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

The attached Abstracts of Accounts of the Municipal Council of
Nanyuki which comprise the Consolidated Statement of Financial
Position as at 30 June 2007, the Consolidated Statement of Financial
Performance for the year then ended and other explanatory notes have
been audited on my behalf by the Council’s Authorized Auditors in
accordance with Section 39(1) of the Public Audit Act, 2003. The
auditors have duly reported to me the results of their audit and on the
basis of their report, I am satisfied that all the information and
explanations which, to the best of my knowledge and belief, were
necessary for the purpose of the audit were received.

1.0 The Council’s Responsibility on the Abstracts of Accounts

The Council is responsible for the preparation of Abstracts of Accounts
which give a true and fair view of the Council’s state of financial affairs
and its operating results. This responsibility includes: designing,
implementing and maintaining internal controls relevant to the
preparation and fair presentation of Accounts that are free from material
misstatement whether due to fraud or error; selecting and applying
appropriate accounting policies; and making accounting estimates that
are reasonable in the circumstances.

2.0  Responsibility of the Controller and Auditor General

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



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

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

3.0 Qualification Points
3.1 Fixed Assets

The Consolidated Balance Sheet Fixed Assets balances increased from
Kshs.340,056,968.00 as at 30 June 2006 to Kshs.373,009,949.00 as at 30
June 2007. However, the Council did not maintain a Fixed Assets
Register (FAR). Further, ownership documents and valuation reports
were not made available for audit review. In the circumstances, it was
not possible to confirm the accuracy of the fixed assets balances of
Kshs.373,009,949.00 as at 30 June 2007.

3.2 Sundry and Other Debtors

The Council’s Consolidated Sundry and other Debtors balance increased
from Kshs.352,892,838.00 as at 30 June 2006 to Kshs.359,671,381.00 as
at 30 June 2007. The increase of Kshs.6,560,951.00 (2%) was mainly
attributed to the General Rate Fund debtors. However, the Council did
not produce debtors’ ledgers and schedules for audit verification. Out of
the total debtors, Kshs.179,219,849.00 or 50% which remained the same
as in the previous year were water debtors. No provision for bad and
doubtful debts was made in the Accounts. In the circumstances, it has
not been possible to confirm the accuracy and recoverability of the



Sundry and Other Debtors balance of Kshs.359,671,381.00 as at 30 June
2007.

3.3 Creditors and Unpaid Loans (LGLA)

The Consolidated Balance Sheet reflects Sundry and Other Creditors
balances of Kshs.7,233,672.00 and Kshs.3,380,891.00 respectively as at
30 June 2007. In addition, the Local Government Loans Authority
(LGLA) Unpaid Loans balances were apparently not being serviced and
increased from Kshs.124,950,673.00 as at 30 June 2006 to
Kshs.130,828,391.00 as at 30 June 2007. However, the Council did not
produce supporting schedules for audit verification. Further, the Council
has not explained how it intends to repay the growing debt portfolio with
its creditors and lenders. Under the circumstances, it has not been
possible to confirm the correctness and serviceability of the Sundry and
Other Creditors and Unpaid Loans balances as at 30 June 2007.

34 Long Term Loans

The Consolidated Balance Sheet Long Term Loans balances decreased
from Kshs.108,202,938.00 as at 30 June 2006 to Kshs.104,785,449.00 as
at 30 June 2007. However, no confirmation certificates from the Local
Government Loans Authority (LGLA) were obtained to support the
balances. Further, Loans Agreements and repayments schedules were
not made available for audit review. In the circumstances, the accuracy
and authenticity of the Outstanding Loans balances of
Kshs.104,785,449.00 as at 30 June 2007 could not be confirmed.

3.5 Short Term Investments

The Short Term Investments in Fixed Deposits balances decreased from
Kshs.97,920,365.00 as at 30 June 2006 to Kshs.41,795,896.00 as at 30
June 2007. The decrease of Kshs.56,124,469.00 or 57.3% was not
explained or reconciled. Further, no investments registers were
maintained. In the circumstances, the accuracy of the short term
investments balances and interest earned and accrued as at 30 June 2007
could not be confirmed.



3.6 Renewals Funds

Section 219 of the Local Government Act, Cap 265 requires the Council
to create and set aside adequate renewals funds to provide for the entire
or partial replacement of some or all of its assets, which, owing to
depreciation or other cause will require at some future date to be
replaced. During the year, the Council did not make any provision for
depreciation in the Accounts. Further, it did not create and set aside
renewals funds as required. The Council was therefore in breach of the
law. It is not also clear how the Council intends to finance the
replacement of its assets, in future, in the absence of renewals funds.

4.0 Opinion

Except for the reservations set out in paragraphs 3.1 to 3.6 above, in my
opinion, the Abstracts of Accounts give a true and fair view of the
financial position of the Council as at 30 June 2007 and of its deficit for
the year then ended in accordance with the Local Government Act, Cap
265.

P.N. KOMORA, CBS
CONTROLLER AND AUDITOR GENERAL

Nairobi

14 November 2008
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