012 and the Regulation 23 (2) of the PFM (National Government) Regulations
2015. For example: The Department of Pensions incurred pension payment of Kshs. 519,800 on
two deceased beneficiaries between the year 2007 and 2015. A further Kshs. 42,000 was paid
between July 2015 and Jan 2016; the Ministry of Health incurred irregular payment on supply of
one hundred (100) portable medical clinics at Kshs. 10,000,000 each totaling to Kshs.1 billion.

Committee Recommendation

All Accounting Officers who incurred irregular payment for goods and services during the year
under review should within three (3) months of adoption of this report, be investigated and if
found culpable, charged for an offence of financial misconduct as provided for in Section 197(1)
(h) of the PFM Act, 2012.
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3.0 THE NATIONAL TREASURY

FINANCIAL STATEMENTS FOR VOTE 1071

Dr. Julius Muia, the Accounting Officer for the National Treasury (Vote 1071) appeared before the
committee on 9" July 2019, 16™ September 2019, 17t September 2019 and 19" September 2019 to
adduce evidence on the Audited Financial Statements for the National Treasury (Vote 1071) for the
Financial Year 2016/2017. (Minutes of the Committee sittings and submissions tabled by the
Accounting Officer are annexed to this report). He was accompanied by the following officials:

Director NALM

Ms. Beatrice Gathirwa
Mr. Hannington Ogere Chief Manager-Finance Kenya Revenue Authority
. Mr. Francis L. Amuyunzu Assistant Accountant General
10. Mr. Hubert Anyanga - Accountant

1. Mr. Stanley Kamau - Ag Director General Public Investments and
Portfolio Management

2. Mr. Bernard Ndungu - Director General Accounting Services

3. Mr. Kimathi Mugambi - Senior Chief Finance Officer

4. Mr. Edward Mbugua - Deputy Commissioner Kenya Revenue Authority

5. Mr. Shem Nyakutu - Pensions Secretary

6. Mr. Jonah Wala - Ag. Director Accounting Services

7.

8.

9

11. Mr. Githii Mburu - CG-Kenya Revenue Authority
12. Ms. Sharon Kirai - Parliamentary Liaison Officer Kenya Revenue
Authority

Basis for Qualified Opinion
1. Grants and Transfers to Other Government Entities

The statements of receipts and payments for the year ended 30 June 2017 reflects an expenditure amounting
Kshs. 28,070,205,786 under grants and transfers to other Government units. Examination of National
Treasury records revealed that the amounts constitute both recurrent and capital transfers across different
account heads and items out of which an amount of Kshs. 167,704,106 was indicated to have been paid to
individual persons and companies. Consequently, it was not possible to ascertain the propriety of the
balance of Kshs. 167,704,106 under transfers to other government units.

Submission by Accounting Officer

The Accounting Officer submitted that the statements of receipts and payments for the year ended 30" June
2017 reflect an expenditure amounting to Kshs.28,077,205,786/= under grants and transfers to other
Government Units. He confirmed that the budgetary allocations to; Financial Reporting Centre, Global
Funds Programme, Accountant General’s Department, Public Sector Accounting Standard Board, Pension
Department, Regional Implementation and Integration Programme (RIIP), Nairobi Financial Centre and

Report on the Examination of the Report of the Auditor-General on the Financial Statements for the National Government for the Year ended 30" June 2017

Page 1



Public Private Partnership secretariat had an item on grants and transfers to the Government entities but no
funds were transferred to them since they did not have separate Accounting Departments and therefore
they were being serviced from the National Treasury Headquarters. The Kshs. 167,704,106/= indicated as
having been paid to individual persons and companies were payments made under the above-mentioned
institutional budget heads. Original payment vouchers were availed for audit review

Committee Observations and Findings

(i) The Committee observed that the verification of documents provided was done and the response
provided was satisfactory.
(if) The Committee marked the matter as resolved.

2. Pending Bills

Note 19 to the financial statements reflect pending bills amounting to Kshs. 80,450,957. Examination of
available records revealed that the above balance includes bills amounting to Kshs. 12,170,055 that were
rolled over from the financial year 2015/2016. It has not been explained why the amount of
Kshs.12,170,055 was not cleared as a first charge during the respective years but continue to be rolled over
the years with some dating as far back 2011.

Failure to settle bills during the year to which they relate distorts the financial statements for the year and
adversely affects the provisions of the subsequent year to which they have to be charged.

Submission by Accounting Officer

The Accounting Officer submitted that Note 19 of the financial statements reflects pending bills amounting
to Kshs. 80,450,957/= as at 30" June 2017. Of this amount Kshs.12,170,055/= were bills rolled over from
the financial year 2015/2016 and not cleared as a first charge during the respective years and some dating
as far back as F/Y 2011/2012. The delay to settle these historical bills was due to lack of necessary
supporting documents such as departmental requisitions, Local service orders (LSO’s) and Local Purchase
Orders (LPO’). Bills totaling Kshs.70,292,592.15/= including Kshs.2,011,690.60/= from previous years
(F/Y 2011/2012) were settled during F/Y 2017/2018 leaving uncleared balance of Kshs.10,158,364.40/

Committee Observations and Findings

(i) The Committee observed that the progress made in verification and has noted the constraints
in settling the other pending bills; and

(if) The Committee observed that the bills amounting to Kshs 12,170,055 relating to 2014/15 and
earlier years had not been paid by 30 June 2017 and constituted the amount of Kshs.
80,450,957 that was carried forward to the next year 2017/18.
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Committee Recommendation

Accounting Officers must at all times ensure that pending bills are treated as a first charge in the
subsequent financial year approved budget and prepare estimates of expenditure and revenues of
the entity in conformity with the strategic plan pursuant to the provisions of section 68(2) (h) of the
Public Finance Management Act, 2012. Further, the Cabinet Secretary for the National Treasury
should put in place mechanisms to ensure that bills due are promptly settled to ensure responsive,
prompt, effective, impartial and equitable provision of services as articulated in Section 7 of the
Public Service (Values and Principles) Act, 2015 subject to verification and authentication.

Other Matter
3. Budget Performance and Control

A review of the statement of comparison between the budget and actual amounts for the year ended 30
June 2017 as drawn from the Appropriation Accounts revealed that the Development Vote D1071
registered a net expenditure of Kshs.25,182,007,997 compared to a budgeted provision of
Kshs.36,105,345,657, thereby resulting to an under expenditure of Kshs.10,923,337,660 or 30percent.
Although the National Treasury had an overall satisfactory performance, some individual items registered
dismal performance while others performed exceedingly above their budgeted amounts.

Submission by Accounting Officer

The Accounting Officer submitted that the National Treasury had an overall satisfactory performance. The
Development vote total expenditure was Kshs. 25,182,007,997/= against a budget provision of Kshs.
36,105,345,657/= (including Appropriation-in-Aid of Kshs. 14,577,461,355/=). The reasons for under
expenditure were various and included procurement of consultant services had not been concluded by end
of the financial year, austerity measures adopted by the National Treasury, contractual employees not
recruited for the funds, stringent donor conditions leading to delayed procurement process, repairs works
not being complete among others

Committee Observations and Findings

There were various reasons for under expenditure including delays in procurement of consultant
services, austerity measures adopted by the National Treasury, failure to recruit contractual
employees for the funds, stringent donor conditions leading to delayed procurement process, and
repairs works not being complete among others; and

Committee Recommendations

(i) The Cabinet Secretary, National Treasury should ensure that the budget prepared by the
National Treasury is realistic and adheres to credible budgeting process; and
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(if) The Cabinet Secretary, National Treasury must at all times ensure that austerity measures
by the National Treasury done through supplementary appropriations adhere to the legal
requirements as provided in Article 223 of the Constitution, Section 44 of the PFM Act, 2012,
and Regulation 40(3) of the PFM (National Government) Regulations 2015.

NATIONAL EXCHEQUER ACCOUNT
Unqualified Opinion

There were no material issues noted during the audit of the financial statements of the National Exchequer
Account.

Emphasis of Matter
Budget Control and Performance

The statement of comparison of budget and actual performance shows that the exchequer issues to some
Ministries, Departments and Agencies was below 80percent. The criteria used by the National Treasury in
authorizing exchequer requests from the Ministries, Departments and Agencies may be subjective as some
entities received 100percent budget allocation while others received as low as 33.39percent. The budget
formulation and implementation process of such Ministries, Departments and Agencies whose funds were
withheld may also be hampered. The under issue of the budgeted amounts to the entities may hinder the
accomplishment of the planned projects and hence affect the service delivery to the citizens. The
Government may not achieve its intended objectives as earmarked projects may not be implemented due
to lack of such funding.

Submission by Accounting Officer

The Accounting Officer submitted that the Exchequer releases on Development votes include GoK and
Donor Component. In this case therefore the performance of both GoK and donor funds releases affect the
total Exchequer releases. The Ministries with low age release on Development Exchequer are mainly due
to low level of donor release of funds for onward disbursement to respective MDAs and insufficient
revenue collected.

Committee Observations and Findings

(i) The exchequer releases on development votes include GoK and donor component. The MDAs
with low age release on Development Exchequer are mainly due to low level of donor release
of funds for onward disbursement to respective MDAs and insufficient revenue collection by
the government; and
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(if) The criteria used by the National Treasury in authorizing exchequer requests from the MDAS
is subjective as some entities received 100 % budget allocation while others received as low as
33.39%.

Committee Recommendations

(i) The Cabinet Secretary, National Treasury should ensure that the budget prepared by the the
National Treasury is realistic and adheres to credible budgeting process; and

(if) The Cabinet Secretary, National Treasury should within three (3) months of adoption of this
report put in place framework to address challenges associated with low donor financing
absorption. Further, donor financed programmes and projects should only be included in
the budget if the MDAs have the capacity to meet the donor conditions.

THE RECEIVER OF REVENUE (RECURRENT)
Basis for Qualified Opinion
4. Arrears of Revenue

The statement of arrears of revenue reflects revenue receipts amounting to Kshs.193,997,651,702 as at 30
June 2017, which though budgeted for has remained uncollected. The balance constitutes arrears for PAYE,
Other Income Tax, VAT and Excise Taxes, loan redemptions and loan interests. Although the amount
reconciles with the respective statement of arrears of revenue by the collector of revenue, (the Kenya
Revenue Authority), the management has not accounted for the movement of the arrears from the earlier
balance of Kshs.194,951,716,541 (2015) and Kshs.380,600,178,374 (2016) recorded during the previous
periods.

The public may lose colossal sums of money through non-collection of the budgeted revenue as well as the
arrears if not effectively followed up and enforced by the collector of revenue, (Kenya Revenue Authority).
Besides the failure to collect the arrears, the National Treasury has not explained satisfactorily how it is
addressing the persistent increase in arrears of revenue.

Submission by Accounting Officer

The Accounting Officer submitted that the financial statement reflects arrears of revenue due and
uncollected as 30" June 2017 of Kshs.193,997,651,702/=. The balance constitutes arrears for tax on
income profits and capital gains (PAYE and Other Income tax) of Kshs.168,882,445,115/=, Taxes on
international trade (VAT and Excise taxes) of Kshs.23,407,850,495/=, loan redemption
Kshs.265,720,854/= and loan interest of Kshs.1,441,635,239/=. Movement of arrears from the earlier
balance of Kshs. 194,951,716,541/= (2015) and Kshs.380,600,178,374/= (2016) has been accounted for
and analysis to support this have been submitted for Audit review.
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Collection of arrears is a continuous process and therefore as some arrears are being cleared additional
debts arise through the following:-

(1) Self-assessment/VAT penalties

(@) When returns of income are submitted, debt is created and debited in the period of year of income for
Income Tax. Applicable interest and penalties are appropriately charged.

(b) Default penalties are charged on monthly basis where returns have not been submitted for VAT.

(i)  Additional assessments
Additional assessments are issued when tax audit and investigations are concluded in various tax heads.

(ili)  Estimated assessments
Estimated assessments are issued when taxpayers have not submitted self-assessment returns or have not
made declaration of income and tax due.

(iv)  Accrual of interest

For any outstanding tax balances, interest continue to accrue at 2percent per month compounded up to
100percent of the outstanding principal tax.

Measures put in place to address the increase in arrears of revenue are as follows:-

(i) Demand notice is issued on tax that is not in dispute
This is the effective method commonly used.

(if) Agency Notices
This is an enforced method used to collect tax from third parties where tax payers fail to pay when demand
notice is issued.

(iii)Collection by Distrait
The commissioner appoints a Distrait Agent who is usually an Auctioneer/Bailiff to levy distress on the
assets of the tax defaulter.

(iv)Use of Caveats/Charges on the Debtors Property
Commissioner of lands creates a caveat/charge debtors property on request by the commissioner of taxes.
The caveat is not lifted until the outstanding tax is paid in full.

(v) Waiver of Interest and Penalties

Upon request by the tax payer, the Commissioner, Commissioner General or the Cabinet Secretary for The
National Treasury may waive interest and penalties wholly, partly or reject depending on the mitigating
factors advanced by the tax payer.
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(vi)Write off/Abandonment of tax
The Cabinet Secretary for the National Treasury may write off or abandon collectable tax on
recommendation by the Commissioner whereby the tax has become irrecoverable due to various reasons.

LOAN REDEMPTION AND INTEREST ARREARS

In the case of loan redemption and Interest, the arrears are attributed to various institutions which have
different reasons for non-repayment of loans. These include dormancy, poor financial performance,
restructuring /reforms or the companies being under receivership or liquidation. Below are initiatives put
in place to address the challenges.

I.  Write off, Interest Waiver and restructuring

The Head of Public Service, vide letter Ref: CAB/GEN/3/1/1/XIV/ (260) dated 29th May, 2018 to the
Principal Secretary/National Treasury communicated the Cabinet Directive arising from the consideration
of Cabinet Memorandum CAB (17) 65 submitted by the Cabinet Secretary National Treasury and Planning
which granted the approval on twenty three (23) entities non-performing loans categorized as follows:-

» seven (7) entities facing financial challenges,

» five (5) collapsed/liquidated entities; and

» eleven (11) dormant entities.

The Cabinet considered the Memorandum

» Approved waiver of accrued interest amounting to KShs.2,906,730,729.45;
» Approved restructuring of principal loans amount of KShs.764,344,924.39.
» Approved write-off loans amounting to Kshs.4,790,142,417.81 included

» Approved conversion of Loan amount of Kshs.268,184,200/= to grants,

In view of the Cabinet directive, we updated the loan records to reflect the write off status and advised the
respective entities to implement the cabinet directive accordingly. The Cabinet Memorandum further
directed the Cabinet Secretary National Treasury and Planning to prepare an additional Cabinet
Memorandum to take care of the cases which may have been left out. We have initiated the process for
constitution of a Taskforce to sphere head this enormous task of reviewing the remaining fifteen (15) cases
that requires a more complex and elaborate approach before concrete recommendations.

M Demand notes

The National Treasury and Planning continues to demand for the amounts due and the latest demand letters
are in the process of being sent to various institutions.

(i)  Managing Policy Changes
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Where there have been changes in law or reforms in the sector such that the loan obligations are expected
to move to other institutions, efforts are being made to transfer the loan to the respective receiving entity.
The Inter-Governmental Relations Technical Committee is expected to play a key role in the transfer of
assets & liabilities especially in the sectors under the devolution process.

(iii)  Privatization

Privatization process of some of the institutions especially in the sugar sector is ongoing. It is expected that
the outstanding loan arrears will be addressed through the balance sheet restructuring. Detailed of analysis
of the institutions is provided

Committee Observations and Findings

(i) The statement of arrears of revenue reflects revenue receipts amounting to Kshs.
193,997,651,702 as at 30 June 2017, which though budgeted for has remained uncollected.
The balance constitutes arrears for PAYE, Other Income Tax, VAT and Excise Taxes, loan
redemptions and loan interests;

(if) The year on year persistent increase in arrears of national revenue denies the national and
county government the scarce financial resources that it needs to undertake their
development programmes and projects;

(i) The Cabinet Secretary for the National Treasury and receivers of revenues for the National
Government entities have been granting waivers of interest and penalties and write
off/abandonment of tax including tax exemption. However, full details of these waivers and
exemptions have not been disclosed to the Auditor General in contravention of the provisions
of Article 210 of the CoK, 2010 and Sections 76 and 82 of the PFM Act 2012. These waivers
and tax exemptions (tax expenditures) lead to losses of national revenue of approximately 2.5
of the GDP (approximately Ksh. 200 billion annually) as per studies by KRA and World
Bank;

(iv)The arrears of revenue due and uncollected of Kshs. 193.9billion for the Financial Year
2016/2017 undermines the principle of equitable sharing of revenue raised nationally between
the national and county government as enshrined in Articles 202 and 203 of the Constitution
of Kenya, 2010. Had these arrears been effectively collected, the ratio of revenue share
between National Government and Counties would have varied in ages; and

(v) The National Treasury has not explained satisfactorily how it is addressing the persistent
increase in arrears of revenue as the arrears of revenue have assumed a steady upward trend.
The committee marked the mater as unresolved.

Committee Recommendations
(i) The Cabinet Secretary, National Treasury and the relevant institutions must make

demonstrable efforts in collecting and accounting for tax revenue arrears for PAYE and
Other Income Tax. The tax policy, reforms, & administrative measures should be geared
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towards collecting the arrears of revenue due and uncollected, sealing leaking revenue
loopholes, providing the requisite support to SMEs entrepreneurs, leveraging on ICT to
harness the country’s revenue potential, and use of alternative disputes resolutions (ADR)
mechanism to solve revenue related disputes;

(if) The Committee upholds its recommendations made in the 2015/2016 adopted report;

THE RECEIVER OF REVENUE (DEVELOPMENT)

Unqualified Opinion

There were no material issues noted during the audit of this development revenue.
Emphasis of Matter

The statement of comparison between the actual receipts and the budget provision for the year ended 30
June 2017 revealed that an amount of Kshs.38,401,038,479 was received and utilized out of the budgetary
provision of Kshs.61,084,845,860. This therefore means that the National Treasury under collected and
underutilized Kshs.22,683,807,381 or 37percent of the total budget provision. Although management has
indicated that the absorption was adversely affected by the late release of donor funds and the lengthy
procurement processes, some projects recorded low absorption rates despite funds having been made
available. Further, the procurement processes are well documented and known; therefore, elaborate efforts
ought to have been put in place well in advance for better management of project implementation.

Submission by Accounting Officer

The Accounting Officer submitted that the statement of comparison between the actual receipts and the
budget provision for the year ended 30 June, 2017 reflected receipts of Kshs.38,401,038,479/= against a
budget provision of Kshs.61,084,845,860/= leading to under collection of Kshs.22,683,807,381/= or
37percent of the total budget provision. The reasons for under collection are:-

(i) The project implementing units are required to exhaust funds already released to them in the prior
period before accessing funds allocated in the current year;

(if) The development partners attach stringent conditions to AIA payments, most of which involve colossal
sums of money, which include prior review of project financing and concurrent by the financiers at
various key stages of procurement cycle.

(iii) There is delay from the development partners in issuing ‘No Objection’ as some projects are funded
directly and do not use the country system.

Report on the Examination of the Report of the Auditor-General on the Financial Statements for the National Government for the Year ended 30" June 2017

Page 9



Committee Observations and Findings

It was observed that the paragraph was for the information purposes to the Accounting Officer. The
Accounting Officer was directed to take note of the Comments of the auditor General and improve
on the same.

Committee Recommendations

The Committee commends the Accounting Officer for maintaining financial statements of
development revenue accounts that present fairly, in all material respects, the financial position as
at 30" June 2017, and of its operations for the year.

THE STATEMENT OF OUTSTANDING LOANS
Basis for Adverse opinion
5. Outstanding Loan balances

The statement of outstanding loans as at 30 June 2017 reflects total loans issued of Kshs.811,372,028,795
which includes new loans issued in 2016/2017 totaling Kshs.223,856,759,335. An amount of
Kshs.17,635,666,924 of the loans issued had been redeemed/repaid, leaving a balance of
Kshs.793,736,361,870 outstanding as at that date which represents an increase of Kshs.221,487,512,242
or approximately 39percent of total outstanding loan balance of Kshs.572,248,849,628 reported as at 30
June 2016.

However, accuracy of the outstanding loan balance of Kshs.572,248,849,628 as at 30 June 2016 could not
be confirmed as some eighteen (18) institutions/parastatals with a total loan balance of
Kshs.150,164,723,345 reflected in the statement differed significantly with the loan balance of
Kshs.117,530,162,338 independently confirmed by institutions/parastatals during the 2014/2015 financial
year as indicated below.

Outstanding Loans Independently Confirmed as at 30" June 2016

Name of Institution Amount of loan in| |[Amount of loan| |Variance Kshs.
GOK records| |confirmed Kshs.
Kshs.
1 |||Agricultural Finance Corporation 529,119,163 538,587,64 (9,468,481)
2 Agricultural Settlement Fund and 83,026,236 10,963,879 72,062,357
Central Land Board
3 |||Agro Chemical & Food Company 1,107,075,120 2,941,884,000 (1,834,808,880)

Limited
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4 |||Coast Water Service Board 1,551,379,206 795,400,000 755,979,206

5 |||Coffee Board of Kenya 752,510,309 709,358,000 43,152,309

6 ||| Kenya Airport Authority 1,524,889,530 2,536,891,308 (1,012,001,777)

7 Kenya Civil Aviation Authority 2,016,927,789 2,021,866,063 (4,938,274)

8 Kenya Electricity Generating Co|| 79,461,731,502 64,082,093,864 15,379,637,639
Ltd

9 Kenya Industrial Estates Ltd 423,950,484 743,218,039 (319,267,555)

10 |||Kenya Meat Commission 940,241,100 300,000,000 640,241,100

11 ||{Kenya Power and Lighting Co.|| 34,568,563,918 31,527,309,970 3,041,253,947
Limited

12 |||Kenyatta University 10,857,620,656 4,656,592,535 6,201,028.121

13 |||K-Rep Bank 97,495,981 66,223,569 31,272,412

14 |||Lake Victoria South Water 5,734,185,606 2,361,053,466 3,373,132,140
Service Board

15 |[/|National Irrigation Board 2,262,036,544 - 2,262,036,544

16 ||| National Water Conservation and 2,460,874,897 - 2,460,874,897
Pipeline Corporation

17 ||| Rift Valley Water Services Board 1,411,529,796 1,362,012,293 49,517,503

18 ||| Tanathi Water Services Board 4,381,565,506 2,877,707,708 1,503,857,798
Totals 150,164,723,345 117,530,162,338 32,633,561,007

The resultant variance of Kshs. 32,633,561,007 was not reconciled or explained casting doubt on the
accuracy of the outstanding loan balance of Kshs. 572,248,849,628 carried forward during the 2016/2017

financial year.

of holding onto non-existent balances and eventual loss of public funds.

Submission by Accounting Officer

In absence of reconciliations and elaborate reporting instrument there is high likelihood

The Accounting Officer submitted that the outstanding loan balances for the loans lent to various
Corporations and other Agencies by the Government stood at Kshs.572,248,849,628/= as at 30 June 2016.
In the FINANCIAL YEAR?2016/17 the National Treasury circularized thirty-four (34) active loan holders
to confirm, directly to the Auditor General, the amount of Government loans outstanding in their books of
accounts as at 30" June, 2016. This would enable the Auditor General to ascertain the accuracy of the
National Treasury loan balances.

Of the loan balances confirmations received, eighteen (18) institutions confirmed loan balances totaling
Kshs.117,530,162,338/= which significantly differed with that reported by the National Treasury of
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Kshs.150,164,723,345/=. The resultant variance of Kshs. 32,633,561,007/= has been analyzed and the
reasons for the differences are as explained below and in the attached schedule.

The above variances were mainly due to:-

(i) The Statement of Outstanding loan captures loans amounts in Kenya Shilling upon execution of loan
agreement, while the entities recognize only the disbursed loan amounts. The on lent loans are disbursed
in foreign currency and converted into Kenya shilling at the exchange rate prevailing at the date of
receipt of funds thus resulting into a variance. The process of introducing the loan disbursements
element in the Statement of Outstanding loan is being initiated by liaising with the Financiers and the
implementing Agencies to ensure accuracy of the outstanding loan balances maintained.

(it) The mechanism applied for the Government lending in the past was mostly through budgetary provision
under the respective Ministries without Loan Contract Agreements and specific terms for the loans.
The loans were taken over by The National Treasury through Treasury Circular N0.03/2012 dated 11%"
June, 2012. These were loan balances based on previous year audited statements. Some of these loans
lacked proper records and supporting documents required for reconciliation hence posing challenges in
analyzing the variance between the two set of record.

In view of the above, The National Treasury again circularized for the confirmation of the loan balances
as at June 30, 2017 from the entities to be sent directly to the Office of Auditor General with a copy to The
National Treasury. The entities were also required to provide a detailed analysis of the confirmed loan
balances to The National Treasury to facilitate reconciliation. A team has been constituted in this regard
and is expected to complete the reconciliation by 31 July, 2019.

Committee Observations and Findings

(i) The outstanding loan balances for the loans lent to various Corporations and other Agencies by
the Government stood at Kshs.572,248,849,628/= as at 30" June 2016. The accuracy of the
outstanding loan balance as at 30 June 2016 could not be confirmed as some eighteen (18)
institutions and parastatals with a total loan balance of Kshs.150,164,723,345 reflected in the
statement differed significantly with the loan balance of Kshs.117,530,162,338 independently
confirmed by institutions/parastatals during the 2014/2015 financial year.

(if) The Accounting Officer attributed the resultant variance of Kshs.32,633,561,007 to various
reasons including foreign exchange differences, poor lending mechanism by the government and
poor —record keeping;

(ili) The explanation by the Accounting Officer is not satisfactory and the additional information so
far provided to the Auditor-General is inadequate and not in agreement with the National
Treasury — DGIP, and

(iv) Therefore, matter remained unresolved.
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Committee Recommendations

(i) The Accounting Officer should ensure that the MDAs including the National Treasury keeps up-
to-date and reconciled financial and accounting records that comply with provisions of Section
68(2) of the PFM Act 2012 and that complete financial and accounting records are presented
within three (3) months after the close of the financial year pursuant to the provisions of Article
229 of the Constitution of Kenya 2010 and Section 68(2k) of the PFM Act 2012;
(if) The committee directs the Accounting Officer to reconcile the amounts within 3 months and
repoprt to the committee through the Cklerk of the National Assembly.

6. Non-Performing or Dormant Loans

As was reported during the previous financial year, the total outstanding loans balance of
Kshs.793,736,361,870 reflected in the statement of outstanding loans as at 30 June 2017 includes loans
amounting to Kshs.21,972,597,717 issued to various institutions over the years. However, during the year
under review, the said institutions have not made any efforts to repay their respective loans upon maturity
as shown below.

Corporation/ Entity Amount Lent (Kshs.) Effective year of
repayment

1 | Associated Sugar Factory Ramisi 15,818,960 June,1988

2 | Coast Water Services Board 6,756,217,290 June,2018

3 East African Sugar Industries Ltd, | 177,123,100 Not indicated
Muhoroni

4 Eldoret Municipal Council 1,058,673,824 June, 1999

5 Halal Meat Products 27,701,420 Not indicated

6 | Kenya Meat Commission 940,241,000 Not Indicated

7 | Moi University 231,250,000 Not Indicated

8 Kenya National Federation of | 5,595,600 Not indicated
Cooperatives

9 Kenya Torray Mills 2,982,480 Not indicated

10 | Kenya Tourist Development Corporation | 48,000,000 Not Indicated

11 | Kenya Urban Transport Various Towns 40,706,140 Not indicated

12 | Local Government Loans Authority 7,594,273,720 Not indicated

13 | Miwani Outgrowers Mills Ltd 22,600,020 Not indicated

14 | Miwani Sugar Mills Ltd (Miwani sugar co. | 78,088,180 Not indicated
(1989) Ltd)

15 | National Water Conservation & Pipeline | 2,460,874,897 Not Indicated
Corporation

16 | Nzoia Sugar Co. Ltd 158,510,100 Not indicated

17 | P.J. Products 2,036,820 Not Indicated

18 | Pyrethrum Board of Kenya 863,368,270 2008

19 | Rift Valley Water Services Board 1,411,529,796 November,2011

20 | South Nyanza Sugar Company 47,200,200 Not Indicated

21 | Uplands Bacon 26,205,900

22 | Mumias Outgrowers 3,600,000 Sept,1981
TOTALS 21,972,597,717 Not Indicated
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Submission by Accounting Officer

The Accounting Officer submitted that the total outstanding loans balance of Kshs.793,736,361,870/=
reflected in the Statement of Outstanding loans as at 30 June 2017 includes loans amounting to
Kshs.21,972,597,717 issued to the various institutions which have made little or no efforts to repay their
respective loans. The partial/non-repayment of the loans is mainly attributed to poor financial performance,
reforms in the respective sectors, and changes in law, entities under receivership or liquidation, ongoing
privatization process, and/or dormancy.

The National Treasury has consistently been making demands in an effort to have the entities meet their
loan obligation. In response, most of the defaulting entities have requested the government to consider
either write-off, restructuring/rescheduling, conversion of the loans to equity or grant, and waiver of
accrued interest sighting poor financial performance, or the effect reforms in the sector.

Some of the long outstanding loans were reviewed, analyzed and a report recommending the way forward
forwarded to the cabinet for approval. The Special Cabinet Meeting held on 29"" May, 2018 ((CAB (17)65))
made approvals for write-off, waiver on accrued interest and restructuring of the loans that have now been
implemented. The reasons for non-payment for each institution are as explained in the attached schedule.

Committee Observations and Findings

(i) The total outstanding loans balance of Kshs.793,736,361,870 reflected in the statement of
outstanding loans as at 30 June 2017 includes loans amounting to Kshs.21,972,597,717 issued to
various institutions over the year. The amount reported as non-performing/dormant loans in the
financial year is an increment of Ksh. 6,169,932,065 compared to Ksh. 15,802,665,652 reported
in the Financial Year 2015/2016;

(if) The submission by the Accounting Officer that failure to repay loans mainly attributed to poor
financial performance, reforms in the respective sectors, and changes in law, entities under
receivership or liquidation, ongoing privatization process, and/or dormancy was not persuasive.

Committee Recommendations

(i) The Accounting Officer should ensure that they prepare and submit a report on the status of
repayment of these loans within three (3) months of the adoption of this report; and

(if) The Cabinet Secretary should within three (3) of tabling and adoption of this report, prepare a
framework (including write-off and recovery) for clearing the long outstanding non- performing
loans from the financial statements and share it with the committee through the clerk of the
National Assembly.

7. Presentation of the statement

The statement did not contain disclosure on the applicable reporting framework and other non-financial
information as required by the PSASB as well as statement on progress made on the auditor’s report among
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others. Further, the statement did not include other requirements as provided for under section 81 of the
Public Finance Management Act 2012 such as the statement of receipts and payments, cash flow and notes
to the statement. In addition, the IPSAS 24 provides for the inclusion of the statement of comparison
between the budget and actual amounts to assess the performance of management but the same was not
included.

In the absence of the necessary statements and disclosures, the statement of outstanding loans as at 30 June
2017 did not comply with the Public Sector Accounting Standard Board requirements.

Submission by Accounting Officer

The Accounting Officer submitted that the statement of Outstanding Loan was prepared pursuant to the
then Government Financial Regulations and Procedures as outlined in the now repealed Government
Financial Orders under the now repealed Exchequer and Audit Act, Cap.412 which required a stand-alone
statement to be submitted for Audit.

With the enactment of Public Finance Management Act, 2012, The Statement of Outstanding Loans is not
a stand-alone Statement but a schedule of outstanding loans lent by the Government to various institutions.
It is therefore a memorandum statement which forms part of the notes to the consolidated revenue statement
by the National Treasury to support the loan redemption and loan interest repayments from institutions that
honored their loan obligation.

The National Treasury prepared and submitted The Statement of Revenue in conformity with the
International Public Sector Accounting Standards (Cash Basis) as prescribed by the Public Sector
Accounting Standards Board (PSASB) and submitted for audit.

Further, accounting policies and other explanatory notes with respect to the Statement of Revenue were
incorporated as part of the Financial Statement.

Committee Observations and Findings

(i) The statement did not contain disclosure on the applicable reporting framework and other non-
financial information as required by the PSASB as well as statement on progress made on the
auditor’s report among others; and

(if) The statement also did not include other requirements as provided for under section 81 of the
PFM Act 2012 such as the statement of receipts and payments, cash flow and notes to the
statement. In addition, the IPSAS 24 provides for the inclusion of the statement of comparison
between the budget and actual amounts to assess the performance of management but the same
was not included; and

(iii)In view of the explanations provided, the subsequent year’s statement is expected to be an
annexure.

(iv) The Committee marked the matter as resolved.
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Committee Recommendations

The Accounting Officer must at all time ensure that the financial statements are prepared in a form
that complies with the relevant accounting standards prescribed and published by the Accounting
Standards Board from time to time as stipulated in Section 81(3) of the PFM Act, 2012

Other Matter
8. Lack of fundamental documents and Criteria of loan disbursement

The management did not provide the annual work plans, cash books, ledger, trial balances, quarterly reports
and monitoring and evaluation reports for the loans issued during the year or such other document as to
determine the beneficiaries, terms of the loans and the approval /authorization of disbursement. The
determination of loans to benefiting institutions appears to be done outside the Department of Government
Investment in Public Entities (DGIPE) thus reducing it to the level of implementation of decisions made
elsewhere. As a result, some institutions have not been repaying their loans once they mature while failing
institution continue to receive additional funding even when they are underperforming. This is exhibited
by the continued growth of the outstanding loans amounts now standing at Kshs.811billion. There are high
chances that the outstanding loans may not be repaid leading to bad debts and loss of public funds.

Submission by Accounting Officer

The Accounting Officer submitted that the National Government has over time advanced loans to various
public and other entities to finance various projects in the Country with a view to facilitate achievement of
National Government objectives. The National Government through the National Treasury on-lend loans
borrowed from multi/bi-literal lenders after due process has been conducted through Resource Mobilization
department and execution of the Financing Loan Agreement. The loan facility is thereafter on-lent to
respective implementing entities through Subsidiary Loan Agreements with clear terms and conditions on
the execution of the loan.

Upon the execution of the Subsidiary Loan Agreements, the details of the loan, terms and conditions are
captured in respective ledger card and repayment schedules generated and sent to the entities notiFinancial
Yearing of the loan repayment due dates. The fundamental documents in this case are the Project Appraisal
document, Financing Loan Agreements; Subsidiary Loan Agreements and ledgers cards which are
available for Audit.

The criterion used on government lending is as follows:-

(iii)Projects implemented through government lending are aligned to the national development policies and
programmes, as prescribed by the National Treasury.

(iv)Project identification and design will be based on feasibility study.

(v) All government lending are appropriated by national assembly before commitment and disbursements
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(vi) After disbursement of the proceeds the implementing agency submit report within fifteen days after the
end of each quarter to the government on the expenditure and performance achieved in relation to the
project and amount lent

(vil)  The amount lent and project implementation will be subject to Audit by the Office of the Auditor
General on performance and value for money.

(viii)  Where non-compliance with the loan conditions by an implementing agency is established through
the audit or fiduciary review process, the Cabinet Secretary may suspend the disbursements and
institute measures to recover any amounts misappropriated.

(ix)Loan repayment and interest thereon should be paid to The National Treasury promptly as stipulated
in the Agreement to avoid penalties.

Committee Observations and Findings

(i) The Accounting Officer did not at the time of audit, provide the annual work plans, cash books,
ledger, trial balances, quarterly reports and monitoring and evaluation reports for the loans
issued during the year or such other document as to determine the beneficiaries, terms of the
loans and the approval /authorization of disbursement;

(if) The committee observed that although the explanations have been provided on the criteria used
on government lending, the required documentation does not seem to have been provided. The
matter remains unresolved.

Committee Recommendations

The Accounting Officer should at all times prepare and maintain medium term debt strategy as
required by section 64 (2) of PFM Act 2012 and cprovide documents to the Auditor General pursuant
to section 62 (1) (b) and (2) of the Public Audit Act 2015.

EQUALISATION FUND

Unqualified Opinion

There were no material issues noted during the audit of the financial statements of this Fund.
Emphasis of Matter

Use of Budget as a Control Tool

A review of the statement of comparison between the budget and actual amounts revealed that whereas the
National Treasury had budgeted to transfer an amount of Kshs.12,400,000,000 to implementing Ministries,
Departments and Agencies, only an amount of Kshs.942,313,944 or 7.6percent of the budgeted amount
was transferred to Ministries, Departments and Agencies. This is indeed a very dismal performance by the
Fund management with regard to the set objectives. This is despite the fact that the allocation to the Fund
was applied retrospectively to the financial year 2011/2012.

Report on the Examination of the Report of the Auditor-General on the Financial Statements for the National Government for the Year ended 30" June 2017

Page 17



Submission by Accounting Officer

As reported in the Financial Statement, an amount of Kshs.942,313,944/= was released to the implementing
Ministries, Departments and Agencies during the financial year 2016/2017 against a budget of
Kshs.12,400,000,000/=. The low level of disbursement was due to the delay in gazettement of the
regulations and extensive public consultations regarding project identification and eventual formation and
submission of the Appropriation Act to the National Assembly.

Committee Observations and Findings

The financial statement of the Equalization Fund received an unqualified opinion in the Financial
Year 2016/2017 which is commendable.

Committee Commendation

The Committee commends the Accounting Officer for maintaining financial statements of the
Equalization Fund accounts that present fairly, in all material respects, the financial position as at
30" June 2017, and of its operations for the year.

PETROLEUM DEVELOPMENT LEVY FUND - HOLDING ACCOUNT

Unqualified Opinion

There were no material issues noted during the audit of the financial statements of this Fund.

Committee Observation and Findings

The financial statement of the Petroleum Development Levy Fund - Holding Account received an
unqualified opinion in the Financial Year 2016/2017 which is commendable.

Committee Commendations
The Committee commends the Accounting Officer for maintaining financial statements of the

Petroleum Development Levy Fund - Holding Account that present fairly, in all material respects,
the financial position as at 30t June 2017, and of its operations for the year.

CONTINGENCIES FUND
Unqualified Opinion

There were no material issues noted during the audit of the financial statements of this Fund.
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Committee Observation and Findings

The financial statement of the Contingencies Fund Account received an unqualified opinion in the
Financial Year 2016/2017 which is commendable.

Committee Commendations

The Committee commends the Accounting Officer for maintaining financial statements of the
Contingencies Fund that present fairly, in all material respects, the financial position as at 30" June
2017, and of its operations for the year.

RAILWAY DEVELOPMENT LEVY FUND - HOLDING ACCOUNT

Unqualified Opinion

There were no material issues noted during the audit of the financial statements of this Fund.
Other Matter

9. Budget as a Control Tool

During the financial statement review, it was noted that the funds budget is prepared and maintained by the
State Department for Infrastructure, which is the implementing agency. The National Treasury does not
maintain other key accounting records such as the ledger and trial balance from where the financial
statements ought to be prepared. The financial statements are thus prepared from entries in the cashbook
and the bank statements records. Further, the disbursements of funds are not supported by the budget
provisions but are solely on approvals from the fund’s Advisory Committee. This may have led to a budget
absorption rate of 43percent and 39percent performance in revenue generation and revenue disbursement
respectively.

Submission by Accounting Officer

The Accounting Officer submitted that the National Treasury disburses funds based on the budget provision
of the State Department for Transport. The Funds are transferred as per the approvals from the fund’s
Advisory Committee which is within budget provision.

The National Treasury followed the laid down procedures in releasing the funds as per the Custom and
Excise Act (Railway Development Levy Fund) Regulations 2013. Approval minutes of the Railway
Development Levy Fund) Advisory Committee for the transfers were availed for audit review
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Committee Observations and Findings

(i) Itwas observed that the paragraph was for the information purposes to the Accounting Officer.
The Accounting Officer was directed to take note of the Comments of the auditor General and
improve on the same.

(if) The financial statement of the Railway Development Levy Fund - Holding Account received an
unqualified opinion in the Financial Year 2016/2017 which is commendable.

Committee Commendations

The Committee commends the Accounting Officer for maintaining financial statements of the
Railway Development Levy Fund - Holding Account that present fairly, in all material respects, the
financial position as at 30" June 2017, and of its operations.

RURAL ENTERPRISE FUND
Basis for Adverse Opinion
10. Winding up of the Fund

The Rural Enterprise Fund was recommended for winding up through Legal Notice No. 97 dated 29 June
2012 as contained in a special issue of the Kenya Gazette Supplement No. 119 of 14 September 2012 upon
which, any outstanding amounts in the Fund was to be paid into the Consolidated Fund. However, the
National Treasury has not yet closed the Fund’s books of account despite the Legal Notice and has
continued to prepare and submit the Fund’s financial statements for audit five years after the winding up
decision was made. The financial statements presented reflect balances brought forward whose accuracy
and validity could not be vouched after the winding-up notice of the Fund. Further, the Fund management
has not provided any information on the progress made since and the probable time when the process is
expected to be completed.

Submission by Accounting Officer

This Fund was wound up Vide Legal notice No 119 of the 14th September 2012. The Ministry to all District
Accountants vide letter Ref No.AG 13/027 Vol. 1 (79) dated 3rd March 2015 requesting them to return
any monies held in their Deposits Accounts that relates to Rural Enterprise Fund to enable close the Funds
books of Accounts. The District Accountants have responded giving the challenge of documentation
relating to the Fund due to manual record keeping of that time. The Ministry is in the process of closing
the account through requesting for a write off after incorporating the recommendation of the Attorney
General vide his letter Ref:No. AG/CONF/6/E/170 VOL 11(5) of 17th May 2019.
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Committee Observations and Findings

(i) The Rural Enterprise Fund was wound up vide legal notice no.119 of 14th November, 2012.
However, the National Treasury is in the process of closing the books of accounts through
requesting for a write-off; and

(if) The balances submitted to the Auditor-General were unsupported. It has not been explained
why the winding up of the fund has not been finalized since 2012. The matter remains
unresolved.

Committee Recommendations

The Cabinet Secretary for the National Treasury should within three (3) months of tabling and
adoption of this report, finalize the winding up of the Fund and submit the winding up reportin line
with the PFM Act and Regulation 209 of the PFM (National Government) Regulations 2015.

11. Unresolved Prior Years Matters

A review of the unsatisfactory matters highlighted in the report prior to 2015/2016 revealed that the
issues raised remained unresolved during the year 2016/2017 as indicated below:

i) Unbanked Cash

The statement reflects unbanked cash balances totaling Kshs. 3,348,895 brought forward from 2012/2013
and earlier years. According to available information, the amount comprises of Kshs.1,951,921
representing cash with District Commissioners (Loans Repaid); Kshs.108,840 being cash with District
Commissioner (Interest on Loans); and Kshs.1,288,135 relating to cash in the District Commissioners
miscellaneous deposit account.

Further, there was no evidence to confirm actual existence of the balance of Kshs. 3,348,895 at the District
Commissioners Office. In addition, the balance of Kshs. 1,951,921 under District Commissioners (Loans
Repaid) included advances amounting to Kshs. 207,344 in form of IOUs issued from the Fund to some five
officers working at the District Commissioner’s Office, Kisumu in 1997/1998. The IOUs had not, however,
been surrendered as at 30 June 2014.

i) Unreconciled Balance

As was reported in the previous year, the statement of assets and liabilities for deposits as at 30 June 2013
had reflected a debit balance of Kshs. 1,828,388 in respect of the Fund, while the fund accounts for the
same year had reflected a balance of Kshs. 397,908,774. The significant difference of Kshs. 396,080,387
between the two sets of records has not been reconciled or explained since.
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Submission by the Accounting Officer
Paragraph 10 and 11

The Accounting Officer submitted that the National Treasury has not yet closed Funds Books of Account
despite the winding up Legal Notice No0.97 dated 14™ September 2012 and has continued to prepare and
submit the Funds Financial Statements for audit. Also the Funds Statements of financial position as at 30
June 2017 presented for audit continue to reflect a total amount of Kshs.397,908,774.30 under financial
assets made up of balances of Kshs.394,559,879.30, Kshs.1,951,920.60, Kshs.108,839.70, and
Kshs.1,288,134.70 against Account Receivables-Loanees, Cash with D.C.(Loans Repaid), Cash with D.C.
(Interest on Loans) and Cash in the DC’S Miscellaneous Deposit Account respectively.

We wrote to all District Accountants vide letter Ref No.AG 13/027 Vol. 1 (79) dated 3™ March 2015
requesting them to return any monies held in their Deposits Accounts that relates to Rural Enterprise Fund
to enable close the Funds books of Accounts. The District Accountants have responded giving the
challenge of documentation relating to the Fund due to manual record keeping of that time. We are in the
process of closing the account through requesting for a write off after incorporating the recommendation
of the Attorney General vide his letter Ref: No.AG/CONF/6/E/170 VOL 11(5) of 17" May 2019

Committee Observations and Findings
(i) The Committee observed that no explanation has been provided for the failure to bank the cash

held and no reconciliation has been provided for the difference noted.
(if) The matter remains unresolved.

Committee Recommendations

The Accounting Officer should ensure that the entity keeps up-to-date and reconciled financial and
accounting records that comply with provisions of Section 68(2) of the PFM Act 2012 and that
complete financial and accounting records are presented within three (3) after the close of the
financial year pursuant to the provisions of Article 229 of the Constitution of Kenya 2010 and Section
68(2k) of the PFM Act 2012.

STATE OFFICERS AND PUBLIC OFFICERS MOTOR CAR LOAN SCHEME FUND
Unqualified Opinion

There were no material issues noted during the audit of the financial statements of this Fund.

Emphasis of Matter
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Idle Cash

Whereas the State Officers and Public Officers Motor Car Loan Scheme Fund was established in 2015
through Legal Notice No. 195 of 25 September, 2015 and pursuant to guidelines provided by Salaries and
Remuneration Commission on car loan benefit for state officers and other public servants in December
2014, the Fund management has not undertaken any activities since then. The National Treasury however,
has continued to transfer money to the Fund account at the Central Bank of Kenya which stood at Kshs.
2,835,000,000 as at 30" June 2017. Although the amount has been confirmed to exist it could have been
utilized for other more deserving cases in the Government while the National Treasury continues to develop
or create an enabling environment for the Fund’s operation.

Through the Fund, the National Treasury management continues to withhold vital services to government
officers earmarked to benefit from the loan scheme and hence loss of revenue from interest earnings that
would have accrued over the years.

Submission by Accounting Officer

The Accounting Officer submitted that the State Officers and Public Officers’ Motor car Loan Scheme
Fund was established in 2015 through legal notice No.195 of 25" September, 2015. As at 30" June, 2017
the Fund Account at Central Bank of Kenya stood at Kshs.2,835,000,000/= which had not been utilized.

The delay in utilization was due to the complex nature of the tendering process for provision of Financial
Services to the Fund which took longer than anticipated. Upon completion, the Fund began preparation of
a detailed contract with the winning tenderer the Kenya Commercial Bank (KCB). This was done and
forwarded to the Attorney General for review before sending it back to KCB Bank for review and signature.

He noted that this being a complex kind of contract required a lot of smoothing and fine tuning hence a
series of meetings were arranged and attended further delaying the benefit to the Government officers
earmarked to benefit from the scheme. The Scheme has since transferred Funds to an interest earning
Account with KCB Bank as arrangements to start piloting of the set structures is being done with a view
of improving the loan issuance guidelines

Committee Observations and Findings

(i) The State Officers and Public Officers’ Motor car Loan Scheme Fund was established in 2015
through legal notice No.195 of 25" September, 2015. As at 30" June, 2017 the Fund Account at
Central Bank of Kenya stood at Kshs.2,835,000,000/= which had not been utilized;

(if) The Government continues to borrow through T-Bills and T-Bonds, its own money deposited in
commercial banks such as the Ksh. 2,835,000,000 deposited in the KCB; and

(i) There was no compelling justification as to why the National Treasury deposited the Ksh.
2,835,000,000 into KCB account knowing very well that it was not ready to roll-out the scheme.
The seed capital for the Fund should have been appropriated after the completion of the
tendering process for provision of Financial Services to the Fund.
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Committee Recommendations

(i) The Cabinet Secretary, the National Treasury should within three (3) months of tabling and
adoption of this report, roll out the Fund to the State Officers and Public Officers in order to
achieve the objective of providing motor car loans to the civil servants. If this is not possible,
withdraw all the money plus interest deposited at KCB and appropriate money into the
exchequer.

(if) The Accounting Officer should in the subsequent financial year’s statements provide to the
Auditor-General, a comprehensive statement including interest earned from the Kshs.
2,835,000,000 deposited at KCB and the justification why the money was deposited and the
justification why the money was deposited.

GOVERNMENT CLEARING AGENCY FUND
Basis for Disclaimer of Opinion
12. Unsupported Long Outstanding Balances

As was reported during the financial year 2015/2016, the statement of assets and liabilities as at 30 June
2017 reflects a balance brought forward of Kshs.300,931,776 and Kshs.52,973,897 under accounts
receivables — debtors and accounts payables - creditors respectively. However, this balance has not been
supported with records and documents such as debtors and creditors’ ledgers or registers. Specifically, the
creditors’ balances have not been supported with contracts, local purchase/services orders, invoices and
delivery notes. As a result, the accuracy, completeness and validity of the balances cannot be ascertained.
Further, the debtors’ balance of Kshs. 300,931,776 was net of a Clearance Account balance of Kshs.
654,000,000 which had also not been supported with any verifiable documents making it difficult to
ascertain what it represents.

13. Unsupported Fund Balance

The statement of assets and liabilities reflects a Fund balance brought forward (Old Account) of Kshs.
247,957,879 which, as in the previous instance, have not been supported with verifiable documents. As a
result, the accuracy and validity of the balances cannot be confirmed.

Submission by Accounting Officer

Paragraph 12 and 13

The Accounting Officer submitted that the statement of financial position as at 30" June 2017 for the

Government Clearing Agency Fund reflects balances of Kshs. 300,931,776.15 and Kshs. 52,973,896.80
under Accounts Receivables — Debtors and Accounts Payables -Creditors respectively. Further, the

Report on the Examination of the Report of the Auditor-General on the Financial Statements for the National Government for the Year ended 30" June 2017

Page 24



debtor’s balance of Kshs. 300,931,776.15 is net of a clearance Account balance of Kshs.654, 000,000/=
which have not been supported with relevant analysis and verifiable documents.

The statement also reflects a brought forward Fund balance of Kshs.2,147,492.05 and a paymaster General
(PMG) overdraft balance of Kshs. 245,810,387.30 which as in the previous instance, have not been
supported with verifiable documents including a bank balance confirmation certificate and bank
reconciliation statement. These are unsupported old balances that have been carried forward for very many
years. This is a historical problem that affects the whole Government and the National Treasury formed a
taskforce on the winding up of Dormant Funds to address issues of old balances appearing in Ministries’
books of Accounts with a view of clearing the same. The taskforce completed its work and the
recommendations forwarded to the Attorney General (AG) for advice. We are in the process of
implementing AG’s recommendations. GCA fund used to be operated within the Ministry of Finance
Deposit bank account and not as a separate account. Bank reconciliation statements for the deposit account
used to incorporate GCA transaction

14. Cash and Cash Equivalent

The statement of cash flow for the year ended 30 June 2017 reflected a cash and cash equivalent closing
balance of Kshs. 18,849,635. A review of the cashbook and bank reconciliation statements for Government
Clearing Agency Mombasa branch as at 30" June 2017 revealed that the Agency branch had a reconciled
closing cash balance of Kshs. 56,352,095 which is excluded from the cash balance disclosed in the financial
statements. This reconciled closing cash balance of Kshs. 56,352,095 has not been disclosed in the
financial statements.

Submission by Accounting Officer

The Accounting Officer submitted that the statement of cash flow and Statement of assets and liabilities
for the year ending 30" June 2017 reflected a closing balance of Kshs.18,849,635.05 while the cash book
and bank statements for GCA Mombasa branch as at 30" June 2017 reflected Kshs.57,377,118.60 which
was not included in the Financial Statements presented. This was an oversight and the National Treasury
is coming up with a policy on how Mombasa operational activities will in future be incorporated when
preparing Financial Statements.

Committee Observations and Findings

(i) It was observed that the paragraphs above relate to paragraph 10 and the matter remains
unresolved. A working paper had been completed awaiting Cabinet approval and onward
transmission to Parliament; and

(if) The Government Clearance Agency Fund has consistently over the last three financial year’s
(Financial Year 2014/15; Financial Year 2015/2016; and Financial Year 2016/2017) received
a disclaimer of opinion from the Auditor-General which is a serious material breach or
persistent material breach of the measures provided in the PFM Act, 20112 to guard public
funds.
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Committee Recommendations

The Cabinet Secretary, National Treasury should within three(3) months of tabling and adoption of
this report, review the operations of the GCA and the Fund to determine the reasons for the breach
due to disclaimer of opinion by the Auditor-General and assess its financial state as stipulated in
Section 95 of the PFM Act, 2012.

15. Use of Budget as a Control Tool

Contrary to the International Public Sector Accounting Standards (IPSAS) paragraph 1.9.8 on Presentation
of a Comparison of Budget and Actual Amounts, management did not include the statement of comparison
of budget and actual amounts. A review of the National Treasury budget indicated that the Government
Clearing Fund operational budget is captured under the Head 1071009000 where a provision of Kshs.
48,507,381 was made and an amount of Kshs. 37,175,938 or 77percent was expended during the year.
However, it was noted that no Appropriation-in-Aid or revenue component was budgeted for and there was
no designated officer as a receiver of revenue for its operations. In absence of any revenue or
Appropriation-in-Aid budget component, the Agency commercial operations are not budgeted for and thus
the revenue collected is not under the control of the National Treasury which therefore exposes the
Government to operate outside the budget processes.

Submission by Accounting Officer

The Accounting Officer submitted that the National Treasury did not include the Statement of Comparison
of budget and actual amount because there was no Appropriation-In-Aid budget component for the same.
This was an oversight. In future, the National Treasury will ensure strict adherence to the budget processes
and procedures and that all the activities of the Agency are anchored in the budget.

In addition, he confirmed that in order to ensure the Agency is under control of the National Treasury, the
under listed controls are in place: -

(i) GCA is headed by an Ag. Director who oversees its operations and often prepares reports to the
Accounting Officer.

(if) The Agency is audited by our Ministry’s Internal Auditors and Internal Auditors based at Mombasa
office.

(iii) Relevant accounting records are maintained by the Agency. These include cashbooks, general ledgers,
official receipts, payment vouchers, bank statements, etc.

(iv)Cash board of survey is conducted after every end of financial year.

(v) Bank reconciliation statements for GCA Mombasa are prepared on monthly basis

Committee Observations and Findings

The issue of non-inclusion of the statement of comparison contrary to IPSAS and the non-inclusion
of budgeted revenue (A-1-A) should be reviewed by the Auditor-General in the subsequent audit to
ensure compliance. The matter will be kept in view in the audit of the subsequent years;
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Committee Recommendations

The issue of non-inclusion of the statement of comparison contrary to IPSAS and the non-inclusion
of budgeted revenue (A-1-A) should be reviewed by the Auditor-General in the subsequent audit to
ensure compliance. The matter will be kept in view in the audit of the subsequent years;

16. Failure to Execute Mandate

A review of the Agency operations manual revealed that the Agency functions are indicated as receiving
of clearance/shipping documents from Government ministries/departments/state corporations and
preparation and processing of imports/exports, warehousing and transport documents through customs,
port authorities, shipping, transport, insurance agents - (underwriters) including banks and cargo
surveillance agents; among other services. It was estimated that only three institutions of such government
undertaking are regularly cleared by the Agency while the rest of the businesses is taken by private
companies and individuals in the industry.

Submission by Accounting Officer

The Accounting Officer submitted that the Government clearing services is responsible for receiving of
clearance/shipping documents, preparation and processing of imports/exports, warehousing and
transporting of goods for Government Ministries/Departments/Agencies (MDAS). The National Treasury
vide Circular letter No.Conf.1/08A/ (44) dated 16" April, 2007 encouraged MDA’s to consult GCA for
advice on all issues relating to shipment before the actual shipment of goods is done. Due to liberalization
of the economy, it is not mandatory for MDAs imported goods to be cleared through GCA. The Agency
has nevertheless continued to clear Government security and strategic goods.

In addition, the National Treasury has constituted a committee to review the Agency’s operations and
advice on the requisite reform initiatives to enhance service delivery. The Ministry has also enhanced the
human resource capacity and skill of the Agency staff through and promotion. However, from 1% July 2019
the Agency will be under the Ministry of Transport, Infrastructure, Housing, Urban development and Public
Works as per Executive Order No.2 of 2018.

Committee Observations and Findings

(i) The GCA functions include receiving of clearance/shipping documents from MDAS and State
Corporations and preparation and processing of imports/exports, warehousing and transport
documentation processing. However, only three government institutions are regularly cleared by
the Agency while the rest of the businesses are taken by private companies and individuals in the
industry; and

(if) The GCA is one of the oldest government agencies having been established in 1907 as the
Government Coast Agency. However, the agency has no mandatory mandate to clear all goods
imported by the MDA:s.
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Committee Recommendation

The Cabinet Secretary, Transport, Infrastructure, Housing, Urban development and Public Works
should within three (3) months of tabling and adoption of this report, constitute a technical team to
determine the economic viability, review mandate and prospects of continued existence of the GCA
and the clearance programmes for government’s strategic/ security imports.

THE TREASURY MAIN CLEARANCE FUND
Basis for Qualified of Opinion
17. Winding up of the Fund

The Treasury Main Clearance Fund has not been in operation for a long time. Consequently, the Public
Accounts Committee in its sitting made recommendations for the Fund to be wound up among other
dormant Funds.

However, over the years and despite the recommendations from the Public Accounts Committee, the
National Treasury is yet to close the Fund’s books of account and has continued to prepare and submit the
Fund’s financial statements for audit. The financial statements contain brought forward balances whose
accuracy, existence and validity could not be vouched. Although on 3 September, 2013 the National
Treasury constituted a task force to review and recommend for closure of such dormant Funds. The
taskforce has endlessly been seeking for extension of time to finalize their work.

The management has not provided any information on the progress made by the task force for the last five
years of its existence.

Committee Observations and Findings
The Committe observed that the matter was dealt with in the financial year 2015/2016.
Committee Recommendations

The Committee upholds its recommendations for the adopted report of the financial year 2015/2016.

18. Unresolved Prior Years Matters

A review of the unsatisfactory matters highlighted in the audit report for 2015/2016 and prior years revealed
that the issues still remained unresolved during the year 2016/2017 as indicated below:
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i) Accounts Receivable — Debtors

As was reported during the 2015/2016 and earlier years, the statement of assets and liabilities as at 30 June
2017 reflects an accounts receivable-debtors balance of Kshs.12,503,607,446 out of which
Kshs.2,332,170,394 had not been analyzed. Consequently, the completeness and accuracy of the balance
could not be ascertained.

Further, the balance of Kshs.12,503,607,446 has been outstanding for a long period of time. No progress
has been made towards the recovery of the debts which have been due for many years.

i) Accounts Payable — Creditors

Similarly, as was reported during the previous year, the statement of assets and liabilities of the Treasury
Main Clearance Fund Account as at 30 June 2017 reflects an accounts payable - creditors balance of
Kshs.12,490,478,941 which included amounts of Kshs.523,686 under Pay Master General special account,
Kshs.2,285,511,054 under advance deposits, Kshs.29,963,830.85 under advance deposits - Ministry of
Information and Communications and Kshs.93,455 under Joint Consolidated Fund interest all brought
forward from 2015/2016 and earlier years. However, and as reported in the previous years, these amounts
have not been analyzed or supported with relevant documents.

Consequently, the completeness and accuracy of the creditors balance of Kshs. 12,490,478,941 as at 30
June 2017 could not be ascertained and cleared from the books of account.

iii) Deficit Balance Brought Forward

As was reported during the previous year, the statement of assets and liabilities as at 30 June 2017 also
reflects a net financial position as closing fund balance of Kshs.13,128,505 which constitute a deficit
brought forward of Kshs.871,495 and fund balance brought forward of Kshs.14,000,000 that has not been
reconciled. The balance as reflected in the statements of financial position without proper reconciliation
cast doubt on the accuracy of the Treasury Main Clearance Fund statement.

Submission by Accounting Officer
Paragraph 17 and 18
Receivable - Debtors, Accounts payables Creditors and Deficit balance brought forward

The Accounting Officer submitted that the Treasury Main Clearance Fund was established under the
Revised Financial Orders of 1968 edition ‘Funds outside the supply system’ 8.1.3 section C in the
Exchequer and Audit Act Cap412 to facilitate overseas payments in foreign currency in respect of
Government Imports and Pension payments through crown agents in United Kingdom.

This is a dormant fund and it is in the process of being wound up through the Taskforce on the winding up
of Dormant Funds and also following the Legal advice and recommendations of the Attorney General vide
his letter Ref. AG/CONF/6/E/170 VOL 11(5) of 17" May 2019.
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Committee Observations and Findings

(i) Thisis adormant fund and it is in the process of being wound up through the Taskforce on the
winding up of Dormant Funds and also following the Legal advice and recommendations of the
Attorney General vide his letter Ref. AG/CONF/6/E/170 VOL 11(5) of 17t May 2019; and

(if) The matter remains unresolved.

Committee Recommendation

The explanation by the Accounting Officer was satisfactory therefore the matter is waiting the
finalization of the report by the Task force appointed to clear old balances and take note of the
solicitor general advisory.

DONOR FUNDED PROJECTS

FINANCIAL SECTOR SUPPORT PROJECT (IDA CREDIT NO. 5627 — KE)
Unqualified Opinion

There were no material issues noted during the audit of the financial statements of this Project.
Other Matter
19. Budgetary Control and Performance

The statement of comparative budget and actual amounts indicates that the project had a budgeted provision
of Kshs.483,805,000 for loans from external development partners but only Kshs.205,275,000 was
received resulting to unrealized receipts of Kshs.278,530,000 equivalent to a 58percent shortfall on the
budgeted amount. Similarly, out of the budgeted expenditure of Kshs. 483,805,000, only Kshs.
228,985,757 was spent resulting to an under-expenditure of Kshs. 254,819,243 or 53percent of the
budgeted sum. The under-expenditure was mainly attributed to a low spending on compensation of
employees whereby out of a budget of Kshs.143,451,250, only Kshs.3,891,601 or 3percent was utilized
leaving Kshs.139,559,649 or 97percent of the financial year’s budget unspent.

Submission by Accounting Officer

The Accounting Officer submitted that the budgeted expenditure for Financial Year 2016/17 was Ksh.
483,805,000.00. The actual expenditure out of this budget was Ksh. 228,985,757.00. This resulted to an
under expenditure of Ksh. 254,819,243/= (53percent of the budget). The lower than projected expenditure
was largely attributable to low absorption within FSSP compensation of employees that had an estimated
budget of Kshs. 143,451,250/= and only Kshs. 3,891,601/= (3percent) was utilized resulting into an under
expenditure of Kshs.139,559,649/= (97) percent ). This was due to:-

(i) Delay in the recruitment of the PIU staff that was expected to be in post by July 2016 but only went
in post In March, 2017,
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(ii) Delay in the recruitment of staff to Government Digital Payments that were expected by July, 2016
(Eol attached);
(iii)Delay in completion of procurement activities.

Committee Observations and Findings

(i) The financial statement of the Financial Sector Support Project (IDA Credit No. 5627 — KE)
received an unqualified opinion in the Financial Year 2016/2017 which is commendable; and

(ii) Out of the project’s budgeted expenditure of Kshs. 483,805,000, only Kshs. 228,985,757 was spent
resulting to an under-expenditure of Kshs. 254,819,243 or 53percent of the budgeted sum mainly
attributed to a low spending on compensation of employees whereby out of a budget of Kshs.
143,451,250, only Kshs. 3,891,601 or 3percent was utilized leaving Kshs. 139,559,649 or 97percent
of the financial year’s budget unspent.

Committee Recommendation

The Cabinet Secretary, National Treasury should within three (3) months of adoption of this report
put in place framework to address challenges associated with low donor financed projects. Further,
donor financed programmes and projects should only be included in the budget if the MDAs have
the requisite capacity to meet the donor conditions.

GLOBAL FUND PROGRAM TO STEER THE COUNTRY TOWARDS ACHIEVEMENT OF
THE TB MILLENNIUM DEVELOPMENT GOALS IN LINE WITH THE GLOBAL STOP TB
STRATEGY (GRANT NO. KEN -S11 - G12-T) PROJECT

Unqualified Opinion

There were no material issues noted during the audit of the financial statements of this Project.
Emphasis of Matter

Budget Control and Performance

The Global Fund had budgeted to spend Kshs.1,428,948,258 on TB control but recorded an expenditure of
Kshs.760,997,456 only, leaving a balance of Kshs.667,950,802 or 47percent as under absorption. This
scenario has the implication that almost half of the budgeted development programmes were not
implemented. In particular, the project had budgeted Kshs.1,551,503 for acquisition of non-financial assets
such as computers, other Information Technology equipment and medical and dental equipment but no
expenditure as incurred on the said components. Similarly, from the statement of receipts and payment it
is noted that a receipts of Kshs.759,109,816 was received during the year against the budget of
Kshs.2,330,462,642 indicating that Kshs.1,571,352,826 was not received.
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Consequently, the project may not have fully implemented programmes and activities approved in the
budget thus delaying provision of services to the citizens.

Submission by Accounting Officer

The Global Fund budgeted to spend Kshs. 1,428,948,258/= on TB control but recorded an expenditure of
Kshs. 760,997456/= only, leaving a balance of Kshs.667,950,802/= or 47percent as under absorption.
Further the statement of receipts and payment initially reflected receipt of Kshs. 759,109,816/= during the
year against the budget of Kshs. 2,330,426,642/= indicating that Kshs. 1,571,352,826/= was not received.

The budgeted figure was erroneously indicated as Kshs. 2,330,426,642/= instead of the revised budget
amount of Ksh. 1,428,948,257/=. The Financial Statement was later amended to reflect the revised budget
amount and the same was submitted for audit review. After amendment the under-absorption figure Kshs.
669,838,441/=. The under expenditure was due to the following:-

(i) There was an allocation of Kshs.500 million for the construction of the KEMSA warehouse which was
not spent because the land earmarked for the construction of the warehouse had ownership controversy
as another party claimed title of the land that led to KEMSA purchasing an alternative land from Kenya
Airways.

(if) There was a delay in procuring of a consultant for the warehouse construction due to litigation by one
of the suppliers who appealed to the Procurement Review Board thereby delaying the procurement.
(iii) There were also delays in delivery of non-financial assets such as computers and other IT equipment
and medical and dental equipment which had a budget of Kshs.1,551,503/= but were delivered and paid

for in the month of August 2017.

Committee Observations and Findings

(i) The financial statement of the Global Fund Program to Steer the Country towards Achievement
of the TB Millennium Development Goals in line with the global stop TB Strategy (Grant No.
KEN - S11 — G12-T) Project received an unqualified opinion in the Financial Year 2016/2017
which is commendable; and

(i) The Global Fund budgeted to spend Kshs. 1,428,948,258/= on TB control but recorded an
expenditure of Kshs. 760,997456 only, leaving a balance of Kshs. 667,950,802 or 47percent as
under absorption.

Committee Recommendation

The Cabinet Secretary, National Treasury should within three (3) months of adoption of this report
put in place framework to address challenges associated with low donor financed projects. Further,
donor financed programmes and projects should only be included in the budget if the MDAs have
the requisite capacity to meet the donor conditions.
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INFRASTRUCTURE FINANCE AND PUBLIC PRIVATE PARTNERSHIPS PROJECT (IDA
CREDIT NO.5157 KE)

Unqualified Opinion
There were no material issues noted during the audit of the financial statements of this Project.
Committee Observations and Findings

The financial statement of the Infrastructure Finance and Public Private Partnerships Project (IDA
CREDIT NO.5157 KE) received an unqualified opinion in the Financial Year 2016/2017 which is
commendable; and

PUBLIC FINANCIAL MANAGEMENT REFORMS PROGRAM
Unqualified Opinion

There were no material issues noted during the audit of the financial statements of this Project.

Other Matter
20. Budget Control and Performance

The financial statements of the Public Financial Management Reforms (PFMR) Program reflect a budgeted
receipt from Government Entities of Kshs.302,058,126, while the actual amount on comparable basis
received from the National Treasury was Kshs.92,058,126 or 31percent of the budgeted receipts implying
that there was an under- collection of Kshs.210,000,000 representing 69.5percent of the expected receipts.
In addition, the financial statements of the PFMR Program indicate that the budgeted expenditure of the
purchase of goods and services component was Kshs.318,385,000, while the actual on comparable basis
expenditure was Kshs.144,348,802 (45percent) of the final budgeted expenditure. In view of the above, the
resultant under-expenditure Kshs. 174,036,198 represents 55percent of the budgeted expenditure.

Consequently, the Program may have not fully implemented programmes and work plans approved in the
budget thus delaying provision of services to the citizens.

Submission by Accounting Officer

The Accounting Officer submitted that the budgeted receipts of the transfer from the government entities
component was Kshs.302,058,126/= while the actual amount on comparable basis received from the
National Treasury was Kshs.92,058,126/= (30.5percent of the budgeted receipts resulting to an under-
collection of Kshs.210,000,000/= representing 69.5percentof the expected receipts. The under collection
of Kshs. 210,000,000/= was GoK counterpart funding to support the Kenya Revenue Authority (KRA)
Data Warehouse and Business Intelligence (DWBI) project. The under expenditure was due to the
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challenge that the supplier (Verve K.O Limited) had not finalized the supply and installation of phase one
of the KRA project and therefore payment could not be made.

Further, the under-expenditure of Kshs.174,036,198/= which represents 54.7percent expenditure of
purchase of goods and services was due to the same reason that payment to the supplier of KRA Data
Warehouse and Business Intelligence (DWBI) project was not effected.

Committee Observations and Findings

The financial statement of the Public Financial Management Reforms Program received an
unqualified opinion in the FINANCIAL YEAR 2016/2017 which is commendable.

Committee Recommendation

The Cabinet Secretary, National Treasury should ensure that the budget prepared by the National
Treasury is realistic and adheres to credible budgeting process.

GLOBAL FUND PROGRAM FOR EXPANDING HIV PREVENTION CARE TREATMENT
SERVICES TO REACH UNIVERSAL ACCESS (80percent COVERAGE) TO REDUCE BOTH
INCIDENCE AND ASSOCIATED IMPACT (GRANT NO KEN - H - TNT)

Unqualified Opinion

There were no material issues noted during the audit of the financial statements of this Project.

Other Matter

21. Budget Control and Performance

The Global Fund had a budget provision for HIV of Kshs. 11,347,547,428 voted for the financial year

2016/2017. However, the Project recorded an actual expenditure of Kshs. 6,961,787,438 thereby
underspending by Kshs.4,385,759,989 or about 39percent.

The budget absorption and utilization rate stood at 61percent, implying that about 39percent of the
budgeted development programmes were not implemented. The project management budgeted
Kshs.119,841,179 for acquisition of non-financial assets but only Kshs.2,086,000 (or 2percent) was spent
on purchase of computer and furniture leaving 98percent or Kshs.117,755,179 budgeted for purchase of
motor vehicles and medical and dental equipment unspent.

Submission by Accounting Officer

The Global Fund had a budget provision for HIV of Kshs. 11,347,547,428/= voted for the financial year
2016/2017 and the Project recorded an actual expenditure of Kshs.6,961,787,438/= thereby underspending
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by Kshs.4,385,759,989/= or about 39percent. The under absorption was due to the following reasons:-

(i) NASCOP had planned for procurement of the first line drug Tenofovir/Lamivudine/Efavirenz (TLE)
(which had a significant value in the budget) in 2016/2017. During the year, the Food and Drug
Administration approved the use of another regimen, Tenofovir/Lamivudine/Dolutegravir (TLD), a
drug with better efficacy for the management of HIV. The Clinical Technical Working Group at
NASCOP recommended the adoption of TLD as a first line regimen to replace TLE. Further, the
Network for People Living with HIV and AIDS in Kenya (NEPHAK) petitioned the Principal
Secretary, Ministry of Health to adopt the use of TLD as a first line treatment for HIV in Kenya. The
procurement of TLE was therefore put on hold pending discussions with the Global Fund to approve
the procurement of TLD. This approval was granted in October 2017 leading to a significant delay in
the procurement. The deliveries were done in 2017/2018 following which the payments were made.

(i) Delays in delivery of other HIVV commodities by the suppliers. Deliveries of the ARVs were expected
in the last quarter of the financial year but were received at KEMSA in the first quarter of the 2017/2018
financial year.

(iii)Savings - In the financial year 2016/17, the program realized savings from lower costs under the
procurement of ARVS, nutritional supplements, condoms and other commodities amounting to
USD.15,488,329 (Kshs.1,548,832,900/=). This could have been attributed to reduced cost of HIV
commodities in the market and the supplier summit that was held by the program and the procurement
agents to negotiate for better prices for commodities. This led to a significant amount of unabsorbed
budget.

The project management budgeted Kshs. 119,841,179/= for acquisition of non-financial assets but only Kshs.
2,086,000/= (or 2percent) was spent on purchase of computer and furniture leaving 98percent or
Kshs.117,755,179/= budgeted for the purchase of motor vehicles and medical and dental equipment unspent.
The reasons for the under expenditure are:- National AIDS and STI Control Program (NASCOP) had
budgeted for procurement of Genetic Analyzer machine in the F/Y 2016-2017 at a cost of USD 1m
approximately (Ksh.103M). NASCOP requested for authority to initiate the procurement of the Genetic
Analyzer from the Global Fund.

Before giving the approval, the Global Fund requested the NASCOP team to share the specifications of the
machine with the World Health Organization (WHQO) HIV Drug Resistance team in Geneva, Switzerland.
This was to ensure that the machine procured would have the latest, adequate WHO-recommended
technology.

In addition, the Global Fund recommended that the HIV drug resistance protocols should be put in place
before the approval of the procurement. This process of consultation with the WHO team and the finalization
of the protocols took longer than was expected and therefore the procurement of the machine delayed leading
to unabsorbed funds. This procurement happened in 2017/2018 and the payments for the same were made in
the same year.

Committee Observations and Findings

(i) The financial statement of the Global Fund Program for Expanding HIV Prevention Care
Treatment Services to reach Universal Access (80percent Coverage) to Reduce Both Incidence
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and Associated Impact (Grant No KEN - H - TNT) received an unqualified opinion in the
Financial Year 2016/2017 which is commendable; and

(if) The Global Fund had a budget provision for HIV of Kshs.11,347,547,428/= voted for the financial
year 2016/2017 and the Project recorded an actual expenditure of Kshs.6,961,787,438/= thereby
underspending by Kshs.4,385,759,989/=

(iii)The committee marked the matter as resolved.

Committee Recommendation

The Cabinet Secretary, National Treasury should within three (3) months of adoption of this report
put in place framework to address challenges associated with low donor financed projects. Further,
donor financed programmes and projects should only be included in the budget if the MDAs have
the requisite capacity to meet the donor conditions.

STUDY AND CAPACITY BUILDING FUND PROJECT (CREDIT NO: CKE 6015 01 K)
Unqualified Opinion

There were no material issues noted during the audit of the financial statements of this Project.
Emphasis of Matter: - Budgetary Control and Performance

The statement of comparative budget and actual amount reveals that the project had budgeted receipts of
Kshs. 10,000,000 as proceeds from domestic and foreign grants but only received Kshs. 3,420,000 resulting
to an unrealized receipt of Kshs. 6,580,000 or 66percent of the budgeted amounts. Similarly, out of the
budgeted expenditure of Kshs. 10,000,000 actual expenditure amounted to Kshs. 3,420,000 resulting to an
under expenditure of Kshs. 6,580,000 or under receipts of 66percent of the budget.

Consequently, the project may not have fully realized its potential from activities approved in the budget
thus delaying provision of services to the citizens.

Submission by Accounting Officer

The Accounting Officer submitted that the statement of comparative budget and actual amount reflected
budget receipt of Kshs.10,000,000/= as proceeds from domestic and foreign grant but only received
Kshs.3,420,000/=. Similarly, out of the budgeted expenditure of Kshs. 10,000,000/= actual expenditure
amounted to Kshs. 3,420,000/= resulting to under expenditure of Kshs. 6,580,000/= or under receipt of
66percent of the budget. The under expenditure was due to delayed issue of “no objection” from AFD for
training of officers and procurement of office equipment.

The no objection was issued on 13" March, 2017 hence there was limited time to procure office equipment
and for officers to make logistical arrangement to participate in training
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Committee Observations and Findings

(i) The financial statement of the Study and Capacity Building Fund Project (Credit No. CKE 6015
01 K) received an unqualified opinion in the Financial Year 2016/2017 which is commendable;
and

(if) The statement of comparative budget and actual amount reveals that the project had budgeted
receipts of Kshs. 10,000,000 as proceeds from domestic and foreign grants but only received Kshs.
3,420,000 resulting to an unrealized receipt of Kshs. 6,580,000 or 66 of the budgeted amounts.

(iii)The committee marked the matter as resolved.

Committee Recommendation

The Cabinet Secretary, National Treasury should within three (3) months of adoption of this report
put in place framework to address challenges associated with low donor financed projects. Further,
donor financed programmes and projects should only be included in the budget if the MDASs have
the requisite capacity to meet the donor conditions.

TECHNICAL SUPPORT PROGRAMMES PROJECT (KE/FED/2009/021421)
Unqualified Opinion

There were no material issues noted during the audit of the financial statements of this Project.
Committee Observations and Findings

The financial statement of the Technical Support Programmes Project (KE/FED/2009/021421)
received an unqualified opinion in the Financial Year 2016/2017 which is commendable.

KENYA PETROLEUM TECHNICAL ASSISTANCE PROJECT (IDA CREDIT NO.5526KE)
Unqualified Opinion

There were no material issues noted during the audit of the financial statements of the Project.
Emphasis of Matter

Budget Control and Performance Further, the statement of comparative budget and actual amounts reveals
that the project had budgeted loan receipts of Kshs. 81,000,000 from external development partners but
only realized Kshs. 50,501,410 resulting in an unrealized receipts of Kshs. 30,498,590 or 38percent.
Similarly, out of the budgeted expenditure of Kshs. 81,000,000, actual expenditure amounted to Kshs.
48,349,905 resulting to an under expenditure of Kshs. 32,650,095 or under receipts of 40percent.
Consequently, the project may not implement all its activities approved in the budget thus delayed
provision of services to the citizens.
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Submission by Accounting Officer

The Accounting Officer submitted that the budgeted expenditure for Financial Year 2016/17 was Ksh.
81,000,000/=. The actual expenditure out of this budget was Ksh. 48,349,905/=. This resulted to a deficit
of actual expenditure over the budget of Ksh. 32,650,095/= (40percent of the budget). The lower than
projected expenditure was largely attributable to the delayed commencement of the consultancy services
due to late submission of the Terms of Reference by the implementing Agency (KRA) KEPTAP hence
only capacity building activities were implemented during the year.

Committee Observations and Findings

(i) The financial statement of the Kenya Petroleum Technical Assistance Project (IDA Credit
No0.5526KE) received an unqualified opinion in the Financial Year 2016/2017 which is
commendable; and

(if) The budgeted expenditure for the project in the Financial Year 2016/17 was Ksh. 81,000,000/=.
The actual expenditure out of this budget was Ksh. 48,349,905/. This resulted to a deficit of actual
expenditure over the budget of Ksh. 32,650,095 representing 40 percent of the budget.

Committee Recommendation

The Cabinet Secretary, National Treasury should within three (3) months of adoption of this report
put in place framework to address challenges associated with low donor financed projects. Further,
donor financed programmes and projects should only be included in the budget if the MDAs have
the requisite capacity to meet the donor conditions.

MICRO FINANCE SECTOR SUPPORT CREDIT PROJECT

Unqualified Opinion

There were no material issues noted during the audit of the financial statements of this Project.

Emphasis of Matter

Going Concern/Sustainability of Services

Clause 10 of the financial agreement between the Government of Kenya and French Development Agency
(AFD) states that the deadline of disbursement shall be 31 October 2010. Further, the financial statements
of the Micro-Finance Sector Support Credit project under project information show that the project end

date is 31 December 2014 as per amendment No.002.

Further, it was also noted that the Project Management Unit continued to prepare financial statements
despite the project having ended on 31 December 2014 without submitting the accompanying project
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closure report. The Micro-Finance Sector Support credit project risks giving the misrepresented view that
the project is still running yet there is evidence that it was scheduled to close on 31 December 2014.

Submission by Accounting Officer

The project Management Unit has continued to prepare financial Statements despite the project having
ended on 31° December 2014 without submitting the accompanying project closure report. This is because
the final audit report on the project has not been done. Procurement of audit consultancy service to facilitate
closure of the report has been concluded the contract has been signed. The project is currently being
audited.

Committee Observations and Findings

(i) The financial statement of Micro Finance Sector Support Credit Project received an unqualified
opinion in the Financial Year 2016/2017 which is commendable; and

(if) The Project Management Unit continued to prepare financial statements despite the project
having ended on 31 December 2014 without submitting the accompanying project closure report.
Procurement of audit consultancy service to facilitate closure of the report has been concluded
the contract has been signed. The project is currently being audited.

Committee Recommendation

The Accounting Officer should within three (3) months of tabling and adoption of this report ensure
that the audit of the project is completed, and the financial statements and audit is submitted to the
Auditor-General for review.

GLOBAL FUND FOR SCALING UP MALARIA CONTROL INTERVENTIONS FOR IMPACT
PROJECT (GRANT NO. KEN- M- TNT)

Unqualified Opinion

There were no material issues noted during the audit of the financial statements of this Project.

Emphasis of Matter
Budget Control and Performance

The Global Fund KEN-M-TNT had a budget of Kshs. 2,026,014,894 for the year under review but recorded
an expenditure of Kshs. 980,173,582 leaving a balance of Kshs. 1,045,841,312 equivalent to 52percent
budget under-absorption. This implies that more than half of the activities budgeted for development
programmes were not implemented. Similarly, from the statement of receipts and payments, an amount of
Kshs. 961,375,971 was received during the year against a budget of Kshs. 2,026,014,894 and thus Kshs.
1,064,638,923 of budgeted funds were not received. Similarly, in the previous year, funds amounting to
Kshs. 1,568,213,904 were not received. It is however noted that the programme was closing on 31
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December 2017, no explanation has been provided on how the project management intends to account for
the undisbursed funds.
Consequently, the project may not have fully implemented its activities.

Submission by Accounting Officer

The Global Fund KEN-M-TNT had an expenditure of Kshs. 980,173,582/= against a budget of Kshs.
2,026,014,894/=. The reasons that led to the under absorption are:-

The Accounting Officer submitted that the main activities under the Malaria Grant are procurement of Long-
Lasting Insecticide Treated Mosquito Nets and Rapid Diagnostic Test Kits (RDT’s). Most of the deliveries
for the mosquito nets were expected in May, 2017 following which payment was to be done. However, there
were delays in deliveries by the suppliers which led to the payments being pushed to 2017/2018 which have
since been paid. Similarly, from the statement of receipts and payment an amount of Kshs. 961,375,971/=
was received during the year against a budget of Kshs. 2,026,014,894/= leading to an under collection of
Kshs. 1,064,635,923/=.

The reason for the under receipts as stated above was due to the delayed delivery of Long-Lasting Insecticide
Treated Mosquito Nets which was the main budget under Malaria grant. These were expected to be delivered
and paid before the end of the financial year but this never materialized leading to significant under
absorption. The nets were however delivered in the financial year 2017/2018 and the payments to the
suppliers made during the same year.

The project implementation was extended to 30 June 2018, and the payment of delivered commodities was
extended to 31st December, 2018 by which period all the deliveries were done and payments to the suppliers
were made. Hence despite the delays, the program finally achieved the intended objectives in ensuring that
the Mosquito nets and test kits reached the beneficiary and the fight against Malaria was scaled up.

Committee Observations and Findings

(i) The financial statement of the Global Fund for Scaling up Malaria Control Interventions for
Impact Project (Grant No. KEN- M- TNT) received an unqualified opinion in the Financial Year
2016/2017 which is commendable; and

(ii) The Global Fund KEN-M-TNT had an expenditure of Kshs. 980,173,582/= against a budget of
Kshs. 2,026,014,894. The under absorption was attributed to various reasons including
procurement related challenges.

Committee Recommendation

The Cabinet Secretary, National Treasury should within three (3) months of adoption of this report
put in place framework to address challenges associated with low donor financed projects including
procurement issues. Further, donor financed programmes and projects should only be included in
the budget if the MDAs have the requisite capacity to meet the donor conditions.
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PROGRAMME FOR RURAL OUTREACH OF FINANCIAL INNOVATIONS AND
TECHNOLOGIES (IFAD LOAN NO. 814-KE AND GRANT NO. 1218KE)

Basis for Qualified Opinion
22. Compliance with the Financing Agreement

During the year under review, Government of Kenya (GOK) counterpart funds were released at the close
of the financial year. Consequently, programme activities earmarked for execution utilized the Donor’s
funds in anticipation that Government funds will be released in time to set off the expenditures before the
close of the year. Available information however indicates that the GOK funds were released on 30 June
2017 and recorded in the Programme’s books of account on 3 July 2017. This in effect meant that the
money was not available to finance the Project’s activities outlined in the annual work plan.

In addition, contrary to the provisions of the financing agreement, the management did not seek for
authority in form of a letter of no objection before it committed donor funds to purchase a motor vehicle at
a cost of Kshs. 4,797,600.

Submission by Accounting Officer

The Accounting Officer submitted that during the year under review (2016/2017), Government of Kenya
(GoK) counterpart funds were released to the project on 30th June, 2017 and received on the project bank
account on 3" July, 2017. The projects allocation was budgeted for during the supplementary budget 11
hence the reason for late release. The funds were accounted for when preparing the project’s financial
statements for the financial year 2017/2018.

The purchase of the new vehicles at cost of Kshs. 4,797,600/= was 100percent charged under GoK
counterpart financing and therefore only required Accounting Officer’s approval. Letter of “no objection”
was not required.

Committee Observations and Findings

(i) The purchase of the new vehicles at cost of Kshs. 4,797,600/= was 100 percent charged under
GoK counterpart financing and therefore only required Accounting Officer’s approval. Letter
of “no objection” was not required; and

(i) The committee marked the matter as resolved.

23. Management and Custody of Assets

During the year under review, a project vehicle- Registration Number GKB 226F- was involved in an
accident on 28 November, 2015 along Makuyu - Thika - Muranga Road. However, no report was made on
the accident by the driver as required in law. The vehicle was at the time of the accident carrying National
Treasury officials, who had appropriately been authorized by the Principal Administrative Secretary to use
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the vehicle outside Nairobi Area and beyond government working hours in Western Kenya between 22-28
November, 2015.

It was not possible to confirm whether the authority for the journeys to Western Kenya had been granted
as the vehicle’s work tickets were not made available for audit review. In addition, the project’s
management appears not to have been privy to the arrangement as no request or notification was availed
attesting to such request having been made to release the vehicle for the said use.

After the accident, the Project’s management sought authority to purchase a new vehicle using GOK funds
on the premise that the old project vehicle was not in serviceable condition. The request contradicted the
Chief Mechanical and Transport Engineer (CMTE) certificate of Examination and Test (VTA No. 800948)
which had indicated that the vehicle was serviceable upon assessment of the extent of the damage caused
in the accident.

Submission by Accounting Officer

The Accounting Officer submitted that the project vehicle GK B226F was authorized by the Principal
Administrative Secretary to carry the National Treasury officials to Western Kenya between 22-28™
November, 2015. When the vehicle returned from the Western trip, on 28" November, 2015 the driver
without authority drove the vehicle along Makuyu-Thika-Murang’a road and had an accident. This was
gross-misconduct and he was dismissed from the service.

The project manager need to seek authority to purchase a new vehicle arose from additional staff within
the programme coordinating unit. The staff increased from two (2No.) to nine (9No.). For effective
delivery of service an additional vehicle was necessary.

Committee Observations and Findings
(i) The physical verification of the accident vehicle was done during the audit of the Financial Year
2017/2018 which has revealed that it was in serviceable condition. The vehicle is currently under

repair and once this is done then the vehicle will be retained in the vehicle pool of the project.
(if) The committee marked the matter as resolved.

CONSOLIDATED FUND SERVICES - SALARIES, ALLOWANCES AND MISCELLANEOUS
SERVICES

Basis for Qualified Opinion
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24. Cash and Cash Equivalent

The statement of assets and liabilities reflects cash and cash equivalent of Kshs. 62,189,652 as at 30 June
2017. Although the figure is correctly stated and supported by the bank reconciliation statement, the
following anomalies were noted.

a) Payments in the Cashbook not in Bank Statement

The bank reconciliation statement includes payments in cashbook not in bank statement totalling
Kshs.217,044,268 which includes Kshs.4,896,342 that have been outstanding since October 2014. It has
not been explained why the payments have taken so long to be reflected in the bank.

Submission by Accounting Officer

The Accounting Officer submitted that the Bank Reconciliation statement as at 30" June 2017 included
payments in cash book not in bank statement totaling Kshs.217,044,268/=, which includes an amount of
Kshs.4,896,412/= that had been outstanding since October 2014. The entire outstanding amount has since
been cleared.

b) Receipts in the Bank Statement not in the Cashbook

The bank reconciliation statement also reflects receipts in bank statement not recorded in the cashbook of
Kshs. 637,637.65 as at 30 June 2017. Some of the receipts have not been recorded in the cashbook since
2014. No explanation has been given why the cashbook has not been updated.

Submission by Accounting Officer

The Accounting Officer submitted that the bank reconciliation statement also reflected receipt in bank not
in cashbook amounting to Kshs.s.s.637,637.65/=. The amount constituted credits that had directly been
made to the bank account, whose credit notes had not been received. However, the credit notes were later
received, official receipt and FO 17 issued. The amount has since been posted in the cash book and cleared
from the bank reconciliation statement.

Committee Observations and Findings

(i) The credit notes were later received and official receipt and FO 17 were issued. The amount has
since been posted in the cash book and cleared from the bank reconciliation statement.

(it) The committee marked the matter as resolved.

25. Account Balances not Recorded in Ledger

The financial statement reflects balances of individual items that were not reflected in the ledger of the
fund for the financial year 2016/2017 as indicated below.
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Exchequer releases 3,905,744,684

Transfers from other government entities 362,830,853

Other receipts 18,420,097

The management has not explained the source of the balance and therefore the figures in the financial
statement in respect to the specific items cannot be authenticated.

Submission by Accounting Officer

The Accounting Officer submitted that the financial statement reflects balances of individual items
indicated below that were not reflected in the ledger for the financial year 2016/2017.

Exchequer releases 3,905,744,684.00
Transfer from other Government Entities 362,830,853.00
Other Receipts 18,420,097.00

These amounts were not reflected in the ledger accounts at the time the accounts were submitted to the
Auditor. This was occasioned by the fact that Consolidated Fund Services were not fully integrated into
the Integrated Financial Management System (IFMIS). The IFMIS was used for the first time to capture
expenditure in the financial year 2016/17 and encountered various teething problems. However, the amount
of Kshs.3,905,744, 684/= which represented all exchequers issues for Independent Constitutional Offices
Holders and other miscellaneous expenses CFS-R52 were later captured and posted in the Ledger. The
records were availed for audit verification.

The amount of Kshs. 362,830,853/= represented funding for guaranteed loans under CFS R-52. However,
the exchequer was erroneously issued under CFS Public Debt R-50. The amount was later correctly
captured in the ledger in R50 and subsequently transferred to CFS—R52. Documentation supporting this
transaction has since been shared with the Auditor.

The other receipts totaling Kshs.18,420,097/= were salary recoveries and transfers paid to CFS R52
erroneously from other Ministries and Departments which were captured in both the cashbook and the
ledger. The receipts were later paid to the Exchequer Account.

Committee Observations and Findings

(i) The financial statements statement did not reflect balances in the ledger accounts at the time the
accounts were submitted to the Auditor. This was occasioned by the fact that Consolidated Fund
Services were not fully integrated into the IFMIS. The amounts were later captured and posted
in the ledger and the records were availed for audit verification; and

(it) The committee marked the matter as resolved.
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26. Prior year Adjustment

The statement of assets and liabilities as at 30 June 2017 shows a prior-year adjustment of Kshs. 26,919,334
being part of the net financial position. The statement indicates that the prior-year adjustment is explained
in Note 11 to the financial statements. However, Note 11 to the financial statements indicates a prior-year
adjustment of Kshs. 31,142,627. The resultant discrepancy between the notes and the statement of assets
and liabilities has not been explained.

Submission by Accounting Officer

The Accounting Officer submitted that the statement of assets and liabilities as at 30" June 2017 shows a
prior year adjustment of Kshs.26,919,334/= while Note 11 to the financial statements initially indicated a
prior year adjustment of Kshs.31,142,627/=.

The prior year adjustment was erroneously reflected in the Note No.11 as Kshs. 31,142,627/= instead of
Kshs. 26,919,334/=. The note has since been amended to reflect the correct figure, and submitted to the
auditor for verification

Committee Observations and Findings

(i) The Accounting Officer submitted that the statement of assets and liabilities as at 30" June
2017 shows a prior year adjustment of Kshs.26,919,334/= while Note 11 to the financial
statements initially indicated a prior year adjustment of Kshs.31,142,627;

(if) The prior year adjustment was erroneously reflected in the Note No.11 as Kshs. 31,142,627/=
instead of Kshs. 26,919,334/=. The note has since been amended to reflect the correct figure,
and submitted to the auditor for verification; and

(ii1) The committee marked the matter as resolved.

27. Suspense Balance

The statement of assets and liabilities reflects a balance of Kshs. 4,456,673 referred to as a difference. The
management has not explained what these differences represent and therefore it is not possible to confirm
the suspense account balance as presented in the statement of assets and liabilities.

Submission by Accounting Officer

The Accounting Officer submitted that the statement of assets and liabilities reflects a balance of suspense/
difference of Kshs. 4,456,673/=. The amounts represented salary overpayment recoveries and salary
advances. Salary payments were accounted for in the payroll execution and hence adjustment was
necessary to ensure that amounts paid in payroll have not been accounted for twice.
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Committee Observations and Findings

(i) The statement of assets and liabilities reflects a balance of suspense/ difference of Kshs.
4,456,673/=. The amounts represented salary overpayment recoveries and salary advances.
Salary payments were accounted for in the payroll execution and hence adjustment was
necessary to ensure that amounts paid in payroll have not been accounted for twice.

(if) The error has since been corrected and therefore the Committee marked the matter as resolved.

28. Pending Issues for the Financial Year 2015/2016

In the audit report for 2015/2016, several issues were raised which they have not been responded to
satisfactorily by the management.

1) Prior Year Adjustments

The statement of assets and liabilities as at 30 June 2016 reflected an amount of Kshs. 8,883,205,334,
referred to as a prior year adjustment but has not been explained or analyzed. Further, the statement had
reflected funds balance brought forward, compensation of employees and account receivables which had
been re-stated to Kshs.8,566,405,035, Kshs.2,416,693,457 and nil balance, instead of Kshs.397,382,932,
Kshs.2,418,352,317 and 8,663,621,032 respectively as reflected in the audited financial statements for
2014/2015. In addition, the statement of financial position also shows clearance of outstanding item of
Kshs. 11,980,334. The National Treasury has not explained or provided details of the said adjustments.
Consequently, the accuracy of the balances reflected in the financial statements cannot be ascertained.

Submission by Accounting Officer

The prior year adjustment of Kshs. 8,883,205,334/=

The statement of Assets and Liabilities as at 30" June, 2016 reflected an amount of Kshs.8,883,205,334/=
in respect of prior year adjustments resulting from accumulated Exchequer under issues as analyzed
below:-

(Kshs.)
Exchequer Under issues b/fwd 8,848,051,762
Surplus for the year (2015/2016) 153,599,122
Cash book Balance (30.06.2016) (118,445,551)
Cumulative Exchequer Under issues (30.06.2016) 8,883,205,333

The accumulated Exchequer under issues had been carried in the books and reported as receivables. The
budget allocation expired at the end of the respective financial years and since the accounts were prepared
on cash basis, the same had to be adjusted.

a) Restatement of expenditure on compensation of Employees for Financial Year 2014/2015 from
Kshs. 2,418,352,317/=to Kshs. 2,416,693,457/=.
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b) The expenditure was revised by Kshs.1,658,860/= to exclude re-credited salary overpayment
recoveries and returned cheques (RTGS) which had been erroneously included in the financial
statements

¢) Restatement of Fund Balance brought forward from Kshs. 397,382,932.20 to Kshs..8,566,405,035.
The Fund Balance was restated from Bank certificate balance of Kshs. 397,382,932.20 to Kshs.
8,566,405,035 to recognize the accumulated Exchequer under issues balance brought forward from
financial year 2013/2014.

d) The accumulated Exchequer under issues was being reflected in the financial statements as
receivables. The Budget allocation expired at the end of the respective financial years and since the
accounts were prepared on cash basis, the reporting of Exchequer under issues has since been
discontinued.

e) Account Receivables of Kshs. 8,663,621,032/=. The Account receivables of Kshs.8,663,621,032/=
in respect of Exchequer under issues as at 30" June, 2015 comprised of the accounts receivable
brought forward.

f) Outstanding item for Kshs. 11,980,334/= cleared from the statement of financial position. The
amount related to overcast on Payment Authority (PA) No.101684 which had been reported in the
payment voucher as Kshs. 12,101,354.40 instead of Kshs.121,020.90. The variation was due to
application of a wrong exchange rate. The error has since been corrected.

Committee Observations and Findings
The committee abides by its recommendations in the adopted report of the financial year 2015/2016.
i) Unspent Appropriation/Cash Balance

The statement of financial position as at 30" June 2016 reflected a bank balance of Kshs.397,382,932 under
the comparative balances for the financial year 2014/2015 bid which had been re-stated
Kshs.8,848,051,762 as balance carried forward in the statement of financial position as at 30 June 2016.
No explanation has been provided to explain the reason for the restatement of the balance.

Submission by Accounting Officer

The restatement of the Bank balance in the statement of financial position as at 30" June 2016 from
Kshs.397,382,932/= to Kshs.8,848,051,762 was necessary to recognize the accumulated exchequer under
issues brought forward from prior periods and also to correct an overcaston PA no0.101684. The
accumulated Exchequer under issues had been carried in the books and reported as receivables. The Budget
allocation expired at the end of the respective years and since the accounts were prepared on cash basis,
the reporting of Exchequer under issues was discontinued in financial year 2015/2016.

- _________|
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Committee Observations and Findings

It was observed that the paragraph was a prior year matter and the Committee had made its
determination on the matter in its report for Financial Year 2015/16.

THE STATEMENT OF OUTSTANDING OBLIGATIONS GUARANTEED BY THE KENYA
GOVERNMENT

Basis for Qualified Opinion
29. Long Outstanding Balances

The statement of outstanding obligations guaranteed by the Kenya Government as at 30" June 2017 reflects
long outstanding contingent liabilities totaling Kshs.164,132,746 made up of Kshs.11,814,920 and
Kshs.152,317,825 relating to Kenya Railways Corporation and Cereals and Sugar Finance Corporation,
respectively. Settlement of these liabilities appear to be uncertain because the National Treasury has
indicated that their clearance is dependent on redemption of bonds issued by Kenya Railway Corporation
and completion of winding up process of the Cereal and Sugar Finance Corporation.

Submission by Accounting Officer
Kenya Railways Corporation

The Accounting Officer submitted that the statement of Obligations Guaranteed by Government of Kenya
reflects contingent liabilities amounting to Kshs. 11,814,920/= guaranteed to Bond Holders relating to
Kenya Railways Corporation. The amount has remained outstanding pending redemption of the Bonds by
the borrower or on the event of default; the guarantor would pay the Bond Holders.

Kenya Railways Corporation has informed us vide their letter referenced KRC/FIN/22 dated 9" April, 2018
that there are no documents to support the two Bonds thus the corporation is unable to provide information
on the maturity dates or details of the Bond Holders. They have further confirmed that no claim or
communication on the said Bonds has been received in the last ten years. Further, The National Treasury
wrote vide letter referenced No.DMD4/46 dated 30" November 2018, seeking the corporation’s
concurrence to stop reporting these bonds in the financial statements forthwith. The corporation vide letter
Ref: No. KF/FIN/NT/(13) dated 5" March, 2019 concurred with Treasury’s proposal.

Cereals and Sugar Finance Corporation Kshs. 152,317,825.00
The Accounting Officer submitted that the obligation guaranteed by the Government in respect of

borrowing by Cereals and Sugar Finance Corporation (CSFC) amounting to Kshs.152,317,825/= has
remained outstanding pending conclusion of the winding up of the Corporation.
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The taskforce on winding up of all dormant funds including Cereals and Sugar Finance Corporation
prepared its financial statements and submitted them for audit. In addition, the Task force report was
forwarded to the Attorney General for legal advice. The Attorney General’s opinion is in the process of
being implemented.

Committee Observations and Findings

(i) The status of obligation guaranteed by the Kenya Government to bond holders of Kenya
Railways Corporation Ksh. 11,814,920.20 in the absence of any indication that the obligation
guaranteed has crystallized, it remains a contingent liability; and

(if) It was observed that the Sub-paragraphs relate to paragraph 10 and the matter remains
unresolved. A working paper had been completed awaiting Cabinet approval and onward
transmission to parliament.

Committee Recommendations

The explanation by the Accounting Officer was satisfactory and the matter shall await and abide the
Cabinet approval.

KENYA LOCAL LOANS SUPPORT FUND
Basis for Disclaimer of Opinion
30. Un-supported Balances

The balances reflected in the statement of financial assets under cash balances, investment at cost Cereals
and Sugar Finance Corporation (CSFC) and accrued interest of Kshs. 5,000,000, Kshs. 10,410,374, and
Kshs. 71,595,406, respectively have not been supported by notes, analyses and other documentary
evidence. The accuracy of the balances cannot therefore be ascertained.

Submission by Accounting Officer

The Accounting Officer submitted that the explanatory notes in support of the balances referred to are as
shown below:-

(i) Bank Balance — Kshs.5,000,000/=

This is the initial amount used to establish the fund. It is held in the deposit account of The National

Treasury. The amount had been erroneously omitted in the Cash flow statement. The statement was
amended to include Bank balance at beginning of the year Kshs. 5,000,000/=.
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(ii) Investment at cost — Kshs. 10,410,373.50

The amount was invested in Kenya Stocks of which Kshs. 4,045,400/= is held in the sundry creditors
account in Central Bank of Kenya while the balance of Kshs. 6,365,300/= was redeemed and have nil
balances in the bank. Records of redemption have however not yet been traced to facilitate updating of
investment records. The National Treasury requested the Central Bank of Kenya vide letters referenced
No. DMD 4/46°L’ dated 3™ May 2018 and 14" August, 2018 to give the date of redemption which is yet
to be received.

(ifi)Accrued Interest Kshs.71,595,406.00

This amount of accrued interest has remained the same from 30" June, 2006 to-date and is awaiting the
winding up of the fund. The task force recommended the winding up and sought legal opinion from the
Attorney General. The National treasury is in the process of implementing the AGs recommendations

Committee Observations and Findings

(i) The Accounting Officer did not at the time of audit submit to the auditors supporting notes,
analyses and other documentary evidence for the statement of financial assets under cash
balances, investment at cost Cereals and Sugar Finance Corporation (CSFC) and accrued
interest of Kshs. 5,000,000, Kshs. 10,410,374, and Kshs. 71,595,406;

(it) The committee observed that a balance of Ksh. 6,365,300 relates to the old balances and awaits
task force recommendations. The matter remains unresolved.

Committee Recommendation

The Accounting Officer should ensure that the entity keeps up-to-date and reconciled financial and
accounting records that comply with provisions of Section 68(2) of the PFM Act 2012 and that
complete financial and accounting records are presented to the National Assembly within three (3)
months after the close of the financial year pursuant to the provisions of Article 229 of the
Constitution of Kenya 2010 and Section 68(2k) of the PFM Act 2012.

31. Failure to Redeem Stocks

In the audit reports for previous years, reference had been made to stocks valued at Kshs. 10,430,700 which
were past their redemption dates with the last redemption date for a sum of Kshs. 17,400 having been on 6
February 2010. The National Treasury had explained in the past that the stocks were redeemed some years
ago but erroneously accounted for as revenue.

However, records to confirm the erroneous accounting for receipts and subsequent correction in the books
of account have not been made available for audit review to date.
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Submission by Accounting Officer

The Accounting Officer submitted that the Kenya stocks amounting to Kshs. 10,410,700/= appear to be
outstanding in the investment account although they are past redemption period. The redemption proceeds
in respect of 6 percent Kenya stocks 1997 and 6 percent Kenya Stock 2010 amounting to Kshs.4,045,400/=
are still held in the sundry creditors account at Central Bank of Kenya assigned to the Permanent Secretary,
National Treasury. Central Bank of Kenya requires that we submit original stock certificates to facilitate
payment. It has been a challenge to trace the original stock certificates relating to these Stocks due to the
old nature of manual records kept. The National Treasury wrote to the Central Bank of Kenya (Appendix
31) seeking payment of Kshs. 4,045,400/= based on records held in the Bank.

The Central Bank of Kenya confirmed that (1981) 10 % percent Kenya Stock 2003, 10 %, percent Kenya
Stock 2000, 8 ¥4 percent Kenya Stock 1992, 8 2 percent Kenya Stock 1991/92, 6 percent Kenya Stock “A”
1990 and 8percent Kenya Stock 1992 all amounting to Kshs.6,365,300/= were redeemed and have nil
balances in their books.

However, the documents relating to the redemption of these stocks have not been availed to enable us to
trace and account for the redemption proceeds.

Therefore, the investment account will be updated once the redemption proceeds amounting to Kshs.
4,045,400/= are received from Central Bank of Kenya and records relating to the redemption of Kshs. 6,
365,300 are traced.

Committee Observations and Findings

(i) The Committee observed that the documents relating to the redemption of the stocks have
not been availed for audit review and accounting for redemption proceeds.

(if) The Commission by the Accounting Officer is an act of maladministration and leads to
improper conduct.

(iii)The Committee therefore marked the matter as unresolved.

Committee Recommendations

The Accounting Officer should ensure that the documents relating to the redemption of the stocks
are availed, and accounts for the redemption of proceeds are traced, reconciled and submitted to the
Auditor-General within three (3) months of tabling and adoption of this report.

32. Winding Up of the Fund

According to information available, the Kenya Local Loans Support Fund is in the process of being wound
up in line with recommendations of the Public Accounts Committee and instructions by the National
Treasury that all dormant funds be wound up. However, the process had not been completed as at 30 June
2017.
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Submission by Accounting Officer

The Kenya Local Loans Support Fund is dormant and earmarked for winding up in line with
recommendations of Public Accounts Committee and instructions by Treasury that all dormant funds
should be wound up. The task force recommended the winding up and sought legal opinion from the
Attorney General vide letter Ref. No.AG/CONF/6/E/170 VOL.II (5) dated 17" May, 2019. The Attorney
General made recommendations to be followed in winding up of each Fund. The National Treasury has
embarked on the implementation of the recommendations.

Committee Observations and Findings

(i) The Kenya Local Loans Support Fund is dormant and earmarked for winding up in line with
recommendations of PAC and instructions by the National Treasury that all dormant funds
should be wound up; and

(if) The task force recommended the winding up and sought legal opinion from the Attorney General
vide letter Ref. No.AG/CONF/6/E/170 VOL.I1 (5) dated 17" May, 2019.

Committee Recommendation

The Cabinet Secretary, National Treasury ensure the process of winding up of the Fund is completed
and final statement of accounts of the Fund are submitted to Parliament as stipulated in Section 24
(9) of the PFM Act, 2012.

CONSOLIDATED FUND SERVICES - PUBLIC DEBT
Basis for Qualified Opinion
33. Understated Treasury Bond Balance

The summary statement of outstanding public debt reflects outstanding treasury bonds balance of Kshs.
1,313,560,945,967 as at 30 June 2017. The schedule of outstanding treasury bonds provided, however,
reflects a balance of Kshs. 1,338,719,195,967 as at the same date. Thus, the Treasury Bonds balance is
understated by Kshs. 25,158,250,000. The balances in the statement of outstanding public debt of Kshs.
1,313,560,945,967 cannot therefore be confirmed.

Submission by Accounting Officer

The Accounting Officer submitted that the summary statement of public debt reflected an amount of
Kshs.1,313,560,945,967/= in respect of outstanding Treasury Bonds as at 30" June, 2017 against the
schedule of outstanding Treasury bonds provided of Kshs.1,338,719,195,967/= as at the same date. The
balance of Kshs. 1,313,560,945,967/= was based on actual Treasury bonds funded by the exchequer as at
30" June 2016.The resulting difference of Kshs. 25,158,250,000/= related to Treasury Bonds on call-up
N0s.090/2015/2016 and 092/2015/2016 which had been settled through Bank overdraft on the respective
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due dates of 16/05/2016 and 23/05/2016 (Appendix 33). However, exchequer funding was provided in the
subsequent year vide Recurrent Exchequer issue notification dated 19 July,2016 and subsequent transfer
of the same to Treasury bond account 1000004053 vide PDS 001 dated 21% July 2016. Therefore, the
reported difference of Kshs. 25,158,250,000/= was purely a matter of timing difference. The supporting
documentation was availed to the auditor for verification.

Committee Observations and Findings

(i) The total outstanding amount of public debt increased significantly to Kshs. 4,194,102,152,577 in
the Financial Year 2016/2017 representing an increase of approximately 137% over a five-year
period. Further, the outstanding treasury bonds balance was Kshs. 1,313,560,945,967 differed
with a schedule balance of Kshs. 1,338,719,195,967 as at 30t June 2017. Thus, the treasury bonds
balance was understated by Kshs. 25,158,250,000. The Cabinet Secretary, National Treasury
should take administrative action on the responsible officer charged with management of
treasury bonds and bills;

(if) The reported difference of Kshs. 25,158,250,000/= was purely a matter of timing difference. The
bonds have since been settled and the financial statement restated. Therefore, the Committee
marked the matter as resolved.

34. Cash and Cash Equivalent

(a) The statement of assets and liabilities reflects a bank balance of Kshs. 757,714,555 which however
differs with the Cashbook balance of Kshs. 1,741,262,570 by Kshs. 989,548,015 as at 30" June 2017. The
difference has not been explained.

Submission by Accounting Officer

The bank balance of Kshs.757,714,555/= reflected in the statement of assets and liabilities differs with the
cash book balance of Kshs.s.1,741,262,569.90 as at 30" June, 2017 by Kshs.983,548,014.90. The amount
of Kshs. 757,714,555/= was based on the IFMIS generated Trial Balance which did not take into
consideration various adjustments passed in the cashbook amounting to Kshs. 983,548,014.90.
Adjustments were later done in the IFMIS and Financial statements amended to reflect the cashbook
balance.

Committee Observations and Findings

The bank balance of Kshs.757,714,555/= reflected in the statement of assets and liabilities differs
with the cash book balance of Kshs.s.1,741,262,569.90 as at 30™" June, 2017 by Kshs.983,548,014.90.
The amount of Kshs. 757,714,555/= was based on the IFMIS generated Trial Balance which did not
take into consideration various adjustments passed in the cashbook amounting to Kshs.
983,548,014.90.
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Committee Recommendation

The Cabinet Secretary, National Treasury ensure that the IFMIS provides an efficient financial
management for both the national and county governments to ensure transparent financial
management and standard financial reporting as contemplated by Article 226 of the Constitution.
Further, Accounting Officers must desist from undertaking their financial operations including
adjustments off the IFMIS system to ensure complete reporting.

(b) Bank Reconciliation Statement
i)  Payments in Bank Statement Not in the Cashbook

Included in the bank reconciliation statement are payments of Kshs. 414,385,511 which have been
outstanding since the financial year 2014/2015. It is not clear why the payments have not been recorded in
the cashbook to date. The payments details are as indicated below:

Date Reference Amount (Kshs)
30/09/2014 1000136537 207,047,871.90
30/03/2015 FT15086JYFN9 2,188.25
19/05/2015 FT15139872WC 2,043.80
19/05/2015 FT15139FHKW9 2,452.55
19/05/2015 FT151393CXXX 4,743.75
19/05/2015 FT15139ZNJW4 5,313.90
19/05/2015 FT151397ZLI17S 5,313.90
19/05/2015 FT15139Z1J7S 5,555.90
19/05/2015 FT15139NNZDP 16,187.75
19/05/2015 FT151395HX09 71,986.65
19/05/2015 FT15139JFMIL 224, 199.15
19//05/2015 FT1513970J8K 597, 673.35
19/05/2015 FT15140JJ0XR 4,096.80
19/05/2015 FT151403WYN2 5,325.85
19/05/2015 FT15140HFBMF 4,865.05
20/05/2015 FT15140MMVRW 12,290.50
19/05/2015 FT151401194X 30,726.25
19/05/2015 FT151451CC3L 206,566,875.00

Total 414,385,511.15
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Submission by Accounting Officer

(i) Payments in Bank Statement not in the Cash Book

The Accounting Officer submitted that the amount of Kshs.414,609,707.40 that were outstanding in the
bank reconciliation statement relates to Direct debits on R 50 bank account in respect to Interest on
Government Overdraft, commission on Japanese grants and Interest on Treasury Bonds. However, the
payments were analysed and payment vouchers prepared, which have since been posted in the cash book.

Committee Observations and Findings

(i) The bank reconciliation statement included payments of Kshs. 414,385,511 which have been
outstanding since the financial year 2014/2015; and
(if) The committee marked the matter resolved.

Committee Recommendation

The Accounting Officer should ensure that the entity keeps up-to-date and reconciled financial and
accounting records that comply with provisions of Section 68(2) of the PFM Act 2012 and that
complete financial and accounting records are presented to the Auditor-General within three (3)
after the close of the financial year pursuant to the provisions of Article 229 of the Constitution of
Kenya 2010 and Section 68(2k) of the PFM Act 2012.

35. Variances between the Financial Statements and IFMIS Supporting Schedules

The financial statements balances differ with the IFMIS supporting schedules for the same items as
indicated below.

Item Financial IFMIS Supporting Difference (Kshs.)

Statements Balance Schedules (Kshs.)

(Kshs.)

Exchequer Receipts 435,716,953,824.00 435,354,122,972.00 362,830,853.00
Transfers to Other 362,830,853.00 - 362,830,853.00
Government Units
Repayment of Principal 220,174,538,145.00 (148,316,523,950.30) 368,491,062,095.00
on Domestic and
Foreign Borrowing
Accounts Payable 27,654,564,640.00 - 27,654,564,640.00
Balance Brought (26,896,689,533.00) (26,896,689,533.00)
Forward

It’s not clear why the financial statement balances and the related IFMIS schedules were at variance even
though they were generated from the same transactions and source documents.
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Submission by Accounting Officer

The Accounting Officer submitted that on scrutinizing of all documents that were submitted in support of
the financial statements, including the ledger, there was no variance on exchequer receipts and transfer to
other Government units.

Further, it is observed from the IFMIS trial balance attached in the audited financial statement that the
actual payments under domestic and foreign in sub-items -5510202 and 5510601 were
Kshs.184,245,531,047.50 and Kshs.35,929,007,097.20 respectively which adds up to a total of
Kshs.220,174,538,144.70. This amount was reported in the financial statement and therefore there were no
differences between IFMIS supporting schedules and figure reported in the financial statement.

The Financial statements also reflected an amount of Kshs. 27,654,564,640/= as Accounts payable which
was not captured in IFMIS. The amounts relates to expenditure on Interest on Treasury Bills, Commission
to CBK and balance on sinking fund which relates to prior years. The analysis was done and provided to
the Auditor.

Committee Observations and Findings

(i) The noted differences were between financial statements and the IFMIS schedules and the
answer does not address the issue. However, the schedules were adjusted and agreed with the
financial statement; and

(if) The accounts payables amount has not been recorded in the ledger. Therefore, The matter
remains unresolved.

Committee Recommendations

(i) The Cabinet Secretary, National Treasury should ensure that the IFMIS provides an efficient
financial management for both the national and county governments to ensure transparent
financial management and standard financial reporting as contemplated by Article 226 of the
Constitution; and

(if) The Accounting Officer should ensure that the entity keeps up-to-date and reconciled financial
and accounting records that comply with provisions of Section 68(2) of the PFM Act 2012 and
that complete financial and accounting records are presented to the Auditor-General within three
(3) after the close of the financial year pursuant to the provisions of Article 229 of the Constitution
of Kenya 2010 and Section 68(2k) of the PFM Act 2012.

- _________|
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Prior Year issues
36. Prior Year Adjustments

The Financial Statements for the year ended 30" June 2016 reflected comparative balances which were
restated and therefore differed with those reflected in the audited financial statements for 2014/2015. The
restated balances are analyzed below.

Item Description Audited Financial Statement | Balance as at Adjustment
Balances 2014/2015 Kshs 30.06.2016 Kshs. Difference Kshs.

Principal repayment | 245,463,328,931.00 264,016,325,854 (18,552,996,923.00)

Receivables 0 91,565,685,447.00 (91,565,685,447.00)

Accounts Payable 0 27,654,564,640.00 (27,654,564,640.00)

Fund balance (257,687,919.40) 86,445,236,805.00 (86,702,924,724.00)

brought forward

Prior year 257,687,919.40 (22,177,044,458.00) (22,434,732,377.00)

adjustments

Difference 1,884,225,822.00 0 1,884,225,822.00

The management has however not provided any analysis and supporting documents to justiFinancial
Year the adjustments. The accuracy of the balances could not therefore be confirmed.

Submission by Accounting Officer

The Accounting Officer submitted that the financial statements for the year ended 30" June 2016 reflected
comparative balances which were restated and therefore differed with those reflected in the audited
financial statements of 2014/2015. By the time of audit, the analysis of the restated balances was not availed
to the auditor, but has since been forwarded for verification. Although the financial statements for
2014/2015 were revised, the audit process had been concluded and therefore the comparative column in
the financial statements of the year 2015/2016 did not reflect the amended figures.

Committee Observations and Findings

(i) The financial statements for the year ended 30t June 2016 reflected comparative balances which
were restated and therefore differed with those reflected in the audited financial statements of
Financial Year 2014/2015. By the time of audit, the analysis of the restated balances was not
availed to the auditor, but has since been forwarded for verification; and

(i) The Committee therefore marked the matter as unresolved until the Auditor-General undertake
audit verification and reports in the subsequent audit.

Report on the Examination of the Report of the Auditor-General on the Financial Statements for the National Government for the Year ended 30" June 2017

Page 57



Committee Recommendations

The Accounting Officer should ensure that the entity keeps up-to-date and reconciled financial and
accounting records that comply with provisions of Section 68(2) of the PFM Act 2012 and that
complete financial and accounting records are presented to the Auditor-General within three (3)
after the close of the financial year pursuant to the provisions of Article 229 of the Constitution of
Kenya 2010 and Section 68(2k) of the PFM Act 2012.

Emphasis of Matter
a. Growth in Public Debt

The statement of Public Debt as at 30" June 2017 reflects an outstanding public debt balance of
Kshs.4,168,943,902,577 representing an increase of Kshs.783,033,452,751.00 (23.2 percent) over the
outstanding debt balance of Kshs.3,385,910,449,826.00 as at 30 June 2016. The increase is mainly as a
result of new loans of Kshs. 210,664,431,564 disbursed to the government by various development partners
and borrowing of Kshs. 1,453,006,750,000 from the domestic market through treasury bills and bonds. The
total cost of borrowing during the year is Kshs. 215,179,745,379 in respect of both internal and external
loans. The outstanding loan balances of Kshs. 4,168,943,902,577 are net of redemption on loans of Kshs.
220,174,538,145 made during the year.

Submission by Accounting Officer

The Accounting Officer submitted that the growth in Public Debt as at 30" June, 2017 is attributed to
disbursements of new loans acquired in the year under review and fluctuations in foreign currency
exchange rates. The total outstanding amount of Kshs. 4,168,943,902,577/= constitutes the public debt
obligation, i.e. the disbursed outstanding debt as at 30" June, 2017.

Committee Observations and Findings

The statement of Public Debt as at 30" June 2017 reflects an outstanding public debt balance of
Kshs. 4,168,943,902,577 representing an increase of Kshs.783,033,452,751.00 (23.2 percent)
compared to the outstanding debt balance of Kshs.3,385,910,449,826.00 as at 30" June 2016;

Committee Recommendation

The policy commitments by Cabinet Secretary, National Treasury which include among others
restraining the rising deficit, stabilizing public debt by enhancing revenue, public debt restructuring
and reducing the cost of debt by diversiFinancial Yearing funding sources should be accompanied
by verifiable actions.

b. Ken-Ren Chemical and Fertilizer Company- Loan Repayment

As reported in the financial year 2015/2016 and earlier years, the Government of Kenya paid a total of
Kshs. 6,326,435,832 to the Government of Australia and Belgium. The amount was in respect of
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Government guaranteed debts incurred in 1970 on account of Ken Ren Chemical and Fertilizer Company.
The project did not take off and no value for money was realized.

Submission by Accounting Officer

The Accounting Officer submitted that the Government paid a total of Kshs. 6,326,435,832/= to
Governments of Austria and Belgium towards settlement of a loan previously guaranteed to Ken-Ren
Chemical Fertilizer Company. The obligation arose from a case filed in the Court of Arbitration of the
International Chamber of Commerce by a Belgian Bank, Ducroire. The Court found the Government of
Kenya liable as a guarantor to pay Eur.21.2 million. The loan was paid in accordance with Paris Club
Consolidation of Debts Agreement, under which the Government negotiated to repay the amount
commencing on 30" June, 2004 and ending on 30" June, 2016. The loan has since been paid in full.

Committee Observations and Findings

(i) The government incurred a total of Kshs. 2,845,254.70 and Kshs. 347,023,821.50 incurred on
interest and principal loan repayments respectively in the FINANCIAL YEAR 2014/2015,
towards settlement of Government guaranteed debts incurred in 1970 on account of Ken-Ren
Chemical and Fertilizer Company;

(if) The Government of Kenya has paid a payment of Euro 21.2 million (approximately Ksh. 2.48
billion) towards settlement of Government guaranteed debts incurred in 1970 on account of Ken-
Ren Chemical and Fertilizer Company. Even though, the full amount of the debt is now settled,
the Committee is deeply concerned that government spent such colossal sums of money on a
project which did not take off and against which no value for money was achieved; and

(iii)The Committee marked the matter resolved.

CONSOLIDATED FUND SERVICES - PENSION AND GRATUITIES
Basis for Qualified Opinion
37. Pension Payables

The statement of financial assets and liabilities reflects accounts payables of Kshs. 3,243,545,200. The
balance was not supported by schedules showing details such as names of pensioners, the pension numbers,
and amounts owed to each Pensioner. It was therefore, not possible to establish the validity of the
outstanding balance of Kshs. 3,243,545,200.

Submission by Accounting Officer

The Accounting Officer submitted that the statement of Assets and Liabilities reflects account payables of
Kshs. 3,243,546,200 whose supporting schedule showing details such as of pensioner’s name, pensioner’s
number and the amount were not provided by the time of audit. However, the supporting schedules have
since been provided for audit review.
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Committee Observations and Findings

The statement of Assets and Liabilities reflects account payables of Kshs. 3,243,546,200 whose
supporting schedule showing details such as of pensioner’s name, pensioner’s number and the
amount were not provided by the time of audit. The schedules which were later provided did not
show the required details and were incomplete. The matter is therefore marked as unresolved.

Committee Recommendations

The Accounting Officer should ensure that the entity keeps up-to-date and reconciled financial and
accounting records that comply with provisions of Section 68(2) of the PFM Act 2012 and that
complete financial and accounting records are presented to the Auditor-General within three (3)
after the close of the financial year pursuant to the provisions of Article 229 of the Constitution of
Kenya 2010 and Section 68(2k) of the PFM Act 2012.

38. Cash and Cash Equivalent
a) Bank Balance

The statement of financial assets and liabilities reflects an overdraft of Kshs. 633,366,137 under cash and
cash equivalent. The cashbook balance, bank reconciliation and board of survey report reflect a debit
balance of Kshs. 11,437,908 as at 30" June 2017 resulting into unexplained difference of Kshs.
644,804,045 which has not been explained or reconciled. The closing balance reflected in the statement of
assets and liabilities balance of Kshs. 633,366,137 could not be confirmed.

Submission by Accounting Officer

The statement of financial assets and liabilities reflected an overdraft of Kshs.633,386,137/= under cash
and cash equivalent whereas the cash book balance, bank reconciliation and board of survey report reflect
a debit balance of Kshs.11,437,908.90 as at 30" June, 2017.The two figures had not been reconciled at the
time of audit. This was an omission and the amounts have since been reconciled and submitted for audit
review.

Committee Observations and Findings

(1) The statement of financial assets and liabilities reflected an overdraft of Kshs. 633,386,137
under cash and cash equivalent whereas the cash book balance, bank reconciliation and board
of survey report reflect a debit balance of Kshs.11,437,908.90 as at 30" June, 2017.The two
figures had not been reconciled at the time of audit;

(if) The reconciliation provided later included items which should not be part of the reconciliation;
and

(iii) The matter remains unresolved.
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Committee Recommendations

The Accounting Officer should ensure that the entity keeps up-to-date and reconciled financial and
accounting records that comply with provisions of Section 68(2) of the PFM Act 2012 and that
complete financial and accounting records are presented to the Auditor-General within three (3)
after the close of the financial year pursuant to the provisions of Article 229 of the Constitution of
Kenya 2010 and Section 68(2k) of the PFM Act 2012.

b) Bank Reconciliation Statement
i) Payments in Cash Book not in the Bank Statement

The Accounting Officer submitted that the bank reconciliation statement reflects payments in the
cashbook not in the bank statement amounting to Kshs. 633,058,933 which included payments dating as
back as 2014. No valid reason has been provided as to why the payments have not cleared.

Submission by Accounting Officer

The Accounting Officer submitted that the bank reconciliation statement reflects payments in the cashbook
not in the bank statement of Kshs. 633,058,933/=. Out of this amount a figure of Kshs. 618,065,639/=
have since been cleared leaving a balance of Kshs. 14,993,294.60. The uncleared items are being analyzed
with a view to clear the same.

Committee Observations and Findings

(i) The bank reconciliation statement reflects payments in the cashbook not in the bank statement
amounting to Kshs. 633,058,933 which included payments dating as back as 2014. Out of this
amount a figure of Kshs. 618,065,639/= have since been cleared leaving a balance of
Kshs.14,993,294.60; and

(if) The clearance of the remaining balance is in progress. The matter therefore remains unresolved
pending the clearance of the balances

Committee Recommendations

The Accounting Officer should ensure that the entity keeps up-to-date and reconciled financial and
accounting records that comply with provisions of Section 68(2) of the PFM Act 2012 and that
complete financial and accounting records are presented to the Auditor-General within three (3)
after the close of the financial year pursuant to the provisions of Article 229 of the Constitution of
Kenya 2010 and Section 68(2k) of the PFM Act 2012.

i) Receipts in Bank not in Cash Book

Further, the bank reconciliation statement reflects receipts in bank statement not posted to the cashbook
totaling Kshs. 450,762,273. Some of the receipts in the bank statement dated as far back as November
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2011. No reason has been provided by management why the receipts in the bank have not been recorded
in the cashbook.

Submission by Accounting Officer

The Accounting Officer submitted that the bank reconciliation statement as at 30 June, 2017 reflects
receipts in the bank not posted in the cashbook totaling Kshs. 450,762,272.75. These are receipts made
directly by Ministries, Departments and Agencies (MDAS) into Consolidated Fund Services (CFS) -
Pension and Gratuities bank account and it takes time to identiFinancial Year the depositing MDAs.
However, credit notes were later received, and these credits have since been posted in the cash book and
items cleared from the bank reconciliation.

Committee Observations and Findings

(i) The bank reconciliation statement reflects receipts in bank statement not posted to the cashbook
totaling Kshs. 450,762,273. Some of the receipts in the bank statement dated as far back as
November 2011; and

(if) These are receipts made directly by MDAs into Consolidated Fund Services (CFS) - Pension and
Gratuities bank account. Credit notes were later received, and these credits have since been
posted in the cash book and items cleared from the bank reconciliation. The matter is therefore
resolved.

Committee Recommendations

The Accounting Officer should ensure that the entity keeps up-to-date and reconciled financial and
accounting records that comply with provisions of Section 68(2) of the PFM Act 2012 and that
complete financial and accounting records are presented to the Auditor-General within three (3)
after the close of the financial year pursuant to the provisions of Article 229 of the Constitution of
Kenya 2010 and Section 68(2k) of the PFM Act 2012.

iii) Receipts in Cashbook not in the Bank Statement

In addition, the bank reconciliation statement reflects receipts in the cashbook not recorded in the bank
statement of Kshs. 103,104,394. Some of the receipts that have remained outstanding in the cashbook date
as far back as August 2007. Management has not provided any explanation why the receipts that have
remained outstanding in the cashbook have not been cleared. The accuracy of the cash and cash equivalent
balance of Kshs. 633,366,137, reflected in the statement of assets and liabilities could not be confirmed
due to un-reconciled balances and unexplained long outstanding bank reconciliation items.

Submission by Accounting Officer

The Accounting Officer submitted that the bank statement as at 30 June 2017 reflects receipts in the
cashbook not recorded in the bank statement of Kshs.103,104,394/= Some of the receipts have remained
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outstanding in the cash book since 2007. Out of this figure an amount of Kshs. 14,583,157/= have since
been cleared leaving a balance of Kshs. 88,521,237/=. Effort is being made to clear the remaining balance.

Committee Observations and Findings

() The bank reconciliation statement reflects receipts in the cashbook not recorded in the bank
statement of Kshs. 103,104,394. Some of the receipts that have remained outstanding in the
cashbook date as far back as August 2007. An amount of Kshs. 14,583,157 has since been cleared
leaving a balance of Kshs. 88,521,237.

(if) The committee marked the matter as resolved.

Committee Recommendations

The Accounting Officer should ensure that the entity keeps up-to-date and reconciled financial and
accounting records that comply with provisions of Section 68(2) of the PFM Act 2012 and that
complete financial and accounting records are presented to the Auditor-General within three (3)
after the close of the financial year pursuant to the provisions of Article 229 of the Constitution of
Kenya 2010 and Section 68(2k) of the PFM Act 2012.

39. Irregular Payment of Pension

The statement of receipts and payments for the year ended 30" June 2017 reflects a payment of pension of
Kshs. 59,757,695,779. Included in this expenditure is civil pension of Kshs. 22,901,547,520 as indicated
in Note 8.2 to the financial statements. Examination of pension payments revealed that an amount of
Kshs.1,306,966,518 was paid to retired teachers during the financial year 2016/2017 without being
properly supported by documents such as the last pay slips as required by Pension Act 189, Section 10 (1)
for proof that the payees were once teachers. The management has not explained the basis of calculating
the pensions and why the payments were made without adherence to the laid down pension payment
procedures. Therefore, the payment of civil pension of Kshs. 22,901,547,520 could not be confirmed.

Submission by Accounting Officer

The Accounting Officer submitted that the statement of Assets and Liabilities reflects payment of ordinary
pension of Kshs. 59,757,695,779/= that included the expenditure of civil pension of Kshs.
22,901,547,520/=. As indicated in note 8.2 to the financial statements is an amount of
Kshs.1,306,966,518/= paid to teachers who retired between July 1997 to July 2001 who had filed a court
case to be paid pension based on revised salary levels and the same was awarded by the court. Since those
teachers had used their last pay slips to process their earlier pension, last pay slips could not apply.
However, the revised pension payments were based on the calculation of their revised salary increment of
1997 Collective Bargained Agreement, revised circular and salary progression done by the employer -TSC
that was tabled, adopted and awarded by the court.
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Committee Observations and Findings

(i) Examination of pension payments revealed that an amount of Kshs. 1,306,966,518 was paid to
retired teachers during the Financial Year 2016/2017. The payment of pension was ordered by
the court and the department had to abide; and

(if) The revised pension payments were based on the calculation of their revised salary increment of
1997 Collective Bargained Agreement, revised circular and salary progression done by the
employer -TSC that was tabled, adopted and awarded by the court. The matter is therefore
resolved.

40. Military Gratuity

Further, the statement of receipts and payment reflect payment of pension of Kshs. 59,757,695,779.
Included in the payment is military gratuity of Kshs. 4,562,597,165 which is overstated by Kshs.
86,584,111. It has not been explained as to why the overstatement was made.

Submission by Accounting Officer

The Accounting Officer submitted that the statement of receipts and payment reflects payment of military
gratuity of Kshs. 4,562,597,165/= which is overstated by Kshs. 86,584,111/=. The figure of Kshs.
86,584,111/=is reflected in the ledger only and not actual cash payments. The Pension Management
Information System (PMIS) used to double post in the ledger. The system is being re-engineered to address
the weaknesses it currently has.

Committee Observations and Findings

(i) The figure of Kshs. 86,584,111 was reflected in the ledger only and not actual cash payments due
to double posting by the Pension Management Information System (PMIS) used to double post
in the ledger; and

(if) The therefore matter will remain pending until an audit review is undertaken to confirm that
there was actual cash payment.

Committee Recommendations

(i) The Cabinet Secretary, National Treasury should ensure that the PMIS provides an efficient
pension financial management to ensure transparent pension management and standard
financial reporting as contemplated by Article 226 of the Constitution; and

(i) The Auditor-General should review in the next audit cycle the matter to confirm there was no
actual cash payment as submitted by the Accounting Officer.

41. Unsupported Expenditure

In addition, the statement of receipts and payment reflects payment of ordinary pension of Kshs.
34,074,626,471 and as supported by Note 8.2 to the financial statements. Included in ordinary pension of
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Kshs. 34,074,626,471 is pension Kshs. 58,656,973 paid to Asian and European Pensioners who retired due
to Africanization of the public sector after independence in 1963. Their life certificates were not availed as
required by the pension internal controls to confirm that the pensioners are still alive before payments were
effected. The propriety of the expenditure could therefore not be confirmed.

Submission by Accounting Officer

The Accounting Officer submitted that included in the ordinary pensions of Kshs.34,074,626,471/= as
supported by note 8.2 is an amount of Kshs.58,656,973/= paid to Asian and European pensioners who
retired due to Africanization of public sector after Independence in 1963. Currently the department does
not use the provision of life certificates to support that the beneficiary is alive, but deletion from the payroll
is always supported by death certificate presented after the death of a pensioner. The Pensions Department
carried out a Pensioners and Dependents Head count between the months of February and May 2019
whereby those who did not turn up or were found to have died will be deleted from the payroll.

Committee Observations and Findings

(i) The ordinary pensions of Kshs.34,074,626,471 included Kshs.58,656,973 paid to Asian and
European pensioners who retired due to Africanization of public sector after Independence
in 1963;

(if) The marked the matter as resolved.

42. Excess Expenditure

The statement of receipts and payments also reflects an over expenditure of Kshs. 1,270,093,379 for the
year ended 30" June 2017. The excess expenditure over the receipts for the year was funded from returned
pension. However, the returned pension should be receipted in a deposit account awaiting the payment of
claims from the respective pensioners.

Submission by Accounting Officer

The Accounting Officer submitted that the statement of receipts and payment reflects an over expenditure
of Kshs. 1,270,093,379/= that was funded from returned pensions. The returned pension is received in the
paying account of pensioners and the same is used to pay the other claims/pensioners and when a pensioner
whose pension had been returned launches a claim, he/she is paid from the normal exchequer. This avoids
keeping money idle to await the claimants.

Committee Observations and Findings

(i) The statement of receipts and payment reflects an over expenditure of Kshs. 1,270,093,379/= that
was funded from returned pensions. The issue is pending reconciliation between Post Bank and
Pensions Department;

(if) The matter remains unresolved.
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Committee Recommendations

The Accounting should within three (3) months of tabling and adoption of this report ensure that the
records between Post Bank and Pensions Department are reconciled in compliance with provisions
of Section 68(2) of the PFM Act 2012 and that complete financial and accounting records are
presented to the Auditor-General pursuant to the provisions of Article 229 of the Constitution of
Kenya 2010 and Section 68(2k) of the PFM Act 2012.

43. Prior year’s matters - Un-supported Clearance of Prior Year Adjustment

The statement of financial assets for the year 2015/2016 showed a prior year adjustment of Kshs.
297,889,272 under the comparative balances for the financial year 2014/2015. The amount was cleared
during the period 2015/2016 but the transaction was not supported or explained. The financial statements
may not therefore have presented fairly the financial position as at 30 June 2016.

Submission by Accounting Officer

The Accounting Officer submitted that the statement of financial assets for financial year 2015/2016 shows
prior year adjustments of Kshs. 297,889,272/= under the comparative balances for the Financial Year
2014/2015. The amount relates to old balances being addressed by old balances task force committee which
was erroneously cleared during the period 2015/2016.

However, the figure was reinstated in the books of accounts in financial year 2017/2018 and availed for
audit review.

Committee Observations and Findings

(i) The statement of financial assets for Financial Year 2015/2016 shows prior year adjustments of
Kshs. 297,889,272 under the comparative balances for the Financial Year 2014/2015. The amount
relates to old balances being addressed by old balances task force Committee which was
erroneously cleared during the Financial Year 2015/2016; and

(if) The figure was reinstated in the books of accounts in Financial Year 2017/2018 and availed for
audit review.

(iii) The matter remains unresolved.

Committee Recommendation

The Auditor-General should review the position in the subsequent audit.
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Other Matter
44, Failure to Submit Audited Parliamentary Pension Accounts

During the Period Under Review, Civil and Commuted Pension of Members of Parliament of Kshs.
182,438,610 And Kshs. 11,238,732 Respectively Were Paid to The Retiring/Retired Members of
Parliament. The Audited Parliamentary Pensions Accounts Were Not Submitted Before Payments Were
made as required by the Parliamentary Pension Act Cap 196, Section 21 (1) And (2). It Was Therefore Not
Possible to Confirm the Validity and Accuracy Of The Expenditure Incurred.

Submission by Accounting Officer

The Accounting Officer submitted hat the parliamentary pensions contributions are received as revenue at
the National Treasury, and they are accounted for every financial year and audited by the auditor general
as part of the overall treasury’s revenue account under social security contributions. further, pensions made
to mps is included in financial statements. the files are also audited before payment by the auditor based
in parliament. A copy of the audited revenue statement was availed to The Auditor General’s staff for
verification.

Committee Observations and Findings

(i) Civil and Commuted pension of Members of Parliament of Kshs. 182,438,610 and Kshs.
11,238,732 respectively were paid to the retiring/retired Members of Parliament. The audited
Parliamentary Pensions Accounts were not submitted before payments were made as required
by the Parliamentary Pension Act Cap 196, Section 21 (1) and (2); and

(i) The committee observed that the matter has not been answered satisfactorily. Therefore, the
matter as unresolved until the audited revenue statement is submitted to the Auditor-General.

Committee Recommendations

The Accounting submits to the Auditor-General the audited revenue statement for review and
reporting in the subsequent audit report to the National Assembly.

45. Weak Payroll Internal Controls
Examination of the pension records revealed various control weaknesses;

1) Validity of the pension paid is not confirmed with the retiree data from other government agencies’
databases such as registrar of persons for identification data, Kenya Revenue Authority for Personal
Identification Number and Integrated Payroll and Personnel Database (IPPD) for employment details.

i) Further, military personal files from the department of Defence are not submitted to the pension
department to enable verification of the retirement claim details and basis of pension computation.
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iii) In addition, life certificates for pensioners are not availed to confirm pension is not paid to deceased
pensioners.

In absence of such controls, the department may be exposed to irregular payments of pension to non-
existence pensioners.

Submission by Accounting Officer

(i) The Accounting Officer submitted that the validity of pension paid is confirmed with the retiree’s
data from the parent ministry which is used to determine the pension payable. The Pensions
Department sends its officers to all Ministries who compute and veriFinancial Year the data before
submitting the claim to pension’s Department. For a claim to be processed it must have the under
listed documents: -

» A copy of the retiree’s ID Card is submitted along with his/her Claim Form;

» The Income Tax Certificate is submitted to the Department along with each claim indicating
the retiree’s PIN both of which are issued by KRA;

» Employee details contained in the Claim Form are supported with the employment documents
including letters of appointment, last pay-slips and deletion sheets (generated using the IPPD
system) which are verified and certified by the pension sections at the parent Ministry/State
Departments.

(i)  The Department has a functional Military Liaison Office manned by several military officers whose
duty is to peruse military files and related claims on the forces form 129 (Assessment of Pension-
officers/other ranks) before they are loaded for processing in our Pension Management Information
System (PMIS). Usually the mother files for Military personnel are kept by the Ministry of Defense
for security reasons but when the file is required can be availed at the military’s desk based at Bima
House.

(ili)  The Department carried out a Pensioners and Dependents Headcount between the months of
February and May 2019 whereby those who did not turn up or were found to have died will be
deleted from the payroll.

The need for the certificate ceased being necessary upon implementing the system of paying benefits
through bank accounts instead of District Commissioners. The Department relies on the Banking industry
to monitor pensioners Accounts with instructions to close accounts that remain dormant for a period of
three (3) months and return sums held in those accounts to the Department for further action. Further to
the above the Department has initiated an exercise of cleansing both pensioners and dependents payrolls
bi-annually and just completed the first such exercise in May 2019.

Committee Observations and Findings

(i) The submission by the Accounting Officer addressed only the three possible internal control
weaknesses enumerated in the audit report. However, there still exists weakness that exposes
public pension to funds to various risks that needs to be addressed;

(if) The committee marked the matter as resolved.
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Committee Recommendations

(i) The Accounting Officer should put in place adequate internal control and risk management
systems to minimize chances of irregular payments of pension to non-existence pensioners; and

(if) The Auditor-General to undertake a special audit of PMIS with a view to acertain the efficacy
and controls.

THE RECEIVER OF REVENUE - PENSIONS DEPARTMENT
Basis for Qualified Opinion
46. Revenue Collected

The statement of receipts and transfer for the year ended 30 June 2017 reflects total revenue of Kshs.
356,715,202 which has been disclosed in Note 10.1 as 31percent contribution. The total revenue has not
been analyzed to indicate what ages of the revenue related to batement, Cap Deductions and the 2 percent
Contribution. Further, the management provided for audit, details of the contributors and which category
they have made their contribution.

Submission by Accounting Officer
The Accounting Officer submitted that the total revenue collection for the year under review was Kshs.

356,715,202/=. This was posted as a block figure in the ledger, recorded in the Cash book and the figure
in both sets of records agree (Appendix 46). The figure of Kshs.356,715,202/= is analyzed as follows:-

Sub-item (Amount Kshs.)
31percent Contributions 239,974,194
2percent WCPS Contribution 65,265,348
Abatement 49,072,015
CAP Deduction 2,403,645
Total 356,715,202

Committee Observations and Findings

The statement of receipts and transfer for the year ended 30 June 2017 reflects total revenue of Kshs.
356,715,202 which was not analyzed at the time of audit. The analysis has been done and therefore
the matter is resolved.
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47. Un-resolved Issues for 2015/2016 Financial year
47.1 Un-supported Balances

As reported in the previous year 2015/2016, the statement of revenue, under the Notes reflects General
Deposit-Pay Master General of Kshs. 1,051,602,039 which was not supported by trial balance figures and
analyses during the 2014/2015 financial year audit.

Submission by Accounting Officer

The Accounting Officer submitted that the statement of revenue under the Notes reflected General Deposit
— Pay Master General (PMG) (Note 4) balance of Kshs. 1,051,602,039.19. This figure has since been
analyzed, supported by a ledger and trial balance and the same has been availed for audit review.

Committee Observations and Findings

(i) The statement of revenue, under the Notes reflects General Deposit-Pay Master General of Kshs.
1,051,602,039 which was not supported by trial balance figures and analyses during the Financial
Year 2014/2015 financial year audit;

(if) The matter remains unresolved.

Committee Recommendations

The Accounting should within three (3) months of tabling and adoption of this report ensure that the
records are reconciled in compliance with provisions of Section 68(2) of the PFM Act 2012 and that
complete financial and accounting records are presented to the Auditor-General pursuant to the
provisions of Article 229 of the Constitution of Kenya 2010 and Section 68(2k) of the PFM Act 2012.

47.2  As reported in the year 2013/2014, the statement of revenue reflected revenue totaling
Kshs.1,457,308,992 which includes contributions and recoveries amounting to Kshs.840,964,210 as at 30
June 2014 as analyzed below:

Kshs.
2percent Contributions for Windows and Children
Pension Scheme (W.C.PS) 246,409,365.80
31percent Contributions 486,221,192.50
Suspense Abatement - Recoveries 85,195,396.55
CAP Deductions - Recoveries 23,138,254.90
Total 840,964,209.75

However, no evidence has been provided for audit review to confirm that the above accumulated
contributions and recoveries were surrendered to the Exchequer then or thereafter as required under the
Public Financial Management Act, 2012. The ledger for 2016/2017 still shows the amounts are being
held by the Pensions Department.
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Submission by Accounting Officer

The Accounting Officer submitted that the statement of revenue as at 30 June, 2014 reflected accumulated
revenue totaling Kshs.1,457,308,991.55 as of this amount Kshs.840,964,205.75 related to contributions
and recoveries as at 30 June, 2014 as analyzed here below:-

2 percent contribution for Widows and Children (Kshs.)

Pension Scheme (W.C.P.S)) 246,409,365.80
31percent Contributions 486,221,192.50
Suspense Abatement-Recoveries 85,195,396.55
CAP Deductions - Recoveries 23,138,154.90
Totals 840,964,209.75

By the time of audit, the documents to support the above accumulated contributions had not been availed.
The amount transferred to Exchequer account of Kshs. 1,457,308,991.55 has since been posted to the
ledger. Documentary evidence including cash book, payment voucher (FO 21), and bank statement to
support the transfer and the Ledger has been submitted for audit review

Committee Observations and Findings

(i) The statement of revenue reflected revenue totaling Kshs. 1,457,308,992 which includes
contributions and recoveries amounting to Kshs. 840,964,210 as at 30" June 2014. The
supporting documents took inordinately long to be availed to the auditors;

(i) The Committee observed that the supportive documents have since been availed and verified;

(iii) The Committee marked the matter as resolved.

Committee Recommendations

The Accounting should always ensure that the records are reconciled and necessary supporting
documents are submitted to the Auditor-General in compliance with provisions of Section 68(2) of
the PFM Act 2012 and that complete financial and accounting records are presented to the Auditor-
General pursuant to the provisions of Article 229 of the Constitution of Kenya 2010 and Section
68(2k) of the PFM Act 2012.

47.3 Financial Position

The accumulated actual revenue balance of Kshs.2,125,593,875 disclosed under Note 4 in the statement of
revenue (pensions) as at 30 June 2016 and nil balance carried forward has not been supported by related
cashbook balances or bank records. In addition, no bank reconciliation statement or statement of financial
position as at 30 June 2015 for the revenue has been prepared and submitted for audit.
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Submission by Accounting Officer

The Accounting Officer submitted that the accumulated actual revenue of Kshs. 2,125,593,875.50
disclosed under Note 4 to the financial statement was erroneous since the whole amount had been
surrendered to the Exchequer as at 30" June, 2015. The bank reconciliation statement as at 30" June 2015
for the revenue was presented for audit review.

Committee Observations and Findings

(i) The accumulated actual revenue of Kshs. 2,125,593,875.50 was erroneously included in the
financial statement since the whole amount had been surrendered to the Exchequer as at 30t
June, 2015. The bank reconciliation statement as at 30" June 2015 for the revenue was presented
for audit review. The committee observed that the error has since been corrected; and

(if) The Committee marked the matter as resolved.

Committee Recommendations

The Accounting should always ensure that the records are reconciled and necessary supporting
documents are submitted to the Auditor-General in compliance with provisions of Section 68(2) of
the PFM Act 2012 and that complete financial and accounting records are presented to the Auditor-
General pursuant to the provisions of Article 229 of the Constitution of Kenya 2010 and Section
68(2k) of the PFM Act 2012.

47.4 Comparative Figures for 2013/2014

Note 4 to the statement of revenue reflects other suspense balance of Kshs.1,971,533 relating to
overpayments of pension made over the years. However, the balance has not been analyzed. In addition,
no indication has been given regarding how Pensions Department intends to recover the amounts overpaid
to the pensioners.

Submission by Accounting Officer

The Accounting Officer submitted that the statement under Note 4 also reflected other suspense balance of
Kshs. 1,971,533.15. These are old balances from the ledger brought forward from previous years and the
same are being addressed through the National Treasury Task Force on Old Balances. The task force made
its recommendations and we wrote to Attorney General seeking for his legal opinion. Attorney General’s
recommendations are in the process of being implemented.

Committee Observations and Findings

(i) The statement reflected other suspense balance of Kshs.1,971,533.15 which are old balances from
the ledger brought forward from previous years and the same are being addressed through the
National Treasury Task Force on Old Balances; and
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(if) The task force made its recommendations and we wrote to Attorney General seeking for his legal
opinion. Attorney General’s recommendations are in the process of being implemented; and
(ili)The committee observed that the issue is pending awaiting implementation of the

recommendation. The therefore remains pending

Committee Recommendations

The Accounting should always ensure that the records are reconciled and necessary supporting
documents are submitted to the Auditor-General in compliance with provisions of Section 68(2) of
the PFM Act 2012 and that complete financial and accounting records are presented to the Auditor-
General pursuant to the provisions of Article 229 of the Constitution of Kenya 2010 and Section
68(2k) of the PFM Act 2012.

Emphasis of Matter
Budgeting of Revenue

I draw attention to significant accounting policy 2 which indicates that the revenue budget was approved
as required by the Law and included in the government printed estimates. The accounting policy also
indicates that a high- level assessment of the revenue’s actual performance against the comparable budget
for the financial year under review had been included. However, the statement of comparison of budget
and actual amounts reflects budgeted amount as zero. The amount of revenue collected is significant and
ought to have been included in the budget for the financial year 2016/2017. My opinion is not qualified in
respect of this matter.

Submission by Accounting Officer

The Accounting Officer submitted that the Pension Revenue statement used to be incorporated in the main
Revenue Statement for the National Treasury. For a number of years, no budget allocation was provided
for the collection, the anomaly was noted and from the financial year 2018/2019 a budget has been
provided. The total collection Kshs.s.356,715,202/= for the year under review was captured under head
1210303 Contribution from Government Employees to Social and Welfare Schemes within Government.

Committee Observations and Findings

(i) The Pension Revenue statement used to be incorporated in the main revenue statement for the
National Treasury. For a number of years, no budget allocation was provided for the collection,
the anomaly was noted and from the Financial Year 2018/2019 a budget has been provided;

(if) The total collection Kshs.s.356,715,202/= for the year under review was captured under head
1210303 Contribution from Government Employees to Social and Welfare Schemes within
government. The response was satisfactory and therefore the matter is resolved.
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Committee Recommendations

The Accounting Officer ensure that the Pension Revenue estimates be included separately in the
statements of estimates of revenues submitted to the National Assembly during annual budget
approval.

PROVIDENT FUND
Basis for Qualified Opinion
48. Cash Deposit

The statement of financial assets and liabilities as at 30 June 2017 reflects other receivables balance of
Kshs.3,796,226 representing a cash deposit held in the insolvent Cereals and Sugar finance Corporation.
As reported previously, the Cabinet gave approval on 13 September 2007 for the winding-up of the
Corporation and directed the National Treasury to take over its assets and liabilities. However, the winding
up of the Corporation had not been finalized as at 30 June, 2017. In the circumstances, realization of the
amount of Kshs. 3,796,226 is still doubtful.

Submission by Accounting Officer

The statement of financial assets and liabilities as at 30 June 2017 reflects other receivable balance of
Kshs.3,796,226/= representing cash deposit held in the insolvent Cereals and Sugar Finance Corporation
which is dormant and in the process of being wound-up. The Task Force prepared financial statement and
forwarded to the auditor for verification. The Cereals and Sugar Finance Corporation is technically
insolvent and therefore may not be able to refund any investment owing. Therefore, the Task force is
recommending the winding up of the Provident Fund and the report has been forwarded to the Attorney
General. Attorney General’s recommendations on this fund are in the process of being implemented.

Committee Observations and Findings

(i) The statement of financial assets and liabilities as at 30 June 2017 reflects other receivable
balance of Kshs. 3,796,226 representing cash deposit held in the insolvent Cereals and Sugar
Finance Corporation which is dormant and in the process of being wound-up; and

(if) The committee observed that the task force has completed the report pending the opinion of the
of the Attorney.

49. Un-analyzed Balance

The statement of financial assets and liabilities also reflects other, pending payables balance of Kshs.
9,715,111 made up of Kshs. 9,622,726 and Kshs. 92,385 relating to surplus cash remitted by Departments
and interest due to National Government entities respectively. The balances have repeatedly been brought
forward from previous years without any supporting analyses. In absence of the analyses, it has not been
possible to confirm the accuracy, validity and completeness of these balances.
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Submission by Accounting Officer

The Accounting Officer submitted that the statement of Assets and Liabilities also reflects pending
payables balances of Kshs. 9,715,111/= made up of Kshs.9,622,726/= and Kshs.92,385/= relating to
Surplus cash remitted by Departments and Interest due from the Government respectively.

These balances were brought forward from previous years and it has been a challenge to analyze them
further since they are historical in nature. The National Treasury constituted a taskforce on winding up of
Dormant funds to assist ministries/departments and agencies to clear the outstanding old balances in their
books of accounts. The task force made its recommendations and the Ministry wrote to Attorney General
seeking for his legal opinion. Attorney General’s legal advice has been received and we are in the process
of implementing it.

Committee Observations and Findings

(i) The statement of financial assets and liabilities also reflects other, pending payables balance
of Kshs. 9,715,111 made up of Kshs. 9,622,726 and Kshs. 92,385 relating to surplus cash
remitted by Departments and interest due to National Government entities respectively. The
balances have repeatedly been brought forward from previous years without any supporting
analyses; and

(it) The National Treasury constituted a taskforce on winding up of Dormant funds to assist
ministries/departments and agencies to clear the outstanding old balances in their books of
accounts. The task force made its recommendations and the Ministry wrote to Attorney
General seeking for his legal opinion.

Committee Recommendations

(i) The Accounting should always ensure that the records are reconciled and analyzed with
necessary supporting documents are submitted to the Auditor-General in compliance with
provisions of Section 68(2) of the PFM Act 2012 and that complete financial and accounting
records are presented to the Auditor-General pursuant to the provisions of Article 229 of the
Constitution of Kenya 2010 and Section 68(2k) of the PFM Act 2012; and

(if) The Cabinet Secretary fast-track the implementation of the recommendations of the taskforce on
winding up of Dormant funds in line with the legal opinion of the Attorney General and report
progress to the National Assembly within three (3) months after tabling and adoption of this
report.

EUROPEAN WIDOWS AND ORPHANS PENSION SCHEME FUND

Basis for Qualified Opinion
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50. Understatement of Expenditures

The statement of receipts and payments for the year ended 30 June 2017 reflects expenditure of Kshs.
100,680 being annual pension payments to two widows. The expenditure was not recorded in both the
European Widows and Ophans Pension Scheme Fund cashbook and the respective bank statement. The
expenditure was however, said to have been erroneously charged to the Asian Officers Family Pension
Fund bank account but there was no reimbursement made as at 30 June 2017. The bank balances and the
cashbook balance is therefore over stated by Kshs. 100,680.

Submission by Accounting Officer

The Accounting Officer submitted that the statement of Receipts and Payment for the year ended 30 June,
2017 reflects expenditure of Kshs. 100,680/= being annual pension payment to two pensioners. The
pension payment was wrongly paid out of Asian Officers Family Pension Fund Account instead of from
European Windows and orphans Scheme Fund. We have since instructed the bank to transfer the amount
from European widows and Orphans pension Scheme account to Asian Officer Family Pension Fund and
the amount has been reimbursed and the necessary adjustments have been made in the Cashbook, vide Non
Post Voucher - F.O 21 N0.0001 and F.O 17 No. 0002 both dated 1% February, 2018.

Committee Observation and Findings

(i) The statement of Receipts and Payment for the year ended 30 June, 2017 reflects expenditure of
Kshs. 100,680 being annual pension payment to two pensioners. The pension payment was
wrongly paid out of Asian Officers Family Pension Fund Account instead of from European
Windows and orphans Scheme Fund; and

(if) The bank was instructed to transfer the amount from European widows and Orphans pension
Scheme account to Asian Officer Family Pension Fund and the amount has been reimbursed and
the necessary adjustments have been made in the Cashbook, vide Non Post Voucher - F.O 21
No0.0001 and F.O 17 No. 0002 both dated 1%t February, 2018. Therefore, the committee marked
the mater as resolved

Committee Recommendations

The Accounting Officer should always ensure that the records are reconciled and analyzed with
necessary supporting documents are submitted to the Auditor-General in compliance with
provisions of Section 68(2) of the PFM Act 2012 and that complete financial and accounting records
are presented to the Auditor-General pursuant to the provisions of Article 229 of the Constitution of
Kenya 2010 and Section 68(2k) of the PFM Act 2012.
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51. Understatement of Income and Surplus

The statement of receipts and payments for the year ended 30 June 2017 reflects income of Kshs.1,728,686
while the receipts recorded in the bank statement for the year is Kshs.6,029,462. The difference of Ksh.
4,300,776 has not been explained. The surplus for the year has consequently been understated by Kshs.
4,300,776. No explanation has been given for failing to record all the revenue receipts.

Submission by Accounting Officer

The Accounting Officer submitted that the statement of receipts and payments reflects income of Kshs.
1,728,686 as at 30" June, 2017, whilst the receipts recorded in the bank statement for the year is Kshs.
6,029,461.80. The difference of Kshs. 4,300,775.80 is an erroneous banking into the account by the
Laikipia County Government which was meant to be paid to Widows and Children Pension Fund Account.
The bank was instructed to transfer the money to the correct account (WCPS) and it has since been done.

Committee Observations and Findings

(i) The statement of receipts and payments reflects income of Kshs. 1,728,686 as at 30" June, 2017;
whilst the receipts recorded in the bank statement for the year is Kshs. 6,029,461.80. The
difference of Kshs.4,300,775.80 is an erroneous banking into the account by the Laikipia County
Government which was meant to be paid to Widows and Children Pension Fund Account; and

(if) The bank was instructed to transfer the money to the correct account (WCPS) and it has since
been done. The matter is therefore resolved.

Committee Recommendations

The Accounting Officer should always ensure that the records are reconciled and analyzed with
necessary supporting documents are submitted to the Auditor-General in compliance with
provisions of Section 68(2) of the PFM Act 2012 and that complete financial and accounting records
are presented to the Auditor-General pursuant to the provisions of Article 229 of the Constitution of
Kenya 2010 and Section 68(2k) of the PFM Act 2012.

52. Investment in the Insolvent Cereal and Sugar Finance Corporation

As reported in the previous years, the statement of assets and liabilities reflects receivables balance of Kshs.
16,900,000 relating to a cash investment held in Cereals and Sugar Finance Corporation. The Corporation
is technically insolvent, and Government has approved its winding up, with a further requirement that
National Treasury takes over its assets and liabilities. The recoverability of the amount of Kshs. 16,900,000
is therefore in doubt.
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Submission by Accounting Officer

The Accounting Officer submitted that the statement of assets and liabilities reflects a receivable balance
of Kshs.16,900,000/= relating to cash investments held in the Cereals and Sugar Finance Corporation
(CSFC), which is technically insolvent. Draft financial statements for Cereals and Sugar Finance
Corporation (under liquidation) have been prepared and submitted for audit review. The liquidation and
winding up process of the corporation is on-going, and the recoverability of the amount will be determined
once the process is over. The task force made its recommendations and we wrote to Attorney General
seeking for his legal opinion. We are in the process of implementing Attorney General’s recommendations
on the same.

Committee Observations and Findings

(i) The statement of assets and liabilities reflects a receivable balance of Kshs. 16,900,000 relating to
cash investments held in the Cereals and Sugar Finance Corporation (CSFC), which is technically
insolvent;

(if) Draft financial statements for Cereals and Sugar Finance Corporation (under liquidation) have
been prepared and submitted for audit review; and

(iii) The liguidation and winding up process of the corporation is on-going, and the recoverability
of the amount will be determined once the process is over. The task force made its
recommendations and we wrote to Attorney General seeking for his legal opinion; and

(iv)The matter is pending until audit review is undertaken and the taskforce recommendations
implemented.

Committee Recommendations

(i) The Accounting Officer should always ensure that the records are reconciled and analyzed with
necessary supporting documents are submitted to the Auditor-General in compliance with
provisions of Section 68(2) of the PFM Act 2012 and that complete financial and accounting
records are presented to the Auditor-General pursuant to the provisions of Article 229 of the
Constitution of Kenya 2010 and Section 68(2k) of the PFM Act 2012; and

(if) The Cabinet Secretary fast-track the implementation of the recommendations of the taskforce on
winding up of Dormant funds in line with the legal opinion of the Attorney General and report
progress to the National Assembly within three (3) months upon tabling and adoption of this
report.

53. Understatement of Investment

As reported in the previous year, the financial statements reflect investment balance of Kshs. 25,516.933
as at 30 June 2017. The share certificate provided for audit revealed that 8,643,429 shares with a book
value of Kshs. 8,415,420 were held at the same date. The resulting difference of Kshs. 12,898,307 has not
been reconciled.
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Submission by Accounting Officer

The Accounting Officer submitted that the value of investment in our books was erroneously recorded as
Kshs. 25,516,933/= but has been revised to Kshs. 21,608,572.50 as supported by various share certificates
which were availed to the auditor for verification.

Committee Observations and Findings

(i) The financial statements reflect investment balance of Kshs. 25,516.933 as at 30 June 2017. The
share certificate provided at the time of audit revealed that 8,643,429 shares with a book value of
Kshs. 8,415,420 were held at the same date; and

(if) The value of investment in the books was erroneously recorded as Kshs. 25,516,933 but has been
revised to Kshs. 21,608,572.50 as supported by various share certificates which were availed to
the auditor for verification. The matter is therefore resolved.

Committee Recommendations

The Accounting Officer should always ensure that the records are reconciled and analyzed with
necessary supporting documents are submitted to the Auditor-General in compliance with
provisions of Section 68(2) of the PFM Act 2012 and that complete financial and accounting records
are presented to the Auditor-General pursuant to the provisions of Article 229 of the Constitution of
Kenya 2010 and Section 68(2k) of the PFM Act 2012.

54. Failure to Invest Funds

As highlighted in the report for 2015/2016 and earlier years, The National Treasury holds cash proceeds
from the redemption of 11 percent Kenya Stock 2000 of Kshs.9,000,000. The Stocks were redeemed in
July 2001 and the proceeds were expected to be re-invested immediately but are still being held in Deposit
Account to date. Failure to re-invest the funds for the last sixteen years has denied the Fund income that
would finance the payment of pensions due to its beneficiaries.

Submission by Accounting Officer

The Accounting Officer submitted that the National Treasury holds cash proceeds from the redemption of
11percent Kenya Stock 2000 totaling Kshs.9,000,000/=. The proceeds are held in the funds deposit account
of National Treasury. The National Treasury wrote to central Bank of Keya seeking advice on how to
invest vide letter Ref.no.EPN/167/025 Vol.X1/34 dated 14™ March 2016 and the Central Bank advised vide
letter Ref.no.EPN/167/025 Vol.X1/34 dated 13" January, 2017 the requirements and conditions to be met
before investing. Two of the conditions were that the Fund should have Fund Manager and Board of
Trustees. The Fund has only two remaining beneficiaries and it would not be viable to engage a Fund
manager and Board of trustees.
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Committee Observations and Findings

(i) The National Treasury holds cash proceeds from the redemption of 11 percent Kenya Stock 2000
totaling Kshs. 9,000,000. The National Treasury wrote to central Bank of Keya seeking advice on
how to invest the funds, the requirements and conditions to be met before investing;

(if) Two of the conditions were that the Fund should have Fund Manager and Board of Trustees.
The Fund has only two remaining beneficiaries and it would not be viable to engage a Fund
manager and Board of trustee; and

(iii)The explanation given by the Accounting Officer was satisfactory. Therefore, the matter is
resolved.

ASIAN OFFICERS FAMILY PENSION FUND
Basis for Qualified Opinion

55. Un-Supported Balances

The statement of financial assets and liabilities and Note 9.4, reflects receivables balance of Kshs.
15,300,680 out of which Kshs. 15,200,000 relates to cash owed by the defunct Cereals and Sugar Finance
Corporation (CSFC) that is undergoing a winding up process. The balance is however not supported by
deposit certificates or other documentary evidence.

Further, the sundry debtors receivables reported in the previous years of Kshs.248,021,691 is an amount
due from the Joint Consolidated Fund (JCF) which was not supported but which has since been cleared
from the books of the fund without providing adequate documentation on how the balance was subsequent
written off. Consequently, the receivable of Kshs. 15,200,000 reflected in the statement of financial assets
and liabilities cannot be confirmed correct.

Submission by Accounting Officer

The Accounting Officer submitted that the statement of financial assets and liabilities under receivables
reflected a balance of Kshs.15,200,000/= relating to cash owed by the defunct Cereals & Sugar Finance
Corporation which is in the process of being wound up and the recoverability will be determined when the
process is finalized. Attached please is a copy of certificate of balance for the amount queried. The
receivables reported in the previous years also included Kshs. 248,021,691.45 an amount due from Joint
Consolidated Fund (JCF). The Fund represented investments by the former employees of East African
Community, which were taken over by the Crown Agent bank upon collapse of the community and
subsequently surrendered to the Central bank of Kenya.

The amount was swept by the exchequer However; the National Treasury has since refunded the entire
amount to the Fund.
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Committee Observation and Findings

(i) The statement of financial assets and liabilities under receivables reflected a balance of
Kshs.15,200,000 relating to cash owed by the defunct Cereals & Sugar Finance Corporation
which is in the process of being wound up and the recoverability will be determined when the
process is finalized;

(if) The receivables reported in the previous years also included Kshs. 248,021,691.45 an amount
due from Joint Consolidated Fund (JCF). The amount was swept by the exchequer However;
the National Treasury has since refunded the entire amount to the Fund.

(iii)The committee marked the matter as resolved.

Committee Recommendations

(i) The Accounting Officer should always ensure that the records are reconciled and analyzed with
necessary supporting documents are submitted to the Auditor-General in compliance with
provisions of Section 68(2) of the PFM Act 2012 and that complete financial and accounting
records are presented to the Auditor-General pursuant to the provisions of Article 229 of the
Constitution of Kenya 2010 and Section 68(2k) of the PFM Act 2012; and

(if) The Cabinet Secretary fast-track the implementation of the recommendations of the taskforce on
winding up of Cereals & Sugar Finance Corporation in line with the legal opinion of the Attorney
General and report progress to the National Assembly within three (3) months after tabling and
adoption of this report.

56. Failure to Provide Records for Verification

As previously reported, the statement of receipts and payment for the 2015/2016 financial year reflected
an expenditure of Kshs. 1,328,196 being pension payments made during the year. The amount included
Kshs. 144,000 paid to four beneficiaries whose files were not provided for verification. Further in the
current year under review, the statement of receipts and payments reflects an expenditure of Kshs.
1,635,696 which includes payments of Kshs. 107,800 to two beneficiary files of No.BPN/PB 589 and
BPN/PB 1688 that the Department failed to avail for audit verification. Therefore, it is not possible to
confirm the validity of the pension paid.

Submission by Accounting Officer

The Accounting Officer submitted that the statement of receipts and payment for the year 2015/2016
reflected the expenditure of Kshs.1,635,696/= which includes payments of Kshs107,800/= to two
beneficiaries of files No. BPN/PB 589 and BPN/PB 1688 which the department had not availed for audit
verification. The two files have since been availed to the auditor for verification.
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Committee Observations and Findings

(i) The statement of receipts and payment for the year 2015/2016 reflected the expenditure of Kshs.
1,635,696 which includes payments of Kshs107,800/= to two beneficiaries of files No. BPN/PB 589
and BPN/PB 1688 which the department had not availed for audit verification; and

(if) The two files have since been availed to the auditor for verification and verified. Therefore, the
matter is resolved.

Committee Recommendations

The Accounting Officer should always ensure that the records are reconciled and analyzed with
necessary supporting documents are submitted to the Auditor-General in compliance with
provisions of Section 68(2) of the PFM Act 2012 and that complete financial and accounting records
are presented to the Auditor-General pursuant to the provisions of Article 229 of the Constitution of
Kenya 2010 and Section 68(2k) of the PFM Act 2012;

57. Irregular Pension Payment

The previous year’s audit revealed that pension payment of Kshs. 519,800 was made to two deceased
beneficiaries between the year 2007 and 2015. A further Kshs. 42,000 was paid between July 2015 and Jan
2016. The families of the two beneficiaries notified the department of the demise of the pensioners in
September 2007 and February 2008 respectively. The Department, however, continued to make payments
until January 2016. The total payment made to the deceased pensioners was Kshs. 519,800. The
Department has so far recovered Kshs. 418,710 which had been disbursed to the bank but not withdrawn.
The balance of Kshs. 143,090 has not been recovered. Further, the recovered amount was received in the
Pension Department’s main bank account and has not been transferred to the Fund Account.

Submission by Accounting Officer

The Accounting Officer submitted that the two deceased beneficiaries remained in the Agency payroll up
to January, 2016 and had been paid Kshs. 519,800/=. Out of the amount paid to the two beneficiaries, an
amount of Kshs. 418,710/= has been returned by the bank leaving a balance of Kshs. 143,090/=. The
National Treasury has written and held various consultations with the National Bank of Kenya to ensure
the balance is returned/refunded.

The Department has already paid back the returned amount to the Asian Officer Family Pension Fund from
the returned CFS pension account.

Committee Observations and Findings
(i) Pension payment of Kshs. 519,800 was made to two deceased beneficiaries between the year 2007

and 2015. A further Kshs. 42,000 was paid between July 2015 and Jan 2016. The families of the
two beneficiaries notified the department of the demise of the pensioners in September 2007 and
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February 2008 respectively. The Department, however, continued to make payments until
January 2016;

(if) The total payment made to the deceased pensioners was Kshs. 519,800. The Department has so
far recovered Kshs. 418,710 which had been disbursed to the bank but not withdrawn. The
balance of Kshs. 143,090. The National Treasury has written and held various consultations with
the National Bank of Kenya to ensure the balance is returned.

Committee Recommendations

The Accounting Officer should ensure that the outstanding balance of Kshs. 101,090 is fully
recovered and evidence submitted for audit review within three (3) months as was recommended
and adopted in the PAC report for the Financial Year 2015/2016.

ASIATIC WIDOWS AND ORPHANS PENSION FUND
Unqualified Opinion
There were no material issues noted during the audit of the financial statements of this Fund.

Emphasis of Matter

As similarly reported in the previous years, the Fund has been dormant since June 2002 when the only
surviving beneficiary died. Further, the Cabinet through a memorandum dated 26 June 2012 authorized the
Attorney General, Minister of State for Public Service and the Minister for Finance to initiate the process
of winding up of the Fund. According to the task force appointed by the National Treasury on winding up
of the dormant Funds, report dated August 2015, a draft legal Notice has been prepared in conjunction with
the State Law Office for de-gazzettement of the Fund. However, the Legal Notice has not been made
available for audit to confirm the final action taken. My opinion is not qualified in respect of this matter.

Committee Observations

The financial statement of the Asiatic Widows and Orphans Pension Fund received an unqualified
opinion in the FINANCIAL YEAR 2016/2017 which is commendable.

SUBSCRIPTION BY KENYA GOVERNMENT TO INTERNATIONAL ORGANIZATIONS
Basis for Adverse Opinion

58. Unsupported Balances

The statement of subscription of Kenya Government to international organization for the year ended 30
June 2017 reflects nil operations. However, and as reported during the previous year, the statements of
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details of Kenya Government share subscription and capital contribution to international organizations
under note 5 to the financial statements reflected local value of subscriptions totaling Kshs.51,403,651,783
against various amounts in foreign currencies as at 30 June 2016. However, independent confirmation of
balances as at 30 June 2016, shows that subscriptions were received from only four out of the twelve
organizations.

Further, the amount confirmed by two out of those four organizations differs with the balances reflected
in the statement submitted by the National Treasury as follows.

Organization Balance as per the Balance as per the Balance as per the
Statement (Foreign Statement (Local value) | Confirmation (Foreign
currency) Kshs. currency)

P.T.A. Bank Harare USD24,208,356.00 2,447,518,049.98 USD25,967,315.00

Macro-Economic USD 355,255.00 35,917,026.06

Financial Management USD384,162.00

Institute

TOTAL 2,483,435,076.04

No explanation has been provided for the above differences. In addition, independent confirmations of
Government of Kenya share subscriptions and capital contribution balances as at 30 June 2016 were not
received from eight organizations listed below:

Organization

Balance as per the Statement
(Foreign currency)

Balance as per the Statement
(Local Value) Kshs

International Monetary Fund SDR258,124,458.00 36,444,592,225.02
International Bank for US15,899,693.01 1,607,493,942.64
Reconstruction and Development

Development Association D.C USD.2,361,413.00 238,744,049.41
Washington

African Dev. Bank Abidjan U.A48,010,000.00 6,882,262,306.00
Multilateral Investment Guarantee | USD622,383.00 62,924,290.54
Agency

Shelter Afrique USD7,007,546.00 708,478,317.20
East Africa Development Bank USD22,500,000.00 2,274,799,500.00
Kampala

Africa Export-Import Bank USD2,391,807.00 241,816,949.68

TOTAL

48,461,111,580.49

The subscriptions for 2014/2015 totalling Kshs.116,813,106,919 in respect of ten organizations, were
restated to Kshs.49,750,957,607 by converting balances in foreign currencies obtained from the

Organizations as tabulated in the following table.
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Organization Statement Statement Statement Statement

Balance-2014/15 Balance-2014/15 Balance- Balance-
(Foreign currency) | (Local Value) | 2014/15Restated 2014/15Restated
Kshs. (Foreign currency) | (Local Value)
Kshs.
International SDR261,156,794.00 | 36,397,422,379.78 | SDR254,797,122.40 | 35,974,805,711.45

Monetary Fund

International Bank for | US296,882,735.02 | 29,284,334,852.73 | US15,512,384.29 1,568,336,178.70
Reconstruction  and
Development

African Dev. Bank | U.A260,960,000.00 | 35,481,165,440.00 | U.A45,536,130.58 | 6,527,631,640.00
Abidjan

Multilateral USD3,278,460.00 323,385,327.32 USD607,222.05 61,391,485.70
Investment Guarantee
Agency

Shelter Afrique USD2,000,000.00 197,278,800.00 USD6,836,845.62 691,220,132.90

East Africa | USD80,000,000.00 | 10,877,120,000.00 | USD21,951,911.04 | 2,219,386,500.00
Development  Bank
Kampala

P.T.A. Bank Harare | USD26,680,000.00 | 3,627,519,520.00 USD23,618,652.32 | 2,387,897,710.85

African Capacity | USD250,000.00 24,659,850.00 USD487,820.25 49,319,700.00
Building Initiative

Africa Export Import | USD5,960,000.00 587,890,824.00 USD2,333,543.75 235,926,407.40
Bank

Macro-Economic USD125,000.00 12,329,925.00 USD346,601.16 35,042,140.05
Financial

Management Institute

Total 116,813,106,919.00 49,750,957,607

However, notes explaining the restated balances were not presented for audit. Consequently, it has not been
possible to confirm the validity and accuracy of the comparative balances as at 30 June 2016.
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Submission by Accounting Officer

The Accounting Officer submitted that at the time of audit of Financial Statements for the year ended 30"
June, 2016, four organizations namely African Capacity Building Foundation, P.T.A. Bank, International
Finance Corporation and Macro Economic and Financial Management Institute (MEFMI) had confirmed
the status of Kenya's subscriptions. However, the confirmed figures for PTA and MEFMI differ with
reported figures but have since been updated as indicated in the confirmation letters and revised financial
statements.

Further, the other remaining eight institutions confirmed the status of Kenya’s subscriptions.
The institutions are:-

Organization Date

International Bank for Reconstruction and Development 23.02.2017
Multilateral Investment Guarantee Agency 16.02.2017
East Africa Development Bank 10.02.2017
International Development Association 15.07.2017
African Export-Import Bank 24.02.2017
African Development Bank 08.12.2016
Shelter-Afrique 21.03.2018
International Monetary Fund 30.06.2017

It was noted that the amounts confirmed by African Capacity Building Foundation and Macro-Economic
and Financial Management Institute relate to Kenya's contributions budgeted under the Recurrent Vote-
1071 The National Treasury but not share capital. The two organizations will be excluded from the schedule
of investments in international organizations in future.

The subscriptions for 2014/2015 totaling Kshs. 116,813,106,919/= in respect of ten organizations were
provisional and based on balances for 2013/14. Subscriptions in respect of eight organizations were re-
stated to reflect the paid up capital as at 30" June, 2015 as confirmed by various organizations. Balances
for Africa Capacity Building Initiative and Macro-Economic and Financial Management Institute are in
respect of contributions but not share capital.

Committee Observations and Findings

(i) At the time of audit of Financial Statements for four organizations namely African Capacity
Building Foundation, P.T.A. Bank, International Finance Corporation and Macro Economic and
Financial Management Institute (MEFMI) had confirmed the status of Kenya's subscriptions.
However, the confirmed figures for PTA and MEFMI differed with reported figures but have
since been updated,;

(if) The amounts confirmed by African Capacity Building Foundation and Macro-Economic and
Financial Management Institute related to Kenya's contributions budgeted under the Recurrent
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Vote-1071 The National Treasury but not share capital. The two organizations will be excluded
from the schedule of investments in international organizations in future;

(iii) The subscriptions for 2014/2015 totaling Kshs. 116,813,106,919 in respect of ten organizations
were provisional and based on balances for 2013/14. Subscriptions in respect of eight
organizations were re-stated to reflect the paid-up capital as at 30" June, 2015 as confirmed by
various organizations. Balances for Africa Capacity Building Initiative and Macro-Economic
and Financial Management Institute are in respect of contributions but not share capital.

Committee Recommendations

The Accounting Officer should always ensure that reconciled records are analyzed and the necessary
supporting documents are submitted to the Auditor-General in compliance with provisions of
Section 68(2) of the PFM Act 2012 and Article 229 of the Constitution of Kenya.
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4.0 THE PRESIDENCY

FINANCIAL STATEMENTS FOR VOTE 1011.

Mr. Kinuthia Mbugua, the Accounting Officer for the the Presidency (Vote 1011) appeared before
the committee on 15t October 2019 to adduce evidence on the Audited Financiagl Statements for the
the Presidency (Vote 1011) for the Financial Year 2016/2017. (Minutes of the Committee sittings and
submissions tabled by the Accounting Officer are annexed to this report). He was accompanied by
the following officials:

1. Mr. Samuel Thiongo - Assistant Accountant General
2. Mr. Paul Kamau - Senior Principal Finance Officer
3. Mr. Joel K. Langatt - Senior Principal Finance Officer

and stated as follows:
That the Office was awarded unqualified Opinion for Financial Year 2016/17.

1. He attributed the opinion on the following factors
a) Working in unison with the National Treasury and the Office of the Auditor General
b) Doing daily reconciliations on the IFMIS platform; and
c) The department working in unison as a team
2. He also pointed out that working on the IFMIS platform had been a challenge, however the
availability of officers trained on the workings of the system had been a huge advantage.
3. He further stated that there were challenges. However, working together with the National Treasury
had helped alleviate some of the issues.

Committee Observations and Findings

The Committee observed that the Presidency had indeed obtained unqualified opinion for Financial
Year 2016/17. The Committee congratulated the Presidency and urged other State Department to
emulate the same.

- _________|
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5.0 STATE DEPARTMENT FOR INTERIOR

FINANCIAL STATEMENTS FOR VOTE 1021

Dr. Eng. Karanja Kibicho, the Accounting Officer for the State Department of Interior (Vote 1021)
appeared before the Committee on 1%t July 2019 to adduce evidence on the Audited Financial
Statements for the State Department of Interior (Vote 1021) for the Financial Year 2016/2017.
(Minutes of the Committee sittings and submissions tabled by the Accounting Officer are annexed
to this report). He was accompanied by the following officials:

1. Mr. James K. Karori - Senior Assistant Accountant General
2. Mr. Noun M. Gabow - Director General MS

3. Mr. Njoroge Mbugua - Director General KPS

4. Ms. Elizabeth W. Kiano - Ag. Director Internal Audit
5. Mr. David M. Mutia - Principal Finance Officer

6. Mr. Stephen G. Wamae - Deputy Director SCMS

7. Mr. Dub Abudho - Personal Assistant

8. Mr. Reuben Otundo - F.G DCI

9. Mr. Charles Kimoito - Immigration

10. Mr. Kangethe - Principal Accountant

11. Ms. Alice W. Gichio - Senior Chief Finance Officer

Basis for Qualified Opinion

59. Contract Number COMMS/NPS/001/2013-2014 for National Secure Communication Network
and Surveillance System for National Police Service

The State Department for Interior and Coordination of Government, acting on behalf of National Police
Service (NPS) entered into a direct procurement contract on 25 November 2014 with M/s Safaricom
Limited for the Provision of National Secure Communication Network and Surveillance System in
Mombasa, Nairobi and its Environs at a negotiated contract Price of Kshs.12,031,251,844 in cash and
payment in kind through allocation of frequency (2x20Mhz in the 800Mhz band) valued at
Kshs.6,750,000,000 by the Communication Authority of Kenya(CAK). The scope of the five-year (5)
contract included,

(1) Command and Control System

(i)  Communication System

(i) National Surveillance System

The State Department of Interior through letter Ref No. AC 50/21/2016/2017/15 dated 6 March 2018
explains that CAK withdrew from allocating Safaricom spectrum and further explains that, in the event
that CAK and Safaricom fails to agree on the license terms, then the contract price shall be adjusted by
Kshs.6,750,000,000 to Kshs.18,781,251,844. Consequently, the contract reverted to Kshs.18,781,251,844
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stopping, if any, negotiations which should have been held before hand with CAK. At the time of audit,
Kshs.9,800,642,336 had been paid under the contract.

Submission by Accounting Officer

The Accounting Officer stated that it was true that the initial cost of the project was Kshs.18,781,251,844
which was to be paid to Safaricom Ltd. However, the cost was to be adjusted downwards by
Kshs.6,750,000,000 to be Kshs.12,031,251,844 if the Communication Authority agreed. This however
never happened since CAK withdrew from allocating Safaricom spectrum hence adjustment would have
not been done as per Section 2.3.1 of the extract of the Contract document of Kenya which indicate that in
the event the Communication Authority and Contractor fails to agree on the license terms, then the contract
price shall be adjusted by Kshs.6, 750,000,000 to Kshs.18, 781,251,844.

A letter dated 15" December 2016 from Communication Authority of Kenya indicates that after gathering
stakeholders’ view, the Authority requested the Ministry of Interior to de-link the NPS project with the
issuance of the 800 MHz Spectrum license since the two issues were not directly related.

Committee Observations and Findings

(i) The Committee observed that correspondences between the Ministry, National Treasury and
Communication Authority of Kenya were availed, examined and verified.

(if) The explanation was satisfactory.

(iii)The Committee marked the matter as resolved.

Committee Recommendations

Accounting Officers must at all times ensure that they avail supporting documentation to the
financial statements within (3) three months after the end of the financial year pursuant to section
68 (2) (k) of the PFM Act 2012.

60. Irregular Use of District Suspense Account

Examination of payment voucher number 034 dated 08 April 2016 show that Kshs.2,255,171,342 was paid
to a company for the Supply of a new twin turbine troop carrier helicopter. However, the expenditure was
charged to District Suspense Account which is not a voted provision, therefore, cannot be used as an
expenditure item. Further, the statement of assets reflects a balance of Kshs.157,397,821 in respect of
District Suspense Account whose analysis has not been provided for audit review.

Submission by Accounting Officer

The Accounting Officer submitted that it was true that payment voucher number 034 dated 8" April 2016
with an amount of Kshs.2,255,171,341.70 was paid to a company for the supply of new twin turbo carrier
helicopter. This being a foreign payment a journal voucher was prepared to capture the expenditure
whereby purchase of Police security equipment account 3111108 was debited but the credit entry charged
to general suspense account 6780101 instead of development bank account. We have since rectified the
general suspense and credited the development bank account.
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It was also true that the statements of assets as at 30 June 2017 reflected a District Suspense account balance
of Kshs.157,397,821.00 which represented unaccounted for AIE’s issued to various districts. The balance
has been analyzed respectively and attached are copies of the District suspense analysis.

Committee Observations and Findings

(i) The Committee observed that documents and records were subsequently availed and reviewed.
(if) The Committee marked the matter as resolved.

Committee Recommendations
Accounting Officers must at all times ensure that they avail supporting documentation to the

financial statements within (3) three months after the end of the financial year pursuant to section
68 (2) (k) of the PFM Act 2012.
61. Construction Works at National Police Service (NPS) Training Schools

61.1 Introduction

Due to shortages of barracks; classrooms; toilets; bathrooms and staff houses, the National Police Service
awarded five (5) contracts during the financial year, 2014/2015.

61.2 Award and Scope of Work
The contracts were planned as follows; (i) A contractor was identified to supply materials (iron and plain
sheets; doors; windows; nails and other minor materials) in all the four (4) training institutions at a cost of

Kshs.261,000,000 which had been paid at the time of audit.

(i) Four (4) contractors were awarded contracts to undertake civil, mechanical and electrical works in the
four (4) listed training institutions and paid as follows;

Institution Contract Number Contract sum Payment to date of
Kshs. Audit

KPC - Kiganjo CQS/D102/010/2014-2015 157,000,000.00 192,449,080.00
APTC-Embakasi CQS/D102/022/2014-2015 169,087,303.72 193,581,827.00
GSU-Embakasi CQS/D102/012/2014-2015 51,356,366.80 67,260,767.00
GSU-FTC Magadi | CQS/D102/013/2014-2015 45,116,344.00 45,108,455.00
TOTAL 422,560,014.52 498,400,129.00

Submission by Accounting Officer

The Accounting Officer submitted that the Ministerial Tender Committee meeting N0.8/2014-2015 (Min.
No. 7) held onl8th September 2014; the Ministerial Tender Committee discussed tender No.
CQS/D102/05/2014-2015 for the proposed works at the Kenya Police Training College Nyeri County for
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the National Police Service and confirmed that the evaluation committee report contained the anomalies
which were highlighted by the MTC.

The Ministerial Tender Committee therefore deferred the application and directed the evaluation committee
to re-evaluate the tender in order to rectiFinancial Year the anomalies as noted by the MTC. This was in
accordance with section 11 of the Public Procurement and Disposal Regulation 2006.

However, in the Ministerial Tender Committee meeting No 9/2014-2015 (Min. No. 11) held on 22nd to
23rd September 2014 there was a resubmission of the re-evaluated tender report No. CQS/D102/05/2014-
2015 for the proposed works at the Kenya Police Training College, Nyeri County whereby the Ministerial
Tender Committee noted that the anomalies highlighted in the first submission had been addressed by the
evaluation committee which recommended M/s Njuca Consolidated Co. Ltd in their tender sum of
Kshs.157,000,000.00 which was the lowest evaluated bidder. 5 In view of the above, the tendering process
was regulated and complied with Article 227(1) of the Constitution.

The Accounting Officer tabled the following documents:

1. First MTC minutes 8/2014-2015 whereby the evaluation committee report contained anomalies
which were highlighted by the MTC hence the application was deferred for the evaluation
committee to re-look at the anomalies.

2. Second MTC minutes 9/2014-2015 whereby the evaluation committee had rectified the anomalies
which were highlighted by the MTC and resubmitted the application.

3. Extract of section 11 of the Public Procurement and Disposal Regulation 2006.

4. Letter of request for submission of the re-evaluation report from NPS Ref No.
NPS/IG/SEC/1/1/25/2/\VOL.11/26 dated 24th September 2014.

5. Letter of request for MTC meeting from NPS Ref No. NPS/IG/SEC/1/1/7/\VOL.111/76 dated 21st
August 2014.

Letter of approval of the re-evaluated report from the Secretary — MTC Ref. No.
MICNG/MTC/NPS/9/2014-2015 (8) dated 25th September 2014.

Committee Observations and Findings

(i) The submission and accompanying documents tabled by the Accounting Officer explaining the
validity, accuracy, compliance and adherence to the law of the procurement were availed and
verified.

(if) The Committee marked the matter as resolved.
Committee Recommendations

Accounting Officers must at all times ensure that they avail supporting documentation to the
financial statements within (3) three months after the end of the financial year pursuant to section
68 (2) (k) of the PFM Act 2012.
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61.3 Contract Period

The contract period is recorded as six (6) weeks from the date of site possession recorded as 01 December
2014.

61.4 Audit Inspections (i) Award of Contract

Examination of records show that bids for the contractors at Kiganjo Police Training College and GSU
Training School, Embakasi were rejected at preliminary stage, therefore, their award of contract is not only
irregular but illegal and does not comply with Article 227 (1) of the Constitution.

In addition, prices of materials purportedly supplied and eventually paid as Kshs.261,000,000 were not
informed by a market survey contrary to Section 8(3)(z) of the Public Procurement and Disposal Regulation
(2006).

(iif)Excess Payments to Contractors

Examination of records show that bids were supposed to be based on surface area. However, in unclear
circumstances the rates for the surface areas submitted for barracks, classrooms, staff houses, toilets and
bathrooms differed for the same materials resulting in excess payment of Kshs.16,647,679. In addition,
audit has revealed that three (3) contractors working at KPC, Kiganjo; APTC and GSU Training Colleges
were overpaid by Kshs.74,534,379.

Submission by Accounting Officer

The Accounting Officer approved for a variation of contract of 24.85% being additional works at the Kenya
Police College — Kiganjo. The additional works arose due to challenges at the site and were addressed
through the County Works Officer, Nairobi.

The matter was raised with the Ministry of Interior and the Accounting Officer appointed an Evaluation
Committee to evaluate and make recommendations against their observations. The Evaluation Committee
in its findings concluded that the issues raised were justified.

It is also important to note that this was a measurement contract. The Public Procurement and Disposal Act
(2006) were replaced by the Public Procurement and Asset Disposal Act (2015) on 24™ December, 2015.
Section 139 (4) of the Public Procurement and Asset Disposal Act (2015) states that: For the purposes of
this section, any variation of a contract shall only be considered after twelve months from the date of
signing the contract and shall only be considered if the following are satisfied- 6 () The cumulative value
of all contract variations do not result in an increment of the total value of the contract by more than twenty
five per cent (25) of the original contract price.

Also note that Public Procurement and Disposal Regulation (2006) section 31 (c) was amended by Legal
Notice 106 titled The Public Procurement And Disposal (Amendment) Regulation (2013) which inserted
section (e) that states “the cumulative value of all contract variations do not result in an increment of the
total contract price by more than twenty-five per cent of the original contract sum”. The variation of
contract was requested through the County Works Officer, Nairobi. The additional works arose because
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during the documentation for these works, it had not been determined where the structures were to be
erected on the site.

Challenges arose due to the nature of the soils and levels at KPC - Kiganjo. This necessitated extra
excavation and filling in order to achieve the desired levels.

The spread of the structures necessitated the inclusion of a sewer line and upgrading of the power supply
which was not in the initial documentation. The variations sought by the contractor were evaluated and
found to be justifiable. The variation of 24.85% is within the limit allowed by the Act.

Committee Observation and Findings

(i) The Committee observed that there was a variation of 24.85% in the scope of work
prompting the additional payments.
(it) The Committee marked the matter as resolved.

Committee Recommendations

Accounting Officers must always ensure that all applicable accounting and financial controls,
systems, standards, laws and procedures are followed when procuring or disposing of goods and
services pursuant to the provisions of section 68(2)(e) of the Public Finance Management Act, 2012.

(iii) Payment for Undelivered Materials

Although, Kshs.4,786,274 was paid to the supplier of materials in respect of material purportedly supplied
as KPC, Kiganjo, verification of delivery notes, invoices and inspection of construction site reveals that
these materials were not delivered.

Submission by Accounting Officer

The Accounting Officer submitted that it was true that various delivery notes at KPC — Kiganjo show
materials against various invoices amounting to Kshs.4,786,274.22. We wish to state that Project manager
in the meeting held on 3rd December, 2015 indicated that the materials had been supplied. M/s Mabati
Rolling Mills had completed the supply of the super structures and payments processed.

The County Works Officer has since then confirmed that all materials were supplied and cited cases where
some materials were over supplied to different sites, these were however sorted out.

Committee Observations and Findings

(i) The submission and accompanying documents tabled by the Accounting Officer explaining the
validity, accuracy, compliance and adherence to the law of the payment process of
Kshs.4,786,274.22 were submitted for aufit review and verified.

(i) The Committee marked the matter as resolved.
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Committee Recommendations

Accounting Officers must at all times ensure that they avail supporting documentation to the
financial statements within (3) three months after the end of the financial year pursuant to section
68 (2) (k) of the PFM Act 2012.

(iii)Unspent Balance of Kshs.41,000,000

Examination of AIE No. A832045 dated 03 October 2016 show that Kshs.41,000,000 for the construction
of Bio Gas and rehabilitation of parade ground at Kiganjo has not been undertaken and the balance is kept
in the account for which no explanation has been given.

Submission by Accounting Officer

The Accounting Officer submitted that it was true that AIE No. A832045 dated 03 October 2016 of
Kshs.41,000,000 was issued for the construction of Bio gas and rehabilitation of parade ground at Kiganjo
Police Training College. Kshs.35,000,000 was allocated the proposed carpeting of the parade ground and
Kshs.6,000,000 was for the proposed construction of the biogas plant. The funds were not utilized because
of the following reasons:-

a. The works for the construction of the parade ground were tendered and evaluated in Nyeri County but
the award was rejected by the Accounting Officer.

b. The proposed Construction of a biogas plant was not approved by the Ministry of Energy. In light of the
above, the funds were returned to the exchequer.

Committee Observation and Findings

(i) The Committee observed that the EFT funds transfer of unspent AIE of Kshs.41,000,000.00
availed, examined and verified that payment was made at Central Bank of Kenya — State
Department of Interior Account.

(if) The Committee marked the matter as resolved.

(iv)Unvouched Expenditure

Payment vouchers for payments totaling Kshs.391,243,037, have not been availed for audit contrary to
Section 9(1) (e) of the Public Audit Act 2015 in spite of several requests made.

Submission by Accounting Officer
The Accounting Officer submitted that it was true that payment vouchers totaling to Kshs.391,243,037

had not been availed for audit verification, however these payments have since been availed to the
Auditor for verification.
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Committee Observations and Findings

(i) The submission and accompanying documents tabled by the Accounting Officer explaining the
validity, accuracy, and proper payment of Kshs.391,243,037.00, were satisfactory.

(if) The Committee marked the matter as resolved.

Committee Recommendations
Accounting Officers must at all times avail in time documents required for audit verification.

(v) Theft of Iron Sheets at Kiganjo

Although there is clear evidence that the contractor’s employee was arrested for theft of 42 Iron Sheets,
there is no evidence that the culprit was arraigned and charged in court for the offence.

Submission by Accounting Officer

The Accounting Officer submitted that it was true that the above Iron Sheets were stolen and later
recovered. Three suspects were arrested and arraigned in court at Nyeri law courts. The case was later
withdrawn under section 87(a) of the penal Code and the 42 Iron Sheets handed over to the College.

However, in the agreement upon the signing of the contract the site was handed over to the contractor. The
security and custody of the materials at the site were henceforth the responsibility of the contractor until
the completion and eventual handing over of the project. The said materials were since recovered hence
there was no loss incurred.

Committee Observation and Findings

(i) The Committee observed that the matter was satisfactorily dealt with.
(if) The Committee marked the matter as resolved.

(vi)Delay in Execution of Contract

The contract was to commence 01 December 2014 for a period of six (6) weeks. An evaluation undertaken
during the month of May 2017 show that contractors working at KPC and APTC were still on site as their
contracts were still incomplete.

Submission by Accounting Officer

The Accounting Officer submitted that it was true that the commencement date of the contract is recorded
as 1st December 2014 for a period of six (6) weeks. The evaluation undertaken during the month of May
2017 show that contractors working at KPC and APTC were still on site as their contracts were still
incomplete.
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The projects were initiated in 2014 but slowed down for lack of timely release of exchequer. This was
further occasioned by the time lag between the request for variation and the actual approvals for the
variations. The Accounting Officer approved the contract variations in May, 2017 and the Contractors
resumed work in June 2017. All the required works have been completed satisfactorily and the
documentation to that effect done.

Committee Observation and Findings

(i) The Committee observed that the Accounting Officer approved the contract variations in
May, 2017 and the contractors resumed work in June 2017.

(i) The Committee also observed that the all the required works had been completed
satisfactorily and the documentation to that effect done.

(iii))The Committee marked the matter as resolved.

(vii)  Poor Workmanship

Audit inspection undertaken at KPC, Kiganjo and APTC, Embakasi revelead that the quality of
workmanship was poor as follows;

a) Cracks are observed on pavements along outside walls of classrooms both at KPC and APTC;

b) Concrete sinks did not have taps at KPC, Kiganjo and APTC, Embakasi;

c) Clothe lines stand bending because they are not well supported at KPC Kiganjo;

d) Incomplete electrical installation works-switches and sockets at KPC Kiganjo;

e) Concrete slab made instead of precast pavement slab as provided for in the Bill of Quantities at KPC
Kiganjo;

) One of the installed 20,000 litres tank ripped off at the top due to poor quality at KPC Kiganjo; g) Cracks
on other floor in classroom and barracks were observed at APT Embakasi;

h) Wire mesh put underneath the slab are exposed due to chipping and wearing out of the pavement at
APTC Embakasi;

i) Black polythene paper laid underneath the slab are exposed out of the slab at APTC at Embakasi;

J) Black chalk board in classroom does not show clear writing at APTC Embakasi;

k) Peeling off of paint on metallic washroom door was observed at APTC Embakasi; I) Reaping off of
ridge caps was also observed at APTC Embakasi;

Submission by Accounting Officer

The Accounting Officer submitted that it was true that during the Audit inspection undertaken at KPC,
Kiganjo and APTC Embakasi in the month of May 2017 revealed the following: -

a) Cracks on the pavements along outside walls of classrooms both at KPC and APTC,;

b) Concrete sinks did not have taps at KPC Kiganjo and APTC Embakasi;

c) Clothe lines stands were bending because they were not well supported at KPC Kiganjo;
d) Incomplete electrical installation works — switches and sockets at KPC Kiganjo; 10
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e) Concrete slab made instead of precast pavement slab as provided for in the bill of quantities at KPC
Kiganjo;

f) One of the installed 20,000 litres tanks ripped off at the top due to poor quality at KPC Kiganjo

g) Failure of floor in classrooms and barracks at APTC Embakasi;

h) Wire mesh punt underneath the slab was exposed due to chipping and wearing out of the pavements
at APTC Embakasi;

i) Black Polythene paper laid underneath the slab are exposed out of the slab at APTC Embakasi;

j) Black board in classroom did not show clear writing at APTC Embakasi;

k) Peeling off of paint on metallic washroom doors was observed at APTC Embakasi;

I) Ripping off of ridge caps at APTC Embakasi;

The Audit Inspection was undertaken prior to the approvals for variations. The concerns raised in (viii)
part a-1 as indicated by the extract from the Audit inspection carried out at KPC - Kiganjo and in APTC
Embakasi in the month of May 2017 have all been addressed. All the defects, repairs and required
replacements have been done satisfactorily and the documentation to that effect done. The repairs and
replacements were done at the contractor’s cost.

Committee Observation and Findings

(i) The Committee observed that the audit inspection carried out at Kenya Police College-Kiganjo
on Monday 8 July, 2019 and at the APTC-Embakasi on Tuesday 9 July, 2019 confirm that the
defects, repairs and required replacements were re-done.

(if) The Committee marked the matter as resolved.

(x) Outstanding Works

Although trainees are using these incomplete facilities, outstanding works are listed as follows;
a) Incomplete electrical works at both KPC, Kiganjo and APTC, Embaksi;

b) Unfinished roof ceilings in barracks and classrooms at APTC Embakasi;

¢) Unfinished electrical installation-socket and switches at APTC Embakasi;

d) Unfinished pavement work between the classroom blocks at APTC Embakasi;

Submission by Accounting Officer

The Accounting Officer submitted that in the Ministerial Tender Committee meeting N0.8/2014-2015
(Min. No. 7) held on18th September 2014; the Ministerial Tender Committee discussed tender No.
CQS/D102/05/2014-2015 for the proposed works at the Kenya Police Training College Nyeri County for
the National Police Service and confirmed that the evaluation committee report contained the anomalies
which were highlighted by the MTC.

The Ministerial Tender Committee therefore deferred the application and directed the evaluation committee
to re-evaluate the tender in order to rectiFinancial Year the anomalies as noted by the MTC. This was in
accordance with section 11 of the Public Procurement and Disposal Regulation 2006. However, in the
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Ministerial Tender Committee meeting No 9/2014-2015 (Min. No. 11) held on 22nd to 23rd September
2014 there was a resubmission of the re-evaluated tender report No. CQS/D102/05/2014-2015 for the
proposed works at the Kenya Police Training College, Nyeri County whereby the Ministerial Tender
Committee noted that the anomalies highlighted in the first submission had been addressed by the
evaluation committee which recommended M/s Njuca Consolidated Co. Ltd in their tender sum of
Kshs.157,000,000.00 which was the lowest evaluated bidder.

In view of the above, the tendering process was regulated and complied with Article 227(1) of the
Constitution.

Committee Observation and Findings

(i) The Committee observed that subsequent work progress at KPC-Kiganjo and at the APTC-
Embakasi had not been verified by the Office of the Auditor General.

(if) The Committee directed the Office of the Auditor General to conclude verification of the same
and report back in the subsequent financial year audit report.

(ii1) The matter remained unresolved

Committee Recommendations

(i) The Ministry of Public Works should inspect the buildings and table their report to the National
Assembly within a period of six months upon the adoption of this report.

62. Cash Transfer to Regional Commissioner — North Eastern

In my Prior year report, unsatisfactory matter was reported in relations to transfer of Kshs.150,000,000
Regional Commissioner — North Eastern which was not accounted. Similarly, Kshs.350,000,000 was
transferred to Regional Commissioner — North Eastern during the year under review, which again has not
been accounted. No reason has been given for huge transfers that are not being supported with expenditure
returns required in accordance with Section 9 (1) (e) of Public Audit Act (2015). Although the Department
explains that the money was used as confidential expenditure, it is not correct as the transfer was charged
to District Suspense Account which is not a voted provision and cannot be used as an expenditure item.

Submission by Accounting Officer

The Accounting Officer submitted that it was true that the Ministry transferred the Kshs.350,000,000.00
was transferred to Regional Commissioner — North Eastern during the year under review.

The Ministry has a budgetary allocation under Head 1021-001-303 Regional Security Coordination North
Eastern to cater specifically for security operations in North Eastern. The amount in aggregation with other
related allocations was expended as evidenced by the expenditure return and status report for the month
ending 30" June 2016 from Garissa district Treasury.
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Committee Observation and Findings

(i) The Committee observed that additional supporting documents that had not been submitted
during the audit have since been submitted, examined and verified.
(if) The Committee marked the matter as resolved

63. Irregular and lllegal Deductions on Recruits Police Constables Allowances

Examination of records show that Kshs.313,848,000 was irregularly deducted from recruits allowances
training at Kenya Police College (KPC), Kiganjo and General service Unit (GSU) Training School,
Embakasi as follows: -

Training Institute Amount (Kshs)

Kenya Police College (KPC), Kiganjo 197,257,500.00
GSU Training School 116,590,500.00
Total 313,848,000.00

Although it has been explained through letters reference SEC.POL.1/1/26/27/47 dated 15" January, 2018
and GSU.SEC.POL.1/1/26/VOL.11/13 dated 8™ February 2018, that deductions were for barrack
maintenance, haircut and medical fund among others, audit has revealed that recruits were directed to sign
that they received the entire amount of their allowance.

In addition, audit had revealed massive irregularities as follows: -

These deductions contravened Section 43 (1)(c) of the Public Finance Management Act (2012) which
prohibits re-allocation of funds from wages to non-wages expenditure.

Submission by Accounting Officer

The Accounting Officer submitted that it was true that Recruit Constables were entitled to a stipend
allowance while undertaking their training allowances training at Kenya Police College (KPC), Kiganjo
and General Service Unit (GSU) Training School, Embakasi.

That further investigations have revealed that from the available records, the recruits received their
allowances as stipulated without any deductions whatsoever. However, investigations have been launched
to ascertain the allegations with a view of taking appropriate remedial action. The records are open and
available for inspection and verification.

i) The Department has not justified failure to provide funds for maintenance of Barracks and medical
funds in their annual budget. The budgets for maintenance of buildings are normally allocated
annually under the relevant vote heads.

i) Audit has further revealed that deductions from recruits’ allowances amounting to Kshs.14,
525,910.00 at GSU were deposited at Account Number 01240000008512 maintained at
Cooperative Bank Tom Mboya Branch.
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The General Service unit has explained verbally during a meeting held on 1% March 2018 at the
Auditor General boardroom that the account is for distribution of recruits’ allowances. However,
the promise to produce the bank statement and authority to open the account has not been acted
upon contrary to Section 9(1) (e) (i) of the Public Audit Act 2015.

On this issue we wish to state that the Account in question belongs to the Cooperative Bank of Kenya.
Further scrutiny has revealed that the funds that were channeled to the bank were voluntary contributions
for savings made by the Recruit Constables who in their entire period of training are not allowed to leave
the college compound to bank the money. The various records i.e. letter of instruction, Schedule of names
and list of individual accounts and the remittances therein are available for audit and inspection.

(1) These deductions border on criminal act on the part of those officers who sanctioned forceful
recovery from helpless recruits.

There were no deductions; however, investigations are ongoing to establish the allegations. Any officer

found culpable shall be dealt with in accordance with the Service Standing Orders and any other

applicable law.

Committee Observation and Findings

(i) The Committee observed that the explanations received from both the DIG-KPS and KPC-
Commandant on the allowances as well as the response by the State Department for Interior
were satisfactory.

(if) The Committee marked the matter as resolved.

Committee Recommendations
Accounting Officers must at all time avail in time documents necessary for audit purposes.

64. Other Matters
64.1 Bank Reconciliation Statements

The Bank Reconciliation Statement reflects Receipts in the Bank Statements not recorded in the Cash
Books totaling Kshs.8,101,558,241.80 which comprises of Kshs.7,967,603,859.45, Kshs.44,710,334.15
and Kshs.89,244,048.20 for Recurrent Cash Book, Development Cash Book and Deposits Cash Book
respectively. No reason has been given for failure to debit back these balances in the Cash Books.

The Bank Reconciliation statements as at 30 June 2017 also reflects payments in the cash books not
recorded in the Bank Statement totaling Kshs.16,469,223,550.45 which comprises of
Kshs.12,282,871,167.40, Kshs.4,162,169,531.90 and Kshs.24,082,851.15 for recurrent Cash Book,
Development Cash Book and Deposits Cash Book respectively. No reason has been given for failure to
debit these balances in the cash books.

Further, the Bank Reconciliation Statements also reflects receipts of Kshs.3,233,476,340.90 in the Cash
Books not recorded in the Bank Statements. This comprises of Kshs.2,772,837,746.35,
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Kshs.431,696,929.25 and Kshs.28,941,665.30 for Recurrent Cash Book, Development Cash Book and
Deposits Cash Book respectively. As in the previous instances, no explanation has been given for failure
to correct these anomalies through relevant journal entries in the Cash Book.

Submission by Accounting Officer

The Accounting Officer submitted that it was true that the Bank Reconciliation statement reflects receipts
in bank statement not recorded in the cash book totaling to Kshs.8,101,558,241.80 which comprises of
Kshs. 7,967,603,859.45, Kshs.44,710,334.15 and Kshs.89,244,048.20 for Recurrent, Development and
Deposit cash books respectively. However, an amount of Kshs.7,804,891,269.05 and Kshs. 61,087,789.35
for recurrent and deposit cash books respectively have since been reconciled and anomalies corrected
accordingly.

He further stated that out of the Kshs.16,469,223,550.45 of payments in cash book not in the bank
statement, Kshs.11,783,433,192.10, Kshs.4,023,353,995.75, and Kshs.15,294,340.00 for Recurrent,
Development and Deposit cash books respectively has been analyzed, reconciled and adjusted in the cash
book accordingly.

Kshs.3,233,476,340.90 reflects receipts in Recurrent, Development, and Deposit cash books not recorded
in the bank statement. Kshs.2,761,312,715.25, Kshs.35,499,999.90 and Kshs. 24,035,595.00 for Recurrent,
Development, and Deposit cash books respectively has since been reconciled and the necessary
adjustments effected in the cash books.

Committee Observation and Findings

(i) The Committee observed that the un-reconciling balances in the Bank reconciliations statement
have been reconciled and relevant journal entries made in the cashbooks.
(it) The Committee marked the matter as resolved.

Committee Recommendations

The Accounting Officer must at all times ensure that reconciliations are done in time and the
complete financial statements submitted to the auditor general within three months after close of the
Financial Year as provided for in Article 229 (4)(h), and section 81(4)(a) of the Public Finance
Management Act 2012.

64.2 Irregular Bank Payments — Kshs.11,424,466,750.95

Examination of Bank Reconciliation Statements show that payments totaling Kshs.11,424,466,750.95 as
shown below was paid from the bank accounts maintained by the State Department for Interior but were
not posted to the Cash Books.
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Bank Account Payments (Kshs.)
Recurrent 8,642,543,374.85
Development 2,767,520,679.95
Deposits 14,402,696.15
TOTAL 11,424,466,750.95

The payments were made without support documents contrary to Section 85 (4)(B) and (c) of the Public
Finance Management (National Government) regulations, 2015 which requires all signatories in respect of
Payments to thoroughly scrutinize supporting documents.’

Submission by Accounting Officer

The Accounting Officer submitted that it was true that Bank Reconciliation Statements reflected
payments in the bank statement not in the cash book which were later reconciled and adjusted and
includes the following:

(a) Recurrent Kshs.8,642,543,374.85

Analyses of the Payments are as follows:

(1) Salary & Deductions 8,230,752,008.40
(i) General Supplies 51,640,421.15
(i)  ALLE’s 360,150,945.00

Out of Kshs.8,642,543,374.85 an amount of Kshs.5,985,557,191.70 has since been reconciled and
adjusted in the recurrent cash book.

(b) Development Kshs.2,767,520,679.95
(©)

Analysis of payments appearing in the bank statement and not in cash book is indicated below:

Payment Advices (PA’s) 2,763,619,408.40
General Suppliers/Contractors 3,901,271.55
Total Kshs.2, 767,520,679.95

Out of the Ksh.2,767,520,679.95 a total of Kshs.765,651,229.60 has been analyzed and reconciled as
shown below:
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DEVELOPMENT

ACCOUNT
CBK DATE |REF PARTICULARS AMOUNT
28-Dec-16 PA109144 Payment Authority 450.00
28-Dec-16 PA109145 Payment Authority 450.00
28-Dec-16 PA109146 Payment Authority 450.00
28-Dec-16 PA109146 Payment Authority 13,260,000.00
28-Dec-16 PA109145 Payment Authority 22,360,000.00
28-Dec-16 PA109144 Payment Authority 155,916,417.80
3-Jan-17 PA109147 Payment Authority 450.00
3-Jan-17 PA109147 Payment Authority 269,940,824.50
31-Mar-17 PA115051 Payment Authority 450.00
31-Mar-17 FT17090PVSZ5 [Payment Authority 2,444 ,876.05
5-Apr-17 PA115053 Payment Authority 450.00
5-Apr-17 PA115053 Payment Authority 206,657,150.85
18-Apr-17 PA115057 Payment Authority 450.00
18-Apr-17 PA115072 Payment Authority 450.00
18-Apr-17 PA115071 Payment Authority 450.00
18-Apr-17 PA115073 Payment Authority 450.00
18-Apr-17 PA115062 Payment Authority 450.00
18-Apr-17 PA115057 Payment Authority 3,339,871.05
18-Apr-17 PA115073 Payment Authority 103,000,888.80
18-Apr-17 PA115072 Payment Authority 117,900,817.55
18-Apr-17 PA115062 Payment Authority 196,075,349.90
18-Apr-17 PA115071 Payment Authority 314,000,052.45
20-Apr-17 PA115074 Payment Authority 450.00
8-May-17 10004657 KENYA COMMERCIAL ([862,165,412.75

BANK LIMITED
6-Jun-17 PA115076 Payment Authority 450.00
6-Jun-17 PA115077 Payment Authority 450.00
6-Jun-17 PA115078 Payment Authority 450.00
6-Jun-17 PA115078 Payment Authority 24,528,235.80
6-Jun-17 PA115076 Payment Authority 60,816,541.50
6-Jun-17 PA115077 Payment Authority 62,165,079.90
13-Jun-17 PA115079 Payment Authority 450.00
13-Jun-17 PA115079 Payment Authority 349,040,689.50
22-May-17 10004604 WIDEVIEW TRADERS ([2,031,821.20

TOTALS 2,765,651,229.60

(d) Deposit Kshs.14,402,696.15

Out of the Kshs.14,402,969.95 a total of Kshs.10, 585,496.15 has been analyzed and reconciled as

shown below:

Report on the Examination of the Report of the Auditor-General on the Financial Statements for the National Government for the Year ended 30" June 2017

Page 104



DEPOSIT

CBK DATE PARTICULARS AMOUNT

28-Dec-15 Outward RTGS Payment MT 102 511,459.90

23-11-2016 STATE DEPARTMENT FOR 1,666,346.30
INTERIOR

23-11-2016 STATE DEPARTMENT FOR 3,012,281.95
INTERIOR

23-11-2016 STATE DEPARTMENT FOR 5,347,000.00
INTERIOR

VERONICAH MUTHONI 48,408.00

TOTAL 10,585,496.15

The payments were properly approved and processed with all the relevant support documents attached and
are available for verification.

Committee Observation and Findings

(1) The Committee observed that the necessary adjustments have been made in the cashbook.
(if) The Committee marked the matter as resolved.

Committee Recommendations

The Accounting Officer must at all times ensure that reconciliations are done in time and the
complete financial statements submitted to the auditor general within three months after close of the
Financial Year as provided for in Article 229 (4)(h), and section 81(4)(a) of the Public Finance
Management Act 2012.

64.3  Acquisition of Assets

The statement of Receipts and payments reflects an amount of Kshs.24,398,063,674.00 in respect of
expenditure on Acquisition of Assets. However, a fixed assets register was not availed to confirm the
existence of the acquired assets.

No explanation has been provided for failure to maintain the fixed register as required under section 143
of the public finance management (National Government) regulations, 2015.

Submission by Accounting Officer

The Accounting Officer submitted that it was true that the Financial Statements did not include an updated
summary of fixed assets as an annex contrary to section 143 of the public finance management (National
Government) regulations 2015. The State Department is in the process of coming up with a comprehensive
asset register which covers both assets at the head office and at the counties.

Committee Observation and Findings

(i) The Committee observed that indeed the State Department did not have a Fixed Assets Register
in place.

(i) The Committee observed that the preparation of assets register was in progress.
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(iii) The matter remains unresolved.

Committee Recommendations

The Accounting Officer should prepare the asset register within three (3) months upon the adoption
of this report and share the same with the the National Assembly.

64.4 Deposits

The Statements of Assets reflects a balance of Kshs.474,232,315.00 in respect of deposits whose analysis
has not been provided for audit review.

Submission by Accounting Officer

The Accounting Officer submitted that it was true that the statement of assets as at 30 June 2017 reflected
a district suspense account balance of Kshs.157,397,821.00 which represented unaccounted for AIE’s
issued to various districts. The balance comprises of unspent AIE’s which has been surrendered to the
consolidated account and analysis is ongoing to establish the amount surrender and undertake the necessary
course of action.

It was also true that the statement of assets as at 30 June 2017 reflects a deposits balance account of
Kshs.474, 232,315.00 which had not been analyzed. The balance has since been analyzed under the various
activities as shown below: -

UPDATED SUMMARY OF DEPOSITS ANALYSISAS AT 30™ JUNE 2017
ITEM TYPE OF DEPOSIT AMOUNT HELD (KSHS.)
NO.
1. RETENTION HELD 378,119,342.45
2. GES SUMMIT 6,415,800.00
3. NACADA 16,424,266.10
4. CASH BAIL 31,177,000.00
5. KESAL FUNDS 38,331.40
6. MSA OFFICE FUNDS 41,883,000.00
7. AP JOINT
OPERATIONS 174,575.00
TOTAL 474,232,314.95
C/B BALANCE 474,232,314.95

Committee Observations and Findings

(i) The Committee observed that the deposit analysis was availed, examined and verified.
(i) The Committee marked the matter as resolved.
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Committee Recommendations

(i) Accounting Officers must at all times ensure that they avail supporting documentation to the
financial statements within (3) three months after the end of the financial year pursuant to
section 68 (2) (k) of the PFM Act 2012.

(if) Accounting Officers must at all times ensure that reconciliations are done in time and the
complete financial statements submitted to the auditor general within three months after close
of the Financial Year as provided for in Article 229 (4)(h), and section 81(4)(a) of the Public
Finance Management Act 2012.

64.5 Pending Bills

Examination of the Financial statements show that bills totaling Kshs.1,164,848.50 were not settled during
the year under review but were instead carried forward to the Financial year 2017/2018. Had the bills been
paid and the expenditure charged to the account for 2016/2018, the statement of receipts and payments for
the year under review would have reflected a surplus of Kshs.608,162,414.50 instead of a surplus of
Kshs.1,773,010,883.00 now reflected.

Submission by Accounting Officer

The Accounting Officer submitted that it was true that records maintained by the State Department for
Interior indicated that bills totaling to Kshs.1,164,848,468.50 were not settled during the year 2016/2017
but were instead carried forward to 2017/2018. This was due to system challenges where by some of the
payments failed to complete the payment process as a result of deactivation of IFMIS responsibilities and
late loading of supplementary budget which was effected in the last week of June.

Committee Observations and Findings

(i) The Committee observed that the pending bills have since been paid during 2017/2018 financial
year.
(if) The Committee marked the matter as resolved.

Committee Recommendation

The Accounting Officer should ensure that pending bills in any financial year are avoided at all cost.
But where pending bills are available, they should form a first charge in the subsequent year's budget
thereby impending smooth implementation of the subsequent budget.

64.6. National Humanitarian Fund

Examination of the Financial Statements of the National Humanitarian Fund and those of State Department
for Interior has revealed the following discrepancies; -

Report on the Examination of the Report of the Auditor-General on the Financial Statements for the National Government for the Year ended 30" June 2017

Page 107



ITEM NHF F/S SDIF/S (Kshs.) Discrepancy (Kshs.)

(Kshs.)
Budget of NHF 1,987,703,859.00 2,000,000,000.00 12,296,141.00
Grants from SDI 1,933,899,805.00 1,977,951,815.00 44,052,010.00

| TOTAL 56,348.151.00

These discrepancies have not been explained.
Submission by Accounting Officer

The Accounting Officer submitted that it was true that the financial statement of the National Humanitarian
Fund and the State Department revealed the following discrepancies;

Item NHF F/S (Kshs.) SDI F/S (Kshs.) Discrepancies
Budget of NHF 1,987,703,859.00 2,000,000,000.00 12,296,141.00

Grants from SDI 1,933,899,805.00 1,977,951,815.00 44,052,010.00
TOTAL 48,151,

The discrepancy of Kshs,56,348,151.00 comprises of Kshs.12,296,141.00 which was a re-
allocation/transfer in the system but was later. An amount of Kshs.44,054,010.00 was expenditure incurred
by the Ministry of Interior on behalf of NHF during the closure of the account under the State Department
of Devolution and subsequent opening of a new account under State Department for Interior.

Below is a list of the payments that were paid amounting to Kshs.44,054,010.00 by State Department for
Interior. The balance of Kshs.1,933,899,805.00 was subsequently transferred to the fund account in CBK
when it became operational resulting to a total of Kshs.1,977,951,815.00 as shown on the table as grant to
SDI.

Payee Voucher No. Amount
1. Philip Abongo 1334 39,500.00
2. Martin Kimani 1635 52,000.00
3. M/s Nanortunga 3614 9,317,620.25
4. Hanamal Const. 3615 14,105,199.90
5. Kabira Ventures 3613 10,645,090.40
6. Allowances IDP leaders 3480 1,568,000.00
7. Mileage IDP leaders 3410 1,083,600.00
8. Allowances Committee/Secretariat 3479 4,575,000.00
9. Imprest Presidential function Kisii 3448 2,666,800.00
| Total 44,052,810.55

Committee Observations and Findings

(i) The Committee observed that the balance of Kshs.56,348,151.00 has been reconciled.
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(if) The Committee marked the matter as resolved.

Committee Recommendation

The Accounting Officer must at all times ensure that reconciliations are done in time and the
complete financial statements submitted to the auditor general within three months after close of the
Financial Year as provided for in Article 229 (4)(h), and section 81(4)(a) of the Public Finance
Management Act 2012.

REVENUE STATEMENT — STATE DEPARTMENT FOR INTERIOR
Basis for Qualified Opinion
65. Inaccuracy of the Revenue Statement

The statement of receipts and transfers reflects total non-tax receipts of Kshs.10,752,953,005 which
differs with the amount of Kshs.10,562,478,476 shown in the trial balance. The resulting difference
of Kshs.190,474,529 has not been explained or reconciled.

Submission by Accounting Officer

The Accounting Officer submitted that it was true the Statement of Receipts and Transfers reflect
total Non-Tax receipts of Kshs.10,752,953,005.00 which differs with the amount of Kshs.
10,562,478,476.00 shown in the Trial Balance resulting in a difference of Kshs.190,474,528.95

We have established that receipts totalling to Kshs.190,474,529.10 were erroneously omitted in the
IFMIS system. The amounts omitted are analysed below:-

1. Registration of births - 6,187,482.00
2. Visafees - 6,707,991.10
3. Passport fees - 116,328,284.50
4. Work permits - 36,488,629.50
5. ID fees - 283,000.00

6. Other Immigration fees - 329,860.00
7. Good Conduct fees - 2,046,150.00
8. Hire of security - 22,102,969.00
Total. 190,474,529.10

The omitted amounts have been adjusted by capturing the receipts under the relevant revenue items,
hence the Revenue statement and Trial balance are in agreement reflecting total revenue collection
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of Kshs. 10,752,953,005.00.

Committee Observations and Findings

(i) The Committee observed that the reconciliation of the difference has been made.
(if) The Committee marked the matter as resolved

Committee Recommendation

The Accounting Officer must at all times ensure that reconciliations are done in time and the
complete financial statements submitted to the auditor general within three months after close of the
Financial Year as provided for in Article 229 (4)(h), and section 81(4)(a) of the Public Finance
Management Act 2012.

66. Revenue from Hire of Security Services

66.1. Although, Security of Government Buildings (SGB) unit offers security services to

Kenya Revenue Authority (KRA), records show that KRA did not pay for the services during the
period starting January 2016 to June 2017 contrary to Regulation 64(1)(a) and (b) of the Public
Finance Management (National Government) Regulations, 2015. In addition, the State Department
does not maintain record of staff deployed to provide security services to KRA offices and field
stations.

Further, the hire of security services was not paid for in advance during the year under review
contrary to Section 57(6) (1) of the National Police Service (NPS) standing orders.

Submission by Accounting Officer

a) A Second demand letter has been presented to KRA dated 25" march 2019, for further
actions since the presentation of the first letter on 1% August 2016 ref SGB/EI/16/VOL.V,
Discussion was held by the commandant of SGB unit with KRA management and a
commitment letter by KRA was presented promising to clear the total balance due.

b) Although, the auditor went to the offices of Security of Government Buildings (SGB), the
list of deployment was not presented or returns from the field was not available at the time
for verification, we would like to state that now the schedules are available for your
verifications.

C) It was not a requirement that revenue from an institution like KRA to be collected or paid
for in advance. The auditor relied on the provisions of NPS standing order chapter 57 sec5
(2). The bone of contention here is the interpretation of the said provision, the provision
makes reference to private premises and public place where entry is temporarily regulated
by the charging of a fee, such as race, meetings and football matches, in this regard for KRA
deployment of security is not temporary because a signed contract agreement between the
KRA management and the security Agent was signed.
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66.2. Although the Regional Commander for Administration Police Service, Nairobi,
appears to have collected revenue totalling Kshs.11,241,747 during the year under review, the
accuracy and completeness of this figure cannot be confirmed in the absence of:

(i) Deployment registers and books of account as required under Regulation 64(6) of the Public
Finance Management (National Government) Regulations, 2015 and Section 57 (4) of the NPS
Standing Orders; and

(i) Documentary evidence relating to revenue collected from Standard Chartered Bank - Harambee
Avenue, Standard Chartered Bank - Kenyatta Avenue and Safaricom Offices at Sarit Centre, where
armed Administration Police Officers have been guarding.

Submission by Accounting Officer

The books of accounts are available for examination and review, the deployment register has been
availed for review and examination as well. The NPS standing orders is also made available. There
were no AP officers stationed at the offices above as at that time but after the west gate attack the
Regional commandant felt that there was need to enhance security patrols within the mall and its
environs to deter such future attacks, Documentary evidence has been availed in the form of a letter
by standard chartered bank to OCPD central police division confirming armed guarding services by
the Kenya Police Services dated 121 Jan 2017.

Committee Observations and Findings

(i) The Committee observed that the documents and records were made available and
verified.
(if) The Committee marked the matter as resolved.

66.3. Examination of records maintained at the Rapid Deployment Unit (RDU), shows that revenue
totalling Kshs.6,178,050 was irregularly spent at source contrary to Regulation 64(4) of Public Finance
Management (National Government) Regulations, 2015 as follows:

Irregular Deductions

Station | (Kshs.)
RDU | 726,450
Sub county AP commander- Ndhiwa \ 561,000
Sub county AP commander- Mbita 1,799,000
Sub county AP commander- Homabay \ 1,178,000
Sub county AP commander- Siaya 1,544,300
Sub county AP commander- Rachuonyo South \ 369,300
Total 6,178,060 ____

In addition, Kenya Gazette Notice No. 955 dated 09 February 2007 requires that charges for hire of
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security for police officers ranked as constable is Kshs.100 per hour. However, the officer in charge
of Rapid Deployment Unit (RDU) charged a firm at the rate of Kshs.50 per hour, resulting in a loss

of Kshs.876,000.

Submission by Accounting Officer

After this observation was made last year (2018), the firm was contacted and arrangements to provide

lunches to the officers were agreed to be from their end and not from the revenue generated.

So as to recover the previous deductions that had already been made amounting to Kshs.726, 450.00, the
firm was approached and they agreed to clear the amount through bankers cheques to the Principal
Secretary, Ministry of Interior and Coordination of National Government:

S/NO CHEQUE DATED AMOUNT
NO
1 005248 04-04-2019 282,600.00
2 005249 04-04-2019 252,000.00
3 059213 04-04-2019 17,500.00
4 059210 04-04-2019 17,900.00
5 059211 04-04-2019 17,500.00
6 059212 04-04-2019 17,000.00
7 005549 09-04-2019 18,525.00
8 005550 09-04-2019 18,575.00
9 005547 09-04-2019 25,425.00
10 005548 09-04-2019 17,575.00
11 005551 09-04-2019 41,850.00
TOTAL 726,450.00

- _________|
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UNDERCHARGE OF REVENUE AT RDU - KSHS.876,000.00

Observation: Examination of records held with us also pinpointed that there was an
undercharge of hourly rate from Kshs.100 to 50/= for security services offered to Brinks
Security Services (K) Limited between July 2016 and June 2017 which amounted to Kshs.
876,000.00.

Submission by Accounting Officer
The Accounting Officer submitted that after communication was made to the firm, they

agreed to settle the underpayment that was indeed honored through cheques (copies
attached) as shown in the data below;

S/No. Cheque Amount Date Date Balance

No. forwarded Banked

to APHQS (KCB)

1. 009376 216,000.00 10.05.2018 660,000.00
2. 000295 124,000.00 26.08.2018 27.09.2018 536,000.00
3. 004617 124,000.00 26.08.2018 27.09.2018 412,000.00
4. 009588 120,000.00 24.10.2018 31.10.2018 292,000.00
5. 004811 124,000.00 30.11.2018 03.12.2018 168,000.00
6. 009751 120,000.00 03.01.2019 10.01.2019 48,000.00
7. 501817 48,000.00 14.02.2019 15.02.2019 NIL
TOTAL 876,000.00

All cheques were deposited and credited to Principal Secretary, Ministry of Interior and
Co-ordination of National Government A/C 1119759730.
Sub county irregular deductions:

Observations: on examination of records showed that revenue was irregularly spent at
source contrary to public finance management in the following subcounties Ndhiwa Kshs
561,000, Mbita Kshs 1,799,000, Homabay Kshs 1,178,000, siaya kshs 1,544,000,
Rachuonyo south kshs 369,300.
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Submission by Accounting Officer

The Accounting Officer submitted that it was true to record that with respect to security
services was spent at source contrary to section 64(4) of the Public Finance Management,
in regard to this, Homabay county has availed minutes with the relevant institutions and a
list of the officers stationed at the institutions during the period, the amount was paid to the
officers as their daily subsistence allowance.

Committee Observations and Findings

(1) The Committee observed that the explanation provided, and the documents availed
were satisfactory.
(if) The Committee marked the matter as resolved.

67. Revenue from Issuance of Police Clearance Certificates

According to Note 1 to the revenue statements, the State Department collected an amount
of Kshs.373,272,300.00 against certificate of good conduct (certificates of police clearance)
in the financial year 2016/2017. The amount includes Kshs. 55,130,292.00 and
Kshs.318,142,008.00 surrendered by DCI headquarters and DCI county offices
respectively.

However, audit inspection undertaken at the Directorate of Criminal Investigations (DCI)
headquarters indicate that 639,546 police clearance certificates were issued at an application
fee of Kshs.1,000 each during the year under review bringing the total amount due from
issue of police clearance certificates to Kshs.639,546,000.00.

The difference of Kshs.266,273,700.00 between the amount collectable of
Kshs.639,546,000.00 and amount recorded of Kshs.373,272,300.00 has not been explained
or reconciled.

Submission by Accounting Officer

The Accounting Officer submitted that it was true that according to Note 1 of the Revenue
statements, the state Department collected an amount of Kshs.373,272,300.00 against
Certificate of Good Conduct in the Financial year 2016/2017. The amount includes
Kshs.55,130,292.00 and Kshs.318,142,008.00 surrendered by DCI Headquarters and DCI
County offices respectively.

It was also true that Kshs.639,546.00 Police clearance certificates were issued at an
application fee of Kshs.1,000.00 each during the year under review, bringing the total
amount to Kshs.639,546,000.00 hence a difference of 266,273,700.00 between the amount
collectable of Kshs 639,546,000.00 and amount recorded of Kshs 373,272,300.00

The difference of Kshs.266,273,700.00 which is not recorded is as a result of non-remittance of
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revenue collected by Postal Corporation of Kenya at the Huduma Centres. The matter has since
been handed to the DCI to conduct investigation on the accumulated debt and institute legal action
if necessary. Copies of correspondence between the investigation team and PCK are attached for
reference.

Committee Observations and Findings

(i) The Committee observed that the difference in revenue collection was as a result of non-
remittance of revenues collected in Huduma Centers by Postal Cooperation of Kenya.

(i) The Committee observed that the above non-remittance by Postal Cooperation cuts
across many State Departments and require a holistic approach by the Cabinet.

(iii)) The Committee marked the unresolved.

Committee Recommendations

(i) The Postal cooperation of Kenya should be discontinued from collecting revenue.
(if) National Treasury follow up with the Postal Cooperation with a view of recovering
the money and report to the National Assembly.

68. Undisclosed Revenue Collected from Issue of Work Permits

Note 1 to the revenue statements discloses that an amount of Kshs.4,038,858,777 was collected
from work permit fees. Inthe 2016/2017 financial year, records maintained at work permit section
show that 2,964 work permits valued at Kshs.521,660,000 were issued without miscellaneous
receipts. In the circumstances, it is not possible to confirm that the amount of Kshs.521,660,000
was received, accounted for and deposited into the revenue account.

In addition, records show that various blank work permit books were issued to the work permit
section. However, 965 blank work permits have not been accounted for.

Submission by Accounting Officer

The Accounting Officer submitted that it was true that section 64(1) of the public finance
management (National Government) regulations, 2015 states that an Accounting Officer and a
receiver of revenue are personally responsible for ensuring that:

a. Adequate safeguards exist and are applied for the prompt collection and proper accounting
for all National Government revenue and other public monies relating to their ministries,
departments and agencies.

b. Adequate measures, including legal action where appropriate, are taken to obtain payment;
c. Official receipts are issued for all monies paid to the government of Kenya;

d. Section 64(6) of the public finance management (National Government) regulations, 2015
states that an Accounting Officer or receiver of revenue or collector of revenue shall ensure
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that adequate books of accounts are kept relating to revenue collection and management.

e. Section 20(1) of the Kenya citizenship and immigration regulations, 2012 states that an
application for a residence or work permit shall be made to the director in form 25 set out
in the first schedule.

f. Section 20(2) of the Kenya citizenship and immigration regulations, 2012 states that the
director shall, after considering an application made under paragraph (1) issue a residence
or work permit, in any of the classes specified in the seventh schedule, in form 26 set out
in the first schedule, upon payment of the applicable fees prescribed in the ninth schedule

After considering the audit report in light of the above financial regulations, we wish to confirm
that as far as the revenue earned from issuance of work permits during the 2016/2017 financial
year is concerned, there were no irregularities. Collection, accounting and reporting was done as
per the laid down financial regulations. To confirm this the following clarifications on the issues
raised in the query are hereby presented for review:

Unpaid for work permits. Records maintained by immigration department through the Foreign
Nationals Management System which was availed to the team for analysis and verification indicate
that during the year under review the position of permits issued can be summarized as below;

No. of total permits issued 19,908
No. of permits paid for 16,944
No. of permits issued and not paid for 2,964

The 2,964 cases are those whose applicants qualified for exemptions from payment of
prescribed fees as required under regulations 20 (2) and 56 respectively, of the Kenya
citizenship and immigration regulations, 2012. Appendix A which was extracted from the
report availed by the Immigration Department during the time of audit indicates the 2,964
cases which were exempted from payment of the work permit fees. 2,583 work permits were
issued to Tanzanians, Ugandans, Rwandese, Congolese and the Chinese who are legally
exempted as per the attached gazette notices. The remaining 381 permits were issued to
individuals of other nationalities who are not covered in the blanket waiver of their
nationalities but qualiFinancial Year individually due to reasons contained in their
exemption letters. In respect of each of the 381 cases, a copy of an exemption letter which
gave the authority is attached for reference.

Hence from the foregoing, the 2,964 applicants did not pay any revenue to the government
and the Kshs.521,660,000.00 which was assumed by the audit team as having been received
by the department should be dismissed. This is why in the foreign nationals management
system report, the serial numbers of the miscellaneous receipt and the date of payment are
not indicated. The attached exemption letters and gazette notices confirm that no monies
were collected from these applicants and the government did not incur any loss of revenue
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as indicated in the query.

On the other hand, all the 16,964 applicants who did not qualiFinancial Year for exemption
paid the required fee and an official receipt issued confirming receipt of revenue by the
government. This confirms adherence by the department of immigration services to the
requirement that an official receipt must be issued on any payment of revenue to the
government.

Unaccounted 965 work permits. On this issue, we wish to clariFinancial Year that during
the year under review the department of immigration services was issued with four hundred
(400) work permit booklets. Since each booklet contains fifty (50) leaves, this translates to
a total of 20,000 work permits. In the report the auditor has implied that 965 work permits
whose serial numbers are reflected in an appendix attached to the query, were not accounted.
The reason, according to the report being that, they are not reflected among the work permits
issued as contained in the foreign nationals management system report for the year under
reference.

It has however been established that some of the serial numbers which are said not to have
been accounted are in the report.

It has also further been established that, the other bulk contains cancelled work permit
leaves. Since they were not issued to any individual and the report contains only the issued
work permits, this confirms the reason for their exclusion for work permits issued during
the year under reference. As required by the government regulations, any cancelled receipt
or document should be left intact in the book for verification and audit purposes.

Committee Observations and Findings

(i) The documents tabled by the Accounting Officer explaining the validity, accuracy and
correctness of 2,964 work permits valued at Kshs.521,660,000.00 reported in the Revenue
Statement for the year ended 30 June 2017 were reviewed and found satisfactory.

(if) The Committee marked the matter as resolved.
Committee Recommendations

Accounting Officers must at all times ensure that they avail supporting documentation to the
financial statements within (3) three months after the end of the financial year pursuant to
section 68 (2) (k) of the PFM Act 2012.

69. Unaccounted Revenue Collected through e-Citizen

Although indications are that e-Citizen has enhanced delivery of services to the citizens and
public, no documentary evidence has been provided to confirm that revenue collected
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through e-Citizen during the year under review was transferred to the Principal Secretary
who is the receiver of revenue for the State Department.

Submission by Accounting Officer

The Accounting Officer submitted that it was true that The State Department of Interior
collects some of its revenue through the E- Citizen service portal. The revenue collected
through this portal incudes the issuance of certificate of good conduct, birth and death
certificates, passport fees and work permits. During the 2016/2017 financial year the
following amounts were reported in the statement of revenue in respect revenues mentioned
herein:

TYPE OF REVENUE AMOUNT
Certificate of Good Conduct 373,272,300.00
Registration of Births and Deaths 134,076,281.00
Passport Fees 1,047,089,020.00
Work Permits 4,038,858,777.05

He stated that the above amounts reported are verifiable and can be confirmed from the
following records.

1. Summary of monthly collections.

This is a schedule indicating monthly collections in respect of all categories of revenue
collected by the State Department of Interior. This is extracted from individual monthly
bank statements and the horizontal grand totals agree with the total amounts reflected at
the end of each month’s bank statement. The vertical grand totals are equivalent to the
amounts captured in the revenue statement in respect of each class of revenue.

2. Central Bank Revenue Account Statements

The statements have been analyzed to indicate the class of revenue to which each credit
entry relates. The statements also provide the following details where the credit entries relate
to the E-Citizen revenue:

The class of revenue, e.g. 1420224 for birth certificates, 1420225 for visa fees, 1420226 for
passports and temporary permits, 1420229 for work permits and alien registrations and
1420234 for the good conduct certificates. It is this information which assists in ascertaining
the class of revenue which each credit entry relates.
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The batch number. Each individual accessing the portal for a service is given a unique
identity and grouped into a particular batch. The batch consists a number of applicants and
the total funds paid by the applicants in a batch are transferred in whole. Hence the batch
number and the total amount of the batch are used to reconcile the credits in the bank state
and the individual batches of all the revenues collected by the pesa flow through the E-
Citizen portal.

3. The Pesa flow schedule.

This indicates the batch number, number of applicants, service provided, net amount paid
by the applicants etc. These batch numbers are the ones reflected in the bank statement as
stated above. It is worth noting that all the batches available in the E-Citizen portal are
reflected in the bank statements which is a clear indication that all the funds paid by
applicants for a service are remitted to the government as required.

4. Batch analysis.

This shows the details of individuals in each batch. This include the unique reference
number, names of the payee, the payees’ national Id number, amount paid and mode of
payment. Due to the bulkiness only form is attached information however all other
schedules of analysis in respect of each batch is available in soft copy

Further to the above it should be noted that all the revenue received in the ministry’s bank
account is transferred/ surrendered to the exchequer on a daily basis. Each day commences
with a nil balance. This can be confirmed from the bank statements. Also, currently transfers
from the E-citizen pesa flow account are done every Mondays, Wednesdays and Fridays
and hence no delays in in delivering the collected revenue to the receiver as stipulated in
section 76 (2) of the Public Finance Management Act 2012.

Committee Observations and Findings

(i) The submission by the Accounting Officer and accompanying documents of transfer of
revenue to the Principal Secretary were satisfactory.

(if) The Committee marked the matter as resolved.
Committee Recommendations

Accounting Officers must at all times ensure that they avail supporting documentation to the
financial statements within (3) three months after the end of the financial year pursuant to
section 68 (2) (k) of the PFM Act 2012.

NATIONAL COHESION AND INTEGRATION COMMISSION

Unqualified Opinion
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There were no material issues noted during the audit of the financial statements of this
Commission.

THE GOVERNMENT PRESS FUND
Unqualified Opinion

There were no material issues noted during the audit of the financial statements of this Fund.

NATIONAL HUMANITARIAN FUND

Basis for Qualified Opinion

70. Unaccounted for Imprests and Advances

The statement of financial assets and liabilities as at 30 June 2017 reflects a balance of
Kshs.71,960,000 against imprests and advances. Available records indicate that advances
totalling Kshs.129,893,050 were previously issued to five County Commissioners in which
an amount of Kshs.45,120,477 was refunded to the Fund's bank account at Central Bank of
Kenya while Kshs.12,812,573 in respect of two counties was accounted for through
payment vouchers leaving a balance of Kshs.71,960,000.

No satisfactory explanation has been provided for failure by Mandera, Nakuru and Bomet
County Commissioners to account for the remaining balance of Kshs.71,960,000 as required
under Section 71 of the Public Finance Management Act,2012.

Committee Observations and Findings

(i) The Committee observed that advances totalling Kshs.129,893,050 were
previously issued to five County Commissioners of which an amount of
Kshs.45,120,477 was refunded to the Fund's bank account at Central Bank of
Kenya;

(i) The Committee observed that while Kshs.12,812,573 in respect of two counties
was accounted for through payment vouchers, a balance of Kshs.71,960,000
remains unaccounted for by the County Commissioners dof Mandera, Bomet
and Nakuru Counties.

Committee Recommendations

Within three months of the adoption of this report, the Accounting Officer must take action
to recover the full amount of Kshs.71,960,000.00 from the salary of the defaulting County
Commissioners with an interest at the prevailing Central Bank Rate pursuant to the
provisions of regulation 93(26) of the Public Finance Management (National Government)
Regulations, 2015.
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KENYA CITIZENS AND FOREIGN NATIONALS MANAGEMENT
SERVICE Unqualified Opinion

There were no material issues noted during the audit of the financial statements of this
Service.

Other Matter

71.Human Resource Management

During the year under review and as similarly reported in the past financial years, the Service
continued to be managed by an acting Director General/Chief Executive. No justification has been
made for failure of the Board to recruit a substantive Director General /Chief Executive
competitively 33 in accordance with Section 13(1) and (2) of the Kenya Citizens and Foreign
Nationals Management Act, 2011.

It has further been observed that the Board has not designed to date a proposed organization and
pay structure for the Service for consideration and advice by the Salaries and Remuneration
Commission. In addition, failure by the State Corporations Advisory Committee (SCAC) to
categorize the Service has hampered delivery of services in accordance with Section 4(2) of the
Kenya Citizens and Foreign Nationals Management Service Act. Ministry’s Response The Kenya
Citizens and Foreign Nationals Management Service was not operationalized and this is why it
never had a substantive chief executive.

The Board has since had its term ended without a replacement.
Current Status: The matter has been left for Public Accounts Committee determination.
72. Lack of Budgetary Approval

The statement of comparison of budget and actual amounts reflects a final budget of
Kshs.91,215,000 for the year 2016/2017.

However, the budget was not approved by the Cabinet Secretary contrary to Section 19(3) of the
Kenya Citizens and Foreign Nationals Management Act, 2011. In addition, the omission
contravened Section 68 (1) of the Public Finance Management Act, 2012. Ministry’s Response |
would like to confirm that we received the National Treasury’s recommendations for approval of
the budgets for the service for both 2016/2017 and 2017/2018 financial years vide letter Ref. No.
DGIPE/A/1/10 dated 12 April, 2017 (copy attached).

Committee Observations and Findings

(i) The submission by the Accounting Officer and accompanying documents of budget
approval were satisfactory. The Committee marked the matter as resolved.
(i) The Committee observed that the budget approval has been availed for audit review. The

Committee marked the matter as resolved.
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6.0. THE STATE DEPARTMENT FOR CORRECTIONAL SERVICES

FINANCIAL STATEMENTS FOR VOTE 1023

Ms. Zainabu Hussein, the Accounting Officer for State Department of Correctional Services
(Vote 1023) appeared before the committee on 23" July 2019 and 15t August 2019 to adduce
evidence on the Audited Financial Statements for State Department of Correctional Services
(Vote 1023) for the Financial Year 2016/2017. (Minutes of the Committee sittings and
submissions tabled by the Accounting Officer are annexed to this report). She was
accompanied by the following officials:

1. Mr. Wycliffe O. Ogallo Commissioner General

2. Mr. Joseph Kirubi - Director Administration

3. Mr. Philip M. Gathuya - Chief Finance Office

4. Mr. Evans Achimba - PSCNTO

5. Mr. Mwangi Daniel - Accountant

6. Mr. Richard O. Ombima - Deputy Commissioner of Police
7.

Mr. Silas Mutwiri - Chief Inspector

Basis for Adverse Opinion
73. Pending bills

Disclosed at Note 13.1 and detailed in Annex 1 to the financial statements are bills totalling
Kshs.6,519,486,805 that were pending as at 30 June 2017. Failure to settle the bills in the year to
which they relate adversely affects the following year’s provision to which they have to be charged.
Had the pending bills been paid and the expenditure charged to the accounts for financial year
2016/2017, the statement of receipts and payments would have reflected a deficit of
Kshs.6,264,037,418 instead of the net surplus of Kshs.255,449,387 now shown.

Further, audit verification of the bills undertaken during the months of March and April 2018 at
the Prisons Headquarters and in a sample of thirty-two (32) prisons across the country revealed
the following irregularities:

Submission by Accounting Officer

The Accounting Officer admitted that records maintained at the State Department for Correctional
Services indicated bills totaling to Kshs. 6,519,486, 805 relating to financial year 2016/17 and
earlier years which were not settled during the financial year but were instead carried forward to
financial year 2017/18. She further admitted that the state Department had net surplus of Kshs.
255,449,387 in the statement of receipts and payments. The surpluses did not relate to items that
had pending bills and therefore these balances could not be applied to reduce pending bills.
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73.1. Invalid Pending Bills at the Headquarters

Bills totalling Kshs.288,612,468 reflected in the headquarters records could not be traced to the
records of the prisons where food ration was claimed to have been delivered. In addition, bills
totalling Kshs.18,613,290 which related to the suppliers of food ration who had already been paid
for the same at the headquarters but were still listed as pending.

Submission by Accounting Officer

The Accounting Officer admitted that audit verification of pending bills totaling to Kshs.
288,612,486 reflected in headquarters records could not be traced to the records in the Prisons
where food ration was claimed to have been delivered.

She further admitted that the pending bills cleared during the Financial Year 2016/17 at
headquarters totaling to Kshs. 18,613,290 had not been updated from the pending bills list that was
given to the auditors.

Committee Observations and Findings

(i) The committee observed that the pending bills cleared during the Financial Year
2016/17 at headquarters totaling to Kshs. 18,613,290 had not been updated from the
pending bills list that was given to the auditors.

(if) The committee marked the matter as resolved.

73.2.  Irregular Payments of Pending Bills

According to signal Ref. NO. PRIS 8/12 VOL. 11 (149) dated 30 September 2016 sent to Regional
Commanders, the headquarters paid pending totalling Kshs.1,564,276,638 on behalf of various
prisons. However, the following anomalies were noted:

i) Receipt of food ration for bills totalling Kshs.304,406,454 paid at the headquarters could
not be traced to the records maintained at various prisons across the country.

ii) Although bills totalling Kshs.2,367,000 were paid at the headquarters on behalf of Kibos
Medium Prison, a verification at the prison revealed that the two of the suppliers paid did
not deliver the purported food ration.

iii) Although, an amount of Kshs.12,391,302 was paid at the headquarters in relation to
pending bills for Kisumu Main Prison, records show that the suppliers did not receive the
purported amount paid. Indications are that the payments were irregularly made to
recipients who did not supply food to the prison.

iv) Cases of double payments totalling Kshs.22,579,752 in respect of Naivasha, Eldoret,
Kakamega Prisons and Shikusa Borstal.
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Submission by Accounting Officer

The Accounting Officer submitted that it was true that records maintained at the State Department
for Correctional Services indicated bills totaling to Kshs. 6,519,486, 805 relating to financial year
2016/17 and earlier years which were not settled during the financial year but were instead carried
forward to financial year 2017/18. It was true that the state Department had net surplus of Kshs.
255,449,387 in the statement of receipts and payments. The surpluses did not relate to items that
had pending bills and therefore these balances could not be applied to reduce pending bills.

Committee Observations and Findings

(i) The Committee observed that the State Department for Correctional Services had
pending bills totaling to Kshs. 6,519,486, 805 relating to financial year 2016/17 and
earlier years which were not settled during the financial year but were instead carried
forward to financial year 2017/18

(it) The Committee observed that the surpluses of Kshs. 255,449,387 did not relate to
items that had pending bills and therefore the balances could not be applied to reduce
pending bills.

(iii)) The Committee marked the matter as resolved.

Committee Recommendations

The Accounting Officer should ensure that verified and supported pending bills form a fisrt
charge in the subsequent financial yerars budget.

73.3. Other Invalid Pending Bills

Further, records maintained at the headquarters show that bills amounting to Kshs.7,454,000,
Kshs.10,777,500 and Kshs.10,022,500 were pending at Meru Women, Nyeri Medium and
Naivasha Medium Prisons respectively. However, a verification at the prisons revealed massive
irregularities as the purported suppliers had never been contracted to supply food and there were
no deliveries or receipts at the three prisons.

Submission by Accounting Officer

The Accounting Officer admitted that records maintained at the headquarters show that bills
amounting to Kshs. 7,454,000, Kshs. 10,777,500 and Kshs. 10,022,500 were pending at Meru
Women, Nyeri Medium and Naivasha Medium prisons respectively.

On the above three sub paragraphs, the following has been undertaken:
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i. The stated pending bills claims dating back from 2009 to date, the majority relate to food
ration and firewood incurred at various prison stations.

ii. The State Department has undertaken the following steps towards resolving the pending
bills claims:

e Initiated teams with the aim of resolving the pending claims by engaging special
audit teams whose report was submitted to the state department on 20" March 2019
and the multi-agency task force’s report received on 6™ May 2019.

e Both the special audit and multi-agency task force reports revealed that laws and
regulation on Public Procurement and Asset Disposal and Public Financial
Management Acts were not fully adhered to as stipulated.

e All pending bills claims have been forwarded for consideration to the pending bills
closing committee of the National Treasury.

Committee Observations and Findings

(1) The Committee observed that the stated pending bills claims date back from 2009 to
date, and majority relate to food ration and firewood incurred at various prison
stations.

(it) The Committee observed that the pending bills claims have been forwarded for
consideration to the pending bills closing committee of the National Treasury.

(iii) The matter remained unresolved.
Committee Recommendations

The Accounting Officer should ensure that the entity keeps up-to-date and reconciled
financial and accounting records that comply with provisions of Section 68(2) of the PFM
Act 2012 and that complete financial and accounting records are presented within three (3)
months after the close of the financial year pursuant to the provisions of Article 229 of the
Constitution of Kenya 2010 and Section 68(2k) of the PFM Act 2012.

74. Procurement of Firewood

Audit verification undertaken in ten prisons revealed that firewood valued at Kshs.128,615,530
was claimed to have been received in the stores and issued out of the stores. However, documentary
evidence of inspection of deliveries was not provided for audit review. In addition, the prisons did
not have weighing scales for the firewood and consequently, it is not clear how the actual tonnage
of firewood delivered was determined.
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Submission by Accounting Officer

The Accounting Officer submitted that it was true that firewood valued Kshs. 128,615,530 was
received in stores and issued for use in the ten (10) Prisons.

The State Department wishes to clariFinancial Year that the Stations receive wood fuel from
suppliers and ascertain the tonnage by measuring the cubic volume of the vehicles that made the
deliveries and therein converting the volume into tonnage to ascertain the quantity delivered.

Stations also utilize flat weighing machines on daily issues of firewood to the prisons kitchens.
The prisons utilize three ways of measuring /weighing their ration items on receipts and issues.

i.  Weigh toll stations where available.
ii. Volume calculation and conversion thereon {1 cubic meter (Im3) = 0.769 tonne}
iii. Flat weighing machines on issue.

Committee Observations and Findings

(i) The Committee observed that the State Department calculated tonnage by measuring
the cubic volume of the vehicle and therein converting the volume into tonnage.

(it) The Committee observed that documentary evidence of inspection of deliveries was
not provided for audit review.

(iii) The matter remains unresolved.

Committee Recommendations

The Accounting Officer should put in place a water tight system of verifying delivery of
firewood within three months after the adoption of this report.

75. Funding of Food Ration and Firewood

Section 74 (1) (g) of the Prisons Act, 2016, gives provision of suitable diet and the Prisons Service
through Internal Memo dated 26 April, 2018 states that a prisoner should consume an equivalent
of Kshs.217.5 per day for meals and firewood. However, the audit revealed that some prisons were
overfunded while others were underfunded as follows:

I —
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Over Funded Prisons

2014/2015 | Avg. Rate/Pr | Days Expected Actual AIE | OverFundingKsh
Lock Up | isoner per AIE Allocation- | s.
Year AllocationK | Kshs.
shs.
KERICHO | 258 217.5 365 20,481,975 25,500,000 (5,018,025)
MEDIUM
KERICHO | 90 217.5 365 7,144,875 8,000,000 (855,125)
WOMEN
KAMITI 54 217.5 365 4,286,925 7,336,500 (3,049,575)
YCTC
(8,922,725)
Under Funded Prisons (29 Prisons)
Year Expected AIE | Actual AIE | Under FundingKshs.
Allocation — Kshs. Allocation- Kshs.
2014/2015 2,519,918,025 1,346,466,500 1,173,451,525
2015/2016 2,554,689,750 695,347,000 1,859,342,750
2016/2017 2,421,318,750 969,000,216 1,452,318,534
TOTAL 7,495,926,525 3,010,813,716 4,485,112,809

No satisfactory explanation has been provided for the over and under-funding.

Submission by Accounting Officer

The Accounting Officer submitted that it was true that three (3) prisons were overfunded by a total
of Kshs. 8,922,725. Additional funds were provided to the stations to cater for expenses of feeding
additional inmates brought in for labour, unexpected inmates population fluctuation, provide
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special diet to sick inmates and young children aged below four years accompanying their mothers
to prison.

It was true that Twenty-nine (29) prisons were underfunded by a total of Kshs. 4,485,112, 809
between financial years 2014/2015 and 2016/2017. Whereas the lockup as per the stations number
of inmates required funds as computed by the auditors, the state department is subject to budget
ceilings issued by the National Treasury and Parliament. The budget provided were way below the
total requirement for the penal institutions based on the lockup numbers.

Committee Observations and Findings

(i) The Committee observed that three (3) prisons were overfunded by a total of Kshs.
8,922,725.

(i) The Committee observed that additional funds were provided to the stations to cater
for expenses of feeding additional inmates brought in for labour, unexpected inmates
population fluctuation, provide special diet to sick inmates and young children aged
below four years accompanying their mothers to prison. This explanation was
satisfactory.

(iii)) The Committee marked the matter as resolved.

Committee Recommendations

The Accounting Officer responsible for prisons matters should, at all times, enure that all
prisons are funded equitably to ensure all inmates are safe, adequately fed and provided for
other services especially for the young children aged below four years accompanying their
mothers to prison.

76. Proposed Erection and Completion of Staff Housing at Nakuru and Eldoret G.K Prisons.

Audit inspections undertaken at Kenya Prison Services Eldoret and Nakuru stations on 11 and 14
December 2017, respectively revealed that the then Office of the Vice President and Ministry of
Home Affairs awarded the above contract No. WP. ITEM NO.RV/NKR 501 JOB NO. 0138F &
0304F, to a contractor at a tender amount of Kshs.102,285,587 and works commenced on 18
August 2006. Records also show that the contract amount was later revised to Kshs.198,159,364,
while the completion date of the contract initially recorded as 52 weeks and estimated to end on12
September 2007 was later revised to 31 August 2012.

Records made available for audit indicates that the contractor has so far been paid
Kshs.182,665,540 or 92% of contract sum and works completed stands at 98% while more than
ten (10) years have elapsed.
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The contract records also indicate that the contractor entered into another contract with another
contractor on unclear date to execute awarded works on their behalf. However, the contractor
abandoned works due to outstanding payments of executed works. It is not clear under what
circumstances the electrical sub-contract with the initial contractor terminated on 12 October 2011
and another arrangement made with another contractor to undertake electrical sub-contract since
December 2011.

A physical status report submitted by a Senior Superintending Architect (SSA) on 8 August 2013
disclosed progress as follows:

(i). Eldoret Prison

1. Six (6) bungalows with incomplete electrical works. Due to poor condition in which prison
officers live, these houses are occupied in their incomplete state.
2. First block of the flats with eight (8) houses is 90% complete. Second and third block of
flats with sixteen (16) houses are incomplete
3. Plumbing and drainage works is 40% complete
(i1). Nakuru Prison

1. Builder’s Works in all twenty (20) units is complete

2. Electrical Works is at 65% complete

3. Plumbing and drainage works is at 40% complete
The following was observed during the audit

(1). The contract has taken more than ten years or 520 weeks to be completed as opposed to
initially planned 52 weeks.

(i1). Main Builder’s poor performance on site resulted in use of domestic sub-contractors to
undertake his works.

(iii). There is a claim on escalation in costs which has not been approved. It was explained that the
contractor’s delay to deliver the project on schedule is the main reasons for escalation in costs.

(iv). There are no site meetings or consultative meetings going on as the prison staff continue to
live in horrible shelters.

The Architect has recommended a handing over of site “as it is” to the client (State Department of
Correctional Services) so that outstanding works can be completed in phases under County Works
Officers.

In an effort to complete the project in phases, the State Department for Correctional Services
allocated Kshs.12,000,000 and Kshs.32,000,000 for Nakuru and Eldoret Main Prisons
respectively, during the 2016/2017 financial year.
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AlEs were subsequently issued to Officers-in-Charge of the two Prisons. However, the
Commissioner General has proposed that the existing contract should be terminated first before
undertaking the remaining works.

Although the proposed way forward is reasonable, a thorough evaluation and documentation of
outstanding works is yet to be done by a team composed of an Architect, a Quantity Surveyor;
Electrical, Structural and Mechanical (BS) Engineers. However, the proposed way forward is
silent on legal consequences/implications of handing over this site to the client “as it is”.

The State Department is reported to have written to the Attorney General seeking legal opinion on
this matter. The Chief Architect (Project Manager) and technical team serving at State Department
of Public Works should have provided the necessary advice on this matter.

Through their incomplete letter Ref: B.D05/0138F & 0304E/103 dated 31 July 2015, the
Directorate of Public Works claims that it does not have institutional memory and, therefore, can’t
sort out what was paid for specific items on the two sites since the project was run as one contract
and can’t advise on the issue of omitting part of works. It is not clear how the project manager
would certiFinancial Year payments totalling Kshs.182,665,540 or 92% of contract sum without
institutional memory, therefore, can’t sort out payments in terms of the items.

Major outstanding works relate to two specialist sub-contractors (electrical and plumbing) both of
whom have abandoned the site. They are documented as follows:

i) Electricity connection and meters

i) Water supply connection and meters

iii) Incomplete electrical works (electrical fittings and connections to mains)

iv) Incomplete plumbing (water storage tanks) and drainage works

v) Stolen manhole covers posing risk to residents

vi) Fixing ridge tiles at flats in Eldoret

vii) Visible deterioration in terms of shrub growth on concrete surface, leakages, peeling off of
putty and paints.

viii) The contract site is bushy, dark at night posing threat of attack from wild animals
like leopards to residents as has been experienced before when the Prison lost 41 flock of
sheep.

Submission by Accounting Officer

The Accounting Officer submitted that it was true that the above houses in Nakuru and Eldoret
GK Prisons were contracted to M/S Burrell International as the main contractor at a tender sum of
Kshs.102, 285,589.00 and works commenced on 18/8/2006.

The contract sum was later revised to Ksh 198,159,360.39 out of which Kshs.182, 665,539.79 has
since been paid.
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This presents 92% of the contract sum and the works completed stands at 98%. The remaining
works has taken more than 10 years to complete. The main contractor sub-contracted M/S Spion
Construction Company as Domestic Sub-contractor to proceed with the awarded works under the
direction of the Project Manager and the following services sub-contractors were identified.

1) MI/S Liteline Ltd for electrical works whose services were terminated and replaced by M/S
Advance Refrigeration and Electrical Sales Limited with effect from December, 2011.
2) M/S Aqua Plumbers for plumbing and mechanical.
The contract was not fully executed and up to now there are a number of outstanding works which
are critical for habitation. The shortage of staff houses was so critical such that some officers
occupied the incomplete houses.

In this regard, a letter had been written to the Attorney General to seek legal advice on termination
of the contract to pave way for engaging internal labour. Equally, a letter had been written to the
State Department of Public Works for assessment and approximation cost of the outstanding
works.

The State Department of Public Works did their evaluation and replied vide their letter
Ref.QD05/0138F & 0304E TY/ (154) of 20/2/2018 which gives a way forward and a budget
provision of Kshs. Thirty-Three Million Nine Hundred Thousand (Kshs 33,900,000) has been
factored in the 2019/2020 budget in order to complete the remaining works in Nakuru and Eldoret.
The AIEs allocated to the stations earlier were not utilized to complete the project in FINANCIAL
YEAR 2016/2017.

These houses were 98% done and 92% paid for while the remaining part was approximately 2%
to completion. The remaining part needed more provisions in the years following the year of
initiation. Twenty units (20) of two bedrooms were handed over to the Department on 2" July,
2018 in Nakuru GK Prison.

Committee Observations and Findings

(i) The Committee observed that Kshs.182, 665,539.79 has since been paid representing
92% of the contract sum and the works stand at 98% complete.

(ii) The Committee observed that Kshs 33,900,000 has been factored in the 2019/2020
budget in order to complete the remaining works in Nakuru and Eldoret.

(ili) The matter remains unresolved.

Committee Recommendations

The Accounting Officer should within three months after the adoption of this report ensure
that the remaining works have been completed and should seek Attorney General’s legal
opinion and have it implemented.
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77. Stalled and Incomplete Projects

Examination of accounting records revealed that amounts of Kshs.200,407,159 and
Kshs.675,842,255 were incurred on stalled and ongoing projects respectively, in 2016/2017. An
audit inspection undertaken during the month of May, 2017 in a selected sample of prisons
revealed that these projects continue to stall and on-going projects were incomplete at a time when
there was evidence of critical accommodation needs for prison staff.

Submission by Accounting Officer

The Accounting Officer submitted that it was true the State Department had stalled and ongoing
projects at various prisons across the country. In the Financial Year 2016/2017 the State
Department for Correctional Services’ development budget was Kshs. 525,000,000 and not
Ksh.876, 249,414.00 as stated (Stalled projects amounted to Kshs 200,407,159 and ongoing
projects amounted to Kshs 675,843,255.00). The State Department spent Kshs. 511,274,784 out
of the allocated Kshs. 525,000,000 for the year to implement various projects.

Committee Observations and Findings

(1) The Committee observed that the State Department for Correctional Services’
development budget was Kshs. 525,000,000.

(i) The Committee observed that the State Department spent Kshs. 511,274,784 out of the
allocated Kshs. 525,000,000 for the year to implement various projects.

(iii) The matter remains unresolved.

Committee Recommendations

The Accounting Officer was directed to conduct an inspection of the stalled projects and
thereafter formulate strategies for their completion. The status report of the same should be
availed to the Auditor General within six months, upon adoption of this report.

78. Undelivered ballistic plates for bullet proof jackets

Procurement records also show that the State Department procured three hundred bullet proof
jackets and three hundred bullet proof vests at a cost of Kshs.22,275,000 and Kshs.20,998,500
respectively.

Records further show that goods were received into the store and later distributed to various Prison
Stations across the country.

However, an audit inspection carried out revealed that the body armours received do not have
ballistic panels and cannot be used to protect staff against rifle fire, ammunition, knife stab and
sharp or pointed instrument. In the circumstances, the State Department has not obtained the value
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for money in respect of the expenditure totalling Kshs.43,273,500 as required under Section
68(1)(b) of Public Finance Management Act,2012.

Submission by Accounting Officer

The Accounting Officer submitted that it was true the bullet proof jackets costing Kshs 22,275,000
and vests at Kshs 20,998,500 were purchased and distributed. These items did not include the
ballistic panels to protect against rifle fire and pointed instruments.

In this regard, purchases were for use on a pilot basis and training and not for combat purpose in
Prisons Staff Training College and a few selected Maximum-Security Prisons. This is also to bring
to your attention that the local purchase order raised only requested for bullet proof jackets as
stated in the specifications. The ballistic plate is an additional item in the specifications which was
not included in the order. All the items stated in the order were received and tested. The items
supplied were subjected to ballistic tests at PSTC shooting range and short-range caliber weapons
were used. During the practical exercise of shooting at the vests and jackets using Ceska pistol,
Taurus pistol, Smith and Wesson pistol at 10 meters and MP5 at 15 meters. It was established that
they could withstand bullet penetration for short range caliber weapons.

Committee Observations and Findings

(i) The Committee could not ascertain value for money in the procurement of the bullet-
proof jackets.
(if) The matter remains unresolved.

Committee Recommendations

The EACC are directed to carry out an investigation into the expenditure totaling
Kshs.43,273,500 on the procurement of the bullet-proof jackets with a view to establishing
whether there was a loss of public money and initiating prosecution against persons found
culpable, within three months upon adoption of this report.

79. Construction of Perimeter Wall at Eldoret Prison Contract No. CQS/D102/23/2016-2017

The above contract was awarded to a contractor at a tender sum of Kshs.24,882,843.00 on 20 April,
2017 for construction of a perimeter wall (650 meters long) following a restricted tendering
procurement method. The contract period was indicated as twelve weeks from the date of site
possession.

However, in unexplained circumstances, the Prisons Department issued additional funds
amounting to Kshs.7,500,000 which was utilized in constructing the perimeter wall measuring 234
meters through use of prisoners and staff. Payments of Kshs.11,805,699 and Kshs.13,077,144
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through payment vouchers number 33 and 36 both dated 30 June 2017, respectively were made
to the contractor in 2016/2017 financial year.

Audit inspection undertaken during the months of May 2017 and November 2017 revealed the
following:

i) The State Department for Correctional Services has explained through a letter Ref:
SDC/SEC/FIN/3/12 VOL. V (23) dated 4 January 2018 that the original works awarded at
Kshs.24,882,843 did not include razor wire, paint, decoration, plaster of walls, beams and
columns. However, audit has revealed that the Bills of Quantities were prepared by Chief
Quantity Surveyor, an expert in contracting who has not disowned the purported contracted
works.

i) In addition, the State Department purports that the savings on already constructed wall by
Prisons Department will be used to complete omitted works without providing a technical
evaluation on the savings, the basis upon which the savings could have been accounted
before award of the contract.

iii) Although it has been explained that a transformer on construction site has not been re-
located hampering progress, works remain incomplete.

iv) Indications are that the contract was awarded, and the contractor paid Kshs.24,882,843
after which prisoners were used to construct the same wall at additional cost of
Kshs.7,500,000.

Submission by Accounting Officer

The Accounting Officer submitted that it was true that the contract No. CQS/D102/23/16-17 of
Kshs.24, 882,843.32 was awarded to M/S Highpoint Agencies for the construction of a perimeter
wall in Eldoret prison.

The original works quoted were for the construction of a 650 meters perimeter wall at Engineers
estimate of Kshs. 26,467,603. The lowest bidder quoted Kshs. 28,647,414.52 against a budget
provision of Kshs. 25,000,000. Due to insufficient budgetary allocation the client and project
managers negotiated for variation of works to omit razor wire, plastering to walls, beams, columns
and plastering to external walls, painting and decoration which revised the contract sum to
Ksh.24,882,843.32.

However, the station had used prisoners’ labor to construct 248 meters of the wall and hence the
works were re-evaluated, and advice sought from the State Department of Public Works on the
way forward.

It was agreed that the saving on the wall already constructed be used to complete the other omitted
works as outlined in the professional opinion.
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With the advice from State Department of Public Works, it was agreed in a site meeting held on
30/5/2017 that the contractor re-measure part of the wall plus the omitted works.

It was true that by the time of audit, part of the wall had not been completed due to a transformer
being on the ground where the wall was to be constructed. Kenya Power and Lighting Company
(KPLC) was to be paid by the department to relocate the transformer to pave way for the
completion of the part of the wall. KPLC brought a quotation and the payment for the work was
done on 30/10/2017. A letter was written to KPLC informing them about the payment done and
requesting them to relocate the transformer for the contractor to complete the wall construction.
The transformer was relocated, and part of wall completed and handed over.

The AIE of Kshs. 7,500,000.00 was issued to the station for buying building materials used in the
construction of the 234 meters of the fence done using prisoners’ labour. This was done way before
the contractor was handed over the site.

The contractor did not use prisoners’ labour to undertake the works after award of the contract.
Committee Observations and Findings

(i) The Committee observed that the contract No. CQS/D102/23/16-17 of Kshs.24,
882,843.32 was awarded to M/S Highpoint Agencies for the construction of a
perimeter wall in Eldoret prison.

(i) The Committee also observed that the original works quoted were for the
construction of a 650 meters perimeter wall at Engineers estimate of Kshs. 26,467,603.
The lowest bidder quoted Kshs. 28,647,414.52 against a budget provision of Kshs.
25,000,000.

(iii)In addition, the Committee observed that due to insufficient budgetary allocation the
client and project managers negotiated for variation of works to omit razor wire,
plastering to walls, beams, columns and plastering to external walls, painting and
decoration which revised the contract sum to Ksh.24,882,843.32.

(iv)Further, the Committee observed that the station had used prisoners’ labor to
construct 248 meters of the wall and hence the works were re-evaluated, and advice
sought from the State Department of Public Works on the way forward. This led to
savings which were used to complete the other omitted works.

Committee Recommendations

The Accounting Officer must at all times ensure that any works done on a project is inspected
and certified to inform any other decision made in cases of unfinished or incomplete
works/projects requiring re-awarding.
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80. Proposed Supply, Delivery, Installation, Testing and Commissioning of IP Based CCTV
Surveillance System at Naivasha G.K. Prison

The above contract No. CWO/NRB/D102/18/2016-2017 was awarded to a contractor at
Kshs.43,184,480 on 10 January, 2017 for supply, delivery, installation, testing and commissioning
of IP Based CCTV Surveillance System at Naivasha G.K. Prison. The contract period was
indicated as twelve (12) weeks from the date of site possession. Payment vouchers numbers 6329,
4957, and 4948 all totalling Kshs.43,184,480 were processed in respect of the contractor in
2016/2017 financial year.

Audit inspection undertaken on 13 December, 2017 revealed a loss of Kshs.8,645,000 detailed as
follows:

i) Although the contractor was paid Kshs.12,028,000 for the purported supply of one hundred
and ninety (190) cameras, verification confirmed existence of one hundred and fifty-eight
(158) cameras resulting in a loss of thirty-two (32) 5 Megapixel Cameras costing
Kshs.1,728,000.

i) Audit further established that fifty-two (52) cameras costing Kshs.4,576,000 installed at
reception and hospital block are defective and, therefore, not functioning.

iii) Further, audit revealed that the contractor supplied eight (8) Power Distribution Boards
instead of thirty (30) resulting in a loss of twenty-two (22) contracted costing
Kshs.550,000.

iv) In addition, the contractor was required to supply and install 64 Channel 400 Mbps
Network Video Recorder (NVR) with minimum 48TB 12 Hot swap HDDs Internal Video
Storage (RAID 6). However, five 3.63 TB totaling 18.15 TB and 5 Hot swap HDDs were
installed instead of 48 TB and 12 Hot swap HDDs required, resulting in a loss of
Kshs.1,791,000. Consequently, the storage capacity is low resulting in fluctuations in the
required CCTV services.

v) It was also observed that the required training on use of the CCTV services has not been
undertaken by the contractor.

vi) The State Department did not provide for audit review certificate of completion together
with minutes of handing over of the project.

Submission by Accounting Officer

The Accounting Officer submitted that it was true a contract of Kshs. 43,184, 484 was signed for
proposed supply, delivery, installation; testing and commissioning of IP based CCTV surveillance
system at Naivasha G.K. Prison.
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Uninstalled 5 Megapixel Cameras- Thirty-Two (32)

The Accounting Officer submitted that it was true that out of 190 cameras supplied only 158
cameras could be verified by the auditors as fixed on 13/12/2017.

The site inspection report on 10/5/2017 reflected 160 cameras to have been installed. As per the
site inspection conducted on 9™ May 2017 it was noted that a total 160 cameras out of 190 cameras
had been fixed. All the 32 cameras have since been installed.

Uninstalled Power Distribution Boards

The Accounting Officer submitted that it was true that eight (8) power distribution boards were
supplied instead of thirty (30) resulting to a deficit of 22 number distribution boards. Due to limited
space available against the optimal results of surveillance, consultations with the CCTV Engineer
and the Architect were held and gave their professional opinion which took time. Specifications
were developed and applied without compromising the intended outcome.

Storage Capacity

The Accounting Officer submitted that the need to enhance storage capacity was identified and
hence the need to enhance viewing by four (4) trained Security Officers. A decision was made to
install four (4) NVR for 32 channels and one (1) NVR for 64 channels so that it can produce bigger
and clear images for viewing instead of using the 400 MBPS, 300 MBPS for each NVR.

If 64 channels were used with 400 Mbps it can be viewed by only two (2) officers as per the 12
Hot Swap HDDs internal storage video (RAID 6).

Failure to Train Users of the System

The Accounting Officer submitted that it was true that the users were not trained by the contractor
at the time of audit.

Committee Observations and Findings

(i) The Committee observed that the remaining 32 cameras have since been installed.

(i) Eight (8) power distribution boards were supplied instead of thirty (30) resulting to a
deficit of 22 number distribution boards. However, through consultations with the CCTV
Engineer and the Architect, Specifications were developed and applied without
compromising the intended outcome.

(iii) The Committee marked the matter as resolved.
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Committee Recommendations

The Accounting Officer must at all times ensure that before any project is undertaken,
proper survey and analysis is done to ascertain the magnitude and actual specifications in
order to avoid oversupply leading to wastage of public funds.

81. Construction of Staff Houses at Naivasha Maximum Security Prison

During the year under review, Development AIEs No A853002 and A836813 of Kshs.2,000,000
each were issued to the officer-in-charge of Naivasha Maximum Prison for construction of staff
houses. The funds were to be used for purchase of building materials while prisoners were to
provide free labour and technical staff serving in the prison were to assist with the required
technical and supervision skills.

Audit inspection undertaken at the prison on 13 December 2017 revealed gross anomalies as

follows:

i) There was evidence of double payments of suppliers for construction materials which were
all purportedly issued to buildings/construction site with nil balances of materials in the
store at the time of audit.

i) Quality of workmanship was poor with the houses lacking proper ventilation for occupants.
There was also no evidence that technical standards relating to plumb line; maintenance of
levels; and requirement of square (90 degrees) at corners had been achieved.

iii) There were no material test results to confirm that quality of construction materials used

met technical specifications.

iv) There was evidence of apparent excess payments or loss of Kshs.888,900 as shown in the

table below:
Item Qty Procured Approx. Qty used | Excess Qty Excess Payments
(Kshs)
Iron sheets 2.5m 200pcs 60 Pcs 140 pcs 218,400
Iron sheets 3.0m 200pcs 60 Pcs 140 pcs 252,000
Building stones 9” | 3900 ft 3000 ft 900 ft 58,500
Building stones 6” | 9000 ft 3000 ft 6000 ft 360,000
Total 888,900
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Submission by Accounting Officer

The Accounting Officer submitted that it was true that two AIES worth Kshs 4,000,000.00 were
issued to Naivasha Maximum Security Prison to acquire building materials for construction of
staff houses using prisoners’ labour. At the time of the audit, the final touches to the staff houses
had not been completed.

The orders were supplied in the site as and when needed. The technical department of Ministry of
Transport, Infrastructure, Housing and Urban Development Supervised and issued completion
certificate. The omission observed by the auditors were considered and addressed before issuing
the certificate.

The houses have since been completed and occupied. The houses are 14 rooms of 15ft x 10ft
(15°x10”) with separate toilets and bathrooms. The quantity of quoted materials that is 200pcs of
2.5m and 200pcs of 3.0m of iron sheet was not in excess. Building stones, size 9” 3,900 ft. and 6”
9,000 ft. were not in excess as stated. To complete a single room it would cost as follows:-

Item Quantity Approximate Excess quantity No. of units (14)
received quantity used

Iron sheet 2.5 m 14 14 NIL 196

Iron sheet 3.0 M 14 14 4 196

Building stones 9” 279 279 NIL 3900

Building Stones 6” 643 643 NIL 9000

NB: For building stones size 9” there is additional 5-10 % for breakages and adjustment to
foundation walling.

Committee Observations and Findings

(i) The Committee was satisfied with the explanation provided by the Accounting
Officer.
(if) The matter was marked as resolved.

Committee Recommendations

(1) The Accounting Officer should at all times avail all documents necessary for audit
review.
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82.0 Unsupported District Suspense

The statement of assets and liabilities reflects a balance of Kshs.673,392,624 against District
Suspense Account which differs with the amount of Kshs.3,320,903,324 reflected in the State
Department’s records by unexplained and unreconciled figure of Kshs.2,647,510,670.

In addition, the District Suspense Accounts balance has not been supported by authentic and
verifiable source documents. Consequently, it has not been possible to confirm the validity,
completeness and accuracy of the balance.

Submission by Accounting Officer

The Accounting Officer submitted that it was true that the statement of assets and liabilities reflect
a balance of Kshs.673, 392,624 against the District Suspense account which differs with the
amount of Kshs. 3,320,903,324 reflected in the State Department records by unexplained and
unreconciled figure of Kshs. 2,647,510,670.

AIEs issued through District sub-county Treasuries

AIEs issued AIlEs Accounted Balance

822,640,565.50 149,247,942.00 673,392,623.5

As at the time of audit an amount of AIEs totaling Kshs 822,640,565.50 was reflected in the IFMIS
records out of which Kshs 149,247,942.00 had been accounted for through the data from the
stations to which the AIEs had been issued. The balance of Kshs 673,392,623.50 was outstanding
as unaccounted for since data had not been received for uploading in IFMIS system by then. The
data outstanding from the stations has since been received and updated.

Committee Observations and Findings

(i) The Committee observed that the data outstanding from the stations has since been
received and updated.
(it) The Committee marked the matter as resolved.

Committee Recommendations

The Accounting Officer should ensure that the entity keeps up-to-date and reconciled
financial and accounting records that comply with provisions of Section 68(2) of the PFM
Act 2012 and that complete financial and accounting records are presented within three (3)
months after the close of the financial year pursuant to the provisions of Article 229 of the
Constitution of Kenya 2010 and Section 68(2k) of the PFM Act 2012.
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83.0 Prior Year Adjustments

The statement of assets and liabilities further reflects a negative prior year adjustment of Kshs.
(2,520,670,050) and as disclosed in Note 11 to the financial statements. However, analyses and
supporting documents in respect of this negative balance has not been provided. Consequently, it
has not been possible to confirm the validity, completeness and accuracy of the balance.

Submission by Accounting Officer

The Accounting Officer submitted that it was true that the statement of assets and liabilities further
reflects a negative prior year adjustment of Kshs (2,520,670,050) and as disclosed in the financial
statements and that the analysis and supporting documents in respect of this negative balance has
not been provided.

Prior year adjustment included in the Financial Year 2016/2017 include the credit balance of Kshs
2,520,670,050. This constitutes an amount processed through the IFMIS system in respect of
district data relating to Financial Year 2015/2016 AIEs issued to the districts. At the time of
preparing the financial statements for 2015/2016 the district data returns had not been processed
through the IFMIS system thus forming a prior year adjustment in the Financial Year 2016/2017
financial statements as at 30" June 2017.

Committee Observations and Findings

(i) The Committee observed that the breakdown of Assets and Liabilities amounting to
Kshs 2,520,670,050 was not provided and the auditor general reported the same.
(if) The matter remains unresolved.

Committee Recommendations

The Accounting Officer should ensure that the entity keeps up-to-date and reconciled
financial and accounting records that comply with provisions of Section 68(2) of the PFM
Act 2012 and that complete financial and accounting records are presented within three (3)
months after the close of the financial year pursuant to the provisions of Article 229 of the
Constitution of Kenya 2010 and Section 68(2k) of the PFM Act 2012.

PRISON INDUSTRIES REVOLVING FUND
84. Fixed Assets

The statement of financial position reflects a fixed assets balance of Kshs.83,110,514 as
at 30 June 2017 which, as similarly reported in the previous year, include scrap machinery
valued at Kshs.2,926,440 that has since become obsolete.
The fixed assets have been lumped up based on their nature or function instead of being
properly identified and recorded. In addition, a detailed schedule to support the balance of
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Kshs.83,110,514 has not been provided for audit review. The Fund did not also maintain
fixed assets register during the year under review as reported in the previous year.
Consequently, the existence, completeness and correct values of the fixed assets
reflected in the financial statements cannot be confirmed.

Submission by Accounting Officer

The Accounting Officer submitted that it was true that the financial position reflected fixed asset
balance of Kshs. 83,110,514.18 which included scrap machinery of Kshs. 2,926,440.00 which
could not be depreciated further. The scrap machineries are awaiting bonding. Asset register was
updated then and is continuously updated to reflect current status. As at 30" June 2018 the value
of the assets was Kshs. 91,774,309.39.

It was true that the fund is in custody of old machinery worth Kshs 2,926,440.00 at various stations
under fixed assets representing scrap machinery. The machines were evaluated by valuers and the
State Department is in the process of disposal as per Government Disposal procedures.

Committee Observations and Findings

(1) The Accounting Officer did not avail to the committee a Fixed Asset Register
verification.
(if) The matter remains unresolved.
Committee Recommendations

The Accounting Officer should ensure that a complete fixed asset register is maintained
within (3) months after the adoption of this report pursuant to Regulation 143(1) of the PFM
(National Government) Regulations 2015. Further, the register should be availed to the
Auditor-General for review.

85. Accounts Receivables (Debtors)

The statement of financial position reflects a fixed assets balance of Kshs.83,110,514 as at 30 June
2017 which, as similarly reported in the previous year, include scrap machinery valued at
Kshs.2,926,440 that has since become obsolete.

The fixed assets have been lumped up based on their nature or function instead of being properly
identified and recorded. In addition, a detailed schedule to support the balance of Kshs.83,110,514
has not been provided for audit review. The Fund did not also maintain fixed assets register during
the year under review as reported in the previous year.

Consequently, the existence, completeness and correct values of the fixed assets reflected in the
financial statements cannot be confirmed.
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Submission by Accounting Officer

a) The Accounting Officer submitted that it was true that during the financial year 2016/2017,
prison industries had a debtors balance of Kshs. 77,391,757.86 owed to the fund. It is also
true the debtors rose by a 73% from the previous year and that all the new debts were from
government institutions. The debts were stipulated as below: -

Government debts Kshs. 77,214,497.86
Private debts Kshs.  177,260.00
Total Kshs. 77,391,757.86

It was true Kshs 40,156,906.66 was owed by government institutions. The fund has hitherto
received payments from some of the debtors amounting to Kshs 2,954,290.00 of the debts leaving
a balance of Kshs 37,202,616.66

b) Included in the debt balance was Kshs 177,260.00 being private debtors dating back to
many years. The management has been tracking clearance of the balances.

An amount of Kshs 99,500.00 relating to private debtors was cleared leaving a balance of
Kshs 77,760.00 which is outstanding to date and management is following up on
settlement.

Committee Observations and Findings

(i) The Committee observed that the management did not provide a list of debtors with
a corresponding amount.
(if) The matter remains unresolved.

Committee Recommendations

The Accounting Officer must ensure that the recovery of the outsatnding debts is completed
within three months upon adoption of this report.

86. Paymaster General Account

The statement of financial position reflects a balance of Kshs.178,175,323 against Paymaster
General Account as at 30 June 2017. This includes an amount of Kshs.175,210,763 representing
cash and cash equivalents explained as held by the former Ministry of Home Affairs Deposit
Account which is yet to be transferred to the Fund’s new account. However, no documentation has
been provided to support the said balance. Consequently, the existence, completeness and accuracy
of the Pay Master General (P.M.G) balance of Kshs.178,175,323 cannot be confirmed.
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Submission by Accounting Officer

The Accounting Officer submitted that it was true that Prison Industries Fund had a closing account
balance of Kshs. 178,175,322.62 as at 30" June, 2017 which included funds not yet transferred
from former Ministry of Home Affairs to the Ministry of Interior and Co-ordination of National

Government totaling to Kshs 175,210,763.05:

PMG BALANCES
INDUSTRIES FARMS TOTAL PMG BAL
2013/2014 | Bal. B/F 1st July 2013 119,965,675.51 56,021,755.07 175.987,430.58
2013/2014 | Add revenue for (st 155.336,405.00 18.634.357.35 173.970,762.35
July - 30th Oct)

275,302,080.51 74.656.112.42 349,958 192.93

Less: amounts transferred to Ministry
ottt (92,135,930.55) | (26,589,743.85) (118,725,674.40)
Bal. as at 30th Oct 2013 175,987,430.00 55,245 088.53 231,232.518.53

During the financial year 2012-2013, books of account for both prison industries and farms
reflected the balance in the Paymaster General account as follows:-

Prison Industries Kshs.  119,965,675.51
Prison Farms Kshs. 56,021,755.00
Total Kshs. 175,987,430.51

This balance was not reconciled by then Ministry of Home Affairs who were the administrator of
the account. During the financial year 2013-14 the management of the fund was transferred to the
Ministry of Interior and Co-ordination of National Government. The deposit account was put on
suspension from 1% July to 30" October, 2013. During this period, prison farms and industries
were depositing revenue at the suspended deposits account. A separate bank account under the
name Prison Industries Fund was opened by the Ministry of Interior and Co-ordination of National
Government on 3" October, 2013.
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As from 1% July 2013 to 31% October, 2013 both Prison Industries and Prison arms had generated
and deposited revenue in the suspended MOHA Deposit Account as follows: -

Prison Industries Kshs. 155,336,405.00
Prison Farms Kshs.  18,634,357.35
Total Kshs. 173,970,762.35

During the transfer of Prison farms’ and industries funds from Ministry of Home Affairs to Interior
and Co-ordination of National Government, reconciliation of the deposit account for the period
July to October 2013 confirmed that both Prison industries and farms had deposited Kshs.
173,970,762.35.

The amount transferred to the new Prison Industries Fund account was Kshs. 118,725,674.40 as
tabulated below leaving a balance of Kshs. 55,245,087.95.

Prison Industries Kshs. 92,135,930.55
Prison farms Kshs. 26,589,743.85
Total Kshs. 118,725,674.40

The remaining balance not transferred to the new PIF Account is as below:-

Balance of revenue raised during 2013/2014 Kshs.  55,245,087.95
PMG balance B/f 1%t July, 2013 Kshs. 175,987,430.51
Total Kshs. 231,232,518.46

During the transfer of funds from Ministry of Home Affairs to the Ministry of Interior and Co-
ordination of National Government, only Kshs.118,725,674.40 was transferred to the new deposit
account leaving balance of Kshs.55,245,087.95 and the closing balance of Kshs.175,987,430.51
as at 30" June, 2013 totaling to Kshs.231,232,518.46 which was not transferred to the new deposit
account. The non- transfer was effected by the reorganization of government in the financial year
2013/14 where the Ministry of Home Affairs was merged with Office of the President to form the
new Ministry of Interior and Co-ordination of National Government.

Committee Observations and Findings

(i) The Committee observed that Kshs.118,725,674.40 was transferred to the new deposit
account leaving a balance of Kshs.55,245,087.95 and the closing balance of
Kshs.175,987,430.51 as at 30t June, 2013 totaling to Kshs.231,232,518.46 which was
not transferred to the new deposit account.

(i1) The matter rteamined unresolved.
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Committee Recommendations

(i) The Accounting Officer should within three (3) months of adoption of this report
follow up the transfer of these funds from the then Ministry of Home Affairs to the
Ministry of Interior and Co-ordination of National Government.

(if) The Executive should strive to make sure that re-organization of government does
not interfere with already existing and established votes for ease of release of funds
by the Exchequer for quick delivery of service to the public

87. Suspense Account

The statement of financial position also shows a balance of Kshs.3,647,677 under suspense
account but whose analysis has not been provided for audit review. It is therefore, not possible to
confirm its validity, completeness and accuracy.

Submission by Accounting Officer

The Accounting Officer submitted that it was true that the prison industries fund annual report and
financial statement for the year ended 30th June 2017 reflected a suspense account of Kshs.
3,647,677.10 the figure decreased by 337,214.00 as compared to the previous year balances. The
suspense account balance represents AIEs issued to stations which were not spent at the closure of
the financial years. The balances have been carried forward for many years since the establishment
of the fund in 1988. The management requested for authority from the officer administering the
fund to write off the suspense account balance of Kshs.3, 966,921.00 from the financial statements
of the fund for the year ending 30" June, 2015.

Committee Observations and Findings

(i) The Committee observed that the state department did not provide evidence of the
write off of Ksh 3,966,921.00 and the auditor general confirmed the same.
(if) The matter remains unresolved.

Committee Recommendations

The Cabinet Secretary, National Treasury should within three (3) months of adoption of this
report, consider and advise the Accounting Officer on the request by the State Department
for authority from the officer administering the fund to write off the suspense account
balance of Kshs.3, 966,921.00 from the financial statements of the fund for the year ending
30" June, 2015. This would clear and resolve the matter.
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88. Accounts Payables (Creditors)

The financial statements reflect a balance of Kshs.69,651,920 against creditors as at 30 June 2017.
As similarly reported in 2015/2016, no reasons have been provided for failure to pay the creditors
despite the huge Pay Master General (bank) balance as at 30 June 2017.

Submission by Accounting Officer

The Accounting Officer submitted that it was true during the financial year 2016/17, prison
industries had a balance of Kshs. 69,651,920.00 owed to creditors by the fund for supplies made.
The balance of Kshs 175,987,430.51 was not readily available to the fund for utilization since it
was held at our former mother ministry of Home Affairs/National Treasury. Kshs 56,401,920.00
has been paid leaving a balance of Kshs 13,250,000.00.

Committee Observations and Findings

(1) The Committee observed that Kshs 56,401,920.00 has been paid leaving a balance of
Kshs 13,250,000.00.
(it) The matter remains unresolved.

Committee Recommendation

The Cabinet Secretary, National Treasury should within three (3) months of adoption of this
report, consider and advise of the Accounting Officer on the request by the officer
administering the fund to pay off Kshs 13,250,000.00 owed to suppliers. This would clear and
resolve the matter.

PRISON FARM REVOLVING FUND
89. Accounts Receivables (Debtors)

The statement of financial position reflects debtors™ balance of Kshs.204,003,180 as at 30 June
2017. Although management has explained that part of the debts is owed by other government
agencies, there were no measures taken to recover outstanding debts and avoid further
accumulation of huge debts.

Submission by Accounting Officer

The Accounting Officer submitted that it was true that the statement of financial position as at 30"
June, 2017 reflected a balance of Ksh. 204,003,179.50 relating to outstanding debtors. The
management has been undertaking the process of clearing the debtors as follows.
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Outstanding as at 30" June Ksh. 204,003,179.50

Less cleared Ksh. 137,641,101.35

Balance C/F Ksh. 66,362,078.15

The balance of Ksh. 66,362,078.15 is in the process of payment from Recurrent vote to Revolving
Fund Account after verification.

Committee Observations and Findings

(1) The Committee observed that the balance of Ksh. 66,362,078.15 is in the process of
payment from recurrent vote to Revolving Fund Account after verification.
(if) The matter remained unresolved.

Committee Recommendations

The Accounting Officer must ensure that the recovery of the outsatnding debts completed
within three months upon adoption of this report.

90. Suspense Account

The statement of financial position reflects a balance of Kshs.5,825,968 against suspense account
which, has not been supported with analyses and verifiable source documents contrary to
Regulation 107 (1) of the Public Finance Management (National Government) Regulations, 2015.
Consequently, the validity, completeness and accuracy of the balance of Kshs.5,825,968 cannot
be confirmed.

Submission by Accounting Officer

The Accounting Officer submitted that it was true that Prison Farms Revolving Fund annual report
and financial statement for the year ended on 30" June, 2017 reflected a suspense account of Ksh.5,
825,967.60. The suspense account is formed of unspent AIE balances in the field stations whose
balances were submitted together with recurrent and development AIE balances to exchequer. All
the Bank balances in all the station balances were lumped to exchequer after the close of F/Y
2016/2017 AIE balances.

Committee Observations and Findings

(i) The Committee observed that the evidence of payment to exchequer account was not
availed and the auditors confirmed the same.
(if) The matter remains unresolved.
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Committee Recommendations

The Cabinet Secretary, National Treasury should within three (3) months of adoption of this
report, consider and advise the Accounting Officer to ensure the suspense account balance
of Kshs.5,825,968.00 is analysed and verified with documents in line with Regulation 107 (1)
of the Public Finance Management (National Government) Regulations, 2015. This will
enable validity, completeness and payment of the same to clear the matter

91. Accounts Payables (Creditors)

The statement of financial position reflects a balance of Kshs.30,002,138 against accounts
payables (creditors). No satisfactory reasons have been provided for failure to pay these debts
despite the huge Pay Master General (bank) balance of Kshs.57,504,034 as of 30 June 2017.

Submission by Accounting Officer

The Accounting Officer submitted that it was true that the statement of financial position reflected
a balance of Ksh.30, 002,138.00 owed to merchants as at 30" June 2017.

The management has since paid all the creditors.
Committee Observations and Findings

(i) The Committee observed that the management has since paid all the creditors but
there were no documents to prove that.
(if) The matter remains unresolved.

Committee Recommendations

The Accounting Officer must ensure that within three months after the adoption of this
report, all documents showing payment of all creditors are provided to the Auditor General
for verification and certification of the same.

92. Undisclosed Loss of Livestock

Available records indicate that the Prison Farm Revolving Fund lost Kshs.198,000 in Nakuru Main
Prison following an attack by leopards on a flock of sheep killing five(5) rams, twenty-five (25)
sheep and critically injuring eleven (11) others on the night of 16 March 2017. However, the loss
has not been disclosed in the financial statements for the year 56 ended 30 June 2017. In addition,
the State Department for Correctional Services has not taken measures to reinforce the security of
farm assets to avoid future losses.
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Submission by Accounting Officer

The Accounting Officer submitted that it was true that an examination of records revealed that the
Prisons Farm Revolving Fund lost Kshs. 198,000.00 in Nakuru Main Prison following attack by
wild animals on a flock of sheep killing five (5) rums, twenty-five (25) sheep and critically injuring
eleven (11) others on the night of 16 March 2017.

The responsible entity (KWS) was contacted on the matter and issued a valuation and
compensation report. The compensation has not been effected, and the management has taken
steps to follow-up the matter. The non-disclosure in the financial statement of 2016/2017 was due
to late information on the accepted value by (KWS).

Committee Observations and Findings

(i) The Committee observed that the compensation has not been effected and the
management has taken steps to follow-up the matter.
(it) The matter remains unresolved.

Committee Recommendation

The Accounting Officer must put in place mechanisms to ensure safety of the livestock from
the wildlife.

93. Fixed Asset Register

The statement of financial position reflects fixed assets balance of Kshs.32,698,618 as at 30 June
2017. A detailed schedule to support the balance has, however, not been provided for audit review.
The fixed assets have instead been lumped together based on their nature or function without
providing the particulars. Further the Fund did not maintain a fixed-assets register during the year
under review. Consequently, the existence, location, completeness and accuracy of the fixed assets
and the related balance reflected in the financial statements cannot be confirmed.

Submission by Accounting Officer

The Accounting Officer submitted that it was true that the Statement of Financial position values
the assets owned by the Prison Farms revolving fund at Kshs. 32,698,617.66. The management
has taken steps of maintaining fixed asset register.

Committee Observations and Findings

(i) The fixed asset register for assets worth of Kshs. 32,698,617.66 was availed.
(i) The Committee marked the matter as resolved.
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Committee Recommendations

The Accounting Officer should ensure that a complete fixed asset register is maintained
pursuant to Regulation 143(1) of the PFM (National Government) Regulations 2015.
Further, the register should be availed to the Auditor-General for review
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7.0. MINISTRY OF DEVOLUTION AND ASAL

7.1. STATE DEPARTMENT FOR DEVOLUTION
FINANCIAL STATEMENTS FOR VOTE 1032

Mr. Charles Sukuli, the Principal Secretary and Accounting Officer for State Department of
Devolution (Vote 1032) appeared before the committee on 7t May 2019 to adduce evidence
on the Audited Financial Statements for State Department of Devolution (Vote 1032) for the
Financial Year 2016/2017. (Minutes of the Committee sittings and submissions tabled by the
Accounting Officer are annexed to this report). He was accompanied by the following
officials:

1. Dr. Alice J. O Yalla - Ag. Integration Secretary
2. Mr. Nyambati Kennedy - Director

3. Mr. Jackson Owuor - Finance Officer

4. Ms. Lucy W. - Assistant A General

5. Mr. Jackson Mwangi - Principal State Counsel
6. Mr. Reuben Thuku - Assistant Secretary Administration
7. Mr. Joseph Kipronoh Koech - Accounts

8. Mr. Caleb Musiambo Bulili - Head of Internal Audit

9. Mr. Amos Omagi - Accounts

10. Jane Kirop - Accounts

11. Ms. S. Hamisi Kuti - Accounts

12. Mr. Moses M. Macharia - Accounts

94. Opening Balances

The financial statement for the year ended 30th June, 2017 includes restated comparative figures
for the financial year 2015/2016. However, no documents have been provided for audit
verification in support of the restated comparative figures. The accuracy and validity of the
comparative figures as reported cannot, therefore, be confirmed.

Submission by Accounting Officer

The Accounting Officer submitted that at the time of submission of the revised financial
statements, the documents had not been attached to the financial statements. However, the same
were availed for audit verification and are also hereby attached. These include cashbook extracts
bank reconciliation statements, bank certificates and board of survey report. These figures had also
been discussed and cleared before PAC during the appearance for the Financial Year 2015/2016.
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Committee Observations and Findings

(i) The committee observed that at the time of the audit the documents had not been availed
but they were later availed and verified by the auditors.
(i1) The Committee marked the matter as resolved.

Committee Recommendation

Accounting Officer must at all times ensure entity keeps up-to-date and reconciled financial
and accounting records that comply with provisions of Section 68(2) of the PFM Act 2012
and that complete financial and accounting records are presented within three (3) after the
close of the financial year pursuant to the provisions of Article 229 of the Constitution of
Kenya 2010 and Section 68(2k) of the PFM Act 2012.

95. Other Revenue

The statement of receipt and payments and as disclosed at Note 3 and Annex 3 to the Financial
Statements reflects other revenues amounting Kshs. 3,031,318. These other revenues are
described under Note 3 as receipts found in the State Department bank statement as having been
credited to the bank account. However, the management has not provided any supporting
documents to prove that the receipts were due to the State Department for services rendered.
Consequently, the validity, ownership and accuracy of other revenue cannot be confirmed.

Submission by Accounting Officer

The Accounting Officer submitted that it was true that under the statements of receipts and
payments there is a total amount of Ksh. 3,031,318 which was received from various ministries
and credited into the Ministry’s bank account. These receipts relate to training levy, unspent AIE’s
and surrender of revenue as shown in the analysis. At the time of submission of the financial
statements no documents had been provided to support validity of ownership of the revenue except
the bank statements.
In the financial year 2013/2014 the State Department for Devolution shared bank accounts with
the following State Departments:

e Directorate of Public Service Management

¢ Planning

e Youth

e Special program

e Northern Kenya
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e Gender

After splitting of the state departments some ministries continued to remit funds to the State
Department of Devolution. Out of the Kshs 3,031,318 an amount of Kshs. 1,299,824.25 was for
unspent balances from Deputy County Commissioners (former district commissioners) regarding
AIE’s issued by special program which was then under State Department of Devolution. As such
these amounts were properly disclosed as other revenue in the Financial Statements.

The balance of Kshs 1,731,494, was confirmed to have been credited in the ministry’s bank
account with Kshs 891,250 relating to training levy and a surrender of revenue of Kshs 840,244.
All these amounts were recovered by the National Treasury after the end of the Financial Year on
23rd August 2017 together with other closing balances totaling to Kshs 19,456,203.55 as supported
by PV No. 1150 of the same amount.

Committee Observations and Findings

(i) The Committee observed that the unused A. I.Es have been treated as other revenue

(i) The Committee observed that training levy from ministry of agriculture was treated as
revenue.

(ili)The Committee observed that recovery of the funds by the National Treasury was the
only way to treat the funds in relation to the format provided for by the Public Service.

(iv) The Committee marked the matter as resolved.

Committee Recommendation

Accounting Officers must at all times ensure entity keeps up-to-date and reconciled financial
and accounting records that comply with provisions of Section 68(2) of the PFM Act 2012
and that complete financial and accounting records are presented within three (3) after the
close of the financial year pursuant to the provisions of Article 229 of the Constitution of
Kenya 2010 and Section 68.

96. Grants and Transfers to other Government Entities

The financial statements reflect payments totaling Kshs. 541,135,010 as grants and transfers to
other government entities. However, the amounts recorded in the financial statements of the
receiving government entities differ from the ones reported in the State Department’s financial
statements as detailed below.
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Entity Amount as Per the Amount Reported in | Variance
Entity’s Financial the State Dept. Kshs.
Statements Financial Statements
Kshs. Kshs.

Council of Governors 153,302,024 160,145,650 6,943,026

KDSP Component 101,159,883 80,939,360 20,170,523

The variances above have not been explained or reconciled.
Submission by Accounting Officer
The Accounting Officer submitted that it was true that the amounts transferred to the Council of

Governors were Kshs. 153,202,624. The Financial Statements showed an amount of Kshs
160,145,650 analyzed as follows:

Payment to COG 153,202,624

Settlement of the Court Award 7,162,626

Adjustment in respect to IGRTC Expenses (219,600)
160,145,650

The settlement of the Court award was a payment for damages on a court award Case No. HCCC
496/2004 to Mr. James Muigua PV NO 4351. This was a case against the Defunct Municipal
Council of Meru and the Ministry of Local Government (now State Department of Devolution).
The Attorney General advised compliance with the Court Decree as the Principal Secretary risked
a jail term.

At the time there was no adequate budgetary provision for arbitration, legal and court awards. The
settlement of the Court award was therefore charged to the account for Transfer to Other
Government entities. The Ministry made a request to the National Treasury for additional funding
through supplementary budget which was not granted.

The State Department of Devolution Financial Statement for Financial Year 2016/17 under
transfers to other Government entities reported other capital grants and transfer of Ksh. 80,989,360
leaving a variance of Kshs 20,170,523. This amount relates to a payment made to Kenya School
of Government in the Financial Year 2015/16. This amount was part of the PPA for KDSP which
was paid to KSG to train the county governments on the program operations and guidelines and
also how to access the conditional grants.
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KDSP Project Preparation Advance amounted to Kshs 101,159,883 which was received in three
tranches. The PPA cut across two Financial Years 2015/16 and 2016/17 the First tranche of Kshs.
20,170,523 was received in Financial Year 2015/2016 and was reported in the State Department
Restated Financial Statement.

Committee Observations and Findings

(i) The Committee observed that the original voucher to support the Ksh. 7,162,626 for
the settlement of Court award has been confirmed as the true copy of the original
(if) The Committee marked the matter as resolved.

Committee Recommendations

The explanation by the accounting oficer was satisfactory. However, the Accounting Officer
must at all times ensure entity keeps up-to-date and reconciled financial and accounting
records that comply with provisions of Section 68(2) of the PFM Act 2012 and that complete
financial and accounting records are presented within three (3) after the close of the financial
year pursuant to the provisions of Article 229 of the Constitution of Kenya 2010 and Section
68(2k) of the PFM Act 2012.

97. Use of Goods and Services

The use of goods and services payments totaling Kshs. 415,522,851 as reflected in the statement
of receipts and payments and disclosed in Note 5 to the financial statements includes an amount
of Kshs. 260,256,399 in respect of other operating expenses. However, examination of the ledger
revealed that the following amounts were charged to operating expenses instead of the correct
items of the expenditure.

AMOUNT - KSHS. NATURE OF EXPENSES

3,219,000 Communicating, supplies and services

580,000 Salaries to staff

15,697,081 Domestic travel & subsistence, staff meal allowances
5,113,500 Accommodation and Conference

722,036 Motor Vehicle Repairs & Maintenance

925,900 Routine Maintenance- Other assets
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No explanations have been provided for the above anomalies. In addition, an unexplained journal
entry of Kshs. 19,897,500 was similarly posted to the operating expenses account and no
explanation to justiFinancial Year this journal has been provided.

Submission by Accounting Officer

The Accounting Officer submitted that the expenses indicated under the Operating expenses relate
to the Kenya Devolution Support Program (KDSP). It is a World Bank supported program of Kshs.
28.7 billion. It is a conditional grant meant to strengthen capacity building and technical assistance
at the county level. In carrying out this function the program usually incurs costs related to
accommodation, conference facilities, communication, domestic travels and other operating
expenses related to the secretariat. The KDSP secretariat is required to be staffed with experts
(PFM, monitoring and evaluation, capacity building, intergovernmental fiscal relations) who are
drawn from outside the mainstream government to offer support to the counties and the ministry
in carrying out capacity building and therefore the expenses towards salaries.

The KDSP is budgeted for in the Ministry under budget item code 2211300 (Other operating
expenses) as one-line budget item for purposes of tracking, monitoring and consolidation of the
program expenditure as per the Program Appraisal Document (PAD). This further assists in the
program evaluation and GoK counterpart funding since it is under the development budget.

With regards to the amount of Kshs.19, 897,500 the journal was meant to recognize the funds
received and transferred to the Instrument for Devolution Advice and Support project (IDEAS)
bank account to cater for the project activities for the financial year 2016/17.

Committee Observations and Findings
The Committee marked the matter as resolved.
Committee Recommendation

The explanation by the accounting oficer was satisfactory. However, the Accounting Officer
must at all times ensure entity keeps up-to-date accounting records that comply with
provisions of Section 68(2) of the PFM Act 2012 and that complete financial and accounting
records are presented within three (3) after the close of the financial year pursuant to the
provisions of Article 229 of the Constitution of Kenya 2010 and Section 68(2k) of the PFM
Act 2012.
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98. Cash and cash equivalent

The statements of assets and liabilities as at 30th June, 2017 reflects an amount of Kshs. 76,795,422
as cash and cash equivalents comprising of the bank balances of Kshs. 75,987,651 and cash balance
of Kshs. 807,771. However, even though the balances were supported by bank statements, board
of survey report and bank confirmation certificates as at 30th June, 2017, the bank reconciliation
statements for the rest of the year have not been presented for audit review. The completeness of
transactions arising from the bank accounts and the cash system for the whole year cannot not be
confirmed under the circumstances.

Submission by Accounting Officer

The Accounting Officer submitted that it was true the cash and cash equivalent comprising of cash
and bank balances were supported by bank statements, board of survey reports, and bank
confirmation certificates as at 30th June 2017. The bank reconciliation for the rest of the year had
also been prepared but had not been attached to the financial statements. However, they are
available for verification and have also been attached.

Although the bank confirmation certificate as at 30th June, 2017 reflects an amount of Kshs.
1,163,889 in respect of Kenya Devolution Support Program, the same has not been considered in
spite of the expenditure forming part of the other operating expenses. Further, an adjustment of
Kshs. 440,298 under the deposits account has not been explained. In the circumstances, the
completeness and accuracy of the cash and cash equivalents balance of Kshs. 76,795,422 as at
30th June, 2017 cannot be confirmed.

Submission by Accounting Officer

The Accounting Officer submitted that it was true that the bank confirmation certificate as at 30th
June 2017 reflects an amount of Ksh. 1,163,883 in respect to KDSP. This amount was the closing
balance of the KDSP Project Preparation Advance (PPA) account held at the Central Bank of
Kenya. The financial statements for the PPA had been prepared separately and have already been
audited. The expenditure therefore had not been included in the ministry’s financial statements.

It was also true that there was an adjustment of Ksh. 440,298.00 under the Deposits account. This
adjustment was made into the Deposits cash book to recognize a receipt in Deposit bank account
of Kshs. 440,298. This amount relates to 10% retention from the contract sum amounting to Kshs.
4,402,975.00 payable to Interpid Contractors.
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This amount had also been outstanding in the bank reconciliation statement of both recurrent and
deposit bank accounts. It is worth noting that the cash and cash equivalent have since been verified
and resolved with the auditors, hence the balances have been confirmed as accurate.

Committee Observations and Findings

(1) The committee observed that the bank statements, cashbook extracts have been
attached for verification.
(if) The committee marked the matter as resolved.

99. Prior Year Adjustments

The statements of assets and liabilities as at 30th June, 2017 reflects prior year adjustments of
Kshs. 180,997,512 in respect of the current year and Kshs. 792,501 in respect of the previous year.
However, the reasons for the prior year adjustments and the documentation in support of the
adjustments of IPSAS 3 on, Accounting policies, Changes in Accounting Estimates and Errors
which, require restatement of the affected figures in the year the error first occurred except when
it is impracticable and this fact must be disclosed. Under the circumstances, the accuracy and
validity of the adjustments as presented cannot be ascertained.

Submission by Accounting Officer

The Accounting Officer submitted that it was true that the statements of assets and liabilities as at
30" June 2017 reflects prior year adjustments of Kshs. 180,997,512 in respect of the current year
and Ksh. 792,501 in respect of the previous year. IPSAS 3 on Accounting Policies changes in
estimates and errors require restatement of figures in the year the adjustment applies. However,
IPSAS 3(49) “limitations of retrospective restatement” allows for the restatement of opening
balances of Assets and Liabilities for the earliest period which the retrospective restatement is
practical (which may be the current period).

This amount of Kshs. 180,997,512 and Kshs. 792,501 relates to Recurrent and Development Bank
Balances respectively as at the close of the previous Financial Years 2015/16 and 2014/15
respectively which were surrendered back to the National Treasury in the preceding years, as such
it was not practical to make the adjustment in the years the bank balances related to and thus the
reason for adjustment through a prior year adjustment in the Financial Statements. The journal
vouchers and bank statements to recognize these adjustments have been explained and supported
fully. These are still available and have been attached for perusal.
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Committee Observations and Findings

(i) The committee observed that the journal vouchers and bank statements have been
availed for audit review.
(i1) The committee marked the matter as resolved.

100. Pending Bills

The State Department of Devolution reported at Annex 2 to the financial statements pending bills
amounting to Kshs. 3,296,627,373 as at 30th June, 2017, comprising of Kshs. 3,286,465,791
brought forward from the previous year and Kshs. 10,161,582 for the financial year 2016/2017.
Failure to settle bills during the year to which they relate distorts the financial statements for year
and adversely affects the provisions of the subsequent year to which they have to be charged. Had
the bills been paid and expenditure charged to the accounts for 2016/2017, the statement of receipts
and payments for the year would have reflected a deficit of Kshs. 3,259,566,371 instead of the
surplus of Kshs. 37,061,102 now shown.

Submission by Accounting Officer

The Accounting Officer submitted that the pending bills as mentioned above are classified as
follows:

Payee Amount Description Status/Remarks.
Ksh
1. | Various 2,929,909,303 CILOR (Contribution In Lieu | awaiting IBEC adoption of
County of Rates) the IGRTC report and way
Governments forward
2. | Kenya 105,000,000 Sale of Land for Muthurwa | Waiting for budget
Railways \open air market allocation
Corporation
3. | Taib Ali Taib 10,171,941 Legal case on Dismissal Funds provided in the
Budget for FINANCIAL
YEAR 2018/19
4. | Spencon Kenya | 233,268,713 Laying of sewerage line in Waiting arbitration report
Limited Mombasa municipality in between the parties-
the year 2010 Devolution and Spencon K
LTD.
David Mereka | 8,115,834.49 NBI CMCC NO.3919 of AG has recommended for
2012.DAVID Mereka VS payment- allocation has
John Ngaruiya, Ministry of | been proposed in the
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Local Government and FINANCIAL YEAR
others. 2019/20 budget

Total 3,286,465,791.49

The debt amounting to Kshs. 2,929,909,303 was owed to the defunct local authorities by the central
government in relation to government properties which were within the jurisdiction of the defunct
local authorities. The National Government was unable to pay due to budgetary constraints over
the years. This led to the accrual and high interest to the figures indicated. In the new dispensation
the transition authority was mandated to audit and veriFinancial Year the assets and liabilities of
the defunct local authorities, a task that was not completed during the transition period. This was
later taken over by the intergovernmental relations technical committee.

The committee has finalized the verification of assets and liabilities of the defunct local authorities
and a report prepared. The report is expected to be presented to IBEC (Intergovernmental Budget
and Economic Council) for adoption. The committee in the report proposed that the two levels of
government do a net off of the liabilities based on mutual indebtness.

The debt amounting to Kshs. 105,000,000 was owed to Kenya Railways for land purchased for the
construction of Muthurwa market. The bills were inherited from the defunct Ministry of Local
Government but have not been cleared due to budgetary constraints. Requests to the National
Treasury for budgetary allocation to defray the bills have however been unsuccessful in the past.
This matter has now been presented to the departmental committee on finance and planning of the
national assembly during our 2018/2019 budget presentation which has recommended clearance
of the bills.

Other pending bills relating to Financial Year 2016/17 for supply of goods and services amounting
to Kshs. 10,161,582 have been cleared except one for an amount of Kshs. 69,600 owed to supplier
Begon for sanitary services. This is yet to be paid due to non-compliance with tax requirements.

Committee Observations and Findings

(i) The committee observed that the debt amounting to Kshs. 2,929,909,303 was owed to the
defunct local authorities by the central government.

(if) The committee observed that the National Government was unable to pay due to
budgetary constraints over the years.

(iii) Other pending bills relating to Financial Year 2016/17 for supply of goods and services
amounting to kshs. 10,161,582 have been cleared except one for an amount of Kshs.
69,600 owed to supplier Begon for sanitary services.

(iv) The matter remains unresolved.
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Committee Recommendations

(1) The Cabinat Secretary should ewithin three months after the adoption of this report
ernsure that a policy decision be made on how the bills will be paid.

(if) The Accounting Officer Should ensure that IBEC should fastrack adoption of the report
of IGRTC.

(iii)The IGRTC should resolve the issue of completion of the transfer of assets and liabilities
from County Governmnet to National Government.

(iv)Accounting Officers must at all times ensure that pending bills are listed as first charge
in subsequent financial year when preparing estimates of expenditure and revenues of
the entity in conformity with the strategic plan pursuant to the provisions of section 68(2)
(h) of the Public Finance Management Act, 2012.

I —
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7.2. STATE DEPARTMENT FOR SPECIAL PROGRAMMES

FINANCIAL STATEMENTS FOR VOTE 1033

Mr. Micah Powon, the Principal Secretary and Accounting Officer for the State Department
for Special Programmes (Vote 1033) appeared before the committee on 16" April 2019 to
adduce evidence on the Audited Financial Statements for the State Department for Special
Programmes (Vote 1033) for the Financial Year 2016/2017. (Minutes of the Committee
sittings and submissions tabled by the Accounting Officer are annexed to this report). He
was accompanied by the following officials:

1. Mr Maina Waruingi - Director of Policy

2. Mr Joseph O. Yamo - Principal Accountant

3. Mr John Mose - Chief Finance Officer

4. Amb. Leonard Ngathe - Secretary Administration

5. Mr George Ngige - Senior Economist

6. Mr Lawrence Nyaguthi O. - SAS

7. Mr Joseph Maina - Senior Principal Finance Officer
8. Mr Andrew Waithaka - Engineer

9. Ms Stella Moraa - ASAL

10. Mr John K. Muhia - Engineer

Basis for Qualified Opinion
101. Pending Bills

The State Department of Special Programmes reported pending bills totalling Kshs.118,865,458
as at 30 June 2017 out of which bills amounting to Kshs.116,113,212 or about 98% had been
brought forward from the year 2015/2016. Failure to settle pending bills during the year to which
they relate distorts the financial statements for the year and adversely affects the provisions of the
subsequent year to which they have to be charged. Had the pending bills of Kshs.118,865,458 been
paid in 2016/2017 and the expenditure charged to the accounts for that financial year, the statement
of receipts and payments would have reflected a deficit of Kshs.92,044,585 instead of the surplus
of Kshs.26,820,873 now shown.

Submission by Accounting Officer

The Accounting Officer submitted that it was true that the State department for Special
programmes reported pending bills amounting to Kshs. 118,865,457.50 as at 30" June 2017
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It’s important to note that the State Department came in to being through Executive Order No. 1
of May 2016, thus did not have pending issues from the prior year having been created during the
financial year under review. It’s also important to note that, the above pending bills emanated and
were forwarded from the state department for Devolution.

The table below shows the status of Pending bills in Question as at 30-June-2019 that relate to

Financial Year 2016/17:

No Supplier of Goods & Services Outstanding Amount (Kshs) | Dates Contracted
1 PISU & CO 6,875,000.00 06/01/2016
2 National Cereals & Produce Board 22,040,075.50 29/06/2016
3 National Cereals & Produce Board 44,021,931.50 25/09/2015
4 National Cereals & Produce Board 6,035,261.70 31/12/2015
5 National Cereals & Produce Board 29,019,826.60 13/01/2016
6 National Cereals & Produce Board 1,000,000.00 12/01/2016

Sub-Total 108,992,095.30 Dates paid
7 Zimma Stationers 90,000.00 28/05/2016
8 Vendours System 229,500.00 29/06/2016
9 High Point Agencies 3,998,000.00 06/06/2016

10 Wajir Vegetable Supply Ltd 887,229.00 03/05/2016
11 Wiajir Vegetable Supply Ltd 1,829,388.2 11/05/2016
12 | Kenyatta International Conventional Centre 2,752,245.00 08/06/2016
13 Chrome Express Innovations 87,000.00 03/05/2016

Sub-Total 9,873,362.20
Grand Total 118,865,458.00

The pending bills totaling to Kshs. Kshs. 108,992,095.30 out of the Kshs. 118,865,458 were not
paid because the State department is still undertaking reconciliation between National Cereals
Board and State Department for Devolution for proper supporting documents that could assist
in processing the payments.
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The function for relief food has since been transferred to State Department for Devolution where
it was originally when the pending bills were incurred.

Committee Observations and Findings

(i) The Committee observed that the pending bills totaling to Kshs.108,992,095.30 out of
the Kshs. 118,865,458 have not been paid to date.

(i) The Committee observed that the function for relief food has since been transferred
to State Department for Devolution.

(i1)The Committee observed that the reconciliation between National Cereals Board and
State Department for Devolution is ongoing.

(iv)There was no explanantion by the Accounting Officer on the issue of
Kshs.116,113,212 or about 98% had been brought forward from the year 2015/2016.

(v) The matter remained unresolved.

Committee Recommendations

(1) The Accounting Officer should institute mechanisms to expedite the reconciliation
between National Cereals Board and State Department for Devolution three (3)
months after the adoption of this report to facilitate preparation of documents to
facilitate payment of pending bills totaling Ksh. 108,992,095.30.

(if) The Accounting Officer must at all times ensure that pending bills are listed as a first
charge in subsequent financial years when preparing estimates of expenditure and
revenues of the entity in conformity with the strategic plan pursuant to the provisions
of section 68(2)(h) of the Public Finance Management Act, No. 18 of 2012.

102. Acquisition of Assets
The expenditure of Kshs. 38,424,433 on acquisition of assets as disclosed in Note 8 to the financial
statements includes an amount of Kshs. 32,182,850 incurred in respect of Wajir Sewerage Project

which stalled in the year 2013.

The Accounting Officer admitted that the amount paid to M/S Triple Eight Construction (K) Ltd
in respect of Wajir sewer and electron mechanical works project was Kshs. 32, 182, 850.

Submission by Accounting Officer

He reported that the following matters were noted with regard to payment for the Wajir Sewerage
Project, the responses are as follows:
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a. The amount was paid on the strength of advice from the Attorney General on a claim
that had been filed by the Contractor. However, the advice was that, part of the claim
was payable but only to the extent that a certificate of work done had been issued.

Certificate No. 01 was issued and certified in June 2013 but there were no funds to pay at the time.

b. Certificate No. 01 was issued on 6™ June 2013 by the Resident Engineer for an amount
of Kshs.32, 182, 850. However, the minutes for the progress meeting held on the 3™
June 2013 indicated that the contractor had done 5% of the work, equivalent to Kshs.
15,446,878 of the contract sum of Kshs. 308,937,558. The contractor was, therefore,
overpaid by an amount of Kshs. 16, 735, 972.

Payment for the works done is based on the certificate of work done issued. In this case, certificate
No. 01. Showing a total of Kshs 32,182,850 was issued in relation to the contracted works. This
is the amount that was subsequently paid.

The 5% estimate outlined in the minutes referred to the percentage of physical works (i.e. works
contained in bills 2-15 in the Bills of Quantities). The payment in the certificate has taken into
consideration the preliminary items (contained in Bill No.1) such as insurance of the works, setting
out of the works, maintenance of the Resident Engineer’s facilities and supervision expenses. The
first interim payment certificate ordinarily has a high component of preliminaries as compared to
subsequent payments. There was therefore no overpayment as the payment was made only on the
basis of amount contained in payment certificate.

c. The contractor was paid the entire amount on the certificate without retaining the
necessary retention money as is the case with payments for construction contracts

The contractor was paid Kshs. 31,217,364.50 after deduction of 3% withholding tax. This payment
was a pending bill that had been outstanding for more than three years. The project had stalled in
August 2013 and a termination of the contract was effected, in October 2016. The objective of the
retention money which is to remedy any defects upon completion could now not apply as the
defects, liability period of one year, as per the contract, for the completed work had lapsed. The
works as designed could also not be completed under this contract which had been terminated. It
was therefore considered prudent to process the payment as per the certificate.

d. Although the project stalled in 2013 and the contractor ought to have been issued with
a formal contract termination letter and surcharged for breach of the contract, this
was never done.
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The contract stalled in August 2013 after the Ministry was unable to pay the first certificate due to
lack of funds following reorganization of government and devolution of water and sanitation
services to the counties. There were extensive consultations with the National Treasury on how to
handle the stalled project and these were:

(i) The Ministry wrote to the National Treasury seeking additional funds to complete
this project. In their response to the Ministry, the Principal Secretary National
Treasury in a letter Ref No. DV/ES103/13/01/TY (6) dated 23" September, 2013
recommended that this project and others in respect of devolved functions be
handed over to the respective counties.

(if) From the foregoing, the Attorney General's advice was sought on the modalities of
handing over of this contract and on the draft deed of novation for handing over to
the county. The Attorney General responded through a letter Ref.
AG/CONF/21/70 VOL 1(21) dated October 24, 2014 recommending two options
for the Ministry in dealing with this project. The recommendations are contained in
guidelines prepared by the Transition Authority on the ‘Mechanisms and Criteria
for Transfer of Assets and Liabilities' - a document prepared pursuant to Section
7(2) (g) and (h)(ii) of the Transition to Devolved Government Act.

The options were:
a. Parties to be allowed to finish the contract and hand over to the respective government.
b. If impossible to complete, payment to be done on a Quantum merit basis.

(iii) The handover of the project was unsuccessful as the Governor of Wajir County
declined to sign the MOU (Deed of Novation) on 30" June 2015.

(iv) The Contract was formally terminated by the Accounting Officer on 17" October 2016
and the contractor accepted the decision vide his letter dated 27" February 2017.

e. The project remains incomplete to date and there are no activities going on at the site.
This therefore casts doubt on the value for money received on use of public funds for the
payment of Kshs. 32, 182, 850.

The State Department has shared all the proposed project design details with the Ministry of Water,
Northern Water Services Board and the World Bank Kenya who are currently reviewing the Wajir
town water and sewerage project under a new programme The North and North Eastern
Development Initiative (NEDI). The inability to complete the project was occasioned by the lack
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of budget provision in the 2013-2014 financial year and transition challenges that were beyond the
State Department’s ability.

Committee Observations and Findings

(1) The Committee observed that the State Department has so far spent Kshs 32,182,850
on the above project.

(if) The Committee observed that the project remains incomplete to date.

(iii) The matter remains unresolved.

Committee Recommendations

The DPP should investigate the whole project if breach of law is identified the people
involved in the procurement and management of the project should be prosecuted.

103. Motor Vehicles

The summary of fixed assets register which is attached as Annex 2 to the financial statements does
not reflect transport equipment (motor vehicles). Available information, however, indicate that the
State Department of Special Programmes was handed over thirteen motor vehicles by the defunct
Western Kenya Community Development Project, which are claimed to be grounded at various
locations in Western Kenya. Further, eleven motor vehicles identified for boarding have not been
disposed-off so far. Another motor vehicle registration KBJ 936E (GKB 320D) Toyota Hilux
double cabin had been reported lost. From the foregoing, the total cost of fixed assets of
Kshs.87,980,743 reported cannot be confirmed, and the existence of the assets is in doubt.

Submission by Accounting Officer

a. The Accounting Officer admitted that the summary of the fixed asset register did not reflect
transport equipment. The State Department has since updated the Motor Vehicle register
showing a total of 120 vehicles including their current locations.

b. Out of the fleet in register, the Western Kenya project had thirty-two (32) motor vehicles that
were handed over to the State Department and not thirteen (13) vehicles.

The State Departments subsequently donated some of the vehicles as tabulated below.
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The table below shows a summary of the donated vehicles as at 30t June 2018

NO. GOVERNMENT INSTITUTION ISSUED REG. NO. MODEL

1. Ministry of Mining GKA 287S Nissan Patrol
2. Ministry of Mining GKA 288S Nissan Patrol
3. Ministry of Mining GKA 293S Nissan Patrol
4, Ministry of Mining GKA 843S Nissan Patrol
5. Ministry of Mining GKA 834S Nissan Patrol
6. Ministry of Education GKA 835S Nissan Patrol
7. Ministry of Education GKA 839S Nissan Patrol
8. Ministry of Education GKA 842S Nissan Patrol
9. Ministry of Education GKA 837S Nissan Patrol
10. Administration Police Service, Lugari Sub - | GKA 844S Nissan Patrol

County

c. Itis true that eleven (11) motor vehicles identified for boarding had not been disposed-off as at
the time of the audit. However, as at 30" June 2019 five (5) motor vehicles were disposed-off
and the balance is set to be disposed-off in the financial year 2019/2020.

The table below shows the details of the five (5) vehicles disposed-off as at 30t June 2019.

No. Reg. No. Model

1 GKA 609R Toyota Hilux D/Cab
2 GKA 100R Land Rover

3 GKA 026R Mitsubishi Pajero

4 GKA 027R Mitsubishi Pajero

5 GKA 111L Toyota Prado

d. The motor vehicle registration number KBJ 936E (Toyota hilux Double Cab) was reported lost on
20" June 2017. The driver of the vehicle was Mr. Humphrey Litali Kasyamani of P/No.
2010032839. The loss of the vehicle was reported at Buruburu Police Station.

The officer was charged at Makadara Law Court with the offence of “stealing by a person employed

in public service contrary to section 280 of the penal code”. The officer was arraigned in court vide
the Case no. CRI 134/114/2017 and Court file No. 1688/17. The officer was granted cash bail of
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Kshs. 500,000 and a personal bond of Kshs.700, 000. The officer was interdicted and the matter is
awaiting a court verdict.

Committee Observations and Findings

(1) The Committee observed that the State Department has since updated the Motor Vehicle
register showing a total of 120 vehicles including their current locations; and
(if) The committee marked the matter as resolved.

STREET FAMILIES REHABILITATION TRUST FUND — STATE DEPARTMENT OF
SPECIAL PROGRAMMES

Basis for Qualified Opinion
104. Lack of Ownership Documents for Land

Paragraph 104 to 106

It was observed that the above paragraphs were forwarded to State Department for Social
Protection where the Street Families and Rehabilitation Trust Fund is domiciled.
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7.3. STATE DEPARTMENT FOR PLANNING AND STATISTICS
FINANCIAL STATEMENTS FOR VOTE 1034

Dr. Julius Muia, the Accounting Officer for the State Department of Planning and Statistics
(Vote 1034) appeared before the committee on 16™ April 2019 to adduce evidence on the
Audited Financial Statements for the State Department of Planning and Statistics (Vote
1034) for the Financial Year 2016/2017. (Minutes of the Committee sittings and submissions
tabled by the Accounting Officer are annexed to this report). He was accompanied by the
following officials:

1. Mr. C.T Muchiri - Director Administration

2. Mr. Benson K. Kimani - Director Economic Planning
3. Ms. Veronicah Kamau - Assistant Accounting General
4. Mr. James K. Mungai - Chief Accountant

5. Ms. Priscilla Njuguna - Accountant

6. Mr. Anthony Mwangi Nduthu - Finance Officer

7. Mr. Beatrice W. Thuo - Finance Officer

8. Mr. Peterson Njenga - Economist

9. Ms. Emma Kimetu - Finance Officer

Basis for Disclaimer of Opinion
107. Trial Balance and Financial Statements

The first trial balance as at 30 June 2017 provided for audit reflected a credit balance of
Kshs.38,202,648,535 which did not agree with the debit balance of Kshs.36,524,054,642.
Subsequently, the trial balance was amended to have the debit and debits agreeing but the
movement between the two trial balances has not been explained. In addition, the account balances
reflected in the amended trial balance does not agree with the balances reflected in the financial
statements. No reasons have been given for the variances or a reconciliation of the balances
reflected in the two records provided for audit review.

In addition, the comparative surplus of Kshs.1,877,590,910 under 2015/2016 financial year shown
in the statement of receipts and payments does not agree with the comparative surplus (2015/2016)
in the statement of assets and liabilities which is reflected as a debit of Kshs.1,820,184,001.
Consequently, the accuracy of the financial statements is doubtful.
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Submission by Accounting Officer

The Accounting Officer submitted that that there was a technical problem with IFMIS. However,
this was later rectified and the debit and the credit figures on the trial balance agreed. The receipts
and payments items in the financial statement had no variances hence the financial position was
not affected.

The variances between the Debit and credit balance in the trial balance provided for audit are
analyzed as per the attached schedule.

He admitted that a surplus of Kshs 1,877,590,910 under 2015/2016 financial year

Shown in the statement of receipts and payments in the initial financial statements did not agree
with the comparative surplus (2015/2016) in the statement of assets and liabilities which was
reflected as a debit of Kshs 1,820,184,001.

He reported that that there was a trans-positional error in the financial statement where Kshs
1,820,184.00 was reflected as a surplus instead of being posted as a prior year adjustment. This

error was rectified in the revised financial statements submitted to the Auditor General’s office on
10 April1018.

Committee Observations and Findings
The Commitee marked the matter as resolved.

108. Unsupported Adjustments to the Financial Statements

The financial statements submitted on 30 September 2017 were amended and a revised set of
financial statements prepared and re-submitted. However, the movements in the balances noted
below were not supported by any documentation or journal entries making it difficult to confirm
the accuracy of the new balances.

Component Initial Financial Revised Financial
Statements (Kshs.) Statements (Kshs.)

Bank balance 2,014,472 12,191,813

Outstanding imprest 571,498,282 561,320,941

Fund balance b/f - 76,081,384

Prior year adjustments - (76,081,384)
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In addition, analyses for various expense accounts have unexplained adjustments as shown below

that have been processed to agree the balances in the financial statements:

Code Item Balance Balance in the | Unexplained
reflected in Revised adjustment
the Initial accounts (Kshs.)
accounts analyses
analyses Kshs. | (Kshs.)

2210300 Domestic travel and Subsistence 63,914,660.65 | 63,940,860.65 26,200.00

and other transportation costs

2210600 Rentals of produced assets 40,541,830.55 40,724,530.55 | 182,700.00

2210700 Training 66,640,854.50 | 67,072,054.50 | 431,200.00

2210800 Hospitality supplies and services | 83,524,153.55 | 84,717,653.55 | 1,193,500.00

2211200 Fuel Oil and Lubricants 29,187,173.00 | 29,207,173.00 | 20,000.00

2220100 Routine maintenance —m/vehicle | 18,639,238.00 | 18,777,236.00 | 137,998.00

assets

2220200 Routine maintenance -other assets | 6,741,511.85 6,753,793.15 12,281.30

Membership and subscription 72,453,395 75,432,409 2,979,014

TOTAL 4,982,893

Submission by Accounting Officer

He admitted that the Financial Statements submitted on 30+ September, 2017 were amended and a
revised set of Financial Statements prepared and resubmitted. The movement of balances is
explained as below: -
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Component | Initial Revised Explanation

Financial Financial

Statement Statement
Bank 2,014,472.00 | 12,191,813.00 | The deposit bank balance of Kshs 10, 177, 341 had
Balances not been included in the bank balance figure in the

initial financial statements.

The deposit bank balance is included in the bank
figure on the revised financial statement.
Outstanding | 571,320,914 561,320,914 The Initial reported balance in the financial
imprest statements erroneously includedKshs10, 177,341
deposit bank balance as a receivable. This error was
corrected by debiting the Kshs 10,177,341 from the
receivable figure and crediting the accounts payable
with the equivalent amount in the revised financial

statements.
Fund Balance 76,081,384 This figure was a comparative figure of the balance
B/F carried forward from the former Ministry of
Planning, Public Service, Youth and Gender affairs.
Prior  Year (76,081,384) This figure was a comparative figure of the balance
Adjustments carried forward from the former Ministry of

Planning, Public Service, Youth and Gender affairs

i. The variances between the balances reflected in the initial account’s analysis and the
revised accounts analysis were due to imprest surrenders that were done after the initial financial
statements had been presented.

They are explained as below: -

Code Item Balance Balance in the | Variance | Variance Explanation
reflected in | Revised
the initial | accounts
accounts analyses (Kshs)

analyses Kshs

2210300 | Domestic These were imprest
travel and surrenders  processed
subsistence | 63,914,660.65 | 63,940,860.65 | 26,200.00 | after the initial financial
and other statements were
transportation prepared
costs
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2210600 | Rentals  of | 40,541,830.55 | 40,724,530.55 182,700.00 | This was a payment
produced voucher captured after
assets the initial  financial

statements were
prepared.

2210700 | Training 66,640,854.50 | 67,072,054.50 431,200.00 | These were imprest
surrenders  processed
after the initial financial
statements were
prepared.

2210800 | Hospitality 83,524,153.55 | 84,717,653.55 1,193,500. | These were imprest
supplies and 00 surrenders  processed
services after the initial financial

statements were
prepared and captured

2211200 | Fuel Oil and | 29,187,173.00 | 29,207,173.00 20,000.00 | This was imprest
Lubricants surrender processed

after the initial
Statement were paid.

2220100 | Routine 18,639,238.00 | 18,777,236.00 137,998.00 | This was a payment
maintenance- voucher captured after
m/vehicle the initial financial
assets statements were

prepared.

2220200 | Routine 6,741,511.85 | 6,753,793.15 12,281.30 | This was a payment
Maintenance- voucher captured after
m/vehicle the initial  financial
assets statements were

prepared

e
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Membership
and
subscription

2620100

72,453,395

75,432,409

2,979,014

These payment
vouchers captured after
the initial  financial
statements were
presented.

Committee Observations and Findings

The Committee marked the matter as resolved.

109. Wrong Classification and Charge of Expenses

Kshs.25,252,896 was charged to the wrong items of expenditure accounts for the reasons that the
funds in the respective correct accounts had been exhausted. The wrong charging of the
expenditure amounts to reallocation. However, authority for reallocation was not obtained from
the National Treasury. No documentary evidence has been provided for audit verification to

support the charge of expenditure to the accounts indicated below:

Expenditure Account Charged

Correct Account to Have Been
Charged

Expenditure Amount Kshs.

Domestic Travel Foreign Travel 312,295
Pre-feasibility, feasibility and Printing 8,340,000
Appraisal Studies

Specialized Material Hospitality/Training 350,000

Expenditure Account Charged

Correct Account to Have Been
Charged

Expenditure Amount Kshs.

Domestic Travel Other Operating Expenses 1,255,700
Construction of buildings Maintenance of buildings 7,493,645
Construction of buildings Refurbishment of buildings 6,590,000
Refurbishment of buildings Hospitality 494,256
Refurbishment of buildings Hospitality 417,000
Total 25,252,896

Submission by Accounting Officer

The Accounting Officer submitted that the under listed expenses were charged in the related
expense items as explained below: -
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Expenditure

Expenditure

Expenditure

Explanation

Amount (Kshs) | Account related Account
Charged
312,295 Domestic Travel | Foreign Travel The budget on foreign travel was reduced in
supplementary | when the commitment had
already been done.
8,340,000 Pre-feasibility Printing The research prefeasibility, feasibility and

appraisal studies involves printing of the policy
documents hence charged in the feasibility item

building

350,000 Specialized Hospitality/Training This was a training undertaken in Wambugu
material training center which involved specialized
training.
1,255,700 Other  operating | Domestic travel The Ministry had a contract and a purchase
expenses agreement with the travel agency for travel
related services. Hence the expenditure was
charged under contracted services.
7,493,645 Construction  of | Maintenance of | The expenditure was charged to non-residential
building building buildings item as it was necessary to refurbish the
office for the officers who had reported to the
state department.
6,590,000 Construction ~ of | Maintenance of | The expenditure was charged to non-residential
building building buildings item as it was necessary to refurbish the
office for the officers who had reported to the
state department.
494,256 Refurbishment of | Hospitality The expenditure was incurred in implementing a
building presidential directive which required officers to
travel to the site to undertake feasibility studies
to establish a suitable location to purchase land.
417,000 Refurbishment of | Hospitality The expenditure was incurred in implementing a

presidential directive which required officers to
travel to the site to undertake feasibility studies
to establish a suitable location to purchase land.
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Committee Observations and Findings

(i) The submission by the Accounting Officer was satisfactory.
(if) The Committee marked the matter as resolved.

110. Membership Dues and Subscriptions to International Organizations

Note 9 to the financial statements discloses that an amount of Kshs.75,432,409 was paid as
membership dues and subscriptions to international organizations for the year ended 30 June 2017.
However, relevant payment vouchers and supporting documentation show that a total of
Kshs.78,165,786 was paid as subscriptions, resulting to a difference of Kshs.2,733,377. In
addition, there are differences between the amounts recorded in the payment vouchers and the
accounts analysis in respect of two payees as detailed below:

Payee Purpose Payment Account Analysis Variance
Vouchers (Kshs.) between the
(Kshs.) amount paid as
per the PV and
figure posted in
the account
analysis (Kshs.)
African, Kenya’s annual 14,635,786 | 11,573,781 3,062,005
Caribbean and contribution
Pacific Group of | towards the ACP
States Secretariat | Secretariat being
(ACP) Secretariat | her membership
fee.
NEPAD Kenya's annual 10,880,000 | 8,355,164 2,524,836
Continental contributions
Secretariat in towards the
South Africa NEPAD
(NEPAD) Secretariat to
Secretariat support its
operational
activities

No explanations have been provided for the above variance.
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Submission by Accounting Officer

He admitted that there was a difference of Kshs 2,733,377.00 between the Kshs 75,432,409
disclosed in the financial statement for the year ended 30+ June,2017 and the amount shown in the
relevant payment vouchers and supporting documentation of Kshs 78,165,786.00 in respect of
membership dues and subscription to international organizations item.

He reported that the amount of Kshs 2,733,377.00 was captured in the membership subscription
account. The State Department has no outstanding dues in respect of membership to international

organizations.

Additionally, the difference between the amount recorded in the payment vouchers and amount
posted in the account analysis in respect of African Caribbean and Pacific group of States
Secretariat and NEPAD continental Secretariat in South Africa are as explained below:-

African Caribbean and Pacific group of states

Payee PV | Amount as | Accounts Variance between | Comment
No. | per PV Analysis the amount paid as
PV and figure
posted in the
accounts analysis
African 2366 | 2,649,705.00 2,649,705.00 The amount was
Carribean & erroneously not
Pacific group posted in  the
of States subscription
account.
African 8222 | 4,048,473.00 | 3,636,173.00 | 412,300.00 The amount of Kshs
Carribean & 412,300 was
Pacific group erroneously not
of States posted in  the
subscription account
African 4982 | 7,937,608.00 7,937,608.00 No Variance
Carribean &
Pacific group
of states
14,635,786.00 | 11,753,781.00 | 3,062,005.00
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NEPAD Secretariat

Secretariat

PAYEE PV Amount as per | Account Variance between the | Comment
Analysis amount paid as PV and
figure posted in the
account analysis
NEPAD 8225 | 10,880,000.00 | 8,355,164.00 2,524,836.00 The amount was

erroneously  not
posted in the
subscription
account.

The amount has been fully captured and the State Department has no outstanding dues in respect
of membership subscription to International organizations.

Committee Observations and Findings

(i) The Commitee observed that the necessary reconciliations were made.
(i) The Committee marked the matter as resolved since necessary reconciliations were

made.

111. Variances in Disbursements to Semi-Autonomous Government Agencies (SAGAS)

The statement of receipts and payments for the year ended 30 June 2017 reflects transfers to other
government entities amounting to Kshs.33,323,844,396. However, variances were noted between
the amounts disbursed by the State Department and amounts received by two SAGAs during the
year under review as indicated below:

Entity Amount disbursed by | Amount received by Difference
Ministry (Kshs) Entity (Kshs.) as per Kshs.
their financial
statements
Ewaso Nyiro North 248,879,280 276,879,280 28,000,000
Development Authority
Kenya Institute for Public 301,570,627 322,648,000 21,077,373
Research and Analysis

No explanation has been provided for the above variances.
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Submission by Accounting Officer

The Accounting Officer admitted that the statement of receipts and payments for the year ended
30 June 2017 reflects transfers to other government entities amounting to Kshs.33,323,844,396
and as disclosed in Note 8 to the financial statements. The variances noted between the amounts
disbursed by the state Department and the amounts posted by the SAGAs in their financial
statements are explained as follows:

a) Ewaso Ngiro North Development Authority
The actual amount disbursed to the SAGA was Kshs 276,879,280 as analyzed below:-

Disbursements to Ewaso Ngiro North Development Authority 2016/2017 Financial Year

Recurrent

S/No Dates Amounts

1. 23/08/2016 29,719,820.25

2 01/11/2016 29,719,820.00

3. 02/03/2017 29,719,820.00

4. 09/05/2017 29,719,820.00

5 19/06/2017 50,000,000.00

TOTAL 168,879,280.25
Development

S/No Dates Amounts

1. 29/09/2016 80,000,000.00

2. 30/06/2017 28,000,000.00
TOTAL 108,000,000.00
GRAND TOTAL 276,879,280.00

The Difference between the amount recorded by the State Department and the amount reported by
the SAGA was due to Kshs. 28,000,000 erroneously charged to civil works instead of capital grants
in the state Department’s books. This error was corrected vide JE No. 15103056 of 27~ March,
2018. The correction is reflected in the revised Financial Statements that were submitted to the
Auditor General’s office on 10~ April, 2018.

Ewaso Ngiro North Development Authority has confirmed receipt of Kshs 276,879,280.00 vide
letter Ref. ENNDA/FIN/2018/19/18.
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b) Kenya Institute for Public Policy Research and Analysis (KIPPRA)

He submitted that the difference of Kshs 21,077,373 between the amount disbursed by the State
Department and the amount recorded by the SAGA was due to the fact that KIPPRA included
revenue received from other Development partners in their financial statements.

The SAGA has confirmed through their letter dated 10/4/2019 that they received Kshs 301,570,627
from the State Department which agrees with the amount reported in the Financial Statement.

Committee Observations and Findings
The Committee marked the matter as resolved.

112. Utilities Supplies and Services

Disclosed in the financial statements at Note 7 is an amount of Kshs.1,000,000 in respect of utilities
supplies and services. However, this item is not in the approved budget estimates for the year
ended 30 June 2017.

In addition, no supporting documents have been provided for audit examination in respect of the
expenditure.

Submission by Accounting Officer

The Accounting Officer submitted that the utilities supplies and services item was factored under
development supplementary budget under programme for Agriculture & Livelihood in Western
communities (PALWECO) since it related to the project. The expenditure was captured as a
Journal Entry (JE) 12819810 on 15+ September, 2017 since an AIE had been issued and Authority
given by the National Treasury vide letter Ref. RES/1034/16/01/4/83 dated 2~ March 2017.

Committee Observations and Findings

(i) The Committee observed that the expenditure was captured as a Journal Entry (JE)
12819810 on 15+ September, 2017 since an AIE had been issued and Authority given
by the National Treasury.

(it) The Committee marked the matter as resolved.

113. Acquisition Assets
The statement of receipts and payments reflects an expenditure of Kshs.668,102,870 on acquisition

of assets which, includes a total of Kshs.310,830,233 in respect of construction of buildings,
refurbishment of buildings and construction and civil works. Information available, however,
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indicated that the amount of Kshs.310,830,233 was disbursed to projects and Regional Authorities
but has been wrongly accounted for under acquisition of assets.

In addition, the construction and civil works expenditure of Kshs.271,692,590 includes amounts
of Kshs.10,000,000 in respect of funds disbursed to PALWECO Project and Kshs.10,442,590 in
respect of infrastructure and civil works funded by Finland Government all which have no
supporting documents. Further, the acquisition of assets expenditure includes an amount of
Kshs.269,424,461 for research, studies, project preparation, design and supervision that does not
represent any tangible assets because the amount was used mainly to pay the staff per- diems.

Submission by Accounting Officer

The Accounting Officer admitted that the statement of receipts and payments reflects an
expenditure of Kshs 668,102,870 on acquisition of assets which as disclosed in Note Il of the
financial statements includes a total of Kshs 310,830,233 in respect of construction of buildings,
refurbishment of buildings and construction and civil works which was disbursed to projects and
Regional Development Authorities and accounted for under acquisition of Assets.

He submitted that the Regional Development Authorities were under the State Department and the
Kshs 301,830,233.00 on acquisition of assets was in respect of water pans, bore holes and water
supplies which was budgeted and charged on the right item as per the attached appropriation
summary.

He admitted that the construction and civil includes an amount of Kshs 10,000,000 disbursed to
PALWECO and Kshs 10,442,590 funded by the Finland Government. The funds were issued as
AlEs to the Project through the District Treasury. The Expenditure was captured upon receipt of
the expenditure returns.

He further admitted that the acquisition of assets expenditure includes an amount of Kshs.
269,424,461 for research, studies, project preparation design and supervision.

He reported that the Mandate of the State Department for Planning is Coordination in the
Formulation and Development of Social Economic Policies which include short term Strategic
plans, Medium term plans, Sectoral plans and Policies as well as Long range plans.

This involves Research, public participation and community mobilization, printing and
dissemination of the results.

These activities require officers to frequently travel to the field to collect data and other research
activities which necessitates the payment of Per Diems.

Report on the Examination of the Report of the Auditor-General on the Financial Statements for the National Government for the Year ended 30"
June 2017

Page 183



Committee Observations and Findings

(1) The Committee observed that the payments have been made.
(if) The Committee marked the matter as resolved.

114. Proceeds from Foreign Borrowing

As disclosed in Note 3 to the financial statements proceeds from foreign borrowing of
Kshs.15,302,899 relate to a direct payment made by a donor on behalf of Kerio Valley
Development Authority to a consultant. The soft loan agreement was made on 28 January 2007
and a further endorsement made on 18 September 2007. The project being funded had a lifespan
of four years and had detailed deliverables for each phase up to December 2013.

Information available indicates that the consultancy contract was signed on 4 December 2014,
which was outside the period of the financing agreement. The payment to the consultant was made
in July 2016 which was also outside the agreement timelines. No amended financing loan
agreement has been provided for audit review to confirm the extension of the project execution
period, if any. Consequently, the validity of the receipts and expenditure captured in the financial
statements cannot be confirmed.

Submission by Accounting Officer

The Accounting Officer admitted that Kshs 15,302,899 was direct payment on behalf of Kerio
Valley Development Authority to the Consultant. The contract agreement between KVVDA Eldoret
Kenya and SWS consulting Engineering S&L Rome Italy was renewed on 27+ August 2015.

Committee Observations and Findings

(i) The submission by the Accounting Officer was satisfactory.
(if) The Committee marked the matter as resolved.

115. District Suspense (AIES)

The statement of assets and liabilities as at 30 June 2017 reflects accounts receivable balance of
Kshs.561,320,941 which includes a district suspense figure of Kshs.557,798,755. The district
suspense figure has been explained as the difference between the monies disbursed to various
Regional Authorities for drought intervention measures totalling Kshs.700,500,000 and amounts
converted to expenditure. The following anomalies have been noted as regards the disbursement:

(i) No evidence has been provided to demonstrate approval by Cabinet for the use of Regional
Authorities as the vehicles to deliver drought mitigation measures;
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(ii) The basis of allocating funds to various Regional Authorities and the details of the

programmes each Regional Authority was to run have not been provided for audit examination;

and

(v) The Regional Authorities did not confirm the amount of monies received and unaccounted for
as at 30 June 2017.

Further, the amounts converted to expenditure comprise Kshs.132,523,904 and Kshs.701,245 in
respect of Ewaso Nyiro South Development Authority and Ewaso Nyiro North Development
Authority respectively. However, an amount of Kshs.9,476,096 disbursed to Ewaso Nyiro South
Development Authority has not been disclosed either as expenditure or outstanding AIE and has
not been supported with any relevant documentation. The exclusion of the figure of
Kshs.9,476,096 from the financial records has not been explained.

Submission by Accounting Officer

The Acocunting Officer admitted that the Statement of Assets and Liabilities as at 30+ June, 2017
reflects accounts receivable balance of Kshs 561,320,941 which includes as disclosed under Note
13 to the financial statements a district suspense figure of Kshs. 557,798,755. The District
suspense figure is explained as the difference between the monies disbursed to various Regional
Development Authorities for drought intervention measures totaling to Kshs.700, 500,000 and
amounts converted to expenditure. The explanations to the various matters raised are as follows;

1. Evidence of Approval

The state Department has requested the National Treasury vide letter ref TNTP/SDP/17/25(58) to
provide a copy of the cabinet memo that gave approval for the Regional Development Authorities
to act as vehicles to deliver drought mitigation measures.

Committee Observations and Findings

(i) The Committee observed that a Cabinet Memo had not been provided to ascertain
the approval.
(it) The matter remained unresolved.

Committee Recommendations

The Accounting Officer must at all times ensure that reconciliations are done in time and the
complete financial statements submitted to the auditor general within three months after
close of the Financial Year as provided for in Article 229 (4)(h), and section 81(4)(a) of the
Public Finance Management Act 2012.

Report on the Examination of the Report of the Auditor-General on the Financial Statements for the National Government for the Year ended 30"
June 2017

Page 185



2. The basis of allocating funds to various Regional Development Authorities

The Accounting Officer submitted that the basis of allocating funds to various Regional
Development Authorities and the details of the programmes each Regional Development Authority
was to carry out have been availed for audit verification.

He admitted that the Regional Development Authorities had not confirmed the amount of monies
received and unaccounted for as at 30« June, 2017. However, all Regional Development
Authorities have confirmed that they received the amounts as per the AIEs issued to them.

The Kshs 9,476,096 disbursed to Ewaso Nyiro South Development Authority was disclosed as an
expenditure in the financial statement as per the attached Accounts Analysis, Journal VVoucher and
copies of payment vouchers.

Committee Observations and Findings

(i) The Committee observed that the observation by the Accounting Officer was
satisfactory.
(it) The Committee marked the matter as resolved.

116. Cash and Cash Equivalents
The bank balances of Kshs.12,191,813 as at 30 June 2017 reflected in the statement of assets and

liabilities and disclosed under Note 12A to the financial statements differs from the verified cash
book balances as at that date as detailed below:

Account Balance as per Note Balance as per Difference Kshs.
12A Kshs. Cashbook Kshs.

Recurrent 1,693,603 65,786,573.25 64,092,970.25

Development 320,870 63,330,511 63,009,641

Deposits 10,177,341 10,109,514.05 67,826.95

Further, trial balance figures for bank balances differ with the balances as per financial statements

(Note 12A) as detailed below:
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Account Trial balance Kshs. Financial Statements | Difference Kshs.
Kshs.

Recurrent 1,744,074,553 1,693,603 1,742,380,950

Deposits 0 10,177,341 (10,177,341)

Development 1,000,059 857 320,870 999,738,987

In addition, the bank statement balances as per the reconciliations differ with bank certificate
balances provided as detailed below:

Account Bank Certificate Balance reflected in Variance Kshs.
Balance as at 30th the Bank
June 2017 Kshs. Reconciliation
(balance as per bank
certificate) Kshs.
Recurrent 268,399,971.65 1,693,602.60 266,706,369.05
Development 110,449,357.30 320,870.80 110,128,486.50

Also, the cash book balance in the reconciliation statement for the deposits account differs with
the actual cash book balance as shown below:

Account Bank Reconciliation Cashbook Balance as | Variance Kshs.
Statement at 30 June 2017 Kshs.
Deposits 10,177,341 10,109,514.05 67,826.95

The above differences have not been reconciled or explained.
Submission by Accounting Officer

The Accounting Officer admitted that the cash and cash equivalent balance in the financial
statement were understated by Kshs 127,170,438.20 because July 2017 bank balances were
erroneously used to do the bank reconciliation instead of June 2017 bank balances.

He reported that the cash book balances were Kshs 65,786,573.25 for recurrent, Kshs 63,330,571
for development and Kshs. 10,109,514.05 for deposit as evidenced by the correct bank
reconciliations. The financial statements will be restated to reflect the above position.

He admitted that the trial balance figures for bank balances from IFMIS differed with the balances
as per the Financial Statements (Note 12A).

On this matter, | wish to state that the IFMIS cash management module is not fully operationalized
and the department uses manually prepared bank reconciliations for reporting. The department is
awaiting the IFMIS department to fix the above problem.
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The bank reconciliation statement that was availed for audit was erroneous. The correct balances
as per the certificate of balances namely recurrent Kshs 268,399,971.65 and development Kshs
110,449,357.30 have now been used in the respective bank reconciliations.

The deposit cashbook balance was understated by Kshs 67,826.95. This figure is analyzed below:

Analysis of 67,826.95 Deposit cashbook undercast. Kshs
Under cast on closing balance (Folio) 2 505, 598.10
Reversal —Opet Enterprises Posted twice (Folio 2) 154,786.10
Reversal of VAT Opet Enterprises posted twice 8,442.90
668,827.10
Kshs.
Overcast —Closing balance (Folio 1) 601,000.00
Overcast — Crimon Enterprises 601,000.15
Variance 67,826.95

The error has been corrected.

Committee Observations and Findings

(i) The Accounting Officer was given one month from the date of the meeting to make
and submit the necessary corrections in the financial statements.

(if) The Committee observed that the ommission is act of maladministration and leads to
improper conduct.

(iii) The matter remained unresolved.

Committee Recommendations

The Accounting Officer must at all times ensure that reconciliations are done in time and the
complete financial statements submitted to the auditor general within three months after
close of the Financial Year as provided for in Article 229 (4)(h), and section 81(4)(a) of the
Public Finance Management Act 2012.

117. Bank Reconciliations Statements

The bank balances of Kshs.12,191,813 include an amount of Kshs.1,693,603 in respect of recurrent
account. However, the reconciliation statement for the recurrent cash book reflects receipts in the
bank statement not in cash book of Kshs.2,105,672 out of which Kshs.116,499 were dated July
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2017 and therefore relates to 2017/2018 financial year. The statement also reflects payments in
the bank statement and not posted in the cashbook amounting to Kshs.44,349,057 out of which
Kshs.3,180,559 were dated July 2017 and therefore relate to 2017/2018 financial year. In addition,
another payment of Kshs.9,039,078 was over one month old and no explanation has been provided
for the delay in its resolution.

Further, the statement reflects receipts in the cash book not in the bank statement totalling
Kshs.34,956,458 which include an unexplained adjustment of Kshs.34,769,910 in the cash book.
In addition, the bank balances of Kshs.12,191,813 also include an amount of Kshs.320,870 in
respect of development account. However, the reconciliation statement for the development cash
book also reflects payments in the bank statement but not in the cash book of Kshs.1,291,100.50
all of which were over one month old. The reconciliation statement also reflects receipts in the
bank statements not in cash book of Kshs.5,180,386.00 out of which Kshs.4,325,950 had been
outstanding for one month as of 30 June 2017. The above anomalies have not been explained.

Submission by Accounting Officer

The Accounting Officer admitted that the bank reconciliation statement submitted for audit
reflects receipts in the bank statement not in the cash book of kshs116, 499.20 dated July 2017 and
payments in the bank statement not posted in the cash book of Kshs 3,180,558.80 also dated July
2017.As stated earlier, the bank reconciliation submitted for audit was erroneous, the correct bank
reconciliation as per Appendix 11 does not have receipts/ payments for July 2017. Further, the
over one-month old payments of Kshs 9,039,078 in recurrent and Kshs 4,325,950 in development
have since been recorded in the cash book.

Committee Observations and Findings

(i) The Accounting Officer was given one month from the date of the meeting to make
and submit the necessary corrections in the financial statements.
(if) The matter remains unresolved.

Committee Recommendations

The omission by the Accounting Officer to provide the financial statements is an act of
maladministration and leads to improper conduct.
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118. Prior Year Adjustments

Disclosed at Note 16 to the financial statements are prior year adjustments amounting to
Kshs.76,081,384. However, justification for the prior year adjustments and the documentary
evidence to support the figures have not been provided for audit verification. In addition, the prior
year adjustments have not been done in line with International Public Sector Accounting Standards
which require restatement of all affected prior year balances in the financial statements unless it is
impracticable to do so.

Submission by Accounting Officer

He admitted that Note 16 to the financial statements shows the prior year adjustments amounting
to a net of Kshs.76, 081,384. These were balances brought forward as from the Ministry of
Devolution and planning comprising State Departments of Public Service, Youth and Gender
Affairs as reflected in the 2015/ 2016 financial statements.

However, the Kshs 76,081,384 has been supported as per the statement of Assets and liabilities of
the former Ministry of Devolution and Planning.

Committee Observations and Findings
The Committee marked the matter as resolved.

119. Pending Bills

Records maintained by the State Department of Planning and as disclosed in Note 18.1 to the
financial statements indicate that bills totalling Kshs.26,475,233 were not settled during the year
2016/2017 but were instead carried forward to 2017/2018. Had the bills ben paid and the
expenditure charged to the accounts for 2016/2017, the statement of receipts and payments for the
year ended 30 June 2017 would have reflected a reduced surplus of Kshs.536,925,074 instead of
the amount of Kshs.563,400,307 now reported.

Failure to settle bills during the year to which they relate distorts the financial statements for that
year and adversely affects the provisions for the subsequent year to which they have to be charged.

Submission by Accounting Officer
The Accounting Officer admitted that the Department reported pending bills amounting to KShs.

26,475,233as at 30th June, 2017. The pending bills were due to lack of adequate exchequer and
budget cut in the supplementary budget.
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However, most of the pending bills have been cleared in the financial year 2017/2018 as they
formed the first charge.

Committee Observations and Findings
(1) The Committee noted that the amount of KShs 694,248.00 was still outstanding.
(if) The matter remains unresolved.

Committee Recommendations

The Accounting Officer should ensure that pending bills in any financial year are avoided at
all cost. But where pending bills are available, they should form a first charge in the
subsequent year's budget thereby impending smooth implementation of the subsequent
budget.

120. Fixed Assets Register
The statement of receipts and payments reflects expenditure totalling Kshs.668,102,870 on
acquisition of assets in 2016/2017 which agrees with a summary of fixed assets register at Annex
4 to the financial statements.

However, the actual fixed assets register provided for audit verification reflects assets totalling
Kshs.10,997,175 leaving an unexplained balance of Kshs.657,105,695. No reason has been given
for failure to update the fixed assets register.

Submission by Accounting Officer

He admitted that the statements of receipts and payments reflects expenditure totaling to Kshs
668,102,870 which agrees with the summary of fixed assets register. The state department
provided a fixed asset register amounting to Kshs 10,997,175 for audit verification.

The balance of Kshs. 657, 105,695 is analyzed in the table below:

SNO AMOUNTS REMARKS
KSHS.
1 387,681,234 The amount related to assets in respect of PALWECO, Kimira Aluoch
Smallholder Farm Improvement Project and Regional Development
Authorities.
2 269,424,461 The amount related to Research and Feasibility Studies
TOTALS | 657, 105,695 | The amount were budgeted under acquisition of Assets
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Committee Observations and Findings

(i) The Committee observed that the difference of Ksh. 657,105,695.00 related to assets
in respect of PALWECO, Kimira Oluoch Smallholder Farm Improvement Project
and Regional Development Authorities and Research and Feasibility Studies.

(if) The matter remains unresolved.

Committee Recommendations

It was recommended that the State Department of Planning and Statistics have discussions
with the National Treasury on the possibilities of the funds being issued as Grants rather
that AIE’s.

121. Budget and Budgetary Control

Although the statements of appropriation for recurrent and development financial statements do
not reflect excess expenditure above budget at the global level, the itemized budget under use of
goods and services reflect over expenditure under domestic travel and routine maintenance of
motor vehicle as detailed below:

Item Actual (Kshs.) Budget (Kshs.) Variances % Variance
(Kshs.)

Domestic Travel 63,903,061 53,002,930 10,900,131 21%

Routine 18,777,236 15,870,000 2,907,236 18%

maintenance —
motor vehicle and
other transport
facilities

No authority for reallocation of the above expenditure has been provided for audit review though
the reported variances exceeded the ceiling of 10%.

Submission by Accounting Officer

He admitted that the domestic travel and routine maintenance of motor vehicles had a budgetary
provision of Kshs. 53,002,930 and Kshs 15,870,000 respectively as per 2016/17 budget estimates
and an expenditure of Kshs 63,903,061 and Kshs 18,777,236 respectively resulting to an over-
expenditure of Kshs 10,900,131 in the domestic travel and Kshs 2,907,236 in the routine
maintenance of motor vehicles.
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The anomaly was occasioned by the reduction of the budget for the specific items during the
supplementary budget.

Committee Observations and Findings
The Committee marked the matter as resolved.

NATIONAL YOUTH SERVICE MECHANICAL AND TRANSPORT FUND
Basis for Disclaimer of Opinion
122. Costs of Operation

Statement of financial performance reflects revenue amounting to Kshs.235,386,086 and total
operating expenses of Kshs.483,547,363 for the year ended 30 June 2017. However, the
management of the Fund has included depreciation and amortization expenses and bank charges
only in the reported total operating expenses of Kshs.483,547,363 and excluded all other costs and
expenses in relation to the operations of the Fund. These excluded costs and expenses include
undetermined value of personnel emoluments, spares and other repairs of Kshs.1,156,942,596 and
fuel and lubricants of Kshs.776,524,309 all totalling Kshs.1,933,466,905. These costs directly
relate to the operation of the Fund and should have been matched to the revenue in order to arrive
at the loss for the period. Consequently, the reported loss for the period of Kshs.248,161,278 and
the cumulative deficit of Kshs.644,399,164 as at 30 June 2017 are not fairly stated.

Submission by Accounting Officer

The Accounting Officer submitted that the Financial Statements were prepared and forwarded to
the office of the Auditor General. He tabled a copy of the Kenya Gazette Supplement No. 39 dated
1+ April 2016 on the formation and operation of the fund and a copy of a forwarding letter
Ref.MPDYGA/SDGA/FIN/2/4 which was received by the Auditor General.

123. Non-Current Assets

The statement of financial position as at 30 June 2017, reflect total non-current assets balance of
Kshs.5,779,547,213 which include an amount of Kshs.3,736,740,990 relating to plant and heavy
machinery. However, the Fund’'s management has not valued the plant and heavy machinery for
financial reporting purpose since inception.
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The total non-current assets balance of Kshs.5,779,547,213 as at 30 June, 2017 is not, therefore,
fairly stated under the circumstances. Further, it was indicated in the report for 2015/2016 that, the
non-current assets movement schedule under Note 3 and the statement of financial position
reflected a net book value of Kshs.6,263,076,866.57 while the computed figure using appropriate
rates showed a balance of Kshs.6,366,028,632.

The resulting variance of Kshs.102,951,764.94 has not been analyzed or explained. In addition,
and as previously reported in 2015/2016, the accumulated depreciation brought forward as 1 July
2016 of Kshs.2,178,510,682 included unsupported adjustments of Kshs.3,662,814 relating to plant
and heavy machinery and unaccounted for depreciation of Kshs.94,168,883. No documentation
has been provided in support of this movement to date. Under the circumstances, the accuracy of
non-current assets brought forward balance of Kshs.6,263,076,867 as at 1 July 2016 and the
closing balance of Kshs.5,779,547,213 as at 30 June 2017 cannot be confirmed.

Submission by Accounting Officer

The Accounting Officer admitted that there were variances between the final approved budget and
actual receipts/payments.
He reported that the variances have been explained and the omission is highly regretted.

124. Domestic Debts

As disclosed under Note 4(a) to the financial statements, gross domestic debts of Kshs.429,523,206
includes balance brought forward of Kshs.299,503,490. The balance brought forward include
unsupported Director General National Youth Service debt of Kshs.18,380,963 in respect of
financial year 2013/2014 and an amount of Kshs.124,600,000 borrowed from the Fund’s Account
at Kenya Commercial Bank Moi Avenue by the Ministry of Devolution and Planning in the same
financial year.

Information available indicates that there was no documented policy or authority given to borrow
from the Fund. During the year under review, an amount of Kshs.58,839,952 was repaid leaving a
balance of Kshs.429,523,206. No proper justification has been provided for no settlement of the
outstanding balance of Kshs.429,523,206 as at 30 June 2017.

Submission by Accounting Officer

The Accounting Officer admitted that the State Department had an operational audit committee.
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He tabled Copies of minutes of the Audit Committee meetings and work plan for the internal audit
department for that year.

125. Commercial Debts

Disclosed under Note 4(b) to the financial statements are commercial debts totalling
Kshs.438,787,714 made up of Tana Road Project debt of Kshs.424,987,103 and other debts of
Kshs.13,800,611 all being more than three years old. No provision for impairment has, however,
been made against the long outstanding debts even though the recovery is clearly uncertain. Under
the circumstances, the commercial debts balance of Kshs.438,787,714 as reported in the financial
statements is not fairly stated.

126. Non-Current Liabilities Sundry Creditors

The statement of financial position reflects under non-current liabilities, sundry creditors balance
of Kshs.8,579,223. The balance was previously classified as a current liability. No documentation
has been provided to justiFinancial Year its reclassification to long term liability. In addition, the
balance has been outstanding for over four years and there is no clear justification as to why the
amounts have not been settled.

127. Fund Balance
The Fund balance of Kshs.8,409,522,779 as at 30 June 2017 comprise of various adjustments

passed in the previous years and in the current year all of which have not been supported to date
as highlighted below:

Year ended Amount Kshs. Description

30 June 2014 39,807,203.75 Prior year adjustment error
30 June 2015 26,860,668.96 Prior year adjustment error
30 June 2016 6,951,553.18 Prior year adjustment error
30 June 2016 136,013,262.00 Changes in Net Book Value
30 June 2017 1,488,772.00 Prior year adjustment

In addition, the balance includes an amount of Kshs.327,993,842 reflected as addition to the Fund
balance during the year and Kshs.205,419,622 in respect of earlier years related to grants received
from the State Department of Public Service and Youth in form of stocks. However, the amounts
are not adjusted to reflect the stock consumption over the years or any impairment that may be

Report on the Examination of the Report of the Auditor-General on the Financial Statements for the National Government for the Year ended 30"

June 2017
Page 195



necessitated by changes in fair value. Under the circumstances, the accuracy and completeness of
the Fund balance amount of Kshs.8,409,522,779 as at 30 June 2017 cannot be confirmed.

128. Inventory

The statement of financial position reflects an inventory balance of Kshs.503,774,082 as at 30 June
2017. However, part of the stock balance relates to spares procured in 2014/2015 financial year
amounting to Kshs.175,780,240 which have had no movement or consumption during the year
under review. This is a possible indicator of obsolescence of the stock but no provision for
impairment has been made against the balance. Consequently, the inventory balance of
Kshs.503,774,082 as at 30 June 2017 is not fairly stated.

129. Statement of Cash flows

The statement of cash flows reflects under cash flows from operating activities what has been
described as “increase/decrease in differences” figure of Kshs.1,600,372 and a comparative figure
of Kshs.47,310,811. These figures have not been supported with any documentation.
Consequently, the accuracy of the statement of cash flows cannot be confirmed.

I —
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8.0. MINISTRY OF DEFENCE
FINANCIAL STATEMENTS FOR VOTE 1041

Dr. Ibrahim M. Mohamed, the Accounting Officer for the State Department of Defence (Vote
1041) appeared before the committee on 15t and 15™ October 2019 to adduce evidence on the
Audited Financial Statements for the Ministry of Defence (Vote 1041) for the Financial Year
2016/2017. (Minutes of the Committee Sittings and submissions Tabled by the Accounting
Officer are annexed to this report). He was accompanied by the following officials:

1. Lt. Gen. Robert Kibochi - Vice Chief of Defence Forces

2. Brigadier Muthuri Kiugu - Chief of Logistics Defence Headquarters

3. Brig. Daniel O. Odeny - Legal Officer

4. Mr. Charles K. Muhia - Senior Chief Finance Officer

5. Col. Peter Sulabu - Col. In-Charge of Communications and
IT.

6. Col. Peter Limo - Col. Supply and Maintenance

7. Col. Linus Obim - IT-Division Headquarter.

8. Mr. Joshua M. Musau - Director Supply Chains Management
Service

9. Ms. Julia Wanjiru - Senior Principal Finance Officer

10. Mr. Wilson Nganga - Senior Economist

11. Mr. G. F. Sakina - Principal Legal Officer

12. Mr. Wilson Nganga - Senior Economist

13. Mr. Joshua Njungu - Accountant

14. Mr. Gerald Sakwa

Principal Liaison Officer

and submitted as follows:

Unqualified opinion

There were no material issues noted during the audit of the financial statements.

Emphasis of Matter

a. Installation of ERP System at VVarious Military Barracks

Contract documents and records indicate that the Ministry of Defence awarded a contract through
direct procurement method and paid Kshs.123,693,024 to a firm in respect of installation and

maintenance of an Enterprise Resource Planning (ERP) system in 2010/2011 financial year.
According to the contract documents, the system were to be installed at Kenya Army Ordinance
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Corp (KAOC), 23 Ordinance Composite Company (OCC) Lanet, 43 Ordinance Composite
Company (OCC), Central Supplies Depot (CSD) and Naval Supplies Depot (NSD).

However, an audit inspection undertaken at Kenya Army Ordinance Corps (KAOC) - Kahawa
Barracks revealed that the system failed and that the staff stationed at the procurement and stores
sections is using a manual system. The staff were equally not trained on the system contrary to the
stipulations in the contract document.

Further, the justification for awarding a two-year maintenance contract for 2012/2013 and
2013/2014 financial years to an already failed system at a cost of Kshs.16,266,100 per year to the
supplier has not been explained. An audit verification also revealed that another company was
awarded a similar contract at undisclosed contract sum and has been paid Kshs.9,925,000 during
the financial years 2016/2017 and 2017/2018 for maintenance of the same system.

In the circumstances, it is not possible to confirm that value of money has been obtained on use of
resources under the initial contract valued at Kshs.156,225,224 as required under Section 68 (1)(b)
of Public Finance Management Act, 2012.

Submission by Accounting Officer

The Accounting Officer provided the following clarifications: -

Background

The procurement and installation of Enterprise Resource Planning (ERP) system was borne out of
the need for the Kenya Defence Forces (KDF) to efficiently manage its logistics processes. This
involved transitioning from manual to automated systems as part of a wider KDF computerization
programme. The ERP solution for logistics involved identification of suitable modules to allow
transparence and accountability of supplies transactions, hence reducing the use of papers.
Progressively the ERP solution at KAOC was to be extended to Services and other Logistic entities
with the objective of having the whole of KDF logistics integrated and paperless.

ERP Implementations

A restricted tendering process for the ERP system in KAOC was completed in 2008 and awarded
to M/s Alliance Technologies Ltd at a cost of Kenya Shillings Six Million only (Kshs
6,000,000.00). On 11 Jun 09, the system was commissioned. The system managed receipts, storage
and issue of stores. The success of ERP in KAOC was notable and plans started for roll out the
system to Kenya Air Force Central Supplies Depot (KAF CSD), Kenya Navy Supplies Depot (KN
NSD) and the 23 & 43 Ordnance Composite Companies (OCCs).
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Roll-out of ERP System

On 13 Sep 10, MOD awarded a contract (Contract No MOSD/423(256)2010/2011) to M/s Alliance
Technologies Ltd for Development, Formulation and Implementation of the ERP system at a cost
of Kenya Shillings Ninety-Five Million, Six Hundred Eighty-Two Thousand, Five Hundred and
Fifty only (Kshs 95,682,550.00). The scope of the project covered,;

a) Development and Implementation of the system;

b) Training of personnel as follows;

c) Technical personnel to be trained on system administration; and
d) Users to be trained on effective and responsible use of the system.

The roll out of ERP system to services was launched on 11" February 2011, and within the same
year it became operational.

System Go Live

In compliance with the contract, the contracted firm Alliance Technologies Solutions Ltd
completed the scoping and review of project specification and subsequently jointly with the client
formulated project charter that was duly executed. Project charter execution certificate was issued
on 23 November 2010. In compliance with the contract, ERP Software testing was conducted to
the satisfaction of MOD and certificate issued on 14 March 2011. Upon completion of the contract
project, implementation of the ERP System for 23 &43 OCC, CSD, and NSD MOD were issued
‘Go Live Certificate’ on 16 December 2012.

Upon commissioning, the system was largely used in warehouse and procurement management
functions. Copies of commonly used print out from the system in form of release orders issued to
MTO 2" Ordinance Bn and Regional Stores 2" Ordinance Bn in November 2012 are available
for audit verification.

The system was not able to perform optimally due to rapid technological changes and low manning
levels following deployment of KDF personnel to operations in Somalia. In order to have
continuous and effective maintenance to sustain the system, a maintenance contract became a
critical requirement.

Training

The Enterprise Resource Planning (ERP) System training was carried out for both System
Administrators and Users for support and effective use of the system. The training schedule
covered a total of twenty-four (24) Service personal.
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System Challenges

The system faced challenges that impaired its effective operation as follows;

a) Infrastructural failures such as network and terminal equipment. This affected smooth
operation of the system.

b) The ERP system operated, and it became apparent that the system to be upgraded for more
efficiency due to changes in technology.

ERP System Review

On 20 March 2013 a Board of Officers from Logistics and IT was constituted to review the system.
The Board confirmed that the ERP system had been installed successfully but not fully utilized.
The board identified the following challenges:

a) Lack of IT trained personnel to maintain/manage the system.

b) Lack of trained operators.

c) High turnover of personnel.

d) Frequent power failures.

e) Incomplete infrastructure and lack of enough computers.

The Board recommended for the establishment of a maintenance contract to offer technical support
to the system and train more personnel. Consequently, a maintenance contract (Contract No.
MOD/423 (01407)2014/2015) was awarded to M/s Alliance Technologies Ltd at a cost of Kenya
Shillings Thirty-Eight Million, One Hundred Seventy-One Thousand, One Hundred only
(Kshs 38,171,100.00). The scope of the contract covered the following:

a) Upgrade of KAOC ERP system which was of a lower version to what had been
implemented in KAF CSD, KN NSD and the OCCs.

b) Maintenance of ERP system at KAF CSD, KN NSD and OCCs for 1 (one) year and an
additional 1 (one) year subject to mutual consent of both parties.

c) Technical and user support.

d) Training of administrators, users and trainers of trainers.

During the period of the contract, the ERP system was actively used in KAOC and KAF CSD and
the trained personnel were available to man the system. However, in KN NSD and OCCs (both 23
& 43), infrastructural challenges impaired effective usage. The maintenance contract was not
renewed in 2016, due desire for upgrade.

Upgrade of ERP System
The need to upgrade and expand the scope of the current ERP system to include management of

Procurement process, Vote Book and Production (for the Kenya Army Tailoring Unit) in addition
to training of more technical personnel, informed the decision to engage a vendor, M/s Nasoft
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Technology Solutions Ltd, to undertake the work. Currently, the system is fully operational and is
supported by trained KDF personnel.

Summary of Payments for the ERP System

The total amount paid for the ERP system is Kenya Shillings One Hundred Forty-Nine Million,
Seven Hundred Seventy-Eight Thousand, Six Hundred Fifty (Kshs 149,778,650.00) and not Kenya
Shillings One Hundred Fifty-Six Million, Two Hundred Twenty-Five Thousand, Two Hundred
Twenty-Four (Kshs 156,225,224.00) as indicated in the audit observation.

Actions taken from lessons learnt

The following measures have so far been instituted to ensure smooth and sustainable operation of
ERP in KAOC:

a) Training of technical personnel and users, particularly female personnel who are rarely
deployed in operation areas.

b) Upgrade of the IT network to improve its reliability.

c) Installation of standby power generators to reduce cases of mains power interruption that
impair ERP system operation.

d) Continuous sensitization of users on effective and responsible use of the ERP system.

The measures will be implemented in all KDF Logistics establishments to facilitate smooth
operation of the ERP system and ensure value for money.

Committee Observations and Findings

(i) The Committee was satisfied with the explanation provided by the Accounting Officer.
(if) The Committee marked the matter as resolved.

Committee Recommendations

(i) The Accounting Officer should at all times avail all documents necessary for audit review.

b. Procurement of Liquefied Petroleum Gas (LPG)

The records maintained at Ministry of Defence Headquarters also show that an Amount of
Kshs.184,359,000 was spent in respect of purchase of Liquefied Petroleum Gas (LPG) during the
financial year 2016/2017. The records further reveal that the Ministerial Tender Committee
(MTC) had recommended National Oil Corporation and Dash Energy Ltd whose market prices
were Kshs.95,000 and Kshs.115,000 per ton for Nairobi and other areas, respectively.

However, in unexplained circumstances, the Ministry opted to procure the same product from a
Merchant, the 10th lowest bidder, at a higher price of Kshs.190,000 and Kshs.195,000 per ton in
Nairobi and other areas respectively, resulting in an apparent opportunity loss of Kshs.84,239,500
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contrary to the requirements under regulation 10 (2)(e) of the Public Procurement and Disposal
Regulations, 2006.

Consequently, the validity of the expenditure of Kshs.84,239,500 on purchase of Liquefied
Petroleum Gas (LPG) could not be confirmed and value for money was not realised contrary to
the requirement of Regulation 10(2)(e) of the Public Procurement and Disposal Regulations, 2006.

Submission by Accounting Officer

The Accounting Officer submitted that it was correct that records maintained at the Ministry of
Defence Headquarters show that an amount of Ksh. 184,359,000 was spent in respect of purchase
of Liquefied Petroleum Gas (LPG) during the financial year 2016/2017. It is however not correct
that the Ministerial Tender Committee (MTC) had recommended National Oil Corporation and
Dash Energy Ltd whose market prices were Ksh. 95,000 and Ksh. 115,000 per ton for Nairobi and
other areas respectively. The correct position with regard to this query is as follows: -

Introduction
The subject tender was advertised in the month of March, 2014 closed and opened on 20 March, 2014.

The following twenty-nine (29) firms bought the tender documents:
M/S Dash Energy Ltd.

M/S Bahar Holdings Ltd.

M/S Impex General Merchants Ltd.
M/S Biglots Ltd.

M/S Cresco (K) Ltd.

M/S Acre on Diamonds Ltd.

M/S Faulu Gas investment.

M/S Kengreen Energy Ltd.

M/S Stiff Int.

M/S Galana Oil (K) Ltd.

M/S Jitengemee Kenya Ltd.

M/S Alvan Holdings Ltd.

M/S County Homes.

M/S Sublime Holdings Ltd.

M/S Green Energy Ltd.

M/S Citilink Ltd.

M/S BOC (K) Ltd.

M/S UlFinancial Year Enterprises Ltd.
M/S National Oil Corporation of Kenya.
M/S Trinity Petroleum Ltd.

TP TOTOS3ITATTSQ MO0 TN

Report on the Examination of the Report of the Auditor-General on the Financial Statements for the National Government for the Year ended 30"
June 2017

Page 202



N< X s <€

Q
fad

CC.

M/S Oryx Energies.

M/S Yaba Energy Ltd.

M/S Lake Gas Ltd.

M/S Partex Petroleum Ltd.

M/S Heller Petroleum Ltd.

M/S Sunset Electro Services Ltd.
M/S Kosmac Enterprises.

M/S Branton Investment.

M/S Ringway Services Ltd.

Documentation

As at the closing and opening of the tenders, eighteen (18) firms had returned their tender
documents, while the following eleven (11) firms did not submit tender documents.
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M/S Cresco (K) Ltd.

M/S Acre on Diamonds Ltd.
M/S Stiff Int.

M/S County Homes.

M/S BOC (K) Ltd.

M/S UlFinancial Year Enterprises Ltd.
M/S Oryx Energies.

M/S Lake Gas Ltd.

M/S Partex Petroleoum Ltd.
M/S Kosmac Enterprises.
M/S Branton Investment.

Physical Evaluation

4The summary of physical evaluation report on a predetermined parameter is as tabulated below:

SIN Firms Line of Capacity | Tpt | Total | Rank Remarks
Business
1. M/S Yaba Energy Ltd 22 13 15 50 1 Recommended
2. M/S National Qil
Corporation of Kenya 20 13 15 48 2 Recommended
3 MGS Heller Petroleum 20 12 | 15| 47 | 3 | Recommended
4. M/S Dash Energy Ltd 19 12 15 46 4 Recommended
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5. M/S Green Energy Ltd 17 12 15 44 5 Recommended
6. :\rﬂl\//islt:r?wilr?teas 18 13 10 | 4 6 | Recommended
7. M/S Galana Oil (K) Ltd 15 10 15 40 7 Recommended
8. mgs Trinity Petroleum 15 09 15 39 8 Recommended
9. M/S Biglots Ltd 14 10 15 39 8 Recommended
10. mgsrc'hn;ﬁf?gg”efa' 13 10 15 | 38 | 10 | Recommended
11. | M/S Alvan Holdings Ltd 13 10 15 38 10 Recommended
12. | M/S Bahar Holdings Ltd 13 05 10 28 12 Recommended
13, MGS Kengreen Energy 06 03 10! 19 | 13 Recon|\1|r?1ten ded
14, | M/S Citilink Ltd o5 3 10| 18 | 1 | Nt
15 gAe/S/iigg sLe:dEIectro 06 00 0 06 15 Recorlr\lI r?1tended
16. It/igs Ringway Services 05 00 0 | o5 16 RecorI;Ir%tende y
17. mgs Jitengemee Kenya Withdrew Recorwr%ten ded
18. mgs Sublime Holdings Withdrew Recormgn ded

Price Evaluation and Award

5Pursuant to Section 66 (4) of the Public Procurement and Disposal Act, 2005, The MTC awarded
the contract for the supply of Bulk Liquefied Petroleum Gas (LPG) to the Defence Forces for the
period from 13t September, 2014 to 12t September, 2016 to M/S Impex General Merchants
Ltd being the most responsive tenderer pricewise based on the market price by that time at Kshs.
162,000.00 for all Nairobi and Mombasa regions.

Price Adjustment

M/S Impex General Merchants Ltd on 28" July, 2015 requested price adjustment after one year
from the date of award from Kshs. 162,000.00 to Kshs. 190,000.00 and the approval was
considered and approved by the Ministerial Tender Committee on 2" October 2015, Pursuant to
Section 31 of the Public Procurement and Disposal Regulations, 2006.

Report on the Examination of the Report of the Auditor-General on the Financial Statements for the National Government for the Year ended 30"
June 2017

Page 204



Financial Year 2016/2017

During the financial year 2016/2017 the Ministry procured the products through restricted tendering
process, where the following eighteen (18) firms participated: -

M/S Kengreen Energy.
M/S Vivo Energy (K) Ltd
M/S Utility Group Kenya Ltd.
M/S Axon Energy Ltd.
M/S Citilink Ltd.
M/S Impex General Merchants Ltd.
M/S Galana Oil (K) Ltd.
M/S Yaba Energy Ltd.
M/S Octane Gas Oil Ltd.
M/S Jitegemee Kenya Ltd.
M/S Bahar Holdings Ltd.
M/S Faulu Investment.
. M/S Sublime Holdings Ltd.
M/S Green Energy Ltd.
M/S National Oil Corporation of Kenya.
M/S Alvan Holdings Ltd.
M/S Heller Petroleum Ltd.
M/S Dash Energy Ltd.
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As at the closing and opening of the tenders, eleven (11) firms had returned their tender
documents, while the following seven (07) firms did not return the tender documents:

a) M/S Kangreen Energy.

b) MI/S Utility Group Kenya Ltd.
c) M/S Axon Energy Ltd.

d) M/S Citilink Ltd.

e) M/S Bahar Holdings Ltd.

f) M/S Faulu Investment.

g) MI/S Heller Petroleum Ltd.

The financial year, 2016/2017 the Accounting Officer approved the contract for the supply of Bulk
Liquefied Petroleum Gas (LPG) to the Defence Forces for two (2) years as follows:
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Firm 1:M/S National Oil Corporation of Kenya

Item/Price:
S/N | Production/Delivery Points Quoted Prices (Kshs)
1 Bull_< Gas Nairobi/Thika Unit Cost | Other Total Cost
Regions Per Ton Charges
DHQ CAU 95,000.00 00.00 95,000.00
Kabete Barracks 95,000.00 00.00 95,000.00
DFMH 95,000.00 00.00 95,000.00
Karen NDC&DSC 95,000.00 00.00 95,000.00
Langata Barracks 95,000.00 00.00 95,000.00
Embakasi Garrison 95,000.00 00.00 95,000.00
Moi Air Base 95,000.00 00.00 95,000.00
Kahawa Garrison 95,000.00 00.00 95,000.00
Thika Barracks 95,000.00 00.00 95,000.00
Firm 2:M/S Dash Energy Ltd.
2 Bull_< Gas Mombasa/Eldoret/Lanet /Nanyuki/Gilgil Unit Cost | Other Total Cost
Regions Per Ton Charges
KN Mtongwe 85,000.00 | 10,000.00 | 95,000.00
Nyali Barracks 85,000.00 | 10,000.00 | 95,000.00
Mariakani 85,000.00 | 10,000.00 | 95,000.00
FOB 85,000.00 | 10,000.00 | 95,000.00
KNB Manda 85,000.00 | 10,000.00 | 95,000.00
3 | Gilgil Region 105,000.00 | 10,000.00 | 115,000.00
4 | Lanet Region 105,000.00 | 10,000.00 | 115,000.00
5 | Nanyuki/lsiolo Region 105,000.00 | 10,000.00 | 115,000.00
6 | Eldoret Region 105,000.00 | 10,000.00 | 115,000.00
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Comments
The following facts are hereby presented:

a) The audit team relied on contract prices for Financial Year 2016/2017 while auditing
financial statements of the Financial Year 2013/2014 contract which expired on 121"
December 2016.

b) Inthe Financial Year 2013/2014 contract M/S National Oil Corporation of Kenya quoted
Ksh.187,650.00 and Ksh.204,650.00 for Nairobi region and Nanyuki/lsiolo regions
respectively.

c) The prices dropped during the last quarter of the second year of the contract which expired
on 12" December 2016 due to government intervention.

d) The M/S Impex General Merchants Ltd was the lowest responsive evaluated bidder
although it was ranked position 10 out of 12 in the physical evaluation committee and
recommended among others.

Committee Observations and Findings

(i) The Committee observed that the matter was addressed satisfactorily.
(it) The Committee marked the matter as resolved.
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9.0. MINISTRY OF FOREIGN AFFAIRS AND INTERNATIONAL TRADE
FINANCIAL STATEMENTS FOR VOTE 1052

Amb. Macharia Kamau, the Accounting Officer for the Ministry of Foreign Affairs and
International Trade (Vote 1052) appeared before the committee on 2" July 2019 to adduce
evidence on the Audited Financial Statements for the Ministry of Foreign Affairs and
International Trade (Vote 1052) for the Financial Year 2016/2017. (Minutes of the
Committee Sittings and submissions Tabled by the Accounting Officer are annexed to this
report). He was accompanied by the following officials:

1. Mr. A A. Osiya - Senior Accountant

2. Mr. James A. Aloyo - Senior Chief Finance Officer

3. Ms. Margaret Gachuru - Director SCMS

4. Mr. Vincent L. Kuria - Senior Assistant Accountant General
5. Mes. Lilian Nzari - Director Human Resource Management
6. Mr. Zedekiah Ogendi - Deputy Director SCMS

7. Ms. Christine Nzumbu - Central Planning & Project Division
8. Ms. Esther Magiti - Parliamentary Liaison Officer

9. Ms. Caroline Loko - Finance Officer

10. Mr. Solomon Nyangesa - Finance Officer

11. Mr. Peter Kariuki - Finance Officer

12. Ms. Susan Thiong’o - Finance Officer

13. Mr. Abel Njuguna - P.A. to the PS

Basis for Qualified Opinion
157. Payment of Foreign Service Allowance to Ineligible Officers

The statement of receipts and payments reflects payments of Kshs.6,367,410,324 against
compensation of employees as disclosed in Note 5 of the financial statements. The amount includes
foreign service allowance totalling Kshs.24,837,757 paid irregularly to ten (10) officers whose
official tour of duty at various missions came to an end but did not report back to the Ministry
Headquarters contrary to Section C.6 (a) of the Foreign Service Regulations which provides, that
an officer will cease to draw foreign service allowance from the date he vacates his post at the end
of his service at the mission outside Kenya in line with the posting letters which stipulate that the
postings are for four (4) years.

Submission by Accounting Officer

The Accounting Officer submitted that it was true that the statement of receipts and payments
reflects payments amounting to Kshs 6,656,163,506 against compensation of employees (note 5
of the financial statements) out of which, Foreign Service allowances totalling Kshs. 24,837,757
was paid to ten (10) officers at various missions whose official tour of duty came to an end but did
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not report back to the Ministry headquarters as required under section .6 (a) of the foreign service
regulations.

Although the general rule is that officer’s report back to the Headquarters upon expiry of their tour
of duty there are exemptions to this rule including the following: -

e Ambassadors/Heads of Missions are replaced and recalled by His Excellency the