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DEFINITION OF TERMS
L Unqualified opinion: This refers to a clean opinion, which is the most desirable, in

which the auditor states that the financial condition, position, and operations of an

organization are fairly presented in the financial statements in accordance with

Generally Accepted Accounting Principles (GAAP).

2. Qualified opinion: This is an opinion expressed b1, the auditor if the financial

statements appear to contain a small deviation from Generally Accepted Accounting

Principles (GAAP) but are otherwise fairly presented. It is also rendered if the

organisation's management limits the scope of audit procedures.

3. Adverse opinion: This refers to an opinion issued when there are material exceptions

to Generally Accepted Accounting Principles (GAAP) that affect the financial

statements as a whole. and the auditor indicates that the financial statements are not

presented fairly.
4. Disclaimer: This is an opinion given by the auditor when there is a significant

limitation in the access to audit information and documentation. and inadequate

cooperation by the organizational management in the audit process.

,5. Accountability - This refers to the assurancc that an individual or a group will be held

responsible lor thcir actions or inactions.

6. Non-Revenue Water: Non-Revenue Water ref'ers to the difference between the amount

of water put into the distribution system and the amount of water billed/unbilled as

authorized consumption. It is usually attributed to physical losses such as leaks, bursts,

and overflows in the existing, old, and dilapidated water supply network, and to

commercial losses due to metering anomalies and illegal connections.

7. Going Concern: This is an accounting principle used for a company that is financially

stable enough to meet its obligations and continue its business for the foreseeable

future.
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PREFACE
Pursuant to Article 96(3) of the Constitution, the Senate exercises oversight over national

revenue allocated to the county govemments. The Select Committee on County Public

Investments and Special Funds is established pursuant to Standing OrderNo. 194 of the

Senate Standing Orders and is mandated to-

a) examine the reports and accounts of county public investrnents; and

b) examine the reports, if any, of the Auditor-General on the county public

investments.

Pursuant to the provisions of Article 229(4) of the Constitution of Kenya, 2010, the

Auditor-General is required to audit and report on the accounts of all national and county

government entities, including water companies, municipalities, Hospitals and county

funds, within six months after the end of each financial year.

This report covers the consideration by the Committee of the Auditor-General's reports on

the financial statements of Lamu County water company, municipality, hospitals and funds

for the Financial Year 202412025.The entities considered include Lamu Water and

Sewerage Company Limited, Lamu Municipality, Lamu County Referral Hospital,

Mpeketoni Sub-County Hospital, Faza Sub-County Hospital, Lamu County Climate

Change Fund, Lamu County Executive Staff Housing Fund, Lamu County Emergency

Fund and Lamu County Bursary and Scholarship Fund.

The Governor of Lamu County, accompanied by relevant officials, appeared before the

Committee to respond under oath to audit queries raised by the Auditor-General in the

respective reports.
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ESTABLISHMENT OF THE COMMITTEE

The Committee was first constituted on 19th October, 2022, pursuant to Standing Order

No. 194 of the Senate Standing Orders. The County Public Investments and Special Funds

Committee (CPISFC) was split fiom the broad County Public Accounts and Investments

Committee (CPAIC) in the 12th Parliament for the purpose of clearing audit backlog and

to consider many audit thematic areas which had not been subjected to Parliamentary

scrutiny since the inception of devolution in the year 2013.

The County Public Investments and Special Funds Committee is one of the tinancial audit

committees through which the Senate, under the provisions of Article 96(3) of the

Constitution, conducts ex-post scrutiny on Public Investments and Special Funds in

Counties.
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EXECUTIVE SUMMARY

The Committee received both written and oral evidence from the Governor in response to

the various audit queries raised by the Auditor-General in the reports under consideration.

The Committee considered and concluded its inquiry onto the reports of the Auditor-

General on the Financial Operations of the watcr companies and municipalities for the

Irinancial Y ear 2024 12025.

Seven entities received a qualified opinion from the Auditor-General, indicating rnaterial

discrepancies and insufficient documentation preventing the issuance ol an unqualified

audit report. The other two (Lamu County Bursary and Scholarship Fund and Lamu County

Emergency Fund) received an unqualified opinion.

Some of the key findings across the entities include: unsupported properfy, plant and

equipment balance, non-revenue water at levels exceeding regulatory benchmarks; long

outstanding receivables, budgetary control issues" inaccuracies in financial statements.

f'ailure to settle pending bills, unresolved prior year matters" lack of operational

independence of the municipality and late submission of documentation.

'Ihis report documents the observations and recommendations of the Committee on each

audit query as raised by the Auditor-General.

8

In the execution of its mandate. the Committee relied on the reports of the Auditor-General

on audited Accounts of the Lamu Water and Sewerage Company Limited. Lamu

Municipality, Lamu County Referral Hospital, Mpeketoni Sub-County Hospital, Faza Sub-

Countl l'Iospital. Lamu Counll' Climatc Change Fund. I-amu County Executive Sta[I'

Housing Fund. Lamu County lJmergency Fund and Lamu County Bursary and Scholarship

Fund, forthe Financial year202412025 (l't July,2024 to 30th June 2025) as the primary

documents for the interrogation. The Committee invited the Governor, as the Chief

Executive Officer of Lamu County, pursuant to Article 179(4) as witness to respond to the

audit queries raised in the reports under consideration on Thursday, 19rh January. 2026 for

the water company, municipality and hospitals, and on Monday l6n March, 2026 for the

tbnds.
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REPORT STRUCTURE
THE PREFACE DETAILS the place of Committees in the Constitution. Committee

establishment and mandate, Committee membership and fbrmation, the niche of the

Committee in the Senate, the executive summary, key observations and recommendations

and acknowledgement.

CHAPTER ONE is a record of the audit queries raised in the Auditor-General's report on

Lanru Water Company for the Financial Year 202412025. along with the Committee's

observations and recommendations for each audit query.

CHAPTER TWO is a record of the audit queries raised in the report of the Auditor-

General on Lamu municipality in for the Financial Year 202412025, along with the

Committee's observations and recommendations fbr each audit query.

CHAPTER THREE is a record of the audit queries raised in the report of the Auditor-

General fbr the hospitals in Lamu County (Lamu County Referral Hospital, Mpeketoni

Sub-County Hospital, andFaza Sub-County Hospital) for the Financial Year 202412025,

along rvith the Comntiltee's observations and recommendations lbr each audit query.

CHAPTER FOUR is a record of the audit querics raised in the rcport of'the Auditor-

General fbr the lunds in Lamu County (Lamu County Climate Change Fund, Lamu County

Executive Staff Housing Fund, Lamu Counfy Emergency Fund and Lamu County Bursary

and Scholarship Fund) fbr the Financial Year 202412025, along with the Committee's

observations and recommendations for each audit query.

t
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GENERAL OBSERVATIONS FOR THE WATER COMPANY

The Committee made the following general observations regarding the operations and

financial management of the Water Company under review: -

l. Late submission of documents and inaccuracies in Financial Statements - The

Committee observed a pattern of late submission of audit documents and financial

statements that contained numerous inaccuracies. The delays hinder the audit

process and may indicate an attempt to falsify records, while the prevalence of errors

suggests a lack of competence that could potentially facilitate fraudulent activities.

2. Non-Revenue Water (NRW) - The Committee observed that the Water Company

recorded NRW levels that significantly exceeded the sector benchmark of 25o/o

prescribed by the Water Services Regulatory Board (WASREB). This was mostly

attributed to physical losses from dilapidated infrastructure, commercial losses from

inaccurate meter reading and billing, and illegal connections. Tana River Water and

Sanitation Company Limited had non-revenue water of 610/o or 428.230 cubic

meters (M3).

3. Deficiencies in Financial Reporting - The Committee noted widespread

inaccuracies and errors in the preparation and presentation of financial statements.

Furthermore, both Accounting Officers and Managing Directors exhibited

challenges in complying with Section 62 of the Public Audit Act. Cap. 4128, by

failing to submit supporting documents to auditors on time. This impedes thc

accountability and audit process, while the persistent delays in finalizing complete

financial statements point to a lack of requisite competencies and experience within

the entities.

4. Non-Adherence to Accounting Standards - The committee observed that

accountants across several Water Companies faced challenges in fully adopting the

International Public Sector Accounting Standards (IPSAS) framework. The

Committee noted that while the Public Sector Accounting Standards Board

(PSASB) periodically updates these standards to reflect emerging issues and best

practices. many water companies struggle with their application, as evidenced by

recurring audit queries.

GENERAL RECOMMENDATIONS FOR THE WATER COMPANY

The Committee makes the following recommendations to address the observed

deflciencies and enhance the performance, compliance, and sustainability of the Water

Conrpany: -

10
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l. Enhancement of Record Keeping and Audit Compliance -The Governor ensures

that the Board and Accounting Officer have proper record keeping and provide all

requisite supporting documents to the Auditor-General in accordance with Section

9(lXe) of the public Audit Act, Cap.4l2B, within the stipulated audit timelines.

Adherence to the provisions of the Accountants Act, Cap. 531, is mandatory. Failure

to comply with these requirements shall necessitate the invocation of Section 62 of

the Public Audit Act by the Committee.

2. Mitigation of Non-Revenue Water - The Governor to ensure that the Board of

Directors and Accounting Officer institute comprehensive measures to reduce Non-

Rcvenuc Water, addressing both physical and commercial losses. These measures

should include the adoption of Geographic Information System (GIS) technology

Ibr real-time detection of bursts and leakages. installation ol'smart mcters to ensure

accurate billing, rehabilitation of dilapidated infiastructure, and the development of

institutional anti-corruption policies with robust enforcement mechanisms to curb

illegal connections. Furthermore, management should disclose the proportional

breakdown of physical and commercial losses, expressed as percentages. in their

periodic reports.

3. Capacity Building on Financial Reporting Standards - The Governor ensures

that the Board of Directors, in consultation with the Public Sector Accounting

Standards Board (PSASB), facilitate continuous capacify building for finance

olficers and management on International Public Sector Accounting Standards

(IPSAS) to improve the quality of tinancial repo(ing and enhance compliance. T'he

Governor ensures that the Board ensure that all accounting personnel possess the

requisite competency and experience as mandated by the Accountants Act.

Additionally, the Governor ensures the Accounting OUicer enlbrce strict adhercnce

to the financial reporting template prescribed by the National Treasury. These

measures will strengthen the maintenance of books of account. improve the

accuracy of financial statements" and ensure their timely submission to the Auditor-

General.
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GENERAL OBSERVATIONS FOR THE MUNICIPALITY

The Committee made the following general observations regarding the operational and

financial management of the Municipality under review: -

1. Late Submission of Audit Documents- The Committee noted that the Auditor-

General encountcrcd significant challcnges due to the late submission of supporting

documcnts during thc audit proccss. 
-l'his 

delay hinders the accountability and audit

process and contravenes Scction 62 of thc Public Audit Act. Cap.4l28. which

mandates timely provision of documentation.

2. Lack of Operational Autonomy of Municipality - The Committee observed that

the municipality lacked operational independence from the County llxecutive in
areas of management, function and finances. This contravened sections l2 on

Management independence, 20 on functional independence,45 and 46 on financial

independence of the Urban Areas and Cities Act.20l I CAP. 275. which collectivell'
guarantee municipalities the autonomy necessary for elfective governance.

3. Deficiencies in Financial Reporting and Standards Compliance - l.he

Committee observed that there were numerous inaccuracies and errors in the

financial statentents of the municipality. raising conccrns about the capacity of tltc

olllccrs rcsponsiblc for thcir prcparation. Furthermore. the municipality l'accs

pcrsistent challenges in adapting to the International Public Sector Accounting

Standards (IPSAS) framework required for the preparation of their financial

statements.

4. Challenges in Applying Updated Accounting Standards- The Committee

observed that the Public Sector Accounting Standards Board (PSASB) pcriodically

reviews IPSAS to address emerging issues and align with best practices. The

Municipality struggled to apply the updated standards, as evidenced by the audit

queries.

GENERAL RECOMMENDATIONS FOR THE MUNICIPALITY

The Committee makes the following recommendations to address the observed

deficiencies and enhance the governance. financial management, and operational

autonomy of the Municipality: -

l. Timely Submission of Audit Documents - The Governor ensures that the

Municipal Manager and the head of flnance ensure that all supporting documents

requested by the Auditor-General are submitted within the timelines stipulated in

Section 62 of the Public Audit Act, Cap. 4l2B.The Municipal Board shall institute

.,

I
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an internal tracking mechanism to monitor compliance, and any officer found to

have caused undue delay shall be subject to disciplinary action.

2. Enforcement of Municipal Autonomy - The Governor ensures that the Coun$'

Executive Commiftee member responsible tbr lands, housing, and urban

development should, within sixty (60) days of the adoption of this report, take

immediate steps to operationalize Sections 12,20.45. and 46 of the Urban Areas

and Cities Act. 201 l. by fbrmally delegating operational (management. functional.

and financial) powers to the Municipal Board and Manager, as delegated in the

gazzeted Municipal charter. The Municipal Board shall thereafter provide a

compliance report to the County Assembly and the Senate Committee on Counfy

Public Investments and Special Funds.

3. Strengthening Financial Reporting Capacity- the Governor ensures that the

Municipal Manager and the head of linance shall. in consultation with the County

Treasury and the Public Sector Accounting Standards Board (PSASB), develop and

implement a continuous capacity-building program fbr all finance officers on the

application of International Public Sector Accounting Standards (IPSAS). This

program shall commence within sixty (60) days of the adoption of this report and

shall bc repeated quarterly to ensure updated knou'lcdge of revised standards.

Irurther. the Governor ensures that the Municipal Manager shall ensure that all

financial statements prepared from the financial year 2024125 onwards fully comply

with the most current IPSAS liamework as issued by the PSASB. Any deviation

shall be explicitly explained and justified in the notes to the financial statements.

13



GENERAL OBSERVATIONS FOR HOSPITALS

The Committee observed that-

1. Non-Compliance with Kenya Quality Model for Health Policy Guidelines - fhe

Committee observed that the hospitals did not fully comply with the Universal

Healthcare standards, as they were inadequately staffed and were not equipped with

all the medical equipment for the hospitals to be fully operational.

2. Inaccuracies of the Financial Statements - The Committee observed that there

were inaccuracies and errors in regards to the preparation and presentation of
financial statements in almost all hospitals. Further, the Accountants and the

Managing Directors faced challenges in submitting supporting documents to the

auditors on time, contrary to Section 62 of the Public Audit Act. Cap.4l2B. This

impedes the accountability and audit process. The persistent delays in preparing

complete financial statements indicate a lack of requisite competencies and

cxperience rvithin hospital flnance departments.

3. Non-Compliance with Ethnic Inclusivity Requirements - The Committee

observed that some hospitals are non-compliant with Section 7(l) and (2) of the

National Cohesion and Integration Act, Cap. 7N, which requires that all public

offices seek to represent the diversity of the people of Kenya in stalf employment

and that no public institution shall have more than one-third of its establishment

fiom the same ethnic community. Additionally. Section 65(lXe) of thc County

Government Act, Cap. 265 requires that at least 30Yo of vacant posts at the entry

level be filled by candidates who are not from the dominant ethnic community in

the counfy.

4. Weak Budgetary Control and Performance- The Committee observed that

hospitals exhibit rvcaknesses in budget execution and did not adhere to approved

budget ceilings for programs. Hospitals were observed to either over-utilize or

under-utilize appropriated funds. In some instances. funds were reallocated to items

that were not budgeted for without prior approval by the management board.

Additionally, hospitals experience high revenue shortfalls attributable to unrealistic

budgeting and poor revenue forecasting.

5. Incomplete Transfer of Assets and Deficient Asset Registers: The Committee

observed that most hospitals have not fully taken custody of assets from the County

Executive and consequently do not maintain updated fixed asset registers as

required by Section 1a9(2Xo) of the Public Finance Management Act.2012. Cap.

4l 24. As a result, these hospitals are unable to reflect their correct financial position

1.4



in their books of account, exposing assets to risk of loss, misuse, or

misappropriation.

GENERAL RECOMMENDATIONS FOR HOSPITALS

Ihe Committee recommends that-

l. compliance with Kenya Qualify Model for Health Policy Guidelines - The

Governor submits to the Senate a comprehensive plan outlining the specilic

nleasures being taken to address the hospital's staf'ling shortagcs. Further ensurcs

the hospital develops and implements a comprehensive plan with appropriate

budgetary provision to acquire the necessary equipment and encourage the ongoing

training and prioritize new recruitments to fill gaps in medical personnel, ensuring

specialized services can be offered in-house.

2. Capacity Building on Financial Reporting Standards - The Govemor ensures the

hospital management team, in consultation with the Public Sector Accounting

Standards Board (PSASB), facilitates continuous capacity building on financial

reporting standards fbr finance officers and management in hospitals to improve the

quality of reporting and enhance compliance. The hospital management team should

ensure that accountants possess the requisite competency and experience in

flnancial management as required by the Accountants Act. Furthermore. the

Accounting Officer should ensure compliance with the flnancial reporting template

prescribed by the National 'freasury.

3. Compliance with Ethnic Inclusivity Requirements - I'he hospital management

team and County Government should make deliberate and progressive efforts to

comply with Section 7( I ) and (2) of the National Cohesion and Integration Act, Cap.

7N, and Section 65(1Xe) of the County Governments Act, Cap.265, regarding

diversity, the realization of the one-third rule in public sector recruitment, and ethnic

inclusivity. To this end, the Board and Counfy Governments should develop and

adopt a formal diversity policy aimed at achieving full compliance with the law.

Compliance status shall be reviewed in the subsequent audit period.

4. Preparation of Reatistic Budgets and Revenue Projections - The Governor

ensures the hospital management team and Accounting Offlcers prepare realistic

budgets and revenue projections to avert revenue shortfalls that negatively impact

hospitals' service delivery. Additionally, the hospital management team should seek

the necessary approvals by fbrwarding budget estimates to the County Executive

Committee Member lbr t'lealth. who shall then submit thern to the County'l'reasur.v

I
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as required by law. Further,, hospitals should automate their billing systems to

enhance revenue collection and financial control.

5. Transfer of Assets and Maintenance of Fixed Asset Registers - The Governor

should ensure that all assets are formally transferred to hospitals to enable them to

reflect their true financial position in their books of account. The hospital

management team should ensure that hospitals maintain updated fixed asset

registers pursuant to Section 136(l) ol the Public Finance Management (Countl'

Government) Regulations. 20 15, in the format prescribed by the National 1"reasury.

and submit the same to the Senate and a copy to the Auditor-General within sixty

(60) days ofthe adoption ofthis report.

I
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1. Systemic Underfunding and Under-utilization- Most funds, including the

Climate Change Fund, Elimu Bursary Fund, and Nawiri Fund. experienced

significant underfunding and under-utilization ol'resources. This was primarily

attributed to the under-collection of Own Source Revenue (OSR) and delays in

exchequer releases.

2. Compliance Breaches regarding Statutory Deductions- There was a

consistent failure to deduct and remit the 0.03% Public Procurement Capacity

Building Levy. Management across multiple funds cited a lack of automated "logic"

or configuration within the IFMIS system to trigger these deductions.

3. Legal Lapses in Fund continuity: Several funds, such as the Nawiri Fund

, Youth and Women Development Fund , and Elimu Bursary Fund , have continued

to operate beyond their initial l0-year approval period without formal renewal from

the County Executive Committee and Counfy Assembly, in breach of PFM

Regulations.

4. Weak Debt and Imprest Recovery: Managcrncnt struggled to recover long-

outstanding loans and imprests, some dating back over a decade (e.g.,201312014

and 2015). In some instances, loans were disbursed without suftjcient insurance

cover or registered securities.

5. Poor Record Keeping and Documentation: Auditors initially rendered

qualified opinions for certain funds due to unsupported receivables and missing

committee minutes. though some documents were later provided during exit

meetings.

GENERAL RECOMMENDATIONS FOR THE FLINDS.

l. Enhance Revenue and Budget Planning- Fund management must institute

realistic budget planning and implement aggressive measures to enhance Own

Source l{evenue to t:nsure planned activities are lully lunded and servicc delivery is

not compromised.

2. Automate Statutory Deductions- The Governor should ensure Accounting

Officers work with IFMIS administrators to conligure the system for automatic

deduction and remittance of the Procurement Capacity Building Levy. Until then'

manual controls and registers must be established to ensure compliance.

3. Regularize Fund Operations- Management must prioritize and hasten the

approval of reviewed bills and acts at the County Assembly to ensure all public

t7
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funds are operating under valid legal frameworks and within the authorized

timeframes.

4. Strengthen Recovery Mechanism- Accounting Officers are required to put

in place robust recovery measures with clear timelines for all outstanding loans and

imprests. Irrecoverable debts should be formally analyzed and processed for write-

off following Board approval and PFM Regulations.

5. Strict Adherence to Audit Timeline- To avoid qualified audit opinions.

Accounting Officers must ensure the timely submission of all supporting

documents, ledgers, and schedules during the actual audit process rather than

waiting for exit meetings or subsequent cycles.

6. Compliance with Disbursement Guideline- Specifically fbr the Elimu

Bursary Fund, management must strictly adhere to statutory requirements to set

aside specific percentages of funds (e.g.. 5% for physically challenged students) to

ensure equitable distribution.

!
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ADOPTION OF THE REPORT OF THE SENATE SELECT COMMITTEE ON

COUNTY PUBLIC INVESTMENTS AND SPECIAL FUNDS ON THE

CONSIDERATION OF THE AUDIT REPORTS OF NINE COUNTY ENTITIES

FOR THE LAMU COUNTY FOR FINANCIAL YEAR 202412025

We, the undersigned Members of the Select Committee on County Public Investments and

Special Funds, do hereby append our signatures to adopt this report'

SECTOR NO ENTITY

WATER
COMPANY

1 LAMU WATER AND SEWERAGE COMPANY

LIMITED.

MUNICIPALITIES I LAMU MUNICIPALITY

HOSPITALS LAMU COUNTY REFERRAL HOSPITAL

F AZA SUB-COUNTY HOSPITAL

MPEKETONI SUB.COUNTY HOSPITAL

FUNDS 4 LAMU COUNTY BURSARY AND SCHOLARSHIP

FUND

LAMU COUNTY EMERGENCY FUND

LAMU COUNTY EXECUTIVE STAFF HOUSING

FUND.

Name Signature

/";:----"'- .

I

2 Sen. Eddy Gicheru Oketch, MP (Vice -
Chairperson)
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LAMU COUNTY CLIMATE CHANGE FUND

No.

Sen. Godfrey Atieno Osotsi, CBS, MP

(Chairperson)



Sen. Agnes Kavindu Muthama, MP3

4 Sen. William Kipkemoi Kisang, CBS, MP

5 Sen. Peris Pesi Tobiko, CBS, MP

J6 Sen. Beth Kalunda Syengo, MP

1 Sen. George Mungai Mbugua, MP

8 Sen. Raphael Chimera Mwinzangu, MP

9 Sen. Hamida Ali Kibwana, MP
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CHAPTER ONE: WATER COMPANY

I.I. REPORT ON THE AUDITED FINANCIAL STATEMENTS FOR LAMU

WATER AND SEWERAGE COMPANY LIMITED FOR THE FINANCIAL

YEAR 202412025.

The Governor of Lamu County, Hon. Issa Timamy, EGH, appeared before the Committee

on Thursday, lgth January,2126 to respond (under oath) to audit queries raised in the

report of the Auditor-General on financial statements for Lamu Water and Sewerage

Company for financial year 202412025.

The Governor was accompanied bY -
1. Amb. Ali Abbas- CountY Secretary

2. Mr. Mohamed Ali- CECM Finance and Economic Planning

3. Mrs. Salma Osman- Chief Officer Finance

4. Mr. Mohamed Abbas- Director Accounting Service

5. Mr. Mohamed Kubwa Mohamed- Chairman, Lamu Water and Sewerage

Company Limited.

6. Ms. Agnes Mbele Mulingulu -Accountant, Lamu Water and Sewerage Company

Limited.

REPORT ON THE FINANCIAL STATEMENTS

The Auditor-General rendered a Qualilied Opinion on the financial statements of the

Lamu Water and Sewerage Company Limited on the following basis;-

Inaccuracies in the Financial Statements

Review of the annual reports and financial statements revealed the following inaccuracies;

The statement of cash flows reflects prior year cash and cash equivalents balance of

Kshs.14,040,149. However, re-computation yielded a balance of Kshs.27,345,353,

resulting in an unreconciled variance of Kshs. 13,305,204 Further, the statement reflects

current year's cash and cash equivalents balance of Kshs.8,5 12,253, which varies with the

re-computed balance of Kshs.19,568,045, resulting in an unreconciled variance of

Kshs.l1,055,'792;

i. The statement of cash flows reflects net cash from operating activities balance

of Kshs.6,502,364 which varies with the negative balance of Kshs.l,l42,345

disclosed in the reconciliation of operating profit/loss to cash generated from

operations in Note 48 to the financial statements, resulting in an unreconciled

variance of Kshs.7,644,709;
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ii. The statement of cashflows reflects general and operation expenses of

Kshs.27,563,773 while the corresponding expenditure in the statement of

comparison of budget and actual amounts is Kshs.26,946,729, resulting in an

unreconciled variance of Kshs.6 I 7'044;

iii. The statement of financial position reflects comparative balance for trade and

other payables of Kshs.42,839,890 while Note 43 to the financial statements

reflects a balance of Kshs.40,855,231 .resulting in an unreconciled variance of

Ksh. 1,984.659r

iv. The statement ol'budget and actual amount reflects actual recurent expenditure

of Kshs.55,199,506 while recomputed amount is Kshs.55,551,190, resulting in

an unreconciled variance of Kshs.35l,684;

v. The statement of changes in equity reflects a total of Kshs.39,220,846 which

varies with the re-computed balance of Kshs.36,822,260, resulting in an

unreconciled variance of Kshs.2,398,586.

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

be confirmed.

Management Responses

l'he unreconciled variance of Ksh.13,305,204 will be adjusted in the coming financial year

202512026 as explained in the table below:

uslmenl on cosh und cush e uivale nls the eor ended 2023/20240rA
AmountAmountDesc ri tion
l3 305 204Variance balance b/d
203 419rcc()l1l ute tl crror
l3 508.623usted cash and cash e

usted cash and cash e
ad

arl

uiva lents

uivalents
Less

I 883 456
4.682 688a ablesChan es in other
6,975,621antsrecorded ca italWron I

412.736Accrued electricity is no included in the balance

sheet
18 6t7errorCasin

350 000s686128-5336128Overstated PPE

Adrl

174.495recorded finance costWron I

r3 0tt 62313,508 623
0clea red
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In addition, the unreconciled variance of Ksh 11,055,792 will be adjusted in the coming

financial year 202512026 as explained in the table below;-

Adjustment on cash ond cash equivalentsfor lhe 1,ear ended 2024/2025

Description Amount Amount

Variance balance b/d I 1.055.792

rcco n-t 1-ltttccl crror 0

adjusted cash and cash cquivalcnts 1 I ,055.792

ad.iusted cash and cash equivalents

Less

Employee Payables 403.719

Changes in other payables 3.791 .841

Wrongly recorded capital grants 3.611.676

Over stated customer deposit 2,912,931

Understated Refund on Customer Deposit 261 .0tt0

Casting error 8.485

I 1,055,792 I I,055,792

Management remains committed to ensuring accuracy and compliance in flnancial

reporting. and corrective measures will be implemented to prevent reocculrence of such

discrepancies in future reporting periods.

Management acknowledges the above audit findings, however, with the adjustments to the

cashflows reflected as prior year adjustments for the query number (i) above, the net cash

from operating activities balance will change as the changes will be linked to the notes to

the cashflows-Note 48. Management remains committed to ensuring accuracy and

compliance in financial reporting, and corrective measures will be implemented to prevent

recurrence ofsuch discrepancies in future reporting periods.

The figure of Kshs.27.563,773 presented under general and operating expenses in this

query was misrepresented. as it actually represents staff costs. The correct amount for

general and operating expenses in the statement of cashflows is Kshs.26,946,129, which

I
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aligns with the expenditure reported in the statement of comparison of budget and actual

amounts. Accordingly, there is no variance between the tu'o statements. Extracts tiom the

Audited financial statements were attached tbr the Committee veriflcation.

This variance arose fiom a duplication error during the updating ofthe notes to the financial

statements which does not al'fect the face of the financial statements. The employee

payables ol' Ksh. 1,883.456 and Retention/Contract Deposits of Ksh.678,173 were

duplicated in the amount for other payables. See Appendix 2 (Extract of movement

schedule for the trade and other payables and Refundable deposits and prepayments

The variance arose due to a typographical error in the computation of the totals. The

discrepancy does not represent an additional expenditure but rather a clerical error in the

re-computation process. 'Ihe corrected figure is therefore Ksh. 55,199,506.

'fhe unreconciled variance of Ksh. 2,,398,586 arose fiom a typographical error in the total's

column of the Statement of Changes in Equity. The profit lbr the year was incorrectly

reflected in that column. although it was correctly recordcd under Retained Earnings.

consistent with the profit balance in the Statement ol' Prollt or Loss and Other

Comprehcnsive Income. This error, will be adjusted in the next financial statement ending

202512026.

Committee Observation

The Committee observed that ;-

i) the issue is partially addressed as management indicated clear accuracy and

compliance issues in its financial reporting. However, the management is

progressively committed to implementing corrective measures to prevent

recurrence ofsuch discrepancies in future reporting periods.

ii) The management provided documentary evidence to satisfactorily explain and

suppon thc reconciliation of the variancc ol'Kshs. 1.984.659.

Committee Recommendation

The Committee recommends that-

i. the Governor ensures that the Accounting Officer performs the necessary prior
year adjustments in the financial statements during the FY 202512026 audit

cycle;

ii. the Governor ensures that the Accounting Officer complies with section 149(2)

of the Public Finance Management Act, Cap. 4l2A regarding preparation and

management of financial and accounting records failure to which provisions of
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section 199 of the Public Finance Management Act on penalties for offenses

shall apply;

the Governor ensures that the Accounting Officer strengthens internal audit

controls and ensure proper record keeping;

the Governor ensures the Accounting Officer enhances the capacity of officers

preparing financial statements to comply with the accounting standards and

should further invest in technology and processes that reduce inaccuracies in

the preparation of financial statements; and

llt.

tv.

v the Governor ensures the Accounting Officer takes administrative action on

the officers within the Accounts and Finance department who fails to keep

complete financial records in accordance with their terms and conditions of
appointment or employment and as required by the Accountants Act, Cap. 534.

2. Unsupported Property, Plant and Equipment Balance

l'he statement of flnancial position reflects property, plant and equipment balance c

Kshs.47.465,444 as disclosed in Note 20 to the financial statements. However, the

recompute figure amounts to Kshs.47,256,169 resulting to an unreconciled variance of
Kshs.209,275. Further Note 20 to the financial statements reflects Kshs.189,099 in respect

of accumulated depreciation for computers and related equipment which varies with the

re-computed balance of Kshs.2,686.999. resulting in an unreconciled variance of
Kshs.2,497,900.

In addition, detailed schedule indicating description ofeach asset, location ofuse and value

was not provided for audit. The ownership documents for the land parcel on which the

Company sits and other facilities including boreholes and treatment plants were also not

provided lbr audit revieu.

In the circuntstances, the accuracy, completeness, valuation and ownership of property,

plant and equipment balance of Kshs.47,465,444 could not be confirmed.

Management Response

The property, plant and equipment was overstated by Ksh.209,275 and, Ksh. 2"497.900 in

respect of accumulated depreciation was understated. An adjustment of the same will be

I
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undertaken in the next financial statement ending 202512026. Copies of the amended

Property Plant and Equipment Schedule were provided fbr the Committee verification.

A detaile{ schedule indicating a description ofeach asset, location ofuse and value as per

the LAWASCO Consolidated Asset Register has been provided for your review.

The land parcel on which the Company sits and other facilities including boreholes and

treatment plants are waiting for titles though they are fall under allocated public lands

belonging to the County Government of Lamu. A copy of the [-and Status lteport was

provided for the committee verification.

Committee Observation

'fhe Committee observed that; -

i. I'he adjustments of the unreconciled variance of Kshs.209,275 between the amount

rellected in Note 20 to the financial statements and the recomputed balance will be

undertaken in 2025 I 2026.

ii. 'l'he management provided an updated schedule olassets and was confirmed by the

auditor. The transfer of the tittle deed of the land parcel on which the Company sits

and other lacilities including boreholes and treatment plants is underway. Due to

lack of fbrmal handover and ownership documents fiom the County Government

and the Coast Water Works Development Agenc,v. the accuracy and completeness

of the Company's entire asset base remains unconfirmed.

Comnrittee Recommendation

The Committee recommends that-

.

within sixty (60) days of the adoption of this report, the Governor, through the

CECM responsible for matters of water, engages the Coast Water Works

Development Agency to ensure that ownership documents are processed and

the assets are officially recognized in the Company's books. A progress report

on the status of these transfers should be submitted to the Senate within 90

days ofthe adoption ofthis report;

the Covernor ensures that the management of the water company ensures that

the valuation of all assets of the water company is fast-tracked and submits the

valuation report to the Auditor- Ceneral for verification. The Auditor general

to provide a status update on the matter in the subsequent audit cycle;
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upon completion of the transfer and valuation, the Accounting Officer should

prepare an updated asset registerwithin 60 days ofthe adoption ofthis report

and submit to the Senate and a copy to the Auditor General for verification;

the governor should ensure that the accounting officer undertakes adjustments

to the financial statements so as to reflect the true value of the assets and

auditor general should keep the matter in view in the subsequent audit cycle;

and

\, the Accounting Officer ensures that the water company maintains an up-to-

date asset register in accortlance with section la9(2Xo) of the Public Finance

Management Act Cap 4l2A and in the format prescribed by the Public Sector

Accounting Standards Board (PSASB), failure to which the provisions of
section 199 of the Public Finance Management Act, Cap.4l24 on penalties for
offences shall apply.

Other Matter

Unresolved Prior Year Audit Matters

In the prior year's audit report, several issues were raised under the Report on the Financial

Statements. Lawfulness and Effectiveness in Use of Public Resources and Effectiveness

on Internal Controls. Risk Management and Governance respectively. Review of the status

during audit of the Company in 202412025 revealed that the following eight (8) matters

remained unresolvedi

I

No Audit Issue

I Inaccuracies in the Financial Statements

2 Unsupporled Operating Revenue

-1 Unvalued Property, Plant and Equipment and Delayed Civil Works

4

Unresolved prior year audit matters

6 Non-Compliance With the Public Sector Accounting Standards Board

(PSASB) Reporting Requirement.

l Non-Revenue Water Management

8 Expired Water Sales Tariff

Management Response

Budgetary control and performance

5



l. Insccurscies in the Financiol Stalemenls

'fhe issues highlighted remain unresolved. All our accounting procedures and records are

currently manual due to lack of an integrated financial management information system.

2. Unsupported Operating Revenue

Management agrees that robust documentation is critical for transparency and

accountability in financial reporting.

Presently, all customer billing records are maintained in Excel worksheets; however,

Management is in the process of upgrading the Financial Management Information system.

including the integrated billing system, to cure the problem. An Excel worksheet that shows

the customer's name, meter number, and bitled record was submitted in sofl copy for the

Committee verifi cation.

3. IJnvslued Property, Plant and Equipment and Delayed Civil ll/orks

Land and Buildings of unknown values. The Following is a list of the lands and buildings

owned by LAWASCO.

No. REMARKSVAL
UE

STATUSSIZE/Q
UANTI
TY

LOCATIO
N/SITE

LI{ NO

LANDS
AWAITING
VALUATION

NO DEED

TITTLE
0.410 haLAMU

ISLAND
LAMU
BLOCK
I|il254

0.025 haLAMU
ISLNND

t,AMU
I]I,OCK
|1126

AWAI'TING
VALUATION

NO DEED

TITTLE
958 haLAMU

ISLAND
SI]ELLA
BLOCK
ilU9

AWAITING
VALUATION

TITTLE
ISSUED

0.397 haMOKOWEMOKOWE4

AWAIl'ING
VALUATION

NO DEED

TITTLE
0.5 haIIINDIBELEBEL

E

s

I]UILDINGS
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a
I LAMU

BLOCK
1t1254 G.L

LAMU 4.67m *

4.17m

NOT
DEMARCAT
ED

1 AWAII-IN(;
VN I-IJA-I'I()N

1

)

LAMU
BLOCKII/
t254

LAMU

I-AMI.J

14.79m
* 5.59m

9rn

4.9rrr

NOT
DEMARCAT
ED

I AWAII'ING
vn l.tJnl'loN

AWAI'I'IN(i
VN I,TJN'I'IoN

LAMU
BLOCK
1n254 G.L

NOT

DEMARCAT
ED

I

,l LAMU
BLOCK
llt254G.L

LAMU 9.5m*5
m

NO'f
DEMARCAT
ED

1 AWAITING
VALUATION

5 LAMU
BLOCK
wt9 G.L
BNO
MWD/LM
tJ/5

SHELI-A 9.lm *

4.55m

l-5.3nr*

5.2m

NOT
DEMARCAT
ED

I N WAI'I'IN(i
VN I,TJN I'IoN

6 LAMU
BI,OCK
IY19 G.L
BNO
MWD/LM
ul4

SI IELLA NOT

DEMARCAT
ED

I N WN I'I'IN(i
VN I,I]N'IION

1 LAMU
BLOCK
tvt9 G.L
B/t{o
MWD/LM
ut5

SHELLA 8.25m
*4m

NOT
DEMARCAT
ED

I AWAI'I'ING
VALUAI'ION

tt LAMU
BLOCK
vt254 G.L

LAMU 10.6m *

7.6n
NOT
DEMARCAT
ED

I AWAITING
VALUAl'ION

9 MWD/LM
u/r (NoT
SURVEYE

D)

MOKOWE 15.71m
*

12.53m

NOT
DEMARCAT
ED

I AWAITING
VALUATION

i
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The company owns 5 parcels of land on which nine buildings reside on out of which one

is titled, namely Mokowe water station. which is registered under the county Government

of Lamu. The Land is reserved for Mokowe water offices. Copies of Land Status Report

the Mokowe Title Deed were availed lbr the Committee verification.

. Delayed Civil Ll/orks

Pro.ject implementation experienced delays due to:

a. Floods that made the site inaccessible

b. Insecurity during the August 2022 General Election

c. Late disbursement of funds by the Water Sector Trust Fund

Despite these challenges, the project has now been completed. All Interim Payment

Certificates have been settled, with only 50% of the retention fee outstanding. This balance

will be released upon expiry of the liability period as stipulated in the contract. Copies of

the Dl'F IPC Payment Documents were availed fbr the Committee verification.

4. Budgetary control ond performonce

i. Budget undetfunding

'fhe underfunding of was primarily due to under collection- low revenue collection caused

by low production, interrupted water supply due to regular power outages and vandalism

at the wells. and high levels of non-revenue water. To mitigate this, the company has

undertaken the lbllowing measures:-

a) Improved billing efficiency including: monthly meter reading and serving or

replacement of stalled water meters

b) Solar power backup system for the pumping station

ii. Under-utilization of Receipts

The under-utilization of Ksh. 8,775,144 (13o/o ol actual receipts) is a result of an error of'

omission of depreciation and amortization expenses from the in-kind contribution

(Conditional grant) from the county government to supporl the SWASAP program under

Water Trust Fund projects. This amount was utilized as captured in the table below-;

SUMMARY OF COST ESTIMATES FOR PROJECT COMPONENTS
Budget (Ksh)Description
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1
I Supply and delivery of pumps and

accessories

1,276,696.00

LAMU COUNTY GOVERNMENT CONTRIBUTION FOR SWAWAP
PROJECTS FUNDED BY WSTF

2 Construction of Mpeketoni

Sanitation Facility
I)ublic 1,024,000.00

County contribution for the Kiunga

community conservancy project

3,t24,541.00

4 County contribution for the Pate Marine

Community Conservancy

3.349.907.00

TOTAL 8,775,144.00

Impact on Service Delivery

While the underfunding and under-utilization posed challenges, the company remains

committed to minimizing disruptions to service delivery. We are working on streamlining

operations and securing alternative funding.

5. Unresolved prior year audit matters

The audit report for the previous year highlighted several issues in respect ofthe financial

statements, lawfulness and eff'ectiveness of public resources. Management's report on tlre

progress made in resolving the issues as at 30th June,2024.

Management Response

a. Unsupported Revenue Collection

LAWASCO operates a fully cashless payment system, with customers remitting payments

via M-Pesa pay-bill or through LAWASCO collection accounts at Equify Bank and KCB.

Payment tracking is currently done using daily M-Pesa and bank statements, and no

physical receipts are issued, which creates a reconciliation gap.

Management through the planned automation of the billing system,, will engage the system

vendor to implement automated receipting integrating all payment platfbrms, ensuring

accurate and timely revenue reconciliation for both clients and LAWASCO.

b. Non-Remittance of mandatorv fees
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LAWASCO was experiencing financial challenges in the past years. However. currently.

the management is settling the mandatory statutory deductions. Appendix be (payment

vouchers)

c. Inconsistency in property. Plant and equipment

'l'he land valuation issue has been addressed in the valuation roll for the registered land and

fbr the unregistered land, the valuation witl be done by the government valuer who has

recently been posted to Lamu County. (Refer to Appendix 6b Lands Status Report)

d. Expired water sale tariff

Management has completed all necessary steps for tarifT renewal, including stakeholder

engagement and public consultations in accordance with WASREB guidelines. The new

tariff is now awaiting gazettement before implementation. Once gazetted, the tariff will

align with current economic conditions, ensuring adequate revenue generation to support

operational costs and service delivery. A copy of the Public consultation for tarilf review

notice and minutes were attached fbr the Committee verification.

e. Lack ofownership documentsfor assets.

Mokowe water station sits on a parcel of Land that is registered under the County

Government of Lamu. The Land is reserved for the Mokowe water Offices. The

management is following up on the final processing of the Title Deeds for the remaining

parcels of land.

The land valuation issues will be addressed in the valuation roll that is ongoing by the

Department of Lands and Physical Planning - County Government of Lamu.

f, Non-Revenue Vl/ater

This was because of the dilapidated inliastructure and the old town reticulation design that

made it difficult to install the district metering area to monitor zonal consumption. The

company operates on a combined system in the distribution network both pumping and

gravity, some customers are connected directly to the mainline from the production point

this contributed to difficulty in establishing our water balance and pressure management in

our water supply.

The Management came up with a Non-Revenue Water reduction plan by doing thorough

surveillance in all the zones to capture all illegal connections and penalize whoever is

connected illegally. The Management has also ensured that all bursts and leakages are

repaired in good time to avoid further losses and meters have been procured to deal wilh

stalled and damaged meters which also contribute to the high levels of non- revenue water.
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The above measures have successfully reduced NRW from 53oh to 45%. The above

measures have successfully reduced NRW from 53oh to 45o/o, as evidenced in the Non-

Revenue Water Plan.

6. Non-Complisnce with Public Sector Accounting Standards Boord Guidelines

The table of contents page numbering issues, foot notes to the statement of budget and

actual amounts providing explanations for variations in excess of ten percent (10%) and

Note 20 to the financial statement reflecting property, plant and equipment schedule with

the total column was not visible have been resolved.

7. Non-Revenue ll/ater Management

The implementation of the Non-Revenue Water reduction plan has lowered the non-

revenue water levels from 53oh in the last financial year 202312024 to 45yo in the year

under review.

8. Expired llater Sales Tariff

Management has completed all necessary steps for tariff renewal, including stakeholder

engagement and public consultations in accordance with WASREB guidelines. The new

tari[f is norv awaiting gazctten]enl bcforc implementation. Once gazetted. the tariff will
align with current economic conditions. ensuring adequatc revenue generation to support

operational costs and service delivery. Copies of the Public consultation for tariff review

notice and minutes were attached for verification.

Committee Observation

The Committee observed that the management of the water company is progressively

implementing the recommendations of the auditor general and the committee on the prior

year issues.

Committee Recommendation

The Committee recommends that-

the Accounting Officer should resolve any issues resulting from an audit

that remains outstanding as required by section 149(2Xl) of the Public

Finance Management Act, Cap. 412A, failure to which the provisions of
section 199 of the Public Finance Management Act on penalties for offences

may apply; and
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lt. the Governor ensures the accounting officer submits a detailed status report

on the mitigation measures taken to resolYe prior year matters within 60

days ofthe adoption ofthis report.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN THE USE OF PUBLIC

RESOURCES

Basis for Conclusion

l. Ineffective Non-Revenue Water Management

The statement of profit or loss and other comprehensive income reflects operating revenue

totalling Kshs.23,680,490 and as disclosed in Note 6 to the financial statements, which

includes Kshs.21,649,800 in respect to water sales. Review of water production records

revealed that the Company produced four hundred and eighty-five thousand two hundred

and fbrty-three (485,243) cubic meters of water during the year under review. out of which

two hundred and sixty-eight thousand three hundred and eighty-four (268,384) cubic

meters (or about 55%) were sold to consumers.

'l'he variance ol'two hundred and sixteen thousand eight hundred and lifiy-nine (2 16,859)

cubic meters ol'water (or 45%) which translates to Kshs. 17.493,420 represents non-

rcvenue water, which is above the acceptable threshold of l2%o set by the Water Service

I{egulatory Board (WASREB) by 33o/o or Kshs.12.828,508.

In the circumstances, the non-revenue water reduction measures were not effective during

the year under review and Management was in breach of WASREB guidelines.

Management Response and Action Plan

The dilapidated infrastructure and the old town reticulation design make it difflcult to

install the district metering areas to monitor zonal consumption. The company operates on

a combined system in the distribution network both pumping and gravity, some customers

are connected directly to the mainline from the production point this contributed to

dif'liculty in establishing our water balance and pressure management in our water supply.

1'he Management has also ensured that all bursts and leakages are repaired in good time to

avoid f'urther losses and meters have been procured to deal with stalled and damaged meters

which also contribute to the high levels of non-revenue water. l'he above measures have

successf'ully reduced NRW fiom 53ohto 45o/o.

Com mittee Observations

The Committee observed that the query remains unresolved for the following reasons-
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i. the water company register high Non-Revenue Water of 45Yo, that is, 20 percentage

points above the sector benchmark of 25oh as per Water Services and Regulatory

Board (WASREB) Guidelines;

ii. Non-Revenue Water may arise from either commercial losses or physical losses.

However, the water company did not provide a detailed breakdown to illustrate the

contribution of each category to the overall Non-Revenue Water;

iii. There was notable improvement on the NRW levels attributed to measures put in

place by the water company to address the Non-Revenue Water which have

successfully reduced from 53Yo to 45o/o thereby improving service delivery and

revenue collection.; and

iv. this high level of Non-Revenue Water largely contributed to the Company's revenue

shortfall and budgetary underperformance, as well as the material uncertainty

relating to a going concern.

Committee Recommendations

The Committee recommends that-

i. the Governor should ensure that the Accounting Officer puts in place

comprehensive measures to mitigate on the Non-Revenue Water, that is'

both physical and commercial losses. The measures to include replacement

of old age dilapidated infrastructure, installation of smart meters for
accurate billing and the application of Geographical Information System

(GIS) to receive real-time data for the detection of bursts and leakages

among other measures;

ii. the Governor ensures that the Accounting Officer segregates NRW to both

Physical or Commercial so that the water company can ascertain and

identify specific mitigating measures to effectively address and reduce the

NRW levels; and
iii. the County Government to collaborate with the Ethics and Anti-Corruption

Commission to ensure pre-emptive measures are put place to reduce cases

oftheft and illegal connections.

iv. the Auditor-General to monitor implementation and effectiveness of the

measures put in place to mitigate on the Non-Revenue Water and report in
the subsequent audit cycle.

2. Expired Water Sales Tariff

The statement of profit or loss and other comprehensive income reflects operating revcnuc

o1'Kshs.23.680.490 as disclosed in Note 6 to the financial statements. However. the rvater

tarill'uscd in billing custonlers has been in usc since 3l .luly. 2011 and expired on 3l July.
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2020. Although Management had commenced the tariff renewal process, the same had not

been completed as at the time of audit in October,2025.

In the circumstances. the expired tariff does not align with the current economic reality and

has suppressed sales revenue. Further, Management was in breach of the law and the

Company may not recover its operational and maintenance costs.

verillcation.

Committee Observation

'l'he Committee observed that the management had completed all necessary steps fbr tariff
renewal, and the tariff is now awaiting gazettement, by WASREB, before implementation.

Committee Recommendation

The Committee recommends that the matter be marked as resolved.

3. Non-Compliance with Public Sector Accounting Standards Board Guidelines

Iteview of the annual report and flnancial statemenls revcaled the lbllowing noll-

cornpliance issues with the Public Sector Accounting Standards lloard (PSASB) financial

reporting template;

i. The Head of Finance's ICPAK Membership Number is not indicated;

ii. The financial statements contain information indicated as xxxx instead of the actual data.

numbers or inlbrmation. The incomplete information is inconsistent with the reporting

template.

In the circumstances, the financial statements do not comply with the PSASB requirements.

Management Response

'l'he management is committed to complying with the Kenya Public Sector Accounting

Standards Board recluirements.
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Management's Response

Management has completed all necessary steps tbr taritf renewal. including stakeholder

engagement and public consultations in accordance with WASREB guidelines. The new

tariff is now awaiting gazettement, by WASREB, before implementation. Once gazetted.

the tariff will align with current economic conditions, ensuring adequate revenue collection

to support operational costs and service delivery. A copy of the Public participation lbr

taril'f review notice and minutes fbr public participation was availed for the Committee



Committee Observations

The Committee observed that the management is committed to complying with the PSASB

guidelines in preparation of financial statements.

Committee Recommendation.

The Committee recommends that ;-

i) the Governor ensures that the Accounting Officer puts in place measures to

ensure that the the financial statements are prepared in accordance with
the prescribed reporting template as required by the PSASB guidelines;

and
ii) The Auditor-General to keep this matter in view in the subsequent financial

year audit process, to confirm compliance to the prescribed PSASB

guidelines in preparation of financial statements.

REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK
MANAGEMENT AND GOVERNANCE

Basis for Conclusion

Inability to Bill all Water Customers

The Company had a total customer population of five thousand one hundred forty (5,140)

as at 30 June, 2025, which includes two thousand three hundred and eight-five (2,385) and

two thousand seven hundred and fifty-five (2,755) active and dormant customers

respectively. Further. of the active customers, only one thousand nine hundred thirty-one
( 1.931 or 8l%) were billed on a monthly basis. In addition. the billing process was manual

as it involved meter readers who had to record physical confirnr water consumption. record

in data sheets and update the billing system.

In the circumstances, the effectiveness of internal controls, risk management and

governance on water billing system could not be confirmed.

Management Response

The billing system is currently manual. which limits the ability to generate fully verifiable

supporting documentation for all billed amounts. Management is planning to automate the

billing system. A copy of the Cut-On Request- (C.O.R) Report was attached for the

Commiftee verifi cation.

Committee Observations

20
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'lhe Committee noted that the management provided a satisl-actory explanation to the

query. and provided Cut-On-Request report to support its plan to automate its billing

system.

Committee Recommendation.

The Committee recommends that the matter be marked as resolved.



CHAPTER TWO: MUNICIPALITY
2,1. REPORT ON THE AUDITED FINANCIAL STATEMENTS

MUNICIPALITY OF LAMU FOR THE FINANCIAL YEAR 2024/2025

The Govemor of Lamu County. Hon. Issa Timamy. EGH,, appeared before the Committee

on Thursday, I 9th Janua ry. 2026 to respond (under oath) to audit queries raised in the

report of the Auditor-General on financial statements for the Municipality of Lamu for

fi nancial y ear 2024 I 2025 .

The Governor was accompanied by the following officers;-

l. Amb. Ali Abbas- County Secretary

2. Mohamed Ali- CECM Finance and Economic Planning

3. Salma Osman- Chief Officer Finance

4. Mohamed Abbas- Director Accounting Services

5. Abdulswamadu A. Ali- Municipal Manager

6. Ali Sheyumbe- Municipal Accountant

REPORT ON THE FINANCIAL STATEMENTS

The Auditor-General rendered Qualified opinion on the flnancial statements

Municipality of Lamu for the period under review on the following basis -
I naccurate Expenditure

The statement of flnancial performance reflects expenditure totaling Ksh. 5.606.514.

Review of records revealed that municipality payments totaling Ksh. 79.362,954 were

processed through the Integrated Financial Management System (IFMIS) under vote 3229-

3229000101-00001001-0101013210. However, the expenditure was not included in the

expenditure of the Municipality. and Management avers that the Municipality was not

operating as an independent reporting entity and functioned as a department within the

County Executive.

In the circumstances, the accuracy and completeness of expenditure totaling Ksh.

5,606,514 could not be confirmed.

Management Response

During the financial year under review, the Municipality of Lamu was not operating as an

independent reporting entity, but functioned as a department within the County Executive.

All expenditures processed through IFMIS amounting to Ksh. 79.362.954 were recognized

and disclosed in the County Executive Statement of Financial Performance. The

expenditures amounting to Ksh. 5,606,5 l4 disclosed in the Municipality of Lamu Financial

Statements relate to Kenya Urban Support Programme (KUSP) funded activities which are

ot'
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accounted fbr and reported separately. In the current financial year, the Municipality has

initiated the process of onboarding onto the IFMIS plattbrm to enable independent budget

execution and financial reporting.

Committee Observations

The Committee observed that the query remains unresolved as the Municipality's

expenditure was not fully and independently captured in its own financial statements.

leading to significant variances and a lack oftransparency in independent reporting.

Committee Recommendations

The Committee recommends that-

ll.

tlt.

tv.

within sixty (60) days of the adoption of this report, the Governor of Lamu

county, through the Board of the Municipality ensures the Integrated

Development and Economic Plan and the Integrated Strategic urban

Development Plan (ISUDP) for the Municipality is put in place in line with

section 20(lXc) of the Urban Areas and cities Act, Cap.275;

the Governor of Lamu County takes all the necessary steps to ensure the

Municipality achieves full operational independence in accordance with

sections l2 (management independence), 20 (functional independence), 45

and 46 (financial independence) of the Urban Areas and cities Act, cap.275

and the Auditor General to verify the irnplementation of this

recommendation in the next audit cycle;

the Governor should ensure by the commencement of the financial year

2026/2027 that the municipatity is fully operationalized in line with its

delegated functions as gazetted by the county government; and

the municipality is adequately funded in accordance with section 172 of

Public Finance Management Act,2012 and the Auditor to keep this matter

in view and rcport in the subsequent audit cycle.

EMPHASIS OF MATTER

l. Budgetary Control and Performance

'fhe statement of comparison of budget and actual amounts rellects final revenue budget

and actual on comparable basis of Ksh. 32,3 I 0, I 00. However, the Municipality spent Ksh.

2.459,382 against actual receipts of Ksh.32,310,100, resulting in under-utilization of Ksh.

29.850.71 8 or92%o ofthe total revenue received. The under-utilization affected the planned

activities and may have impacted ncgatively ott scpvice delivr'r)' t. th"
APERS LAID I_-----l
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Management Response

The under-utilization of funds was primarily due to delayed disbursement. which was

released on 4th luly 2025. Although the Municipality had an approved budget. the late

release of funds left inadequate time to complete procurement processes and execute the

planned activities.

Com mittee Observations

The Committee observed that the query remains unresolved as there was a budgetary

under-utilization ol 92o/". significantly hindering service delivery. This was primarill'
attributed to delayed fund disbursements.

Committee Recommendations

The Committee recommends that;-

llt.

The Governor ensures the Accounting Officer strictly complies with section

149(2) (h) and (i) of the Public Finance Management Act, Cap.4l2A and the

standards prescribed by the Public Sector Accounting Standards Board under
IPSAS 24 on the presentation of budget information in the financial statements

for an entity that prepares their financial statements under the accrual basis of
accounting, failure to which the provisions of section 199 of the Public Finance

Management Act on pcnalties for offences shall apply;

The Governor ensures the Accounting Officer to comply with regulation 42(l )
(b) of the Public Finance Management (County Government) Regulations,

2015 on exerting budgetary control measures, failure to which the provisions

of section 199 of the Public Finance Management Act on penalties for offences

shallapply; and

The Governors ensures the Board of Directors institutes proper and realistic
budget planning as well as measures to enhance its own generated revenue'

such as review of tariffs, connection of more customers and automation to

address revenue leakages. The Auditor-General to confirm the effectiveness of
the mitigating measures put in the water company and report in the subsequent

audit cycle.

OTHER MATTER

Unresolved Prior Year Matters
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In the prior year audit report. issues including undisclosed property, plant and equipment,

lack of operational independence of the Municipality. and irregular contract for zoning

standards, regulations, and guidelines remained unresolved during the 202412025 audit.

Management Response

Management responded as fbllows -
-Undisclosed Property, Plant and Equipment: The Municipality formally initiated

the asset transfer process. and title deeds were issued in favor of the Municipality in

June2025. Full regularization is pending the processing ofstatutory transfer charges

once the financial system is operational.

-Lack of Operational Independence: Management refers to its response regarding

IFMIS onboarding.

-Irregular Contract for Zoning: The Zoning Standards, Regulations, and Guidelines

have been reviewed, regularized, and formally approved by the County Assembly.

Committee Observations

'l-he Committee observed that while progress has been made, particularly regarding assst

registration and zoning regulations. the query remains partially unresolved as the full

regularization ofassets and operational independence are still pending.

Committee Recommendations

The Committee recommends that-

ll.

the Accounting Officer should resolve any issues resulting from an audit

that remains outstanding as required by section 149(2)(l) of the Public

Finance Management Act, Cap. 412A, failure to which the provisions of

section 199 of the Public Finance Management Act on penalties for offences

may apply; and

the Governor ensures the accounting officer submits a detailed status report

on the mitigation measures taken to resolve prior year matters within 60

days ofthe adoption ofthis report.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN THE USE OF PUBLIC

RESOURCES

Pursuant to Article 229 (6) of the Constitution, the following matter formed the basis for

the conclusion that public resources were not applied lawfully and effectively -
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Lack of Operational Independence of the Municipality

Review of records revealed that Municipality functions were undertaken by the department

of Lands, Physical Planning. Urban Development, and Infrastructure of the Lamu County

Executive on behalf of the Municipality. This was contrary to Section 170 of the Public

Finance Management Act.2012. which mandates the Accounting Officer for an urban area

to be responsible and accountable to the County Assembly for financial management. In

the circumstances, Management was in breach of the law.

Management Response

Management acknowledges the audit observation and notes that while the legal framework

is in place. the Municipality has not been provided with an independent II'MIS platform.

As a result, expenditure was temporarily processed through the Counfy Executive

department to maintain oversight and documentation. Management is actively engaging

the National Treasury for formal IFMIS onboarding.

Committee Observations

The Committee observed that the issue is not addressed as thc continued perfbrmance ol
municipal functions by the County Executive undermines the legal and operational

autonomy of the Lamu Municipality.

Committee Recommendations

The Committee recommends that ;-

i. within sixty (60) days of the adoption of this report, the Governor of
Lamu County, through the Board of the Municipality ensures the

Integrated Development and Economic Plan and the Integrated Strategic

Urban Dcvelopment Plan (ISUDP) for the Municipality is put in place in

line with section 20(l)(c) of the Urban Areas and cities Act, Cap.275;

ii. the Governor of Lamu County takes all the necessary steps to ensure the

Municipality achieves full operational independence in accordance with
sections l2 (management independence), 20 (functional independence),

45 and 46 (financial independence) of the Urban Areas and Cities Act,

cap.275 and the Auditor General to verify the implementation of this

recommendation in the next audit cycle;

iii. the Governor should ensure by the commencement of the financial year

202612027 that the municipality is fully operationalized in line with its
delegated functions as gazetted by the county government; and

L
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tv. the municipality is adequately funded in accordance with section 172 of

Public Finance Management Act, 2012 and the Auditor to keep this

matter in view and report in the subsequent audit cycle.



CHAPTER THREE: HOSPITALS

3.I. REPORT ON THE AUDITED FINANCIAL STATEMENTS FOR LAMU
COUNTY REFERRAL LEVEL 4 HOSPITAL FOR THE FINANCIAL YEAR
2024t2025.

The Governor of Lamu County, Hon. Issa Timmamy, EGFI appeared before the Committee

on Thursday,2lst January,2026, to respond (under oath) to audit queries raised in the

report of the Auditor-General on financial statements for the Lamu County Referral Level

4 Hospital for the Financial Y ear 202412025 .

The Governor was accompanied by the fbllowing officcrs-

l. Amb. AliAbbas- Counfy Secretary

2. Mr. Mohamed Ali- CECM Finance and Economic Planning

3. Mrs. Salma Osman- Chief Officer Finance

4. Mr. Mohamed Abbas- Director Accounting Services

5. Mr. Michael Muloki Mugo- Hospital Administrator
6. Mr. Abdulkadir Omar- Medical Superintendent

l. Inaccuracies in the Statement of Financial Performance

The statement of financial performance reflects revenue Kshs. 146,035,546 and

Kshs.122.154,673 respectively. Review of the statement revealed the following:

i. l'he suppofting schedule for six (6) revenue and expenditure items reflects

uncxplaincd variances in amounts from those rellected in the statement ol'

financial performance as indicated in the table below:

Particulars Statement of
Financial
Performance
(Ksh)

Supporting
Schedules
Amount
(Ksh)

Management Response

Transfers from
County
Government

r 0,000.000 0 r 0.000.000 Transfer of Kes 10.000.000
from the County
Government was initiated
towards the end of the
financial year 24125. thus
reflecting in the hospital
revenue account in .lu11'

2025.
In-Kind
Contributions
from County
Government

49.462.885 7.283,404 42.179,,481 Please find the updated
ledger of in-kind
contributions from the
county government
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amountlng
49,462,885

to Kes

Medical
Service Income

Iimployee
Costs

86.512.661 86.099.489 Please flnd the uPdated

ledger ol' Incdiclrl sct'r icc

incorne antounting ttl Ke s.

86 572,661
Please find the uPdated

ledger of Employee Costs

amounting to Kes.

925 856. A endix I cl

40,925,856 5.875,091 35,050,765

Depreciation
and
Amortization

1.664,777 1.460.978 Please find the updated

ledger of depreciation and

amortization amounting to

KES 1,664.777

General
Expenses

26,240,086 8,255,50434,495,590

34 493.589.65

Management Responses

This is an error of transposition of figures. The correct depreciation and amortization

expense is Ksh. 1,687,421 and not Ksh. 1,664,777 as reflected in the statement, resulting

in an unexplained variance of Ksh. 22,644. The error will be corrected in the prior year

adjustnlent.

ii. '['he statement reflects total revenue of Ksh.s. 146.035.546 whereas thc

statement of comparison of budget and actual arnounts rcflects actual receipts

totaling Kshs.96,148,487 resulting to unreconciled variance of Kshs.49.,887,059'

In the circumstances, the accuracy and completeness of the statement of financial

pcrlbrmance could not be confirmed.

Management Response

Statement of Financial Performance is based on accrual basis while comparison of budget

and actual is cash basis. The variance of Ksh. 49,887,059 relates to in-kind contributions

Amount disclosed in the

amended financial
statement ended 30'h June

2025 rvas Ksh 34.493-589.65

and not 34.495.590. I'lcase

find the updated ledger with
respect to general exPenses

amounting to Ksh
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Iiom the County Executive. These contributions were not disclosed in the statement ol
comparison ofbudget and actual arnounts since the budget is based on actual cash revenue

collected quarterly.

Committee Observation

The Committee observed that the management provided the updated ledgers to support the

various variances, and committed to correcting the transposition of Ksh 22.,664 in the prior

year adjustments.

Committee Recommendations

The Committee recommends that;-

lt,

r.

lt'.

The Governor ensures that the Accounting Officer complies with section

149(2)(b) of the Public Finance Management Act, Cap.4l2A and section

47(2) of Public Audit Act, Cap.4l2B in the preparation and management of
financial and accounting records, failure to which the provisions of section

62 of the Public Audit Act, Cap.4l2B and section 199 of the Public Finance

Management Act, Cap.4l24 on penalties for offences shall apply;

the National Treasury should cnhance awareness and training on changes

made to the accounting standards to all public officers handling financial
matters in Counties;

the Governor ensures the Accounting Officer strengthens internal arrdit

controls and ensures proper record keeping in line with section 155 of the

Public Finance Management Act, Cap.4l2A and submit a quarterly report
to the County Treasury and the Controller of Budget in accordance with
section 168(3) of the Public Finance Management Act, Cap.4l24, failure to
which the provisions of section 199 of the Public Finance Management Act,
Cap.4l2A on penalties for offences shall apply;

the Governor ensures that the Accounting Officer enhances the capacity of
in-post officers preparing financial statements to comply with the Public
Sector Accounting Standards and should further invest in technology to

enhance efficiency and improve the accuracy of financial statements; and

the Accounting Officer ensures that prior year adjustments are carried out
in the company's financial statements of the subsequent year to correct the

errors to reflect the true financial position of the company.

v

2. Inaccuracies in the Statement of Comparison of Budget and Actual Amounts
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'fhe statement of comparison of budget and actual amounts reflects revenue from rendering

of services (medical service income) totalling Kshs.86,572,661 while the statement of cash

llows reflects a colresponding amount of Kshs.68,107,609 resulting to unexplained

variance of Kshs. I 8,4 65,052.

In addition. the statement of comparison of budget and actual amounts reflects budget

carryovers from previous year of Kshs.21,250.666 while the opening cash and cash

equivalents balance is Kshs.25,939.803 resulting to unreconciled variance of
Kshs.4,689,137.

In the circumstances, the accuracy and completeness of the statement of comparison of
budget and actual amounts could not be confirmed.

Management Response

fhe variance of Ksh 18,465,052 represents accounts receivable from non-exchange

transactions, which do not form part ofcash and cash equivalents. The opening cash and

cash equivalents balance ofKshs.25,939,803 includes balances in revenue, operations and

M-Pesa pay bill accounts.

Committee Observation

'Ihe Committee observed that the query is partially addressed as the Accounts receivablcs

liom non-exchange transactions balance is Kshs. 11,222.547. while the managelnent

submitted bank reconciliation statement extract to suppott the balance in operations

account and M-pesa pay bill of Kshs.4.689,137 only.

Committee Recommendations.

the Governor takes appropriate administrative action on responsible officers

within the Accounts and Finance department who fail to keep complete

financial records in accordance with section 156(l) of the Public Finance

Management Act, cap.4l2A and in line with their terms and conditions of
appointment or employment, failure to which the provisions of section 199 of
the Public Finance Management Act, Cap.4l2A on penalties for offences shall

apply. Further, the Governor submits a status update report of the

administrative action taken to the Senate within 60 days of the adoption of
this report;
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ii. the Governor ensures that the Accounting Officer should comply with section

149(2Xb) of the Public Finance Management Act, Cap.412A and section 47(2)

of Public Audit Act, Cap.4l}B in the preparation and management of
financial and accounting records, failure to which the provisions of
section 62 of the Public Audit Act, Cap.4l2B and section 199 of the Public

Finance Management Act, Cap.4l2A on penalties for offences shall apply;

and

iii. the Governor ensures the Accounting Officer should strengthen internal
audit controls and ensure proper record keepingin line with section 155 of
the Public Finance Management Act, Cap.4l2A and submit a quarterly
report to the County Treasury and the Controller of Budget in accordance

with section 168(3) of the Public Finance Management Act, Cap.4l2A, failure
to which the provisions of section 199 of the Public Finance Management Act,

Cap.4l2A on penalties for offences shall apply.

3. Inaccuracies in the Statement of Financial Position

The statement of financial position reflects a net assets balance of Ksh. 57,685.560. Review

of records revealed the following:

i. Unsupported Receivables from Exchange Transactions Balance

'l'hc statenrcnt rellccts reccivables fiorn cxchangc transactions balance of Kshs. 18.630.946

as disclosed in Note 29 Io the flnancial statements. l{owever, the movement schedule

indicating the opening balance and claims made in the year against corresponding receipts

to arrive at the balance were not provided for audit.

Management Response

Find the summary of Account Receivables movement schedule in respect to NHIF. SHA

& CIC as indicated below:

Account Receivables Analvsis
1 128 900

SI IA l0 020.138
908.65CIC

r 8.630 946.65
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Copies of the Receivable Report ledgers were attached for the Committee verification.
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Committee Observations

The Committee observed that the summary and schedule provided fbr veriflcation

Com mittee Recom mendation

The Committee recommends that the matter be marked as resolved.

ii. Unsupported Inventories Balance

'lhe statement reflects inventories balance of Kshs.7,240,238 as disclosed in Note 3l to the

financial statements. However, the movement schedule indicating opening balance.

purchases and usage ofinventory during the year under review was not provided for audit.

In addition, no records ofexpired drugs or their values were also provided for audit.

Management Response

'l'he Stock Status Report showing thc closing balancc as ol' lst July. 202-5. Attachcd

Appendix IV.

We clarify that since the inception of the Facility Improvement Fund (FIF) procurement

liamework. Lamu County Refenal Hospital has not recorded any expired drugs or medical

commodities procured using FIF funds.

Committee Observations

'the Committee observed that the summary and schedule provided fbr verification.

Committee Recommendation

The Committee recommends that the matter be marked as resolved.

iii. Unconfirmed Property, Plant and Equipment Balance

The statement retlects a balance of Kshs.4,295,533 in respect to property, plant and

equipment as disclosed in Note 32 to the tinancial statements. However, Management did

nor disclose the value of buildings and the land on which the Hospital is built. In addition,

orvnership documents including allotment letters and land title deeds were not provided for
audit review.

In the circumstances, accuracy and completeness of statement of financial position could

not be confirmed.

Management Response r
----.--'---
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The Hospital currently occupies land and buildings that legally remain under the ownership

of the County Government. As such. the Hospital does not hold ownership documents.

including allotment letters or title deeds.

The property, plant and equipment balance of Ksh. 4,295.533 declared is what the Hospital

owns.

Committee Observations

The Committee observed that management has an asset register. However, acquisition ol'

ownership and valuation of assets has not been done. The management is in the process of
valuing its land, and buildings. before onboarding them in the financial statements.

Committee Observations

The Committee observed that the summary and schedule provided for verification.

Committee Recommendation

The Committee recommends that the matter be marked as resolved.

Emphasis of Matter

Budget Control and Performance

The statement ofcomparison ofbudget and actual amounts reflects the final revenue budget

and actual on a comparable basis of Kshs.96,148.487, a 100oh utilization of the budget.

Similarly. the Hospitalspent Kshs.72,691,788 against actualreceipts of Kshs.96.148,487

resulting to an under-utilization of Kshs.23.4 56.699 or 24oh of actual receipts.

The under-utilization affected the planned activities and may have impacted negatively on

service delivery to the public.

Management Response

-lhc 
balance ol'Ksh. 23.456,691) comprises of both Quarter funds which are ordinarily

utilized in Quarter one ol'subsequent Financial Year and r.rnr.rtilized balances arising tiom
payments yet to be finalized including commitments lbr goods and suppliers pending

delivery.

Committee Observations

The Committee observed that the management had an under-utilization of Kshs.23.456.699

or 24o/o of actual receipts.

Committee Recommendations
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The Committee recommended that ;-

i. The Governor ensures the Accounting Officer strictly complies with

section 149(2) (h) and (i) of the Public Finance Management Act, Cap.

4l2A and the standards prescribed by the Public Sector Accounting

Standards Board under IPSAS 24 on the presentation of budget

information in the Iinancial statements for an entity that prepares their

financial statements uncler the accrual basis of accounting, failure to

which the provisions of section 199 of the Public Finance Management

Act on penalties for offences shall apply;

ii. The Governor ensures the Accounting Officer to comply with regulation

42(l) (b) of the Public Finance Management (County Government)

Regulations, 2015 on exerting budgetary control measures' failure to
which the provisions of section 199 of the Public Finance Management

Act on penalties for offences shall apply; and

iii. The Governors ensures the Board of Directors institutes proper and

realistic budget planning as well as measures to enhance its own

generated revenue, such as review of tariffs, connection of more

customers and automation to address revenue leakages. The Auditor-
General to confirm the effectiveness of the mitigating measures put in the

water company and report in the subsequent audit cycle.

0ther Matter

Unresolved Prior Year Matters

In the prior years'audit reports, several issues were raised under the Report on Financial

Statements, Report on Lawfulness and Effectiveness in Use of Public Resources, and

Report on Eff-ectiveness of Internal Controls, Risk Management and Governance. Review

of the status during audit of the Hospital in 202412025 revealed that the following five (5)

issues remained unresolved:

No Financial
Year

Inefficiencies in Manual Revenue Collection S

I

)

J

202312024

2023t2024

Failure to Remit Thirty Percent (30%)

Services Accounts

to County Health

uatc Stal'llll ol'l lospitalI nade

Shorta e in bed Ca aclt

Inade ment and Machinesuate Hos ital E ul

I..1 2023t2024
5

6 202312024
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Management Response

No Financial
Year

Audit Issue
Management Responses

I 202312024

Inaccurate
Income

The Hospital is undertaking reconciliation of the
manual collection against the Mpesa Collection.
KES 28,263,676.00 were NHIF claims paid and

received while KES 35,046,263 was NHIF
capitation based on registered population
expected to receive serviccs from the faciliti,.

2 2023t2024 Irailure to
remit Thirty
Percent
(30%) to
County
Health
Services
Accounts

The revenuc collection is not cnough to support
budgetary needs for the Lamu County Ret'erral
Hospital. In the meantime, the hospital supports
management functions and primary health
services such as facilitating outreaches. support
for blood donation drives, and supports primary
health services through provision of health
commodities.
The 300h that has been found to be a large
percentage and hence need for the amendment of
the FIF Act is in progress.

3 The hospital is committed to achieving the

recommended staffing levels but faces challerrges
due to budget constraints and wage bill
limitations. The Management recruited
additional health workers in FY 24125.

1 2023t2024 The Hospital had expansion program and

construction of additional wards. Hence. the
management reduced the deficit number of beds

after construction of private and ICU wards.

5 202312024 The Hospitalhas wo (2) resuscitative- one (l) in
the Labour ward and another one (l) in theatre.
The hospital has five (5) functional dialysis
machines. A six (6) beds ICU has been

operationalized. In addition. the County has

procured additional medical equipment for the
Flospital.

6 202312024 Management is now using an automated cashless

revenue collection system. (See Appendix viii) -
Report of revenue collection
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Committee Observations

The Committee observed that the hospital is progressively implementing the

recommendations of the auditor general and the committee on the prior year issues.

The Committee recommends that-
i. the Accounting Officer should resolve any issues resulting from an

audit that remains outstanding as required by section la9(2xl) of
the Public Finance Management Act, Cap. 412A, failure to which

the provisions of section 199 of the Public Finance Management Act

on penalties for offences may apply; and

ii. the Governor ensures the accounting officer submits a detailed

status report on the mitigation measures taken to resolve prior year

matters within 60 days of the adoption of this report'

Basis for Conclusion

l. Failure to Remit Thirty Percent (30%) to County Health Services Accounts

'fhe statement ol' financial performance reflects revenue from exchange transactions

amounting to Kshs.86.512,661 being income lrom rendering of medical services. It was

hgwever observed that the hospital management did not remit 30% of the revenue to the

county health services accounts.

This is contrary to section 24 (S) of the Lamu County Health Facility Improvement

Financing Act,2023 which states that except for Level 2 and 3 Hospitals, all other entities

shall upon preparing quarterly budgets appropriate thirty percent (30%) of the budget to

the County hcalth services accounts to facilitate health management firnctions, primary

health care services. atrd cornmurtity health serviccs.

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

Management Response

'fhe relenue collected by the Hospital is not even enough to meet its own budgetary needs

lrence the inability to transf'er 30oh to the County Health Services Account. In order to

ensure.

Committee Observation

The Committee observed that the section 24 (8) of the Lamu Counly Health Facility

Improvement Financing Act,2023 contravenes the national Facility Improvement Act.

Corn mittee Recommendations
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The Committee recommends that-

2. Role of Hospitals in Universal Health Coverage

2.1 Inadequate Staffing of the Hospital

Review of records provided revealed that the Hospital had forty-one (4 l) technical staff
against the recommended two hundred and nineteen (219) resulting to a deficit of one

hundred and seventy-eight staff ( I 78).

Management Response

The hospital is committed to achieving the recommended staffing levels but faces

challenges due to budget constraints and wage bill limitations. The Management recruited

additional health workers in F'Y 24125 and job advert on 20th December We remain

committed in improving staffing levels in line with the operational requirement.

2.2 Shortage In Bed Capacity

Records provided for audit indicates the Hospital had a total bed capacity ofone hundred

(100) instead ofthe recommended one hundred and fifty (150) beds leading to a shortage

of fifty (50) beds or thirty-three percentage (33%).

Management Response

The number of beds has increased due to the introduction of private wards having seven

(7) beds and an ICU with six (6) beds, respectively.
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i. the Governor ensures that the Hospital immediately ceases the transfer of FIF

revenues to the County Revenue Fund Account and complies fully with section

5 of the Facility lmprovement Financing Act, Cap.277;

ii. the Governor ensures that the standing bank order facilitating the

unauthorized transfers is cancelled immediately and evidence of cancellation

submitted to the Senate within 30 days of the adoption of this report;
iii. the Governor ensures that the CECM Health Services initiates the process to

amend the Lamu County Health Facility Improvement Financing Act,2023,
Counfy Assembly, to be in line with Section 5 of the Facility Improvement

Fund Act Cap as read together with Section 7 of the Act.

iv. the Governor ensures that all FIF funds improperly transferred to the County

Revenue Fund are returned to the Hospital's FIF operational account within
30 days ofthe adoption ofthis report; and

v. the Auditor-General keeps the matter in view in the subsequent audit cycle

and reports on compliance with the FIF Act,2023.



2.3 Inadequate Hospital Equipment and Machines

It was also observed that the Hospital had one ( I ) resuscitator in Labour ward against the

recommended two (2) representing fifty percent (50%) deficit. There were no functional

ICU or High Dependence Unit (LIDU) beds against the recommended six (6) for each of

them. This was because the ICU Department was not operational. 'l'he Ilospital also has

four (4) dialysis machines against the recommended flve (5) representing twenty percent

(20%) deficit.

These deliciencies contravene the first schedule of Health Act, 2017 and imply that

accessing the highest attainable standards of health may not be achieved.

Management Response

The Hospital has two (2) resuscitative- one ( I ) in the Labour ward and another one ( I ) in

rheatre. The hospital has five (5) functional dialysis machines. A six (6) beds ICU has been

operationalized. In addition, the Counfy has procured additional medical equipment for the

Hospital. See attached letter of Award.

Committee Observations

The Commiltee observed that the Hospital's stafling, bed capacity and equipment/machine

complement did not meet the requirements of the Kenya Quality Model fbr Health.

Committee Recom mendations

'l'he Committee recommends that-

ll.

within sixty (60) days of the adoption of this report, the Covernor submits to

the Senate a comprehensive plan outlining the specific measures being taken to

address the hospital's staffing shortages. The measures should include both

short-term and long-term solutions, focusing on optimizing existing resources'

improving employee welfare, and ensuring sustainable staffing levels moving

forward;

within ninety (90) days of the adoption of this report, the committee

recommends that the Governor ensures the hospital develops and implements

a comprehensive plan, with appropriate budgetary allocations' to acquire and

operationalize the required facilities and equipment to provide all services

required for a Level 5 hospital. The Auditor-General should monitor progress

and keep this matter under review in the subsequent audit cycle; and

The Governor ensures the officer in charge of the facility has the requisite

academic and professional qualifications in accordance with the Health Act'
lll,
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2017 and provide evidence of measures taken to address the matter to Senate

within 60 days of the adoption of this report.

3. Non-Compliance with Public Sector Accounting Standards Board Financial
Reporting Requirements

Review of the annual report and financial statements revealed the following:

i. The management discussion and analysis report on page xxiii rellects

expenditure performance amount of Kshs.120.960,329 instcad ol'
Kshs.l22.l 54.613 reflectcd in thc statement of flnancial perfbrmance.

Management Response

Ksh. 122. 154,673 was the correct amount reflected in the statement of Financial

Performance however, this was not updated in the management discussion report. We

regret the error but we will be keen next time.

ii. The statement of comparison of budget and actual amounts reflects depreciation

expense of Ksh. 1,664,777, which has no effect on the cash outflows. The

statement also reflects total receipts of Kshs.96,148.487 instcad of the

recomputed amount of Ksh. 117.399, 153.

Management Response

Dcpreciation expense of Ksh. 1.664.1'17 was incorrectly included despite having no cash

outflow eff'ect, and total receipts were misstated as Ksh. 96,148,487 instead of Ksh.

117,399,,153. The Management will enhance internal review procedures to prevent

recu(Tence.

iii. The receivables amount of Kshs. 18.630.946 is reflected both under revenue in

Note I I and receivables in Note 29 to the financial statements erroneously.

In the circumstances. Management did not comply with the Public Sector Accounting

Standards Board Financial Reporting Requirements.

Management Response

The Account Receivables amounting to Ksh. 18"630.946 was elroneously reflected both

under revenue in Note I I and receivables in Note 29 to the financial statements. Measures

will be put in place to prevent recurrence of similar errors in the future.
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Committee Observations

'l'he Committee observed that the managemenl is committed to complying with the PSASB

guidelines in preparation ot' linancial statements.

Committee Recommendation.

The Committee recommends that ;-

i) the Governor ensures that the Accounting Officer puts in place measures to

ensure that the financial statements are prepared in accordance with the

prescribed reporting template as required by the PSASB guidelines.

ii) The Auditor-General to keep this matter in view in the subsequent financial

year audit process, to confirm compliance to the prescribed PSASB

guidelines in preparation of financial statements

REPORT ON THE EFFECTIVENESS OF INTERNAL CONTROLS, RISK

MANAGEMENT AND GOVERNANCE

Basis for Conclusion

Lack of an Internal Audit Function and Audit Committee

Records provided fbr audit indicate that the Hospital did not have a functional Internal

Audit Department or Audit Committee as at 30 June, 2025. Further, no evidence was

provided to show sharing of internal audit f'unction or audit committee with the County

Treasury. There was no evidence of audit work done including audit plan/program or

internal audit reports.

In the circurnstances. the internal controls were inef ficient due to lack of an internal audit

lunction.

Management Response

1'he County Government internal audit office is capable to audit Hospitals. Management

will continue to engage the County Executive Internal Audit Unit and Audit Committee to

provide internal audit serviccs and oversight in order to strengthen internal controls. Copies

of the letter from CECM and exccutive intemal audit report were atlached lbr the

committee verification.

Committee Observations

The Commiftee observed that the hospital did not have an audit committee and an effective

internal audit f'unction in place during the t-rnancial year under rcview contrary to Section

155( l) ot'the Public Finance Management Act, Cap.412A.
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Com mittee Recommendations

The Committee recommends that the Governor ensures the Hospital Management

Board puts in place all internal control systems such as the Internal Audit Committee

as provided under section 155 (5) of the Public Finance Management Act,2012 among

others to guide the internal operations of the water company. Further, the

managements to submit evidence of the same to the Auditor General for verification.
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1.2. REPORT ON THE AUDITED FINANCIAL STATEMENTS FOR FAZA
SUBCOUNTY HOSPITAL FOR THE FINANCIAL YEAR 2024/2025.

The Governor of Lamu County, Hon. Issa Timmamy, EGH appeared before the Committee

on Thursday.2lst January,2026, to respond (under oath) to audit queries raised in the

report of the Auditor-General on financial statements for the Faza Sub-County Hospital lbr

the Financial Year 202412025.

The Govemor was accompanied by the following officers-

l. Amb. AliAbbas- CountY Secretary

2. Mr. Mohamed Ali- CECM Finance and Economic Planning

3. Mrs. Salma Osman- Chief Officer Finance

4. Mr. Mohamed Abbas- Director Accounting Services

REPORT ON THE FINANCIAL STATEMENTS

The Auditor-General rendered a Qualified Opinion on the financial statements of the Faza

Sub-County Hospital on the following basis; -

l. Unsupported Revenue from Rendering of Services (Medical Service Income)

l'he statement of tinancial perfbrmance reflects revenue fiom rendering of services

(medical service income) totalling to Kshs.17,236,429 as disclosed in Note ll to the

financial statements. Included in this amount are claims received in the year under review

tiom National Hospital Insurance Fund (NHIF) totalling Kshs.405'840'

I-lowever, Management did not provide breakdown of total claims raised and submitted to

National Hospital Insurance Fund (NHIF) during that year.

In the circumstances, the accuracy and completeness of revenue from rendering of services

(medical service income) totalling to Kshs.l7,23 6,,429 could not be confirmed.

Management Response

The amount of Kshs.405,840 recognized as NHIF income represents paynlents received

during the year fiom previously submitted claims,

1'he NHIF claims schedule was provided for review for the Committee verification.

Committee Observations

'fhe Committee observed that the management failed to provide for audit review, provide

breakdown of total claims raised and submitted to National Hospital Insurance Fund

ffirD
I

(NHIF) during that year
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Com mittee Recommendations

The Committee recommends that the governor should ensure that the Accounting

Officer ensures timely submission of documents during the audit process in line with
section 9(l)(e) of the Public Audit Act, Cap.4l2B failure to which the Committee shall

recommend for their investigation and prosecution in accordance with section 62(2)

of the Public Audit Act in the subsequent audit cycle.

Unsupported Property, Plant and Equipment Balance

Thc statcntcnt ol'lrnancial position reflccts property, plant and equipment balance ol'

Kshs.374,042 as disclosed in Note 32 to the financial statements. Review of supporting

documents revealed that additions to ICT equipment in the year under review of
Kshs.369,950 was not supported by invoices while details and ownership of the Hospital

parcel of land of undetermined size and value were not provided. In addition, Management

had not opened an asset register to record all these assets.

In the circumstances. the accuracy. completeness and existence of property, plant and

equipment balance could not be confirmed.

Management Response

The invoices for the ICT equipment are provided for verification.

The Hospital's land is plot no. 847 in Rasini village. The processing of titling is ongoing.

Most ol'the Hospital's assets are still under the County Executive. The Hospital maintains

an asset register of the items procured through FIF.

Committee Observations

The Committee observed that the query remained unresolved as the management is in the

process of acquiring the tittle deed of the land. The other documents were however

submitted for the committee verification.

Committee Recom mendations

within sixty (60) days of the adoption of this report' the Governor, through the

CECM responsible for matters health, engages with the Ministry of Health of
the National Government to ensure the transfer of ownership documents of
land and buildings is fast tracked;
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t.

tv.

the Governor ensures that the management of the hospital undertakes the

valuation of atl assets of the hospital and submits the valuation report to the

Auditor- General for verification during the subsequent audit cycle;

upon completion of the transfer and valuation, the Accounting Officer should

prepare an updated asset register within 60 days ofthe adoption ofthis report

and submit to the Auditor-General for verification; and

the Governor, through the Accounting officer ensures that the hospital

maintains an up-to-date asset register in accordance with section 149(2)(o) of

the Public Finance Management Act Cap 4l2A and in the format prescribed

by the Public Sector Accounting Standards Board (PSASB), failure to which

the provisions of section 199 of the Public Finance Management Act, Cap.4l2A

on penalties for offences shall apply.

Other Matter

Prior Year Matters

In the prior year audit report, one (l) issue was raised under the Report on Financial

Statements and Lawfulness and Effectiveness in Use of Public Resources respectively.

These include inaccurate properry, plant and equipment balance and failure to comply with

International Public Sector Accounting Standards. Review of the status during audit of the

Hospital in 202412025 revealed that only the issue on inaccurate properfy, plant and

cquipment balance remained unresolved.

Management Response

Most of the Hospital's assets are still under the County Executive. 'I'he process of

identification and valuation ofthe assets and transfer is ongoing as part ofthe transition to

accrual reporting. The Hospital maintains an asset register of the items procured through

FIF.

Committee Observations

The Committee observed that the management did not resolve some of the issues raised by

the auditor general in the previous financial year.

Committee Recommendations

The Committee recommends that-
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It.

the Accounting Officer should resolve any issues resulting from an audit

that remains outstanding as required by section 149(2)(l) of the Public

Finance Management Act, Cap.4124, failure to which the provisions of
section 199 of the Public Finance Management Act on penalties for offences

may apply; and

the Governor ensures the accounting officer submits a detailed status report
on the mitigation measures taken to resolve prior year matters within 60

days ofthe adoption ofthis report.

Basis for Conclusion

l. Irregular Engagement of Casual Employees

The statement of financial performance reflects expenditure on employee costs totalling
Kshs.2,970.920 as disclosed in Note l6 to the financial statemcnts. The expenditure relates

to twenty- three (23) contractual employees engaged by the Hospital. However. the casual

workers were engaged for more than three (3) months without a contract of service.

This was contrary to Section 37 (l) of Employrnent Act. 2007 which states tllat

notwithstanding any,provisions of this Act. where a casual employee works for a period or

a number ol'continuous working days which amount in the aggregate to the equivalent of
not less than one (l ) month; or performs work which cannot reasonably be expected to be

completed within a period, or a number of working days amounting in the aggregate to the

equivalent of three (3) months or more, the contract of service of the casual employee shall

be deemed to be one where wages are paid monthly and Section 35 shall apply to that

contract of service.

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

Management Response

Casual employees are engaged on (3) months contracts to address staffing gaps arising

from County wage bill constraints and to ensure continuity of healthcare services.

Management notes that such engagement is permissible under Section 37 of the

Enrploynrent Act. 2007. and will continue to review its practices to ensure compliance with

labor larvs.

Committee Observation

The Committee observed that the contracts to support the engagement of the casual

employees.

i.
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Committee Recom mendations

The Committee recommends that the matter be marked as resolved.

2. Non-Compliance With the Kenya Quality Model for Health for Level 4 Hospital

Requirements

Review of documents revealed that the Hospital had thirty- two (32) medical staff against

the minimum requirement of one hundred and one (l0l) leaving a variance of sixty- nine

(69) or 68%68%. Further the Hospital had thirty- two (32) equipment and machines

against the requirement of one hundred and eighty- one (181) for a Level 4 Hospital and

therefore having a variance ofone hundred and forty- nine (149) or 82%o82o/o .

It was also noted that the Hospital lacked specialists such as anesthesiologists,

gynecologists and pediatrics. It also lacked vital Hospital facilities such as functional High

Dependency unit (HDU), Ear Nose and Throat (ENT) Unit, Renal Dialysis, cT Scan

Machine and Mammography Machine. This was contrary to Gazette Notice No. 786

VoI.CXXII No. 24 of 4 February. 2020 which provides fbr classitlcation of healthcare

facilities including the basic essential primary services each level should carry out.

Article 43(l) of the Constitution of Kenya, 2010 provides that every person has the right

to the highest attainable standard of health, which includes the right to health care sen'ices.

including reproductive health care.

In the circumstances. Management was in breach of the guidelines.

Management Response

The Management acknowledges the shortfall in both staffing and equipment. Progressive

efforts are being made through the County Executive to improve the levels of staffing,

equipment and infrastructure. The County Government has allocated a budget fbr

additional equipment. An extract of the supplementary budget is provided for verification.

'fo improve stalling, the County Government also recruited additional staff in the 2024125

financial year. Another recruitment is currenlly ongoing as evidenced in the submitted staff

recruited in2024125. December 2025 advert.

With suppo( liom the Global Fund, an oxygen plant is being put up at the Hospital. This

will support the operationalization of a high dependency unit- see provided photos.

Committee 0bservations

fhe Committee observed that the Hospital's staffing, bed capacity and equipment/machine

cornplement did not meet the requirements of the Kenya Quality Model for Health.
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Committee Recom mendations

The Committee recommends that-
i. within sixty (60) days of the adoption of this report, the Governor submits to

the Senate a comprehensive plan outlining the specific measures being taken to

address the hospital's staffing shortages. The measures should include both

short-term and long-term solutions, focusing on optimizing existing resources,

improving employee welfare, and ensuring sustainable staffing levels moving
forward;

ii. Within ninety (90) days of the adoption of this report' the Committee
recommends that the Governor ensures the hospital develops and implements a

comprehensive plan, with appropriate budgetary allocations, to acquire and

operationalize the required facilities and equipment to provide all services

required for a Level 5 hospital. The Auditor-General should monitor progress

and keep this matter under review in the subsequent audit cycle; and

iii. The Governor ensures the officer in charge of the facility has the requisite

academic and professional qualifications in accordance with the Health Act,
2017 an<l provide evidence of measures taken to address the matter to Senate

within 60 days of the adoption of this report.

Basis for Conclusion

l. Lack of Staff Establishment

The statement of financial performance reflects expenditure on employee costs totalling to

Kshs.2,970.920 as disclosed in Note l6 to the financial statements. However, it was noted

that the Hospital did not have staff establishment to guide Management in sourcing and

filling vacant posts. This was contrary to Section 8.5(2) of the County Public Service

Human Resource Manual.20l3 which states that all vacancies shall be declared in a

prescribed format which shall include the number of vacancies; whcn the vacancy

occurred; whether the vacancy is within the authorized establishment and other relevant

details.

In the circumstances, the effectiveness of internal controls, risk management and

governance could not be confirmed.

Management Response

The Hospital staff are employees of the County Government of Lamu. Recruitment is done

by the County Public Service Board and then the staff are deployed to the Hospital. An
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approved staff establishment is available fbr the Department of Health. An extract is

provided.

Committee Observations

The Committee observed that the management submitted the approved staff establishment.

However, the source of the document wasn't indicated, as it should be from Counfy Public

Service Board.

Committee Recommendations

The Committee recommends that the Governor should ensure that the Accounting

Officer ensures timely subntission of documents during the audit process in line with

section 9(l)(e) of the Public Audit Act, Cap.4l2B failure to which the Committee shall

recommentl for their investigation and prosecution in accordance with section 62(2)

of the Public Audit Act in the subsequent audit cycle.

2. Ineffective Governance by the Board of Management

Review of the Board records revealed that nine (9) members were appointed and gazetted

on 2 Irebruary,2024 to serve for a period of three (3) years. However. it was noted that the

lloard had not yet established an audit committee and other three (3) committees as per

governance parameter 1 .7 ( I ) (b) of Mwongozo Code and also had not developed Annual

tsoard Work Plan. In addition, appointment letters of the nine (9) Board members were not

provided. This was contrary to Governance Parameter 1.1(ll) of Mwongozo Code of
governance which states that each Board mernber shall be formally to the Board through a

gazette notice and there alter an appointment letter.

Governance Parameter 1.1 I ( l) of Mwongozo Code of governance states that the Board

should develop and adopt a Board Charter. Further paragraphl.g (1) states that Board

members should ensure the development of an Annual Board Work Plan.

Governance Parameter 1 .7 ( I ) (b) of Mwongozo Code of govemance states that the Board

should establish an audit committee and a maximum of three other committees (by

whatever name called) to discharge the following lunction, Governance. Risk.

Compliance, Finance, Technical matters, Strategy, Compliance, Human Resources and

Finance.

In the circumstances. the effectiveness of internal controls, risk management and

governance could not be conf-rrmed.

Management Responses
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The Mwongozo Code of Governance applies to state corporations. The Hospital is an entify

of the County Government of Lamu and is guided by the County Government Act, 2012

and the Lamu County Health Facility Improvement Financing Act,2023.

Copies of the appointment letters for the Hospital Management Board were provided and

are hereby resubmitted for your review.

A copy of the Board Annual Work plan was provided and is hereby resubmitted for your

review.

I'he Hospital uses the County Audit Committee in accordance with Regulation 167( I ) and

(2) of the Public Finance Management (County (iovernments) Regulations, 2015. The

Regulation allows for the sharing of an audit committee on authorization by the County

Treasury- see attached authorization letter from the CECM- Finance.

Committee Observations

The Committee observed that the management submitted the Appointment letters and

Board work plan which addressed the matter satisfactorily.

Committee Recommendations

The Committee recommends that the matter be marked as resolved.

3. Lack of Risk Management Policy and Strategy

It was noted that the Hospital had not developed a risk management policy, strategies, and

risk register to mitigate against risk. it was, therefore not clear how the management

managed risk exposures. This is contrary to Regulation 158(1) of the Public Finance

Management

(County Governments) Regulations.20l5 which states that an Accounting Officer shall

ensure that (a) the County Government entity develops risk management strategies. which

include fraud prevention mechanism; and the county government entity develops a system

of risk management and internal control that builds robust business operations.

In the circumstances, the effectiveness of internal controls, risk management and

governance could not be confirmed.

Management Response

The Hospital is currently using the County Government of Lamu Risk Management Policy.

Committee Observations
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The Committee observed that the water company operated without a risk management

policy in place during the financial year under review'

Com mittee Recom mendations

The Committee recommends that the County Executive Committee Member

(CECM) - Finance ensure that the water company puts in place all internal control

systems, such as Risk Management Policy, as provided under section 158 (l) of Public

Finance Management (County Governments) Regulations, 2015, among others, to

guide the internal operations of the water company. Further, the board to fast track

the approval and adoption of the draft risk management policy and submit evidence

of the same to the Auditor-General for verification.

4. Lack ofApproved Strategic Plan

The Hospital drafl strategic plan covering the period 2023- 2032 developed to guide its

operations by Management had not been approved and published for implementation' This

was contrary to Section A9(2)(g of the Public Finance Management Act,20l2 which

states that in carrying out a responsibility imposcd by Subscction ( l). an Accourlting

Officer shalll in respect o1'the entity concerned prepare a strategic plan for the entity in

conformity rvith the medium- term llscal liamework and tinancial objcctives of the County

Governrnent.

In the circumstances, the eflectiveness of internal controls, risk management and

governiincc could not be conflrrned.

Management Response

The Hospital Management Board is in the process of finalizing and approving the hospital

Strategic Plan.

Committee Observations

'Ihe Comrnittee observed thal the hospital is finalizing on the approval of an operational

Strategic Plan.

Committee Recommendations

Noting the mitigating measures, the Committee recommends that the matter be

marked as resolved.
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3.3 REPORT ON THE AUDITED FINANCIAL STATEMENTS FOR MPEKETONI
SUB.COUNTY LEVEL 4 HOSPITAL FOR THE FINANCIAL YEAR 202412025.

The Governor of Lamu County, Hon. Issa Timmamy, EGH appeared before the Committee

on Thursday.2lst January.2026,, to respond (under oath) to audit queries raised in the

report of the Auditor-General on financial statements for the Mpeketoni Sub-County level

4 hospital for the Financial Year 202412025.

The Governor was accompanied by the following officers-

2. Amb. AliAbbas- County Secretary

3. Mr. Mohamed Ali- CECM Finance and Economic Planning

4. Mrs. Salma Osman- Chief Officer Finance

5. Mr. Mohanred Abbas- Dircctor Accounting Services

6. Mr. Moharrred Murua- Medical Superintendent

REPORT ON THE FINANCIAL STATEMENTS

The Auditor-General rendered a Qualified Opinion on the financial statements of thc on

Mpeketoni Sub-County level 4 hospital the lbllowing basis; -

l. Inaccurate Revenue from Exchange Transactions

The statement of financial performance reflects revenue from exchange transactions

totaling to Ksh. 50,466,599. The revenue include revenue from rendering services (medical

service income) of Ksh. 49,983.599. However, the ledger provided reflects an amount of
Ksh.47,,461.693 resulting to a variance of Ksh. 2.521.906. This is attributed to the fact that

the Hospital used manual receipt books to collect revenue in the period July,2024 to April.
2025 but failed to carry out reconciliation of revenue collections. In addition, scveral

manual receipt books with serial numbers had been omitted from the revenue reports

provided.

In the circumstances. the accuracy and completeness of revenue from exchange

transactions totaling Ksh. 65.655.086 could not be confirmed.

Management Response

The amount of Ksh. 47,461.,693 reflected in the initially submitted ledger represented

revenue balances before final reconciliation and updating of records. Upon completion of
revenue reconciliation, the ledger was updated to reflect the correct medical service income

of Ksh. 49,983,599, thereby clearing the variance of Ksh. 2,521,906. The updated Ledger

for Revenue from Exchange Transactions were provided for the Committee verification.
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Corn nrittee Observation :l
l'he Committee observed that the management reconciled the variances and updated the

ledgers accordingly.

Committee Recommendation

The Committee recommends that the matter be marked as resolved.

2, Unsupported Receivables from Non-Exchange Transactions Balance

'fhe statement of financial position reflects receivables from non-exchange transactions

balance of Ksh. 8,649,713 as disclosed in Note l7 to the financial statements. Included in

this is a balance of Ksh.6.838,040 in respect to receivables fiom social Health Authority

(SHA). However, the balance was not supported by a breakdown of outstanding patient

invoices not settled by the SHA.

In the circumstances, the accuracy and completeness ofthe receivables from non-exchange

transactions balance of Ksh. 8,649,713 could not be confirmed.

Management Response

'fhe individual patient claims were submitted in the SHA online portal and the payments

liom SHA were received in lump sum thus, we could not ascertain which specific claims

out of the total submitted had been paid for that period. The atnount of Ksh 6,838'040

retlected in the Financial Statement was derived liom the SHA portal. The SHA system

has since been improved and now provides details of claims settled. The amount of Ksh

6.838.040 has been reconciled. Kindly see attached updated lcdger. SI-IA Iteceivables

provided.

Committee Observation

'l'he Contmittee observed that the hospital summited a detailed breakdown of the claims.

Com mittee Recommendation

The Committee recommends that the matter be marked as resolved.
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3. Unsupported and Misstated Expenditure on General Expenses

'[he statement of financial perfbrmance reflects general expenscs totaling to Ksh.

11 .531.223 as disclose<l in Note l4 to the tlnancial statements. Rcvierv olrecords revealed

that the expenditure included Ksh. 5,691.620 on fbod and rations made vide local purchase

number 3891059. 3891060 and 3891061 of Ksh. 201,920, Ksh. 272,012 and Ksh. 7,300



dated I July,2024 totaling to Ksh. 481,232. However, the supplier was paid Ksh. 544,872

resulting to an overpayment of Ksh. 63,640. In addition, the expenditure on electricity of
Ksh. 4,027,432 and on water and sewerage charges of Ksh. 450,000 was based on actual

payments made to the utility and water companies. Management did not provide electricity

and water bills incurred by the Hospital in the year under review.

In the circumstances, the accuracy and completeness of the general expenses totaling Ksh.

17,531,223 could not be confirmed.

Management Response

Food and Rations-The amount of Kshs. 63.640 did not constitute an overpayment. During

the time of audit LPO Number 3891058 of Ksh 135,700 was not included thc payment

voucher which made the total LPOs amount to be less by Ksh 135,700 as follows:

The corresponding S 13 and delivery notes when consolidated total to Ksh 544,872 which

fully support the expenditure. Payment Voucher provided.

Electricity, Water and Sewerage Charges: The expenditure on electricity and water was

based on actual bills issued by the service providers. Statements of account and billing
schedules from Kenya Power and Lighting Company (KPLC) and LAKWA Water

Services have now been provided to support the expenses recognized. KPLC Staternents

and LAKWA Water Bills provided.

Committee Observation

The Committee observed that thc management submitted all the required documents to

address the matter satisfactorily.

Committee Recommendation

The Committee recommends that the matter be marked as resolved.

4. Unsupported Expenditure on Sitting Allowances

The statement of financial performance reflects board of management expenses totaling to

Ksh. 148.000 as disclosed in Note l0 to the financial statements. Review of records

revealed that []oard nrenrbers uere paid sitting allowances in respect of various meetings

hcld during thc flnancial ycar. I lowevcr. the payment was not supported by approved

annual hoard work plan.

In the circumstances. the accuracy and completeness of the expenditure on sitting

allowances totaling Ksh. 148,000 could not be confirmed.

Management Response
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The sitting allowance rates for Board Members are provided lbr in 'fhe Lamu County

Health Facility Improvement Financing Act 2023 and the expenditure is in line with the

approved work plan which was duly submitted and is attached for your review. Annual

Work Plan provided.

Committee Observation

The Committee observed that the management submitted the approved hospital workplan.

Committee Recommendation

The Committee recommends that the matter be marked as resolved.

The Committee observed that the management updated its assets register, and finalized on

the asset tagging.

Committee Recommendation

The Committee recommends that the matter be marked as resolved.
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5. Unsupported Property, Plant and Equipment Balance

The statement of financial performance reflects expenditure on medical/clinical costs

totaling Ksh. 22,063,608 as disclosed in Note 8 to the financial statements. The expenditure

included in-kind contributions from the County Government of Ksh. 4.250.526. Review of
supporting documents revealed that the amount related to assorted medical equipment

supplied by the County Government to the Hospital and not consumable medical items.
'fhe medical items had not been recorded in the Hospital asset register.

In the circunlstances, the accuracy,, completeness and existence of properry, plant and

equiprnent balance of Ksh. 22,063,608 could not be confirmed.

Management Response

The assorted medical equipment worth Ksh. 4,250,526 were an in-kind contribution from

the County Government. Kindly note that these assets are still properties of the County

Government of Lamu thus they were recorded in the County Executive asset register. The

process ol'transf'er of the assets is ongoing as part of the transition to accrual reporting.

Once the process is completed and the transf'ers etl'ected. they rvill be recorded in Hospital's

asset register. The extract ol'the County Executive asset register provided'

Committee Observation



Other Matter

Unresolved Prior Year Matters

In the prior years'audit reports. several issues were raised under the Report on Financial

Statements, Report on Lawfulness and Effectiveness in Use of Public Resources, and

Report on Effectiveness of Internal Controls, Risk Management and Governance. Review

of the status during audit of the Hospital in202412025 revealed that the following seven

(7) issues remained unresolved:

Management Response

No Financial
Year

Audit Issue

I 2023t2024 Inaccuracies in the Financial Statement

2 202312024 Inaccurate revenue

2023t2024 Ilud cl Control Performance
.l 202312024 Failure to remit thirty percent (30o/o) to County Health

Services Accounts.

5 2023t2024

6 2023t2024 Lack of an automated revenue s slcnl
7 202312024 Lack of systems in the management of inventory

No Financial
Year

Audit Issue Current Status

I Inaccuracies in the Financial
Statement

Working on the reconciliation and

issue addressed in the prior year.

2 202312024 Inaccuratc revenue The hospital is undertaking
reconciliation of the manual
collection against the Mpesa Paybill
collections. NHIF claims paid and

NHIF capitation based on registered
population expected to receive

services from the facility
3 2023t2024 Budgetary

Performance
Control Issue addressed

I 2023t2024 Failure to remit thirty
percent (30%) to County
Health Services Accounts

The revenue collection is not enough
to suppoft budgetary needs for
Mpeketoni Sub County Hospital. in
the meantime the hospital
management supports functions and
primary health services such as out
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Non-Compliance with Kenya Quality Model Health
Checklist for Level Four (4) Hospitals.

2023t2024



reaches, blood donation drives and

also support through provision of
health commodities. The 30% has

been found to be a large percentage

and hence amendment of the FIF Act
ls ln progress

5 202312024 Non-Compliance with
Kenya Quality Model
Health Checklist fbr Level
Four (4) Hospitals

The issue is being progressively

addressed with the County Executive.

6

7

2023t2024

Lack of systems in the

management of inventory

Lack of an

l'evenue system

automated The revenue system has been

automated since April 2025

The issue is being progressively

addressed with support fiom National
Government through The Digital

202312024

Committee Observation

'fhe Cornmittee observed that the management of the hospital is progressively

implernenting the recommendations of the auditor general and the comrnittee on the prior

year issues.

Committee Recom mendation

The Committee recommends that-

i. the Accounting Officer should resolve any issues resulting l'rom an audit that

remains outstanding as required by section 149(2)(l) of the Public Finance

Management Act, Cap. 412A, failure to which the provisions of section 199 of
the Public Finance Management Act on penalties for offences may apply; and

ii. the Governor ensures the accounting officer submits a detailed status report

on the mitigation measures taken to resolve prior year matters within 60 days

ofthe adoption ofthis report.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN THE USE OF PUBLIC
RESOURCES

Basis for Conclusion

l. Irregular Expenditure on Food and Rations
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The statement of financial performance reflects expenditure on general expenses totaling

to Ksh. 17,531,223 as disclosed in Note 14 to the financial statements. Included in this

expenditure is an amount of Ksh. 5,691 ,620 in respect of food and rations. Review of the

procurement process revealed that a local trader was awarded the tender to supply and

deliver food stuffs at a cost of Ksh. 1,000,060 as approved in line with the prof'essional

opinion dated 6 August, 2024 and quotation number CGL/Q/FIF/MSCYIl02712024-2025.

However, the actual payment to the supplier was Ksh. 1,540,722 resulting to unjustified

payment of Ksh. 540.662. This was contrary to Section 48(3) (b) of the Public Procurement

and Asset Disposal Act.2015 which states that the inspection and acceptance committee

shall immediately afler the delivery of the goods. works or services inspect and reviewtl.re

goods, works or services in order to ensure compliance with the terms and specifications

of the contract. Section 134(l) of the Act states that the Accounting Officer shall be

responsible for preparation of contracts in line with the award decision.

In addition, the payment was also not supported by contract agreement between the

Hospital and the supplier while invoices numbers 613., 615, 695,696.,697 of Ksh. 265,560.

Ksh.279,312, Ksh. 280,775, Ksh. 235,280, Ksh. 4,800 and delivery note numbers 688.

689, 690, 691 , 692 amounting to Ksh. Lp65,727 were not dated.

This was contrary to Regulation l0a(1) of the Public Finance Management (County

Governments) Regulations, 201 5 which provides that all receipts and payment vouchers of
public moneys shall be properly supported by pre-numbered receipt and payment vouchers

and shall bc supportcd by the appropriate authority and documentation.

In the circumstances. Managenrent was in breach of the law.

Management Response

The amount of Ksh 540,662 reference in the audit observation relates to payment made in

the previous financial year and is not part of the current year 2024125 transaction under

review. The following payment was done as follows: -

L For the Financial Year 2023 - 2024 The procurement process for tender of Supply

and Delivery of Food & Rations was done during this financial year (2023-2024) on fourth

quarter but payment was done on the other financial 2024-2025 on 12107 12024 amount

Ksh.474,9951

2. For the Financial Year 2024-2025 The procurement process for tender no

CGL/Q/FIF/M SCl1lO2112024-2025 of Supply and Delivery of Food & Rations was done

and professional opinion was done and awarded to a total of Ksh' I '000,060 but the

paymentwasdone on4l9l2O25 amountKsh.520,855 and2ll0l2025 amountKsh.544,812
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Therefore, there was no overpayment done. Supporting documentation, including the

relevant professional opinion and Local Purchase Orders (LPOs). has been provided to

substantiate the expenditure (appendix 7). The contract agrcement has heen signed and is

hereby attached.

Committee Observation

The Committee observed that the management provided documents in support of the

expenditure.

Committee Recommendation.

The Committee recommends that the matter be marked as resolved.

3. Non-Compliance with the Kenya Quality Model for Health for Level 4 Hospital

Requirements

Review of documents revealed that the IJospital had seventy-scven (77) medical staff

against the minimum requirement of one hundred and one ( l0l ) resulting to understaffing

by twenty-fbur (24) members of staf'f or 24%o which included the shortage of specialists

such as anesthesiologists, gynecologists and pediatrics. In addition, the Hospital had one

hundred and thirty-one (l3l) equipment and machines against the requirement of one

hundred and eightv-one ( I 8l ) for a Level 4 Ilospital resulting to a shortage of fifty (50) or

28% which included shortage of vital services such as lunctional Iutensive Care Unit (ICU)

beds and High Dependency Unit (HDU) which require a minimum of six (6) beds.

This was contrary to Gazette Notice No. 786 VoI.CXXII No. 24 of 4 February, 2020 which

provides for classification of healthcare facilities, including the basic essential primary

services each level should carry out. Article 43(l) of the Constitution of Kenya, 20 l0
provides that every person has the right to the highest attainable standard ofhealth. which

includes the right to health care services. including reproductive health care.

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

Management Response

'l'he Management acknowledges the shortfall in both stalfing and equipment. Progressil'e

ellbrts are being made through the County Executive to improve the levels of staffing,

ecluipment and infrastructure. The County Government has allocated a budget fbr

additional equipment. An extract of the supplementary budget is provided as Appendix 9.

The County Government also recruited additional staff in the 2024125 financial year. With

support fiom the Global Fund, an oxygen plant is being put up at the Hospital. This will
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support the operationalization of a high dependency unit as per the provided photos for

verification.

Committee Observations

The Committee observed that the Hospital's staffing, bed capacity and equipment/machine

complement did not meet the requircments of the Kenya Quality Model for Health.

Committee Recommendations

The Committee recommends that-
i. within sixty (60) days of the adoption of this report, the Governor submits

to the Senate a comprehensive plan outlining the specific measures being

taken to address the hospital's staffing shortages. The measures should

include both short-term and long-term solutions, focusing on optimizing
existing resources, improving employee welfare, and ensuring

sustainable staffing levels moving forward;
ii. Within ninety (90) days of the adoption of this report, the Committee

recommends that the Governor ensures the hospital develops and

implements a comprehensive plan, with appropriate budgetary

allocations, to acquire and operationalize the required facilities and

equipment to provide all services required for a Level 5 hospital. The

Auditor-General should monitor progress and keep this matter under

review in the subsequent audit cycle; and

iii. The Governor ensures the officer in charge of the facility has the requisite

academic and professional qualifications in accordance with the Health

Act,,2017 and provide evidence of measures taken to address the matter

to Senate within 60 days of the adoption of this report.

4. Weak Imprest Management SYstem

The staternent of flnancial performance reflects general expenses totaling Ksh. 17.531.223

as disclosed in Note l4 to the financial statements. Included in this is an amount of Ksh.

1.286.000 in respect of publishing and printing. Review of supporting schedules revealed

tl.rat imprest warrant nurnbcr 4131033 was isstted to an officer lbr Ksh. 100.000 lbr

catering, courier. printing and lab pulposes. However, the imprest was used lbr

maintenance, daily subsistence allowance, payment for low-income earners and general

office supplies. This expenditure was not in line with the purpose for which the imprest

was approved contrary to Regulation 93(1) of the Public Finance Management (County

Governments) Regulations,20l5 which provides that an imprest shall be issued for a
specific purpose, and any payments made from it. shall be only for the purposes specified

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

Management Response

Kindly note that this was a standing imprest requested by the officer vide lefter ref no

MSCH/G.C/VOL.2/ACCS-I0I dated lst July 2024. Please find attached petty cash

voucher.'fhe Imprest holder holds the amount of Ksh 100,000. being a standing imprest

tbr the hospital drawn from the votes. The same olficer is paid on behall of the other

beneflciaries and pays them for official duty/expenses Daily Subsistence Allowance, Board

Allowance, Low income earners. Copies of the Request letter and Petty Cash extract were

attached for committee verifi cation.

Committee Observation

'l'he Committee observed that the Application and memorandum cash book provided to

support the cxpenditure

Committee Recommendation

The Committee recommends that the matter be marked as resolved.

5. Non-Compliance with Fiscal Responsibility Principles on Budgeting

The statement of comparison of budget and actual amounts reflects total revenue budget

amountofKsh.57.O05,372andtotalexpenditurebudgetofKsh.60.777.625 resultingtoa

budget def rcit ol' Ksh . 3,712,253 .

This was contrary to Regulation 3l of the Public Financial Management (County

Governments) Regulations.20l5 which states that unless provided otherwise in the Act,

these Regulations or any other guidelines developed in furtherance of the Act or these

Regulations, at all times during budget formulation and approval, budget revenue and

expenditure appropriations shall be balanced.

In the circumstances, Management was in breach ol'the law.

Management Response

l'his variance resulted from an error of omission. The management has taken note of the

matter and appropriate corrective measures have been undertaken to ensure accuracy and

prcvcnt recurrcncc.

Committee Observation

'l-he Committee observed that the management's budget revenue and expenditure

appropriations were not balanced.
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Com mittee Recommendation.

The Committee recommends that the Governor ensures that the Accounting Officer
adheres to Regulation 3l of the Public Financial Management (County Governments)
Regulations, 2015 during preparation, formulation and approval of the budget'
provisions of section 199 of the Public Finance Management Act, Cap.4l24 on

penalties for offences shall apply.

REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK
MANAGEMENT AND GOVERNANCE

Basis for Conclusion

Poor Inventory Management System

Physical verification of the stores department revealed that the Hospital did not have an

Inventory Management System in place to manage receipts and issue of stock items. In

addition, the store did not have enough shelves as some items were placed on the floor
exposing them to possible damage and deterioration.

Further, it was noted that there was no proper segregation of duties within the stores section

where the same officer was responsible for receiving, issuing, and updating stock records

(bin cards/inventory cards)

This was contrary to Section 161 (1) of the Public Procurement and Asset Disposal Act.

20 l5 which provides that an Accounting Officer ol'a procuring entity shall set up an

Inventory Management System which shall be managed by the Head of the procurement

function, for the purpose of control and managing its inventory. stores and assets.

In the circumstances, the effectiveness of internal controls. risk management and

governance on inventory could not be confirmed.

Management Response

The Hospital uses a manual inventory management system using the standard government

Inventory management tools such as S-l ls, S-l3s and stock control cards. The process of
automation is on-going with support from the Digital Health Authority. Copies of the

Distribution list Tabs was attached for the committee verification. On storage of items. the

Management has provided shelves at the pharmacy and stores that are in use. In addition,

there are also pallets for the storage of bulky items as per the attached photos.

Committee Observations
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The Committee observed that Management has instituted proper mechanisms to ensure that

inventory and stock records are accurately updated to rellect actual stock nlovement during

the year.

Committee Recommendations

The Committee recommends that-

The Governor, through the Accounting officer, should ensure compliance

to Regulation 104(l) of the Public Finance Management (County

Government) Regulations which states that the accounting officer of a

procuring entity to set up an inventory management system which shall be

managed by the head of the procurement function, for the purpose of
control and managing its inventory, storesl and

the Accounting officer should ensure timely submission of documents

during the audit process in line with section 9( I xe) of the Public Audit Act,

Cap.4l2B failure to which the committee shall recommend for their

investigation and prosecution in accordance with section 62(2) of the Public

Audit Act in the subsequent audit cycle.

lI.
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CHAPTER FOUR: FUNDS

4.1, REPORT ON THE AUDITED FINANCIAL STATEMENTS FOR LAMU
COUNTY BURSARY AND SCHOLARSHIP FUND FOR THE
FI NANCIAL YEAR 202412025.

The Governor of Lamu County, Hon. Issa Timmamy, EGH appeared before the Committee

on Thursday,2lst January,2026,, to respond (under oath) to audit queries raised in the

report of the Auditor-General on financial statements for the Lamu County Bursary and

Scholarship Fund for the Financial Year 202412025.

The Governor was accompanied by;-

l. Amb. Ali Abbas- County Secretary

2. Mr. Mohamed Ali- CECM Finance and Economic Planning

3. Mrs. Salma Osman- Chief Officer Finance

4. Mr. Mohamed Abbas- Director Accounting Services

REPORT ON THE FINANCIAL STATEMENTS

The Auditor-General rendered an Unqualified Opinion on the financial statements of the

Lamu County Bursary and Scholarship Fund on the lbllowing basis: -

Basis for Opinion

Unresolved Prior Year Matters

In the prior year audit report, three (3) issues were raised under the Report on Lawfulness

and Effectiveness in Use of Public Resources. These include failure to develop enabling

regulations to the Act. irregular expenditure on scholarships and other educational beneflts

and lack ofinternal audit reports.

Review of the status during audit of the Fund in 202412025 revealed that only the issues

on failure to develop enabling regulations to the Act and irregular expenditure on

scholarships and other educational benefits remained unresolved.

Management Response

Unresolved Prior Matter Key lssue Management Response

Failure to Develop Bursary
and Scholarship
Regulations

Fund did not
regulations in place

har c Regulations were

developed. waiting for the
County Assembly
confirmation. Appendix I

(Draft Regulation)
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Irregular expenditure on
scholarship and other
educational benefit

Payments outside the
Mandate of the County
Government

County Covernment
recognizes the fourth
schedule, but cannot be read

in isolation with Article 53

(b). which recognizes and

affirms education as a

fundamental right of
children 'l'he subject matter
is cunently resolved by the

intergovernmental
agreement with the
Ministry of Education that

enables the County
Govemment to issue

bursaries

Committee Observation

The Committee observed thal the management of the water company is progressively

irnplemcnting the recommendations of the auditor general and the committee on the prior

year issues.

Committee Recommendation

The Committee recommends that-
i, the Accounting Officer should resolve any issues resulting from an audit

that remains outstanding as required by section 149(2)(l) of the Public

Finance Management Act, Cap. 412A, faiture to which the provisions of
section 199 of the Public Finance Management Act on penalties for offences

may apply; and
ii. the Governor ensures the accounting officer submits a detailed status

report on the mitigation measures taken to resolve prior year matters

within 60 days of the adoption of this report.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN THE USE OF PUBLIC

RESOURCES

Basis for Conclusion

l. Failure to Develop Bursary and Scholarship Regulations

83



During the year under review, it was observed that the County Executive Committee

Member responsible for education had not developed regulations, for the better carrying

out of the Act contrary to Section 2l (3) of the Lamu County Bursary Fund Act, 2019 which

states that the County Executive Committee Member responsible for Education shall

propose regulations to the County Assembly from time to time for the better carrying out

of this Act. In the circumstances. Management was in breach of the law.

Management Response

Regulations were developed, waiting for the County Assembly confirmation.

Committee Observations

'[hc Conrmittee observed that the lund management formulated the regulations. and are

now awaiting approval by the County Assernbly.

Committee Recommendations

The Committee recommends that the Governor ensures that the Accounting Office

fast-tracks the process of approval of the regulations by the County Assembly, as

required by Section 2l(3) of the Lamu County Bursary Fund Act' 2019.

2. Incomplete Composition of the Fund Board

Revierv of the documents provided for audit revealed that. the Funds Board is Composed

of six (6) board members instead of the recommended nine (9) members. No cvidence of
a hoard nrcmber reprcsenting the y'outh and persons rvith disability was provided. Further,

the letter ol'appointrrrent of thc Sccrctary to the Board by the County Public Service Board

was not provided for audit review.

This was contrary to Section 6 of the Lamu County Bursary Fund Act, 2019 which provides

the membership of the Board to include the Chairman and three (3) members of the public

appointed by the Governor. representatives from the Christian and Muslim bodies, Chief

Officers of Finance and Education or their representatives and the Secretary who will be

competitively recruited by the Public Service Board.

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

Management Response

l'he said Board members were nominated but were not approved by the County Assembly.

An offlcer is designated by the County Public Service Board to work as the secretary

pending new recruitments.

Committee Observations
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The Comnrittee observed that thc three board nrcnrbers \\'cle nominated awaiting

approvals by the County Asscntblv.

Com mittee Recommendations

The Committee recommends that the Governor ensures that the Accounting Office

fast-tracks the process of approval of the nominated board members by the County

Assembly, as required by Section 21(3) of the Lamu County Bursary Fund Act,20l9.

3. Irregular Award of Bursaries

The statement of financial performance reflects expenditure on scholarship and other

educational benefits totalling to Kshs.77,378,408 as disclosed in Note 78 to the financial

statements.

Review of the documents provided lbr audit revealed that the Board awarded bursaries and

scholarships totalling to Kshs.l,2l4.000 to one hundred and fifty (150) students whose

forms were not approved by the Ward Bursary Committees.

In addition, the expenditure included bursary and scholarships of Kshs.18,541,000 awarded

te beneficiaries in Basuba and Witu Wards. However, the two (2) Wards did not have Ward

Bursary Committees. This was contrary to Section l6 of the Lamu County Bursary Fund

Act, 2019 which requires that the bursary application fbrms Io be signed by Ward Bursary

Committees.

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

Management Response

'l-he beneliciarics lbr the Basuba and Witu rvards rvere continuing studcnts. Since thc

committees u,ere not in place, the county bursary and scholarship board had to verily and

approve payrnents.

Committee Observations

The Committee observed that the management board approved he bursaries fbr continuing

students. duc to lack ola f'unctional ward bursary committee.

Committee Recommendations

The Committee recommends that the Governor ensures that the Accounting O{ficers

fast-tracks the instituting the ward bursary committee, to sign the ward application

forms, as required by Section l6 of the Lamu County Bursary Fund Act, 2019 .
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4. Failure to Acknowledge Receipt of Bursary and Scholarship Awards

Review of the documents provided for audit revealed that the Fund Board awarded bursary

and scholarship totalling to Kshs.8.636.000 and disbursed to various Institutions. However.

no acknowledgement letters or receipts from the recipient lnstitutions or beneficiaries were

provided for audit review.

This was contrary to Section l6(7) of the Lamu County Bursary Fund Act.20l9 which

requires that all scholarship beneficiaries must submit their progress report for that

particular year for students on scholarship and a cash receipt for the last allocation.

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

Management Response

Progress reports and cash receipts for that particular year for students on scholarship were

attached to the application forms. However, acknowledgement of cash receipts of
Kshs.8,636,000 was not attached to the allocation due to the late submission of funds to

schools. which was done from March to June 2025.

These payments were mostly awarded to beneficiaries in schools outside the county, which

submits receipts at the end of the academic year when they get back home for holidays.

The Board currently has receipts worth 2,609,000 from the amount. More students are still

submitting.

Committee Observations

The Committee observed that the management failed to submit the acknowledgement

letters or receipts from the recipient Institutions or beneficiaries, as required by Section

l6(7) of the Lamu County Bursary Fund Act,2019.

Committee Recommendations

The Committee recommends that the Governor ensures that the management

leverages on technology to submit receipts digitally on timely, in accordance with

Section l6(7) of the Lamu County Bursary Fund Act' 2019.

5. Payments Outside the Mandate of The County Government

During the period under review. the County spent Kshs.77,378,408 in respect of
scholarships and other educational benefits for issuance ofbursaries and scholarships. The

scholarships are to assist students to obtain education at such recognized Institutions and

to fund other education activities.

86



However, review of the awards revealed that the expenditure was in respect to functions

that are under the mandate of National Government contrary to the fburth schedule (Article

185 (2), I 86 ( I ) and 187 (2)) on distribution of functions between the National Govemment

and the County Governments part 2 under paragraph 9 which indicates that the County

Goyernments are responsible for Pre-primary educalion. village polytechnics. homecralt

County Government recognizes the fourth schedule, but cannot be read in isolation with

Article 53 (b), which recognizes and affirms education as a fundamental right of children

The subject matter is currently resolved by the intergovemmental agreement with the

Ministry of Education that enables the County to pay bursaries and scholarships to schools.

Committee Observations

l'he Committee observed that sub.iect matter currently resolved by intergovernmental

agreement rvith ministry of Education.

Com mittee Recom mendations

The Committee recommends that the Governor ensures that the Accounting Officer

fast-tracks the resolution process between the county government and the national

govern rn ent.
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4.2. REPORT ON THE AUDITED FINANCIAL STATEMENTS FOR LAMU
COUNTY CLIMATE CHANGE FUND FOR THE FINANCIAL YEAR
202412025.

The Governor of Lamu County, Hon. Issa Timmamy, EGH appeared before the Committee

on Thursday.2lst January.2026, to respond (under oath) to audit queries raised in the

report of the Auditor-General on financial statements for the Lamu County Climate Change

Fund for the Financial Year 202412025.

The Governor was accompanied by;-

l. Amb. Ali Abbas- County Secretary

2. Mr. Mohamed Ali- CECM Finance and Economic Planning

3. Mrs. Salrrra Osrrran- Chief'Olllcer Finance

4. Mr. Mohamed Abbas- Dircctor Accounting Scrvices

5. Mohamed Rashid Dirie- Chief Ofllcer. Climate Change

REPORT ON THE FINANCIAL STATEMENTS

The Auditor-General rendered an Unqualified Opinion on the financial statements of'the

Lamu Cor.rnty Climate Change Fund on the following basis; -

Inaccurate Accumulated Surplus and Net Assets Balance

The statement of financial position reflects accumulated surplus and net assets balance ol'

Kshs.73,576,512 while the statement of changes in net assets reflects corresponding

accumulated surplus and net assets balance of Kshs.84.458.939 resulting to uncxplained

variance of Kshs. 10.882.427.1n the circumstances. the accuracy and completeness o1'

accumulated surplus and net asscts balancc o1Kshs.73.576.512 could not be confirmed.

Management Response

Management notes the variance between the accumulated surplus and net assets balances

as reported in the Statement of Financial Position and the Statement of Changes in Net

Assets. The difference arose from an amount that was erroneously recognized in thc

previous financial period.

During the current financial year, management reviewed the assets and established that

they are owned and controlled by the Counfy Executive. As a result, the assets are no longer

recognized in the financial statements of the current period FY 202412025.

The adjustments were effected through journal entries to align the accumulated surplus and

asset balances. An Extract of Financial Statement 2024-2025 and Journal Entry was

attached for the Committee verification.

Com mittee C)bservations
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The Committee observed that Journal Voucher supporting the adjustment was provided.

However, the adjusted supporting ledger and trial balance were not provided and therefore

the variance was not reconciled.

Committee Recommendations

The Committee recommends that-

i. The Governor, through the Accounting officer, should ensure compliance

to Regulation 104(l) of the Public Finance Management (County

Government) Regulations which states that the accounting officer of a

procuring entity to set up an inventory management system which shall be

managecl by the head of the procurement function, for the purpose of
control and managing its inventory, stores; and

ii. the Accounting Officer should ensure timely submission of documents

during the audit process in line with section 9(lXe) of the Public Audit Act'
Cap.4l2B failure to which the Committee shall recommend for their
investigation and prosecution in accordance with section 62(2) of the Public

Audit Act in the subsequent audit cycle.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN THE USE OF PUBLIC

RESOURCES

Basis for Conclusion

Unbalanced Budget

'fhe statement of oomparison of budget and actual amounts retlects a flnal revenue budgel

of Kshs.156,697.125 and a Iinal expenditure budget ot'Kshs.89.951.229 resulting to a

budgeted surplus of Kshs.66,745,896. This was contrary to Regulation 3l of the Public

Finance Management (County Governments) Regulations, 2015 which states that unless

provided otherwise in the Act, these Regulations or any other guidelines developed in

Iirrtherance o1'thc Act or these Regulations, at all times during budget formulation and

approval all revenue and expenditure shall be entered into the County Government budget

estimates; expenditure entered in County Government budget estimates shall be authorized

fbr one (l) financial year only; and budget revenue and expenditure appropriations shall be

balanced.

In addition, the actual surplus for the period of Kshs.66.745,896 under the actual on

comparable basis column was not disclosed.

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

Management acknowledges the audit observation regarding the unbalanced budget. The

budgeted surplus arose due to omissions and timing differences during the budget

forrnulation and approval process. u'hich resulted in reventte and expenditure not being

fully aligned.

Corrective measures have since been taken to ensure that future budgets are balanced in

compliance with the Public Finance Management Act and its Regulations.

These measures include enhanced review and reconciliation procedures during budget

preparation and approval, as well as strengthened oversight to ensure full disclosure of
budgetary and actual performance information.

Committee Observations

The Committee observed that the corrective measures have been put in place to ensure

balanced budgets.

Committee Recom mendation

The Committee recommends that the matter be marked as resolved.
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4,3. REPORT ON THE AUDITED FINANCIAL STATEMENTS FOR LAMU

COUNTY EMERGENCY FUND FOR THE FINANCIAL YEAR

202412025
'l-he Governor of Lamu County. Hon. Issa Tinlmamy. EGH appeared before the Committee

on Thursday, l6th March 2026.to respond (under oath) to audit queries raised in the report

ol'the Auditor-General on financial statements lor the l,amu County Emergency Fund fbr

the Financial Year 202412025.

The Governor was accompanied by;-

1. Amb. Ali Abbas- County Secretary

2. Mr. Mohamed Ali- CECM Finance and Economic Planning

3. Mrs. Salma Osman- Chief Officer Finance

4. Mr. Mohamed Abbas- Director Accounting Services

REPORT ON THE FINANCIAL STATEMENTS

'l-he Auditor-General rendered an Unqualified Opinion on the frnancial statements of the

Lamu County Emergency Fund on the fbllowing basis; -

Other Matter

Unresolved Prior Year Matters

In the prior yeal audit report. one (l) issue was raised under the Report on Financial

Statements and two (2) issues under the Report on Lawtulness and Ettectiveness in the Use

of Public Resources. These include unsupported emergency payments, non-compliance

with public sector accounting standards board reporting requirements and non-notification

of emergency payments to County Assembly.

Review of the status during audit of the Fund in 202412025 revealed that two (2) issues on

unsupported emergency payments and non-notification emergency payments to County

Assembly remained unresolved.

Management Response

Issue

Unsupported
emergency
payrnents

Management remarks

'l he requcstcd docuntcnt
was provided as belclw

Distribution list Work
tickets, registration
numbers. packing list.
and destinations was

Auditor
Comments
Issue

addressed
Providc the
documentation

Key Issue

Distribution
list not
provided
Work tickets,
registration
numbers,
ackin list
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Action
Required



and
destinat ions
not provided

disclosed issue was

discussed at the Senate.

Non-
compliance
with the
PSASB
reporting
template

Inadequate
disclosure of
information

Adequate of
disclosure

Issue not
addressed

The financial statements
were submitted. which
incorporated updated
information and were

reported accuratelf in all
material respects.

Non
notification
of
emergency
payments to
the County
Assembly

Breach of law Notification to
the county
assembly

Issue not
addressed

In compliance with
Section I l4(l) and (3) of
the Public Finance
Management Act,2012.
the County Executive
Committee Member fbr
Finance duly notified the
County Assembly of the
utilization of the
emergency fund within
the stipulatcd period.
Copies of the
notification letters.
which were received by
the Assembly. arc

attached and resubmitted
herewith for your
reference.

The management wishes to clarify that all the mentioned documents were provided and

verified during the Senate committee sitting, and the issue was fully addressed. The Senate

committee mandated the OAG office to follow up with the County Assembly on the

a
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submission of the approval since the County Executive had proven that they had submitted

the request for approval to the County Assembly.

Committee Observations

The Committee observed that the management is progressively addressing the issues raised

by the auditor in the prior year financial audit'

The Committee recommends that-

I REPORT ON LAWF-ULNESS AND EFFECTIVENESS IN THE USE OF PUBLIC

RESOURCES

Basis for Conclusion

l. Irregular and Unapproved Emergency Expenses

Review of the Fund bank account revealed that as at the beginning of the financial year

202412025 the Fund had a bank balance ol' Kshs.7.773.006 aller having spent

Kshs.29.480. 152 in 202312024 financial year.

However, evidence that the CECM caused a draft of the Appropriation Billto be introduced

in the County Assembly for the appropriation of the money paid for the replenishment of
the County Government's Emergency Fund to the extent of the amount of the payment was

not provided.

This was contrary to Section 114(l) and (3) of Public Finance Management Act,2012
u,hich states that as soon as practicable after the County Assembly has approved the

payment, the County Executive Committee Member for Finance shall cause a draft of the

Appropriation Billto be introduced in the County Assembly for the appropriation of the

money paid for the replenishmenl of the County Government's Emergency Fund to the

extent of the amount of the payment.

In addition, during the period under review, Lamu County Emergency Fund paid an amount

rotalling Kshs.l1,960.643 in respect to emergency expenses. 
-l'hc expenditure included

,
93

i. the Accounting Officer should resolve any issues resulting from an audit

that remains outstanding as required by section 149(2)(l) of the Public

Finance Management Act, cap.412A, failure to which the provisions of
section 199 of the Public Finance Management Act on penalties for offences

may apply; and
ii. the Governor ensures the accounting officer submits a detailed status

report on the mitigation measures taken to resolve prior year matters

within 60 days of the adoption of this report.



mitigation measures in relief food supply, disease outbreak control and monetary relief for

victims affected by fire.

However. the County had an approved budget during the year under review of
Kshs.5,000.000 on drought contingency (item 2640203). Department of Devolution.

Disaster Management and Resource Mobilization. where this expenditure could have been

catered from before utilizing the emergency funds.

This was contrary to Section 1 l2 ( 1) of Public Finance Management Acl,2012 which states

that the County Executive Committee Member for Finance may make payntents from the

County Government's Emergency Fund only if he or she is satisfied that there is an urgent

and unforeseen need for expenditure for which there is no legislative authority and shall be

in accordance with operational guidelines made under regulations approved by Parliament

and the law relating to disaster management.

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

Management Response

Management notes the audit observation regarding the failure by the County Executive

Committee Member (CECM) for Finance to cause a drafl Appropriation Bill to be

introduced to the County Assembly for the replenishment of the Emergency Fund as

required under Section I l4(1) and (3) of the Public Finance Management Act.20l2.

Management clarifies that at the material time, the County Executive did not have available

direct funds to support thc introduction of a standalone Appropriation Bill fbr the

replenishment of the Emergency Fund. Any replenishment of the Emergency Fund at the

time could only have been effected through a Supplementary Budget.

Notwithstanding the above, it is important to note that the County Executive subsequently

made deliberate budgetary allocations to the Emergency Fund in the subsequent financial

years. Specifically, funds for the Emergency Fund were provided for in the County budgets

for the Financial Years 202412025 and 202512026. both of which were duly approved by

the County Assembly and appropriated through the respective Appropriation Acts. A copy

of the BudgetFY 202412025 and202512026 was attached for the committee verification.

The Emergency Fund was utilized in line with its mandate to address urgent and unforeseen

situations that required immediate response. The specific emergencies encountered

required prompt intcrvention to mitigate further loss and suffering.

The County had an approved budget during the year under review. amounting to Kshs.

5,000,000 under drought contingency (ltem 2640203) in the Department of Devolution,

Disaster Management and Resource Mobilization, from which this expenditure could have

been catered for before utilizing emergency funds.

\
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However, this issue was previously raised during the in-year audit, and management

provided clarification as follows:

At the time of procuring the relief tbod, the vote book tbr the Department of Devolution.

Disaster Management, and Resource Mobilization ref'lected an available balance of Kshs.

1.050,500. and not Ksh 5,000,00. (Kshs1,050,500,)'fhis amount had been primarily

budgeted for water trucking activities.

The procurement of relief food required a total budget of Ksh. 4.728,000, Disease outbreak

control, which involved Ksh 1,483,156 and assisting the victims of fire' Ksh 500.00.

Therefbre, Ksh 1,050,500 which was available in the vote book, was significantly

insufficient to cater for the proposed expenses. Given the urgent nature ofthe situation, the

Chief Officer for the department formally notified the CECM for Finance, who

subsequently sought and obtained approval from the County Executive Committee to

utilize emergency funds to cater for the expenditure.

A copy of the Vote Book extract. letter from the Chief Olllcer Devolution, letter liorn

CECM Health and letter from the CECM Finance. and minutes of the County Executive

approval werc attached for the committee recommendation.

Committee Observation

'lhe Cornmittee observed thatl-

i. the utilization of the Emergency Fund under these circumstances was irregular and

in contravention of Sections ll2(l) and ll4(l) and (3) of thePublic Finance

Management Act,2012.
ii. The management however submitted the drafl of the Appropriation Bill to be

introduced in the County Assembly for the appropriation of the money paid for the

replenishment of the Counfy Government's Emergency Fund to the extent of the

amount ol'the payment.

Committee Recommendations

The Committee recommends that;-

i. The Governor ensures that County Executive Committee for Finance issues a

circular to all Accounting Officers and Chief Officers reiterating the legal

parameters governing the utilization of the Emergency Fund as set out in
Section ll2 ol the PFM Act, 2012, emphasizing that the Fund shall only be

accessed where there is absolutely no legislative authority (budget provision)

for the urgent and unforeseen expenditure.
ii. The chief officer, Department of Devolution, Disaster Management and

Resource Mobilization shall ensure that in future, budget utilization for

{
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disaster response is prioritized from existing approved allocations' and where

additional funds are required, a supplementary budget shall be sought before

resorting to the EmergencY Fund.

iii. The Auditor-General shall verify compliance with the above

recommendations during the subsequent audit of the County Government for
the financial year 202512026 and report accordingly.

2. Irregular Procurement of Emergency Relief Food Supplies

Review of records during the period under review revealed that Management paid

Kshs.4.728,000 to a local supplier for the supply and delivery of emergency relief food

items.

Thc lbod itenrs rvcrc supplied under tcnder No: CGI./DP/DDMRB/0031202412025, which

was suppofled u'ith Local Purchase Ordcr (l-PO) No: 3l 77453l4 dated l0 February. 2025:

invoice and delivery note dated 28 February. 2025 and counter receipt voucher (Sl3)

No.2000607/8 dated 28 F ebruary, 2025.

However, the procurement and prices charged were contrary to directive of the Supplies

Branch in the State Department for Public Works under the Ministry of Lands. Public

Works. Housing and Urban Development issued through circular Reft

SDPW/SB/001A122-24 dated 25 September, 2023 which provided the list o1'suppliers

awarded framework contracts and the agreed prices, to user Ministries/Departments.

County Governments and all Public Institutions including Schools for a two (2) year period

ending 4 September, 2025.

In addition. the supplier is not included in the shortlist of firms in the contract and the prices

applied in the l.ocal Purchasc Order uere not supported by a market survey. In the

circurmstances. Management w'as in breach olthe law.

Management Response

Management notes the audit observation on the procurement of emergency relief fbod

supplies amounting to Ksh. 4"728.000. The procurement was undertaken using the entity's

duly approved and prequalificd list of suppliers in accordance with the Public Procurement

and Asset Disposal Act, 201 5 and the applicable Public Procurement Regulations.

Management further clarifies that a market survey was conducted before the procurement

to ascertain prevailing market prices, and the prices applied in the Local Purchase Order

were based on the outcome of the market survey. The market survey report is attached lbr

audit verification.

,
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The procurement was carried out on an emergency basis to address urgent humanitarian

peeds, and the procedures followed were considered appropriate under the prevailing

circumstances. Nonetheless, management has taken note of the directive issued by the

Supplies Branch and will ensure that future procurements of a similar nature align with all

applicable government fiamework contracts and circulars where applicable.

Kindly also note that the suppliers outlined in the said circular are not based in Lamu, thus

procuring from these suppliers would have cost the County more due to transport costs.

The nearest vendor is in Mombasa

the committee verification.

Committee Observations

The Committee observed that;-

Copies of the Market Survey report were availed for

a

i. Despite Management's claim of using an approved prequalified list, the management

did not adhere to the mandatory framework contract as required under the Public

Procurement and Asset Disposal Act,20l5, which aims to ensure standardization.

transparency, and value fbr moneY.

ii. Although Management attached a market survey report, the prices applied in the

Local Purchase Order were not benchmarked against the fiamework contract prices.

raising concerns about cost elliciency.

Com mittee Recommendations

The Committec recommends that;-

i. The Committee recommends that disciplinary action be taken against the

procurement and accounting officers involved for failure to comply with

binding procurement directives and for circumventing established procurement

procedures without obtaining prior approval.
ii. Management must ensure that all future procurements, including those deemed

urgent, comply with mandatory framework contracts issued by the Supplies

Branch unless a formal exemption is sought and granted by the relevant

oversight authority. Any deviation must be supported by documented

justifications and approved in writing.
iii. The Accounting OIIicer should report to the Committee within 60 days on the

implementation status of the above recommendations, including any recoveries

made and disciplinary actions taken.

)
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4.4REPORT ON THE AUDITED FINANCIAL STATEMENTS FOR LAMU
COUNTY EXECUTIVE HOUSING FUND FOR THE FINANCIAL YEAR
2024t2025.

The Governor of Lamu County, Hon. Issa Timmamy, EGH appeared before the Committee

on Thursday, 16il'March 2026.to respond (under oath) to audit queries raised in the reporl

of the Auditor-General on financial statements for the I-amu Executive Housing Fund for

the Financial Year 202412025.

The Governor was accompanied by;-
l. Amb. Ali Abbas- County Secretary

2. Mr. Mohamed AIi- CECM Finance and Economic Planning

3. Mrs. Salma Osn.ran- Chief Officer Finance

4. Mr. Mohamed Abbas- Director Accounting Services

REPORT ON THE FINANCIAL STATEMENTS

The Auditor-General rendered an Unqualified Opinion on the financial statements of the

Lamu County Executive Housing Fund on the following basis; -

l. Long Outstanding and Defaulted Loans

The staterne nt ol' financial position reflects current portion of long-term receivable balance

ol'Kshs. 1.959.334 and long-term receivables from exchange transactions balance of
Kshs.4. 160.000 as disclosed in Notes l9 and 29 to the financial statements.

As previously reported. reviel of the loan documents providcd lbr audit revealed that a

loan of Kshs.23.400,000 was disbursed to an officcr on 9 July, 2019, at an interest rate ol'

3o/o and repayment period of thirty-six (36) months.

However, as at the time of the audit the loan was not fully repaid and a balance of
Kshs.6, I 19.334 was outstanding as indicated below.

Item description Amount (Ksh)
Principal Amount 4.160.000

Accumulated interest 1.959,334
6,119,334

The title deed uscd as collateral in case of default was not deposited with the Housing

Loans Management Committcc as at the tinre of audit. Furlher. the borrower was no longer

an employee ol'the County Government o[ Lamu and had not given prior authority in
writing for pension dues and any other employee benefits to be utilized to clear the debt in

case the member loses his job before repaying the loan. Also. the fund administrative

committee did not pass a resolution of converting the loan to commercial terms.

I
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In the circumstances, the recoverability, accuracy and completeness of the long-term and

current receivables fiom exchange transactions balance of Kshs.6. 119,334 could not be

confirmed.

Management Response

The County Executive of Lamu acknowledges the audit observation. The borrower in

question received a loan of Ksh 23.400,000 on I lth July 2019, with a thirty-six (36) months

repayment period ending in July 2023. However, the borrower ceased employment with

the County Government in October 2022 and has since defaulted on the loan repayment.

Despite the loan agreement requiring a title deed to be deposited as collateral, the borrower

failed to submit the same to the Housing Loans Management Committee. As a result, the

County Government has issued several demand letters to the borrower, and formal recovery

proceedings have been initiated.

The matter has also been reported to the Ethics and Anti-Corruption Comrnission (EACC)

fbr investigation and further enforcement action. Copies of the demand letters issued to the

borrower and correspondence between the County executive and EACC were attached for

the comrnittee veritication.

Committee Observations

'l'he Conrmittee observed that the matter remains unresolved as it is under investigation by

thc Ethics and Ani-Corruption Commission'

Com mittee Recomrnendation

The Committee recommends that the EACC fast-tracks the investigation process on

this matter, and gives a status report to the Senate and copy to the auditor general,

within sixty (60) days from the date of adoption of his report.

Other Matter Unresolved

Prior Year Matters

In the prior year audit report. three (3) issues were raised, an issue in every section ofthe

report. that is under the Report on Financial Statements, Report on l-awfulness and

Etl'ectiveness in Use of Public Resources, and Report on Effectiveness of Internal Controls,

Risk Management and Governance, respectively.

These issues included long outstanding and defaulted loan repayment, late submission of
flnancial statements lbr audit and tailure to effectively utilize appropriated funds' Review

t
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of the status during audit of the Fund in 202412025 revealed that only the issue on long

outstanding and defaulted loan repayment remained unresolved.

Management Response

lssue Key lssue Action
Required

Auditor
Comments

Response

Long-
standing and
defaulted loan
repayment

Loan in default
and officer no
longer working
with the county

Recovery ofa
defaulted loan

Issue
addressed

not Please refer to the
response above.

Late
submission of
financial
statements

l:ailure [o
elfectively
utilize
appropriated
funds

Four months
after the close
of the financial
year

Fa ilu rc to
disburse loans

Ensure
adherence
the law
submission

to
on

2024122025
submitted in
time Issue
addressed

The issue resolved
for the financial
year 202412025
was submitted on
time

oI
AS

I ir-rsu rc
ut ilizat ion
f unds
intended

Issue
addressed

nol Please refer to the
response l.
Underutilization
of funds

Committee Observation

The Committee observed that the management of the water company is progressivcly

implementing the recommendations of the auditor general and the committee on the prior
year issues.

Committee Recommendation

The Committee recommends that-
i. the Accounting Officer should resolve any issues resulting from an audit that

remains outstanding as required by section 149(2Xl) of the Public Finance

Management Act, Cap. 4124, failure to which the provisions of section 199 of
the Public Finance Management Act on penalties for offences may apply; and

ii. the Governor ensures the accounting officer submits a detailed status report
on the mitigation measures taken to resolve prior year matters within 60 days

of the adoption of this report.

REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK
MANAGEMENT AND GOVERNANCE

?
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Basis for Conclusion

l. Underutilized County Funds

The statement of financial position reflects a balance of Kshs.35,628,352 on cash and cash

equivalents as disclosed in Note 27 to financial statements. The Fund had the same balance

in the prior year and did not disburse any loan during the year under review.

The Fund therefbre did not utilize its available resources during the year under review. No

explanation was provided for keeping public funds idle at the expense of delivering

services to the public.

In the circumstances, the effectiveness ol the fund in meeting the intended purposes could

not be confirmed.

Management Response

The County Executive acknowledges the audit observation. During the period under

review. the Lamu Counfy Staff Housing Fund Committee did not receive any loan

applications from staff members. Consequently, no loan disbursements were made.

It is important to note that the Fund remains active, and the County Executive is f'ully

committed to issuing loans to eligible staff upon application. The lack of disbursement was

not due to unwillingness or inaction by the Fund Committee, but rather the absenoe of
applications from potential beneficiaries.

Committee Observations

The Comrnittee observed that [,amu County Staff Housing Fund held cash and cash

equivalents amounting to Ksh. 35,628.352 as at the end of the financial year, a balance that

remained unchanged fiom the prior year. During the year under review, the Fund did not

disburse any loans to staff members as it did not receive any applications during the

tlnancial year under review.

Committee Recommendations

The Comnrittee recommends that the Governor ensures that CECM Finance initiates

the process the of winding up the Lamu County Executive Staff Housing fund' in
accordance with the fund regulations and other applicable law by;-

i. Present a resolution to the County Assembly to repeal or amend the Lamu

County Staff Housing Fund'
ii. Prepare a closure plan detailing the reallocation of the unutilized cash balance

of Ksh. 35,628,352 to the County Revenue Fund or to alternative programs that

directly address staff welfare or affordable housing needs.



Iu. Ensure that any outstanding liabilities are settled and that the closure is

conducted in compliance with the Public Finance Management Act, 2012' and

any relevant county legislation.

2. Dysfunctional Loan Management Committee

A review of the documents provided for audit revealed that the Housing Loan Management

Committee was charged with running the operations of the Fund. However, the committee

did not have any committee sitting during the year under review.

This was contrary to Section 109(6) of the Public Finance Management Act.20 l2 which

provides that the County Treasury shall obtain the written approval of thc Controller ol'

Budget beforc withdrawing money from the County Revenue Fund under the authority o1'

an Act of the County Assembly that appropriates money for a public purpose; an Act ol'

Parliament or county legislation that imposes a charge on that Fund; or this Act in

accordance with sections 134 and 135.

In addition, Regulation 7(1) of the Lamu County Executive Staff Housing Fund

Regulations,20l9 provides that there shall be a committee known as the Housing l-oans

Management Committee. which shall consist of the County Secretary(Chairperson). thc

Chief Officer of financc (Fund administrator), the County Chief Officer in charge of Public

Service Management and Administration. the County Attorney or the person in charge ol'

the County Legal Officer, the County llousing Officer and the County Director in charge

of Human Resource.

Regulation 7(2) requires that the committee process loan applications in accordance with

the existing terms of borrowing and supervise the day-to-day operations of the fund

established by regulation 3.

In the circumstances, effectiveness of intemal controls, risk management and governance

could not be confirmed.

Management Response

The Loan Management Committee remains operational and continues to discharge its role

in accordance with the Public Finance Management Act. 2012. and the applicable Fund

Regulations. The Committee convened and deliberated on the recommendations of the

Senate Committee. reviewed the status of defaulted loans, and considered progress on

fbllou,-up actions bcing undcrtakcn by the Ethics and Anti-Corruption Commission

(EACC).

During the same meeting, the Cornmittee also discussed and guided on matters relating to

the dissolution of the Fund, including the management of outstanding loan balances and
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related obligations. The proceedings, deliberations, and decisions of the Committee are

cluly documented. and the approved minutes of the meeting are attached as evidence of

continued tunctionality and eftective oversight.

Management will ensure that the Loan Management Committee continues to meet as

required during the transition period leading to the dissolution of the Fund' Outstanding

loan recovery actions, including enforcement and investigative processes being undertaken

b1,the EACC where applicable, will be monitored and periodically reported to the relevant

oversight authorities.

Committee Observation

The Committee observed that the fund is no longer functional, and that the committee had

recommended for the winding up of the fund.

Com mittee Recommendation.

Committee I{econrmendations

i) The Committee recommends that the Governor ensures that CECM Finance

initiates the process the of winding up the Lamu County Executive Staff

Housing fund, in accordance with the fund regulations and other applicable

law by;-
ii) Present a resolution to the Counfy Assembly to repeal or amend the Lamu

County Staff Housing Fund'
iii) Prepare a closure plan detailing the reallocation of the unutilized cash balance

of Ksh. 35,628,352 to the County Revenue Fund or to alternative programs that

directly address staff welfare or affordable housing needs.

iv) Ensure that any outstanding liabilities are settled and that the closure is

contlucted in compliance with the Public Finance Management Act,20l2, and

any relevant county legislation.

3. Failure to Enact an Act of The County Assembly

Review of the records revealed that the County Executive Committee Member of Finance

has not developed enabling AcI for proper implementation of the Fund. This was contrary

to Section ll6(1) of the Public Finance Management Act.20l2 which states that a County

Executive Committee Member fbr finance may establish other public funds with the

approval of the County Executive Committee and the County Assembly.

In the circumstances, effectiveness of intemal controls, risk management and governance

could not be confirmed.
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Management clarifies that the County Executive did not develop a separate enabling Act

for the implementation of the l{ousing Fund. The County Executive was guided by the

Public Finance Management (PFM) Act, which is the primary legal framework governing

count), llnancial ltlatters.

Iror the Housing Fund specifically, the County Executive operationalized the Fund through

duly enacted Regulations, which were approved by the County Assembly and subsequently

published in the Kenya Gazette. These Regulations therefore provide the legal and

administrative basis for the implementation and management of the Housing Fund.

Committee Observation

The Committee observes that the Management's response does not fully address thc

specific finding of the audit. The establishment of a public fund requires an enabling Act
of the County Assembly to provide a distinct legal identity, governance structure. and

specific accountability mechanisms for that fund.

Reliance solely on Regulations-which are subordinate to an existing Act-may not

satisfy the explicit legislative intent of Section I l6(1) regarding the fbrmal establishment

of a distinct public fund.

Committee Recommendation

The Committee makes the following recommendation:

l. Expedite the Enactment of an Enabling Act: The County Executive Committee
Member for Finance should, within ninety (90) days of the adoption of this
report, develop and submit to the County Assembly a draft County Housing

Fund Bill (or Enabling Act); and

2. County Executive is advised to strictly adhere to the statutory provisions of the

PFM Act by initiating the establishment of public funds through the proper
legislative channel (County Assembly Act) rather than relying solely on

subsidiary legislation (Regulations).
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13TH PARLIAMENT sTH SESSION

PRESENT

l. Sen. Godfrey Atieno Osotsl CBS, MP
2. Sen. Agnes Kavindu Muthama, MP
3. Sen. William Kisang' Kipkernoi, MP
4. Sen. Beth Kalunda Syengo, MP
5. Sen. Peris Pesi Tobiko, CBS, MP
6. Sen. Raphael Chimera Mwinzagu, MP
7. Sen. George Mungai Mbugua, MP
8. Sen. Hamida Ali Kibwana, MP

ABSENT WITH APOLOGY

9. Sen. Eddy Gicheru Oketch, MP

- Chalrperson
- Memb€r
- Mernber
- Member
- Member
- Member
- Member
- Mernb€r

- Vice.Chairperson

l. Mr. Yussuf Shimoy
2. Mr. Godfrey Nyaga
3. Mr. Khatib Omar
4. Mr. Victor Kimani

A. OFFICE OF THE AUDITOR GENERAL

Mr. Mark Gachanja

B. ETHICS AND ANTI CORRUPTION COMMISION

Mr. Patrick Kinoti -Liaison Officer

- Clerk Assistant I
- Clerk Assistant III
- Clerk Assistant III

- Audio offrcer

I

MIN.NO.SEN/CPICSFI377I2O26 PRAYER
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MINUIES OF TIIE F]ITTY FIR.ST SITIING OF TIIE COT]NTY PT]BLIC NVESIME\IS
At{D SPECIAL FLII{DS COMI\{ITTEE HH..D ON ruESDAy,2ArH MARCH Z}26IN
coMndITTEE ROOM 10, BUNGE TOU/m. AT 3J0 p.lw

SECRETARIAT
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The meeting was called to order by the chairperson at ten minutes past thre€ o,crockin the afternoon followed by a word of prayer.

MIN. NO. SEN/CPICSF/37812026 ADOPTION OF TIIE AGENDA

The agenda of the meeting was adopted having been proposed by Sen. Agnes KavinduMuthama, Mp and seconded by sen. George fiungai lrabugur, rraru. rotio.n. -
l. Prayer;

2. Adoption of the Agenda;
3. Consideration and Adoption of Reports
4. Any Other Business; and
5. Date of the Next Meeting and A_djournment.

MIN. NO. SEN/CPICSF/3 7 g 12026 CONSIDERATION AND ADOPTION OF
REPORTS

The committee considered the reports on the consideration of the audir reports of thefollowing counties and their respective entities for the Financial year 2o24D025 (l,r
July,2024 to 306 June, ZO2S)-

l. Embu Report

Sector Entity

water and sanitation companyNgandori

a water and sanitationNyagak

Embe water and sanitation company limited

Water Companies

water and sanitation companyEmbu

Municipality Embu municipality

Embu level 5 hospital

sub county hospitalMbeere

es sub county hospitalRunyenj

Hospitals

4

ara sub county hospitalIshi

u county education support fundEmb

county climate change fundEmbu

Embu county executi ve car & mortgage fund

Funds 5

county governmort emergorcy fundEmbu

2

No.

4

I



2. Kirinyaga Repon

3. Lamu

Sector No Entity

Water Companies 2 Kirinyaga County Water and Sanitation

pldKICOwAsCo)

Rukanga Makutano Water and Sanitation

plc. (RUMAWASCO)

Municipalities I Kerugoya -kutus municipal

3 Sagana sub - county level 4 hospital

Kianyaga sub county level 4 hospital

Kimbimbi sub county level4 hospital

Funds 6 Kirinyaga county executive ernergency fund

County Government of Kirinyaga Executive

Mortgage Fund

Kirinyaga county alcoholic drinks conhol
fund

Kirinyaga county climate change fund

Kirinyaga county executive bursary fund

Sector No Entity-

Water company I
Lamu water and sewerage company limited

Municipality I Lamu municipality

Hospitals J Lamu county referral hospital

Faza sub-county hospital

Mpeketoni sub-county hospital

Funds 4 Lamu county bursary and scholarship fund

3

Hospitals

Kirinyaga executive car loan & mortgage

fund



lamu county cI mate change fund

u county anergency fundlam

Lamu county executive staff housing fund

4. Mandera Report

5. Mombasa Report

Sector No.

sewerage company (MANDWASCO)Mandera water and
Water companies

Elwak water and sanitation company

Municipalities Elwak municipality

Mandera municipality

Hospital

fey

ferral
Hosp

Ban sa Sub-Coun H taty osp
Kotu o Sub-Coun Referra Hty taosp
La sub-Coun Ho talty sp

anM dera Central sub- Co nu H talty ospr
Mand era Coun Rety Ho talsp
Mandera North uS b- Coun taty
Man erd wa est sub-Coun H taty ospl

Mandera county climate change fundFunds
2

andera county education bursary fund
M

Sector Entity

Water company asa water supply and sanitation company
Momb

Likoni sub-county level 4 hospital

Tudor sub-county level 4 hospital
Hospitals

5

Mrima sub-county level 4 hospital

4

Entity

2

2

7

No.



Portreitz SubCounty level 4 hospital

Coast General Teaching & Referral Hospital

Mombasa Alcohol Drinks Control FundFunds

Mombasa County Elimu Scheme

6. Murang'a Report

Sector No. Entity

Water companies 5 water and sanitation company

Gatanga water and sanitation plc

Kahuti (Murang'a west) water and sanitation company
Iimited

Murang'a south water and sanitation company
(MUSWASCO)

Murang'a water and sanitation company
MUWASCO) Iimited

Gatamathi

Municipalities 3 Kangari Municipality

Kenol Municipality

Murang'a Municipality

Hospitals 4 Kandara Sub-County Hospital

Kigumo level4 hospital

Maragua Sub- County level 4 hospital

Murang'a level 5 hospital

4

scholanhip fund

Murang'a county agricultural farm inputs subsidy &
incentive fund (afis fund)

Murang'a county climate change fund

Murang'a county youth fund

Murang'

5

2

Funds a county government education and



7. Nyamira Report

9. Tharaka Nithi Rryorr

sector entity

Municipality Nyamira municipality

level 4 hospitalEsani

anga level 4 hospitalM

4 subcounty hospitalMasaba level

Hospitals 4

yamlra county referral hospitalN

ra county education support fundNyami

county emergency fundNyamira

Nyamira county
(executive) fund

Funds 4

yamira county climate change fundN

Entity

Water company Tana River Water and Sanitation Company
Limited

Municipality Hola municipality

ver county climate change fundTana ri

Tana river county disaster risk management
fund

Funds 3

ana nver county ward bursary fundT

EI

Sector No.

Water company Nithi water and sanitation company limited

Chuka municipality2

wana municipalityKath

Hospitals Chuka referral hospital

6

8. Tana River Report

no.

I

mortgage & car loan

Sector

I

Entity

I

Municipalities



4. Iten County Referal Hospital
5. Tambach Sub.County Hospital
6. Elgeyo Marakwet $r1W 1*1"rbly Catering Services Revolving Fund7. Elgeyo Marakwet Arcohoric Drinks and corinor Fund-Execuiive
8' Elgeyo Marakwa car and Mortgage Revorving runa-rxecutive
9. Elgeyo Marakwa County Climate-Change Fund
10. Elgeyo Marakwa Education Fund_Executive.

MIN. NO. SEN/CPICSF/38512026 AI\IY OTIIER BUSINESS

There was no any other business.

MIN. NO. SEN/CPTCSF/3 86t2026 DATf, OF NDM
AI}IOT]RNMEhIT

MEEIII{G &

The chairperson adjoumed the meeting at forty-five minutes past five o,crock in theafternoon. The next meeting would be called on notice.
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(CHAIRPERSON: SEN. GODFREY ATIENO OSOTSI, CBS, Mp.)
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