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OFFICE OF THE AUDITOR.GENERAL

REPORT OF THE AUDITOR.GENERAL ON THE STATEMENT OF OUTSTANDING
LOANS FOR THE YEAR ENDED 30 JUNE 2017

REPORT ON THE FINANCIAL STATEMENT

Adverse Opinion

I have audited the accompanying statement of Outstanding Loans as at 30 June 2017
in accordance with the provisions of Article 229 of the Constitution of Kenya and Section
35 of the Public Audit Act, 2015. I have obtained all the information and explanations
which, to the best of my knowledge and belief, were necessary for the purpose of the
audit.

ln my opinion, because of the significance of the matters discussed in the Basis for
Adverse Opinion section of my report, the statement does not present fairly, the financial
position of Statement of Outstanding Loans as at 30 June, 2017, and of its financial
performance and its cash flows for the year ended, in accordance with lnternational
Public Sector Accounting Standards (Cash Basis) and do not comply with the Public
Finance Management Act, 2012.

ln addition, as required by Article 229(6) of the Constitution, based on the procedures
performed, ! confirm that, public money has not been applied lawfully and in an effective
way.

Basis for Adverse opinion

1. Outstanding l*oan balances

The statement of outstanding loans as at 30 June 2017 reflects total loans issued of
Kshs.811,372,028,795 which includes new loans issued in 201612017 totaling
Kshs.223,856,759,335. An amount of Kshs.17,635,666,924 of the loans issued had
been redeemed/repaid, leaving a balance of Kshs.793,736,361,870 outstanding as at
that date which represents an increase of Kshs.221,487,512,242 or approximately 39%
of total outstanding loan balance of Kshs.572,248,849,628 reported as at 30 June 2016.
However, accuracy of the outstanding loan balance of Kshs.572,248,849,628 as at 30
June 2016 could not be confirmed as some eighteen (18) institutions/parastatals with a
total loan balance of Kshs.150,164,723,345 reflected in the statement differed with the
loan balance of Kshs.117,530,162,338 independently confirmed by these
institutions/parastatals during the 201412015 financial year as indicated below.
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)

Outstanding Loans lndependently Confirmed as at 30th June, 2015

Variance

(9,468,481)

72,062,357

(1,834,808,880)

755,979,206

152 309
1 o12 1

(4,938,274)

15,379,637,639

(319,267,555)

640,241,100

3,041,253,947

o28.121
31 272 12

3,373,132,140

2 262 036 544
2,460,874,897

49,517,503

1,503,857,798

32,633,561,007

The resultant variance of Kshs.32,633,561,007 was not reconciled or explained casting
doubt on the accuracy of the outstanding loan balance of Kshs 572,248,849,628 carried
forward to 201612017 financial year.

ln absence of the circularization and elaborate reporting instrument there is high
likelihood of holding onto non-existent balances and eventual loss of public funds.

2. Non-Performing or Dormant Loans
As was reported during the previous financial year, the total outstanding loans balance
of Kshs.793,736,361,870 reflected in the statement of outstanding loans as at 30 June
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Name of lnstitution Amount of loan in
GOK records

Amount of loan
confirmed

1 FinanceAgricultural
corporation

529,119,163 538 587 ,64

2 Agricultural settlement
fund and Central land
board

83,026,236 10,963,879

3 Agro chemical & Food
company limited

1,107,075,120 2,941,884,000

4 Coast water service
board

1,551 ,379,206 795,400,000

5 Coffee Board of Kenya 752,510,309 709,358,000
6 Kenva Airport Authority 1,524,889,530 2,536,891,308

2,016,927,7897 Kenya Civil Aviation
Authority

2,021,866,063

I Kenya Electricity
Generating Co .Ltd

79,461,731,502 64,082,093,864

I Kenya lndustrial Estates
Ltd

423,950,484 743,218,039

10 MeatKenya
Commission

940,241,100 300,000,000

11 Kenya Power and
lishtins Co. Limited

34,568,563,918 31,527,309,970

12 Kenyatta Universitv 10,857,620,656 4,656,592,s35
13 97.495.981 66.223.569K-rep Bank
14 Lake Victoria South

Water service board
5,734,185,606 2,361,053,466

15 2.262.036.544National lrrigation Board
16 National Water

Conservation and
pipeline corporation

2,460,874,897

17 Rift valley water services
board

1,411,529,796 1,362,012,293

18 4,381,565,506Tanathi water services
Board

2,877,707,708

TOTALS 150,164,723,345 117,530,162,338
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2017 includes loans amounting to Kshs.21 ,972,597,717 issued to various institutions
over the years. However, during the year under review, the said institutions have not
made any efforts to repay their respective loans upon maturity as show below.

Effective Years of Loan nt

Corporation/ Entity Amount Lent
(Kshs)

Effective year of
repayment

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

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

3
East African
Muhoroni

Sugar lndustries Ltd,
177,123,100

Not indicated

1,058,673,8244 Eldoret Municipal Council June,1999

5 Halal Meat Products 27,701,420 Not indicated

6 Kenya Meat Commission 940,241,O00 Not lndicated

7 Moi University 231,250,000 Not lndicated

8
Kenya National Federation of Co-
operatives 5,595,600

Not indicated

I Kenya Torray Mills 2,982,480 Not indicated

10
Kenya Tourist
Corporation

Development
48,000,000 Not lndicated

11
Kenya Urban Transport Various
Towns

40,706,140 Not indicated

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

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

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

15
National Water Conservation &
Pipeline Corporation 2,460,874,897

Not lndicated

16 Nzoia Suqar Co.Ltd 1 58,510,1 00 Not lndicated

17 P.J. Products 2,036,820 Not lndicated

18 Pyrethrum Board of Kenya 863,368,270 2008

19 Riftvalley water services board 1,411,529,796 November,2011

20 South Nyanza Sugar Company 47,200,200 Not lndicated

21 Uplands Bacon 26,205,900 Sept,1981

22 Mumias Outgrowers 3,600,000 Not lndicated

TOTALS 21,972,597,717
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3. Presentation of the statement

The statement did not contain disclosure on the applicable reporting framework in
details as required by the PSASB such as bankers, auditors, addresses, location and
management structure, Cabinet Secretary's fonruard, performance report, independent
auditors report and progress made on the auditor's report among others. Further, the
statement did not include other requirement as provided for under section 81 of the PFM
Act 2012 such as the statement of receipts and payments, cash flow and notes to the
statement. ln addition, the IPSAS 24 provides for the inclusion of the statement of
comparison between the budget and actual amounts to assess the performance of
management but the same was not included. The reporting framework upon which the
statement was drafted has not been disclosed.

ln the absence of the necessary statements and disclosures, the statement does not
comply with the Public Sector Accounting Standard Board requirements.

The audit was conducted in accordance with International Standards of Supreme Audit
lnstitutions (lSSAls). I am independent of Statement of Outstanding Loans in
accordance with ISSAI 30 on Code of Ethics. I have fulfilled other ethical responsibilities
in accordance with the ISSAI and in accordance with other ethical requirements
applicable to performing audits of statement in Kenya. I believe that the audit evidence
I have obtained is sufficient and appropriate to provide a basis for my adverse opinion.

Key Audit Matters

Key audit matters are those matters that, in my professional judgment, are of most
significance in the audit of the financial statements, except for the effects of the matters
discussed in the Basis for Adverse Opinion and Other Matter sections of my report, !

have determined that there are no Key Audit Matters to communicate in my report.

Other Matter

Lack of fundamental documents and Griteria of Ioan disbursement.

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

Responsibilities of Management and Those Charged with Governance for the
Statement

Management is responsible for the preparation and fair presentation of the statement in
accordance with lnternational Public Sector Accounting Standards (Cash Basis) and for
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such internal control as management determines is necessary to enable the preparation
of statement that is free from material misstatement, whether due to fraud or error.

ln preparing the statement, management is responsible for assessing the statement of
Outstanding Loans' ability to continue to sustain services, disclosing, as applicable,
matters related to sustainability of services and using the applicable basis of accounting
unless the management either intends to liquidate the statement of Outstanding Loans
or to cease operations, or have no realistic alternative but to do so.

Management is also responsible for the submission of the statement to the Auditor-
General in accordance with the provisions of Section 47 of the Public Audit Act, 2015.

Those charged with governance are responsible for overseeing the Statement of
Outstanding Loans' financial reporting process.

Auditor-General's Responsibilities for the Audit of the Statement

The audit objectives are to obtain reasonable assurance about whether the statement
as a whole are free from material misstatement, whether due to fraud or error, and to
issue an auditor's report that includes my opinion in accordance with the provisions of
Section 48 of the Public Audit Act, 2015 and submit the audit report in compliance with
Article 229(7) of the Constitution. Reasonable assurance is a high level of assurance,
but is not a guarantee that an audit conducted in accordance with lSSAls will always
detect a material misstatement and weakness when it exists. Misstatements can arise
from fraud or error and are considered material if, individually or in the aggregate, they
could reasonably be expected to influence the economic decisions of users taken on
the basis of this statement.

As part of an audit conducted in accordance with lSSAls, I exercise professional
judgement and maintain professional skepticism throughout the audit. I also:

o

a

ldentify and assess the risks of material misstatement of the statement, whether due
to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for my
opinion. The risk of not detecting a material misstatement resulting from fraud is
higher than for one resulting from error, as fraud may involve collusion, forgery,
intentional omissions, misrepresentations, or the override of internal control.

Obtain an understanding of internal control relevant to the audit in order to design
audit procedures lhat are appropriate in the circumstances and for the purpose of
giving an assurance on the effectiveness of the statement of Outstanding Loans'
internal control.

Evaluate the appropriateness of accounting policies used and the reasonableness
of accounting estimates and related disclosures made by the management.

Conclude on the appropriateness of the management's use of the going concern
basis of accounting and, based on the audit evidence obtained, whether a material
uncertainty exists related to events or conditions that may cast significant doubt on
the statement of Outstanding Loans' ability to continue to sustain its services. lf I

Rcport of'the Auditot-Gencrul on the Stdement of Outstcmding Loans lbr the vear anclcd 30 .lunc 20 l7
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a

conclude that a material uncertainty exists, I am required to draw attention in the
auditor's report to the related disclosures in the statement or, if such disclosures are
inadequate, to modify my opinion. My conclusions are based on the audit evidence
obtained up to the date of my audit report. However, future events or conditions may
cause the statement of Outstanding Loans to cease to continue to sustain its
services.

Evaluate the overall presentation, structure and content of the statement, including
the disclosures, and whether the statement represents the underlying transactions
and events in a manner that achieves fair presentation.

Obtain sufficient appropriate audit evidence regarding the financial information and
business activities of the statement of Outstanding Loans to express an opinion on
the statement.

a

a Perform such other procedures as I consider necessary in the circumstances

I communicate with the management regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant
deficiencies in internal control that are identified during the audit.

I also provide management with a statement that I have complied with relevant ethical
requirements regarding independence, and to communicate with them all relationships
and other matters that may reasonably be thought to bear on my independence, and
where applicable, related safeguards.

?

FCPA Edward R. O. Ouko, CBS
AUDITOR.GENERAL

Nairobi

04 May 2018
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