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KENYA NATIONAL AUDIT OFFICE

REPORT OF THE CONTROLLER AND AUDITOR GENERAL ON
THE ABSTRACTS OF ACCOUNTS OF THE MUNICIPAL
COUNCIL OF BUNGOMA FOR THE YEAR ENDED 30 JUNE 2007

The attached Abstracts of Accounts of the. Municipal Council of Bungoma
which comprise the Consolidated Balance Sheet as at 30 June 2007, the
General Rate Fund (GRF) Revenue Account Summary, Local Authorities
Transfer Fund (LATF), Housing Fund and Roads Maintenance Levy Fund
(RMLF) Income and Expenditure Accounts for the year then ended, and
other explanatory notes have been audited under my direction in accordance
with the provisions of Section 23 of the Public Audit Act, 2003.

1.0 The Council’s Responsibility for the Abstracts of Accounts

The Council is responsible for the preparation and fair presentation of
Abstracts of Accounts in accordance with the Local Government Act, Cap
265; the Local Authorities Transfer Fund (LATF) Act, 1998; the
International Public Sector Accounting Standards (IPSAS) and other
generally accepted accounting principles. This responsibility inciudes:
designing, implementing and maintaining internal controls relevant to the
preparation and fair presentation of Abstracts of Accounts that are free from
material misstatement, whether due to fraud or error; selecting and applying
appropriate accounting policies; and making accounting estimates that are
reasonable in the circumstances.

2.0 Responsibility of the Controller and Auditor General

My responsibility is to express an independent opinion on the Abstracts of
Accounts based on the audit. The audit was conducted in accordance with
the International Standards on Auditing.  Those Standards require
compliance with ethical requirements and that the audit be planned and
performed with a view to obtaining reasonable assurance that the Abstracts
of Accounts are free from material misstatement.

An audit involves performing procedures to obtain evidence about the
amounts and disclosures in the Abstracts of Accounts. The procedures
selected depend on the auditor’s judgement, including the assessment of the



risks of material misstatement of the Abstracts of Accounts, whether due to
fraud or error. In making those risk assessments, the auditor considers
internal controls relevant to the entity’s preparation and fair presentation of
the Abstracts of Accounts in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Council’s internal controls. An audit also
includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by the Council, as well as
evaluating the overall presentation of the Abstracts of Accounts.

I believe the audit evidence obtained is sufficient and appropriate to provide
a basis for the audit opinion.

3.0  Qualification Points

3.1 Non Submission, Opening Balances, Accuracy and Completeness
of the Accounts

(i)  The Municipal Council of Bungoma was established in 1973 as a
town council. However, the Council has not submitted for audit
Accounts for 1973 to 1994/1995. The Council therefore continues to
be in breach of the law. In the absence of audited and certified
Accounts for 1994/1995 and prior years, the source and accuracy of
the opening balances as at 01 July 1995 and indeed for all the
subsequent years, including 2006/2007, could not be confirmed.

(i1))  The 2006/2007 Abstracts of Accounts did not include a Cash Flow
Statement, Statement of Changes in Reserves and a Consolidated
Revenue Account. In addition, several inter fund transfers did not tally
with the amounts in the other funds as follows:-

GRF LATF RMLF VARIANCE

Kshs. Kshs. Kshs. Kshs.
Transfer to RMLF 29.900.00 - 15,000.00 14,900.00
Transfer to LATF  4,470,501.00 1,316,000.00 - 3,154,501.00
Transfer from RMLF - 1,000,000.00 0 1,000,000.00

The variances were not explained. Further, the Accounts did not include
detailed notes to the Accounts, the underlying accounting policies and
approved estimates as required. Amended Accounts have also not been
submitted to date.

In the circumstances, the accuracy and completeness of the 2006/2007
Abstracts of Accounts could not be confirmed.
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3.2. Fixed Assets

The Fixed Assets balances decreased from Kshs.43,749,341.00 as at 30 June
2006 to Kshs.32,575,841.00 as at 30 June 2007. The decrease of
Kshs.11,173,500.00 was represented by write off of Kshs.(8,913,500.00),
revaluation of Kshs.800,000.00 and unexplained prior period adjustments of
Kshs.(3,060,000.00). However, the Council did not make available the write
off authority and revaluation report for audit verification. Further, the
Council did not maintain a Fixed Assets Register (FAR) and inventory
register as required. In addition, the value of the motor vehicle GK A440 L
donated to the Council was not included in the Accounts. No provision for
depreciation was made in the accounts. In the circumstances, the existence,
ownership, security, location and accuracy of the Fixed Assets balances
reflected in the Balance Sheet as at 30 June 2007 could not be confirmed.

3.3 Sundry Debtors

The Sundry Debtors balances increased from Kshs.43,222,387.05 as at 30
June 2006 to Kshs.86,338,354.45 as at 30 June 2007. However, the Council
did not provide for audit review debtors age-analysis and circularizations.
No provision was also made for bad and doubtful debts in the accounts.
Further, the supporting list on page 25 to the Accounts did not have
comparative figures as required. In addition, the amount of
Kshs.82,711,577.45 in the supporting list differs from the Accounts’ balance
of Kshs.86,338,354.45 by an unexplained amount of Kshs.3,626,777.00. In
the circumstances, the accuracy and recoverability of the Sundry Debtors
balance reflected in the Accounts as at 30 June 2007 could not be confirmed.

3.4 Cash and Bank Balances

The Cash and Bank balances increased from Kshs.817,382.55 as at 30 June
2006 to Kshs.927,413.70 as at 30 June 2007. The amount was made up of
Bank and Cash balances of Kshs.862,605.70 and Kshs.64,808.00
respectively. However, the Council’s cash survey report reflected a balance
of Kshs.99,558.00 resulting in an unexplained difference of Kshs.34,750.00.
Further, the bank statements, bank balances confirmation certificates and
bank reconciliation statements were not made available for audit review. The
bank balance as per the ledger was Kshs.872,055.70 resulting in an
unexplained difference of Kshs.9,450.00. In addition, a GRF bank overdraft
balance of Kshs.16,309,715.75 reflected in the schedule at page 30 of the
Accounts was included in the creditors’ figure instead of being disclosed in
the balance sheet as bank overdraft.



During the year, revenue collections were not being banked promptly and
intact as required by financial regulations. As a result, an unexplained under
banking of Kshs.3,327,467.00 was noted. The Council was therefore in
breach of the Financial regulations.

In the circumstances, the accuracy of the Cash and Bank balances reflected
in the Balance Sheet as at 30 June 2007 could not be confirmed.

3.5 Long Term Liabilities

The Long Term Liabilities balances increased from Kshs.13,871,857.15 as at
30 June 2006 to Kshs.23,938,976.30 as at 30 June 2007. These comprised
Local Government Loans Authority (LGLA) and National Housing
Corporation (NHC) of Kshs.20,022,162.15 and Kshs.3,916,814.15
respectively. However, the Council did not make available the loans’
agreements, ledgers, registers, interest accrued schedules, statements and
reconciliations for audit verification. In the absence of the supporting
documents, the accuracy and existence of the loans balances as at 30 June,
2007 could not be confirmed.

3.6 Sundry Creditors

The Sundry Creditors balances increased from Kshs.14,713,233.75 as at 30
June 2006 to Kshs.20,725,177.30 as at 30 June 2007. Included in the
Sundry Creditors were unpaid loan installments figure of Kshs.3,985,156.45
which were not supported by any schedule. Further, the Council did not
maintain the creditors’ control ledger, invoices and schedules out of which a
listing of the sundry creditors could be extracted. In the circumstances, the
accuracy and completeness of the Sundry Creditors balance of
Kshs.20,725,177.30 reflected in the Balance Sheet as at 30 June 2007 could
not be confirmed.

3.7 Other Balances

The Other Balances increased from Kshs.44,544,025.10 as at 30 June 2006
to Kshs.60,383,578.45 as at 30 June 2007. The Other balances comprised
Surplus, Loans Repaid, Grants Applied and Revenue Contribution to Capital
(RCCO) amounts of Kshs.41,511,256.90, Kshs.8,001,527.80,
Kshs.2,976,342.00 and Kshs.7,894,451.75 respectively. However, the
Council did not provide the ledger accounts, schedules and Change
Statements to support these Balances. In the circumstances, the accuracy
and existence of Other balances could not be confirmed.



3.8 Local Authorities Transfer Fund (LATF)

During the year, the LATF Income and Expenditure Account reflects that
the Council received Kshs.29,974,161.00 in respect of LATF grants.
However, the Ministry of Local Government disbursements schedules reflect
an amount of Kshs.32,580,610.00. The resultant difference of
Kshs.2,606,449.00 being the third disbursement which was received in the
2007/2008 Financial Year was not accrued in the Accounts.

Road repairs expenditure of Kshs.810,267.00 as reflected in the ledger
differed with the figure of Kshs.10,536,911.30 reflected in the LATF
Income and Expenditure Account. In addition, the list of roads repaired at a
cost of Kshs.10,536,911.30 was not provided for audit review. In addition,
transfer of Kshs.4,470,501.00 from GRF as per page 3 to the Accounts was
reflected in LATF Income and Expenditure Account at page 19 to the
Accounts as Kshs.1,316,000.00 only. The difference of Kshs.3,154,501.00
has not been explained. Furthermore, projects worth Kshs.1,317,000.00
planned for the year were not implemented. No satisfactory explanation was
given for the non implementation.

In view of the above issues, it was not possible to confirm whether the
LATF grants were properly recorded, accounted for and utilized for the
intended purposes only.

3.9 Renewals Funds

Section 219 of the Local Government Act, Cap 265 requires the Council to
create and set aside adequate renewals funds for replacement of some or all
of its assets, which, owing to depreciation or other cause, will require at
some future date to be replaced. The Council had accumulated Renewals
Funds of Kshs.14,240,467.10 as at 30 June 2007. However, and as
previously reported, this balance was not represented by renewals funds
having been set aside in form of tangible assets such as Financial Deposit
Reserves (FDR) or marketable securities. The Council was, therefore, in
breach of the law. It is not also clear how the Council intends to finance the
replacement of its assets, in future, in the absence of tangible Renewals
Funds.

3.10 Financial Improprieties

The Council made payments totalling Kshs.1,512,000.00 which were not
supported by works completion certificates and bills of quantities for the
construction of a bridge. In addition, Road Maintenance Levy Fund (RMLF)
payment vouchers for payments totalling Kshs.2,778,189.00 which was
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equal to full amount allocated by the Kenya Roads Board were also not
provided for audit verification. Although the Council prepared a schedule of
what was done and paid for, the relevant tender documents, invoices and
work certificates were not produced for audit.

The Council did not make available, for audit verification, insurance policy
documents to support insurance payments of Kshs.4,797,386.00. Further, the
Council procured motor bikes worth Kshs.500,000.00 through single
sourcing. In addition, building materials worth Kshs.289,143.00 purchased
during the year were not entered in the stores ledger. Travel and subsistence
expenditures amounting to Kshs.460,500.00 were not also supported by the
necessary receipts and invoices. During the year, some staff were promoted
without Ministerial approval. It was also noted some files for the staff lacked
copies of certificates, identity cards, and appointment letters.

In view of the issues above, the propriety of the above expenditure,
appointments and promotions could not be confirmed.

3.11 Non Response to Draft Report

The draft report which the Controller and Auditor General intended to issue
on the 2006/2007 Accounts was submitted to the Council on 20 June 2008.
However, no response has been received to date.

4.0 Opinion

Because of the significance of the matters discussed in the preceding
paragraphs 3.1 to 3.11, I am unable to express an opinion on the Abstracts of
Accounts as required by Section 24(2) of the Public Audit Act, 2003 that: al
the information and explanations required for the purpose of the audit we
received; the Accounts have been properly maintained and are in order:
Balance Sheet gives a true and fair view of the financial position ¢
Council as at 30 June, 2007; the Revenue Accounts give a true and fa’

of the income and expenditure of the Council for the year ended

2007; and, the Accounts comply with the Local Government Act, C

P. N. KOMORA, CBS
CONTROLLER AND AUDITOR GENERAL

Nairobi

14 November 2008
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CON

SOLIDATED BALANCE SHEET AS AT 30TH JUNE, 2007.

FIXED ASSETS: (3) PAGE NOTE

Capital outlay

20&21&26

Other Long Term Outlay 20&26

CURRENT ASSETS:

Sundry Debtors (4) 25
Cash Balance (5)
Cash at bank (5)

REPRESENTED BY:

LONG TERM LIABILITIES

Loans Outstanding:

L.G.L.A. Loans
NHC Loans

27
22

Unpaid LGLA Loans

CURRENT LIABILITIES:

Sundry creditors

PROVISIONS &

RENEWALS:

Provision & Renewals fund 28
Building & maintenance fund 27

OTHER BALANCES:

Surplus
Loans Repaid
Grants Applied

26

Revenue contribution to capital 26&20

NEAH INDAKWA
TOWN CLERK
BUNGOMA MUNICIPAL COUNCIL

2005/2006
KES

29,392,635.65

14,356,705.35

2006/2007
KES

21,279,135.65

11,296,705.35

43,749,341.00

43,222,387.05
133,492.00
683,890.55

32,575,841.00

44,039,769.60

86,338,354.45
64,808.00
862,605.70

87,789,110.60

87,265,768.15

9,769,041.75
4,102,815.40

119,841,609.15

13,871,857.15

9,428,325.85
3,916,814.15
10,593,836.30

14,713,233.75

23,938,976.30

14,713,233.75

20,725,177.30

13,207,882.60
1,452,112.00

20,725,177.30

14,659,994.60

13,214,442.60
1,579,434.50

17,766,409.70
7,798,190.10
10,521,473.55
8,457,951.75

14,793,877.10

44,544,025.10

41,511,256.90
8,001,527.80
2,976,342.00
7,894,451.75

87,789,110.60

60,383,578.45

CHRISANTUS OBALI
TOWN TREASURER
BUNGOMA MUNICIPAL COUNCIL

119,841,609.15
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