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ENDED 30 JUNE 2013

REPORT ON THE FINANCIAL STATEMENTS

| have audited the accompanying financial statements of the Office of the Deputy
Prime Minister and Ministry of Local Government, Vote 112, which comprise the
Statement of Assets and Liabilities - Recurrent, Development and Deposits as at
30 June 2013, and the Appropriation Account - Recurrent and Development, and
Local Authorities Transfer Fund (LATF), for the year then ended and a summary of
significant explanatory information in accordance with the provisions of Article 229
of the Constitution of Kenya and Section 8 of the Public Audit Act, 2003.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.

Accounting Officer’s Responsibility for the Financial Statements

The Accounting Officer - Office of the Deputy Prime Minister and Ministry of Local
Government is responsible for the preparation and fair presentation of these
financial statements in accordance with Government Financial Regulations and
Procedures and Public Finance Management Act, 2012 and for such internal control
as management determines is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error.

The accounting officer is also responsible for the submission of these financial
statements to the Auditor-General in accordance with the provisions of Sections 4
and 6 of the Public Audit Act, 2003.

Auditor-General’s Responsibility

My responsibility is to express an opinion on these financial statements based on
the audit and report in accordance with the provisions of Section 9 of the Public
Audit Act, 2003. The audit was conducted in accordance with International
Standards on Auditing. Those standards require compliance with ethical
requirements and that the audit be planned and performed to obtain reasonable
assurance about whether the financial statements are free from material
misstatement.

Promoting Accountability in the Public Sector



An audit involves performing procedures to obtain audit evidence about the
amounts and disclosures in the financial statements. The procedures selected
depend on the auditor's judgement, including the assessment of the risks of
material misstatement of the financial statements, whether due to fraud or error. In
making those risk assessments, the auditor considers internal control relevant to the
entity’'s preparation and fair presentation of the financial statements 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 Ministry’s internal
control. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of accounting estimates made by the
management, as well as evaluating the overall presentation of the financial
statements.

| believe that the audit evidence obtained is sufficient and appropriate to provide a
basis for my qualified opinion.

A. APPROPRIATION ACCOUNT VOTE R.112
Basis for Qualified Opinion
1. Over Expenditure and Under Expenditure

The Recurrent Appropriation account reflects over expenditure of
Kshs.81,582,654.49 against various items which had an actual expenditure of
Kshs.703,538,484.49 against approved estimates of Kshs.621,955,830.00.

Although details given for the over expenditure relate to committee allowance for
employees, transfers of senior staff in the Ministry and escalation of maintenance
costs, details of how the Ministry financed the over expenditure were not availed for
audit review.

The Appropriation account also reflects an actual expenditure of
Kshs.1,154,832,589.10 against approved estimates of Kshs.1,387,644,115.00
resulting to under expenditure of Kshs.232,811,526.80 or about 17% of gross
estimated expenditure. Although the under expenditure has been explained as over
estimation of expenditure, late submission of invoices and delay in submitting
claims, the Ministry did not indicate measures it intends to take to ensure
expenditure on voted funds is in accordance with the budget.

2. Contribution in Lieu of Rates (CILOR)

Examination of records produced for audit in respect of Contribution in Lieu of Rates
(CILOR) revealed that the Ministry had a balance of Kshs.2, 775,812,224 owed by
the Government to various Local Authorities as at 30 June 2013. However, and as
reported in the previous years, no reasons were provided for failure to remit the
outstanding CILOR to the Authorities. In addition, five (5) Councils were over paid



by Kshs.225,846,535.00 during the year. No documentary evidence or explanation
was provided on the measures the Ministry has taken to recover the same.

3. Omission of Footnotes

Material variances in excess of Kshs. 1,000,000.00 on each item within various
heads between the approved estimates and actual expenditure or collection of
Appropriation in Aid have not been explained in the footnotes to the accounts
contrary to the requirements of Chapter 11, Paragraph 11.7 of Government
Financial Regulations and Procedures.

B. STATEMENT OF ASSETS AND LIABILITIES - R.112
Basis for Qualified Opinion
4. Paymaster General - Bank Reconciliation Statements

The bank reconciliation statements which supported the PMG balance had some
long outstanding items as indicated below;

(i) Payments in Cashbook not in the Bank Statements

The bank reconciliation statement for Recurrent Cashbook as at 30 June 2013
reflects payments in the cashbook not in bank statement amounting to
Kshs.35,732,815.75. No explanation has been given for the outstanding payments.

(i) Receipts in Bank Statements not yet Recorded in Cash Book

The statement reflects receipts totalling Kshs.2,882,386.95 in bank statement not
recorded in cashbook. Failure to update the cashbook with the long outstanding
receipts has not been explained.

(iii) Payments in Bank Statements not in the Cashbook

The bank reconciliation statement further reflects payments of Kshs.1,389,164.65 in
the bank statement not recorded in the cashbook. No explanation has been given
for failure to update the cashbook with the long outstanding payments.

(iv) Receipts in Cash Book not yet Recorded in the Bank Statements

In addition, the statement reflects receipts totalling Kshs.104,065,263.35 in cash
book not yet recorded in the bank statement. No explanation has been provided for
failure to bank the receipts as at 30 June 2013.

5. Failure to Analyze Balances

The Statement shows Exchequer, Paymaster General, District Suspense Account,
General Account of Vote, General Suspense and Clearance Account balances of



Kshs.512,124,316.95, Kshs.278,853,387.80, Kshs.12,396,278.65,
Kshs.828,082,569.38, Kshs.(24,265,476.13) and Kshs.3,356,419.15 respectively
which have not been analyzed.

6. Non Clearance of Long Outstanding Balances

The Statement reflects balances of Kshs.398,480,201.95, Kshs.182,209,735.80,
Kshs.(649,270.,35) Kshs.595,271,043.48, Kshs.(16,148,711.23) and
Kshs.3,356,419.15 against the Exchequer Account, Paymaster General, District
Suspense, General Account of Vote, General Suspense and Clearance Account
respectively, relating to 2011/2012 and earlier years. No reason has been provided
for failure to clear the long outstanding balances.

7. Outstanding Imprest

The statement reflects Standing and Temporary Imprest balances of
Kshs.1,650,942.00 and Kshs.2,148,587.00 respectively which had not been
surrendered or accounted for as at 30 June 2013. Out of these balances,
Kshs.1,500,942.00 and Kshs.937,142.00 relate to 2011/2012 and earlier years. The
Ministry has not provided evidence to show the measures it has taken to ensure
that the imprests are surrendered or accounted for.

C. APPROPRIATION ACCOUNT -D.112
Basis for Qualified Opinion
8. Non-Submission of Trial Balance

The Ministry did not provide the trial balance to support the balances reflected in the
Development Appropriation Account for Vote D.112 as at 30 June 2013. As a result,
the completeness and accuracy of the balances could not be ascertained.

9. Over-Expenditure and Under-Expenditure

The Appropriation Account for Vote D.112 reflects expenditure of
Kshs.519,175,428.55, Kshs.151,070,862.00 and Kshs.1,567,002,809.26 incurred
under Head 0001, sub head 01, item 3110600 - overhaul and refurbishment of
construction and civil works, Head 0001, subhead 01, item 3111100 - purchase of
specialized plant equipment and machinery and Head 0001, sub head 06, item
3110200- construction of buildings respectively, against which only provisions of
Kshs.500,000,000.00, Kshs.150,000,000.00 and Kshs.1,525,434,090.00
respectively had been made in the budget. However, details of how the Ministry
financed the over expenditure of Kshs.19,175,428.55, Kshs.1,070,862.00 and
Kshs.41,568,719.26 incurred under the three items were not availed for audit
review.



The Appropriation  Account further reflects under expenditure of
Kshs.373,575,459.58 representing approximately 6% of the approved estimates.
The Ministry has not indicated the measures it has put in place to address the
underlying causes of under expenditure.

10. Under Collection on Appropriations-in-Aid (AlA)

The Development Appropriation Account reflects under collection of Appropriations-
in-Aid of Kshs.480,522,679.00 or about 88% of the estimated receipts of
Kshs.544,600,000.00. The Ministry has not indicated the measures it has put in
place to address the underlying causes of under collection of Appropriations-in-Aid.

11. Pending Bills

The Ministry had pending bills of Kshs.250,927,234.50 relating to the Development
Vote which were not settled during the year but were instead carried forward to the
financial year 2013/2014. The Ministry has not given the action it intends to take to
clear the outstanding bills. Had the bills been paid and the expenditure charged to
the Development Appropriation Account for Vote D112, the Appropriation Account
would have recorded a reduced net surplus of Kshs.122,648,225.08 instead of
Kshs.373,575,459.58 now shown. This situation adversely affects operations of the
Ministry for the subsequent year as such bills form first charge on the budgetary
provisions.

12. Failure to Provide Footnotes to the Accounts

Material variances in excess of Kshs.1,000,000.00 on each item within various
heads between the approved estimates and actual expenditure or collection of
Appropriation-in-Aid have not been explained in the footnotes to the account
contrary to the requirements of Chapter 11, Paragraph 11.7 of Government
Financial Regulations and Procedures.

D. STATEMENT OF ASSETS AND LIABILITIES D.112

Basis for Qualified Opinion

13. Failure to Provide the Trial Balance

The Balances reflected in the Statement have not been supported with a Trial
Balance as at 30 June 2013. As a result, the completeness and accuracy of the
balances could not be ascertained.

14.Paymaster General

The Statement reflects a Paymaster General Account credit balance of
Kshs.164,933,371.30 as at 30 June 2013 which represents balances for 2012/2013



and earlier years. However, it has not been explained why the PMG Account which
under normal circumstances should reflect a debit balance is reflecting a credit
balance of Kshs.164,933,371.30 as at 30 June 2013.

15.Development Bank Reconciliation Statement
(i) Un-presented Cheques

The Bank Reconciliation Statement reflects Kshs.474,266,891.70 as un presented
cheques. It has not been explained why the entries have not been reversed in the
cash book.

(i) Receipts in Bank Statement not in Cashbook

The Bank Reconciliation statement also reflects Kshs.765,083.00 as receipts in
bank statement not in cashbook. No reason has been given as to why the receipts
have not been recorded in the cashbook as at 30 June 2013.

(iii) Payments in Bank Statement not in Cashbook

The Statement further reflects payments in the bank statement not recorded in the
cash book totalling Kshs.6, 332,345.25. No reason has been provided for failure to
record the payments in the cashbook.

(iv) Receipts in Cashbook not in the Bank Statement

The statement also reflects receipts in the Cashbook not in the bank statement
amounting to Kshs.345,890,832.35. No explanation has been provided for failure to
bank the receipts as at 30 June 2013.

16. Non Clearance of Long Outstanding Balances

The Statement reflects balances of Kshs.6,307,683,214.55, Kshs.166,496,141.80,
Kshs.6,443,086.10, Kshs.6,272,428,656.95 and Kshs.164,933,371.30 relating to
2011/2012 and earlier years against the Exchequer Account, Suspense Account,
Temporary Imprest Account, General Account of Vote and Paymaster General
(PMG) Account respectively. No reason has been provided for failure to clear the
long outstanding balances.

E. STATEMENT OF ASSETS AND LIABILITIES FOR DEPOSITS - 112
Basis for Adverse Opinion
17.Local Authorities Transfer Fund (LATF) Deposits

The Statement shows a balance of Kshs.13,112,473.70 for LATF Deposits as at 30
June 2013. However, and as mentioned in the previous year's audit report, no
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schedule or explanation in support of the balance was provided for audit verification.
Further, no LATF deposits register was provided for audit verification.

Consequently, the accuracy of LATF Deposit balance of Kshs.13,112,473.70 as at
30 June 2013 could not be ascertained.

18.Temporary Imprest

The Statement shows an opening balance of Kshs.180, 396.00 which is also shown
as the closing balance. However, the outstanding imprests of Kshs.16, 057,933.50
as at 30 June 2013 are not supported and the figure of Kshs.16,057,933.50 is
excluded from the balance of Kshs.180,396.00.

As a result, the accuracy of the temporary imprests balance of Kshs.180,396.00 as
at 30 June, 2013 could be ascertained.

19. Paymaster General - Fuel Levy

The Statement includes Paymaster General - Fuel Levy of Kshs.4,245,925.55 which
has not been supported. In addition, the bank reconciliation statement and the
board of survey for the account were not availed for audit verification.

As a result, the accuracy of the Paymaster General Fuel Levy cash balance of
Kshs.4, 245,925.55 as at 30 June 2013 could be ascertained.

20.Paymaster General

The Statement includes a Paymaster General cash Dbalance of
Kshs.549,742,575.05 as at 30 June 2013 which includes a prior year balance of
Kshs.408,330,183.40 and the balance of Kshs.141,412,391.65 for the year under
review. However, the cashbook and board of survey report as at 30 June 2013
shows a balance of Kshs.486,954,551.95. The difference of Kshs.62,788,023.10
has not been explained or reconciled.

In addition, the bank reconciliation statement for the account showed payments in
cashbook not yet recorded in bank statement of Kshs.11,5624,113.55, receipts in
bank statement not yet recorded in cashbook of Kshs.83,046,379.50, payments in
bank statement not yet recorded in cashbook of Kshs.2,348,180.15 and receipts in
cashbook not yet recorded in bank statement of Kshs.28,902,417.55.

Failure to update the cashbook and bank the long outstanding receipts has not
been explained.

21.0Other Deposits

The Statement shows other deposits opening and closing balances of
Kshs.9,422,365.10 and Kshs.119,714,322.18 respectively. However, the supporting



schedule shows an opening balance of Kshs.181,479,485.08 which is different from
the approved opening balance of Kshs.9,422,365.10 resulting in a difference of
Kshs.172,057,119.98. In addition, the schedule shows a net increase during the
year of other deposits of Kshs.61,765,162.90 while the statement show
Kshs.110,291,957.08 which has not been supported.

Consequently, the accuracy of other deposits balance of Kshs.119,714,322.18 as at
30 June 2013 could not be ascertained.

22.General Suspense

The Statement includes a balance of Kshs.12,760,997.45 for General Suspense as
at 30 June 2013. However, no schedule was provided to support the opening and
closing balance of Kshs.12,760,997.45. Further, the General Suspense account
balance has not been cleared from the books.

As a result, the completeness and accuracy of the general suspense account
balance as at 30 June 2013 could not be confirmed.

23.Inaccuracies in the Financial Statements

The following casting differences were noted in the financial statement;

Item Financial Financial
Statement Statement Cross
Balances Casting Difference
Kshs. Kshs. Kshs.
Assets
- Temporary imprest 180,396 17,137,833.50 16,957,537.50
- Total Assets 567,281,370.30 584,239,303.80 16,957,933.50
Liabilities
- Total Liabilities 567,281,370.30 584,239,303.80 16,957,933.50

Consequently, the accuracy of the statement of assets and liabilities for deposits as
at 30 June 2013 could not be confirmed.

F. LOCAL AUTHORITIES TRANSFER FUND (LATF)

Basis for Qualified Opinion

24. LATF Cash on Special Account Balance

The Statement of the financial position as at 30 June, 2013 reflects cash on special

account balance of Kshs.5,691,407,946.40. However, no documentary evidence
such as bank statements or a bank certificate were made available to support the



balance. In addition, the statement of revenue maintained by the National Treasury
shows cash on special account balance of Kshs.6,021,578,342.21 as at the same
date. The difference of Kshs.330, 170,395.81 has not been reconciled or explained.

Under the circumstances, the accuracy, validity and existence of the cash on
special account balance of Kshs.5,691,407,946.40 could not be confirmed.

25. Disbursements to Local Authorities

The statement of financial performance for the year ended 30 June, 2013 includes
disbursements to Local Authorities on service delivery and performance condition
totalling Kshs.18,158,020,651.00 while the statement of revenue maintained by the
National Treasury for the same item as at 30 June 2013 reflects
Kshs.18,043,143,590.00 resulting in an unreconciled or unexplained difference of
Kshs.114,877,061.

Under the circumstances, it was not possible to confirm the account balance of
Kshs.18, 158,020,651.00.

26. Administrative Costs

The statement of financial performance as at 30 June 2013 shows administrative
costs of Kshs.67,300,000 while the supporting schedule shows Kshs.72,822,595.00
resulting in a difference of Kshs.5522,595. In addition, the Ministry received
Kshs.67, 300,000 for the Fund's administration costs while the statement of revenue
maintained by the National Treasury as at the same date shows that no funds were
disbursed to the Ministry of Local Government for administration expenses. The
difference between the two sets of records has not been reconciled or explained.

Under the circumstances, it was not possible to confirn the account balance of
Kshs.67, 300,000.

27. Delayed Disbursements

During the year under review, Kshs.21,498,000,000 had been budgeted for
disbursements to the 175 Local Authorities’ in the country. However, only
Kshs.18,158,020,651 had been disbursed as at 30 June 2013 leaving a balance of
Kshs.3,339,979,349.

Under the circumstances, the intended purpose of the allocation may not have been
achieved.

AUDIT OPINION

In line with my responsibility, | express the following Opinions on the financial
statements:-



Qualified Audit Opinion

(i) Appropriation Account for Recurrent Vote R. 112

(i) Statement of Assets and Liabilities for Recurrent Vote R. 112
(iii) Appropriation Account for Development Vote D.112

(iv) Statement of Assets and Liabilities for Development Vote D.112
(v) Local Authorities Transfer Fund (LATF)

In my opinion, except for the effect of the matters described in the Basis for
Qualified Opinion paragraph, the five (5) financial statements indicated above
present fairly, in all material respects the financial position of the Office of the
Deputy Prime Minister and Ministry of Local Government as at 30 June, 2013 and of
its operations for the year ended, in accordance with Government Financial
Regulations and Procedures and the Public Finance Management Act, 2012.

Adverse Opinion
Statement of Assets and Liabilities for Deposits 112

In my opinion, because of the significance of the matters discussed in the Basis for
Adverse Opinion paragraph, the statement of Assets and Liabilities for Deposits 112
does not present fairly the financial position of the Office of the Deputy Prime
Minister and the Ministry of Local Government as at 30 June 2013 and of its
operations for the year then ended, in accordance with Government Financial
Regulations and Procedures and the Public Finance Management Act, 2012.

(T

Edward R. O. Ouko, CBS
AUDITOR-GENERAL

Nairobi

30 April 2014
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INTRODUCTION

The Ministry’s main focus is to ensure operationalization of the policy,
institutional and legal reforms within the local governance sector to enhance
service delivery including provision of appropriate capacity to Local Authorities
to enable them provide efficient and quality services. The Ministry contributes to
the implementation of the, Constitution, Medium Term Plan of Kenya Vision
2030, and millennium development Goals through various development
programmes; Urban and County Development; Market development; Local
Authority management / and advisory service; and Reform in Local Authorities
under the on-going programme and operatinalization  of devolved
governments under CoK 2010.

The Ministry oversees implementation of various flagship projects of Vision 2030
including the constitutional operationalization at the devolved levels. It is
playing a leading role in the devolution process including the formation of
devolved governments in collaboration with the other sectors and key public
institutions, particularly the Transition Authority.

The Ministry has continued to involve the citizens on matters pertaining to
planning and development through Local Authority Service Delivery Action
Plans (LASDAP) AND Monitoring of the LATF project implementation which are
linked to District Development Plans and by extension the Medium Term Plan of

Kenya Vision 2030.

The Ministry is facilitating the Transition Authority which is the statutory body
mandated with the constitutional authority to midwife the transition process.
The Authority is therefore a critical institution charged with the responsibility of
overseeing implementation of the transition through policy and legal advisory,
resource mobilization, oversight, capacity building and coordination, by working
in partnership with key actors in the public sector.
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In the Local Government sub-sector, key reforms aimed at enhancing improved
service delivery and efficient financial management have been embraced.
Maijor policy reforms are ongoing including developing a framework for Private-
Public-Partnerships, as well as reviewing the decentralization policy to inform
the transition into county government.

In addition to implementing the current Strategic Plan, the Ministry is
spearheading the preparation for the devolution chapter of COK 2010 in the
Second Medium Term Plan whose preparation is underway by providing
guidance on the priority areas that would be addressed during the plan period.
The Strategic Plan and Ministerial Public Expenditure Reports (MPER) are
anchord on the pillars of vision 2013.

The expenditure and budget allocation of the Ministry has been increasing
gradually over the years although in the financial year 2008/09 it dropped to
Kshs.907 million from 1.296 billion on recurrent due to economic meltdown and
impact of post election violence coupled with prolonged drought. It is noted that
the inter-government fiscal transfers (LATF) has grown over years to 21.5 billion.
Large finances have been spent on the sub-programs and projects which have
stimulated local economic growth development and reduced poverty and thus
yielded direct benefits to the citizens besides contribution to economic growth
and development.

In the pursuit of the implementation of its mandates, the Ministry is guided by its
vision and mission, namely;

Vision: To have viable, Autonomous, Accountable and Responsive Local
Authorities.

~ Misstoms To facilitate Local Authorities achieve good-governance and improved

service delivery for enhanced socio-economic development.

In the Fiscal Year2011/12 the Ministry realized impressive results in the various
programmes which were funded by the Government. The work also benefitted
from support of Development Partners such as World Bank, Embassy of Sweden,
UNICEF, and IFD among others.
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However, over the last two years much time, resources and efforts were focused
on facilitation the development of policy and institutional framework for the
realization of devolved governments, as required by the COK 2010.

Details on performance in implementation of the programmes is provided in the
matrices here below.

CHALLENGES FACED IN IMPLEMENTATION OF PROGRAMMES/PROJECTS/ACTIVITIES

Most of the projects are ongoing but delays in the commencement of some of
them has been to a greater extent due to the long procurement process. The
delay in the process has resulted to many of the projects having their contracts
awarded at the same time, further stretching the already limited allocations. *

Some of the Market projects constitute extensions and expansions of existing
markets with the attendant problems in relocating operators form the sites to
allow for the works to start. Resistance to relocation has in some instances led to
delays in exacting the contracts even when resources are available. Further,
disagreements between local leaders on where some of the markets should be
sited have caused long delays. Lack of Land for markets has meant that some
areas have into benefited room on-going investments e.g Nairobi and Mombasa
where no ESP markets have been built.

The planning for the 12 towns under the Kenya Municipal Programme (KMP)
funded through partner support including the World Bank has been delayed for
over one year not only due to the long procurement process but also the
conditions set by the partners with the “no objection clauses” which require their
authority for various stages of project cycle. This has led to delays in project

implementation.

Funds have also been a challenge especially for the big projects and delays in
their release form Treasury has necessitated re-scheduling of some of the project
phases and to some extent led to late commencement and completion of

projects.

As stated above, difficulties face in the identification and acquisition of suitable
land for construction of markets and other structures adversely affects realization
of targeted results. This remains a formidable challenge given the need for
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conducting due diligence before commencing projects that are based on land. In
addition, to the above, we have had unique challenges in the case of solid waste
management projects. In the case of Nairobi and Mombasa, available land has
been condemned as either too near to the airports or no the flight paths. In
Nakuru , land that was identified for solid waste management was later
classified as being in a wildlife corridor. Thus no progress has been made on solid
waste management in the above municipalities.

Another major challenge that is causing concern is lack of funds to support
devolution process. So far in 2012/2013 budget no funds have been allocated to
the Ministry to fund activities necessary for smooth transition especially civic
education and copacity building.

CONCLUSION

The Ministry performed well in the implementation for key policies and
programmes under its jurisdiction. The areas of devolution, urban development,
markets development, reforms in local authorities and street families
programme did commendable work that is already impacting on the lives of
Kenyans in lime with the Medium Term Plan of Kenya Vision 2030.

Devolution issues will continue to take centre stage in the work of the Ministry
and as such will require to be adequately provided for in the budget. The
Transitional Authority is currently supported but it cannot carry out the functions

for the Ministry (as cited above).

The Ministry is spearheading preparation of the Devolution Chapter in the
Medium Term Plan 2013-2017 and as such requires critical support in-order to
realize its objectives and mandate. The challenges mentioned above are being
addressed internally by the Ministry and also, consultations are going on for
support from other stakeholders including the Treasury for funding.

Eng. Peter O. Mangiti
Principal $ecretary
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