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1. Acronyms and Glossary of Terms

AlE
CFO
HAU
IPSAS
OCOB
OAG
PFM
Y
SDD
KCPF
IGRTC
COG
SAGA
CAS
IDEAS
SC

Authority to Incur Expenditure

Chief Finance Officer

Head of Accounting Unit

International Public Sector Accounting Standards
Office of the Controller of Budget

Office of the Auditor General

Public Finance Management

Financial Year

State Department for Devolution

Kenya cooperation and partnership facility
Intergovernmental Relations Technical Committee
Council of Governors

Semiautonomous Government Agency

Chief Administrative Secretary

Instrument for Devolution Advice and Support

State Cooperation
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2. Key Entity Information and Management

(a) Background information

The State Department of Devolution was established under Executive Order No. | of 2023 to
Coordinate Intergovernmental Relations between National Government and County Government.
It draws its mandate from the Constitution of Kenya 2010, the County Governments Act 2012, the

Intergovernmental Relations Act 2012, Urban Areas and Cities Act 2011 and the Public Finance
Management Act 2012.

The functions of the State Department

include; Devolution Policy,
Intergovernmental Relations;

Coordination of
Capacity Building and Technical

Assistance to County
Governments; The State Department is structured into three technical departments, namely:
Capacity Development and Technical Support; Devolution and Intergovernmental Relations and

Devolution Sector Liaison in addition to Administration and support services. National and County
Government Coordinating Summit,

Mandate

The mandate of the State Department for Devolution is drawn from the Constitution of Kenya,
2010; Intergovernmental Relations Act, 2012; County Governments Act, 2012; and Executive
Order No. 1/2023.

The functions of the State Department for Devolution as per the Executive Order No. 1/2023 is to
co-ordinate Inter-Governmental relations between the National Government and County

Governments including Chairing the Inter-Governmental Budget and Economic Council.
Specifically, the functions of the State Department entail:

Management of Inter-Governmental Relations;

Management of Devolution Affairs;

Capacity Development and Technical Assistance to County Governments;

Management of Civic Education and Public Participation; and

Management of Devolution Collaborations, Partnerships and Linkages A centre of excellence

in management of Devolution for high quality of life for Kenyans
Mission

To Provide Leadership and Policy Direction in the Management of Devolution and
Intergovernmental Affairs.

iii
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Strategic goals/ objectives
The sub-sector’s strategic objectives are:
a) To Strengthen the Provision of Capacity and Technical Support for Improved Service
Delivery at County Level i
b) To strengthen the Policy and legal framework for Management of the Devolved System
of Government
¢) To Strengthen Cooperation, Coordination and Consultation for Sustainable
Intergovernmental Relations
d) To Monitor and Evaluate Implementation of Devolution affairs

e) To enhance institutional capacity for effective and efficient service delivery in a devolved

system of Government

Autonomous and Semi- Autonomous Government Agencies
The following are the institutions under the State Department:
a) Intergovernmental Relations Technical Committee (IGRTC)
b) Council of Governors (CoG)

¢) Nairobi Rivers Commission

d) World Scouts Parliamentary Union (Kenya Chapter)

Key Management
- The state department ’s day-to-day management is under the following key organs:
- Budget implementation committee-BIC

- Ministerial Human Resources Advisory Committee

(b) Fiduciary Management

The key management personnel who held office during the financial year ended 30" June 2023
and who had direct fiduciary responsibility were:
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1. | Chief of staff Mr. George Macgoye, EBS
2. | Accounting Officer Ms Teresia Mbaika

3 Senior Chief Finance Officer CPA Francis Lumasei

4. | Deputy Accountant General. CPA Stanley Mwaura

5. | Ag. Secretary Devolution Mr. Alphonso Munyali

6. | Director Administration Mr. Fred Mwei

7. | Director Human Resource management | Ms. Jane Asuma
and development

g | Ag Director Inter Governmental Mr Patrick Karanja
Relations

9. | Director Capacity Building Mr Kennedy Nyambati

10. | Head Supply Chain Management Ms Beatrice Kahiu

(¢) Fiduciary Oversight Arrangements

The state department of Devolution was over sighted by Human Resources Management Advisory
Committee, and Budget Implementation Committee.

Audit committee
The state department has an internal audit department that is charged with oversight and review of

management systems and procedures. The internal audit department reports to the national treasury
on its functions and reports and also to the accounting officer. The state department is in the process

of constituting the internal audit committee.

Budget Implementation Committee (BIC)
The State Department has a Budget Implementation Committee. The committee is charged with
he responsibility of implementation of the budget and its prudent management. The duties of the
ommittee include:
i) To review and consider the cash flow plan.
To review the utilization of the cash limits and consider any changes as may be required.
To review the utilization of the donor funds voted for the Departments.
To advice the Accounting Officers on the challenges related to the budget implementation.
To review and recommend the reallocation of expenditures.
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The members of the Budget Implementation Committee were:

No Name Designation
l. Ms Teresia Mbaika Accounting Officer
2 Mr Alphonso Munyali Ag Secretary Devolution Affairs
3. CPA Francis Lumasei Senior Chief Finance Officer
4. Mr. Fred Mwei Director Administration
) Ms Jane Asuma D/HRM&D
6. Mr. Gabriel Kaunda Chief Economist
o CPA Stanley Mwaura Deputy Acc. General
8. Mr. Kennedy Nyambati Director CB/TA

Ministerial Human Resources Advisory Committee

This committee is composed of the following members drawn from various departments

No | Name Designation
1 | Ms Teresia Mbaika P.S Devolution — Chairman
2 | Mr.Alphonso Munyali Ag Secretary Devolution
3 | Mr.Fred Mwei Director Administration
4 | Ms Jane Asuma D/HRM&D — Secretary
5 | Mr. Gabriel Kaunda Chief Economist
6 | Ms Beatrice Kahiu Head supply chain management
7 | Mr. Maurice Ogolla Director Policy Research
8 | Mr. Kennedy Nyambati Director Capacity Building
9 | Ms. Pauline Murithia Chief State Counsel
10 | Mr. Parick Karanja Ag Director Intergovernmental relations

This is the committee charged with the responsibilities of human resource needs. Its duties include

but not limited to:

= Review of promotions of officers in Job Group A-P

= Review of confirmations in appointment

= Review of disciplinary matters

= Review of re-designation of officers from one cadre to another and

= Confirmation of surcharge of officers found to have misused Government resources.

* Training and development of officers.

= Promotion of values and principles of public service

Vi
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(d) Entity Headquarters
P.O. Box 30004
Teleposta Building
Kenyatta Avenue

NAIROBI, KENYA

Entity Contacts
Telephone: (254) 020 2252299 Fax: 2218475
E-mail: info@Devolution.go.ke

Website: www.Devolution.go.ke

(e) Entity Bankers (all banks)
1. Central Bank of Kenya
Haile Selassie Avenue
P.O. Box 60000
City Square 00200
A Kenya Commercial Bank(KCB)
Kipande House Branch
NAIROBI, KENYA
f) Independent Auditors

Auditor - General

Office of The Auditor General
Anniversary Towers, University Way
P.O. Box 30084

GPO 00100

NAIROBI, KENYA

Principal Legal Adviser

The Attorney General

State Law Office & Department for Justice.
Harambee Avenue

P.O. Box 40112

City Square 00200

NAIROBI, KENYA

Vil
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3. Statement of Governance

Leadership structure

The state department is currently being led by the principal secretary Devolution. The state

department is domiciled under the office of the deputy president.

Management committees

Under the state department, there are various management committees charged with various
activities.

Budget implementation committee

This committee is responsible for budget review and monitoring implementation of the budget. It
also advises the accounting officer on the implementation of activities and programs within the
state department budget.

Human resource advisory committee

This committee is responsible for advising the accounting officer on all human resource issues in
consultation with the public service commission. The roles include recommendation for
promotions, disciplinary issues, performance management, and staffing levels within the state
department.

Risk management, compliance and conflict of interest management

The state department has an elaborate conflict of interest and risk management. The ministry
ensures that all procurements and disposals are done are in compliance with the procurement act
2015, where conflict of interest is well elaborated.

The ministry also ensures that all financial transactions comply with PFM act and regulations.
There is clear separation of roles in the state department to ensure that checks and balances are
enhanced.

Compliance with laws and regulations

The state department operations are in compliance with all relevant laws and regulations.

The ministry has a functioning internal audit department that monitors compliance with laws and
regulations. The state department also has a legal department with officers seconded by the office
of the attorney general who advises on all transactions and activities to endure they comply with

all laws and regulations.

viii
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Public participation activities

The state department is responsible for development of policy and regulatory guidelines for
devolution. During all the process of development of any policy or law the state department ensures
a that there is public participation.

The state department ensures that there is involvement of all the key stakeholders in any program
these include council of governors, county assembly forum, county governments, MDAs and

donors and development partners.

X




State Department for Devolution
Annual Report and Financial Statements for the year ended 30th June 2023

4. Statement by the Chief of Staff

The State Department of Devolution was established under Executive Order No. 1 of 2023 to
Coordinate Intergovernmental Relations between National Government and County Government.
[t draws its mandate from the Constitution of Kenya 2010, the County Governments Act 2012, the
Intergovernmental Relations Act 2012, Urban Areas and Cities Act 2011 and the Public Finance
Management Act 2012.

the National Government established a state department responsible for Devolution matters in
order to manage the process of implementation of the devolved system of government. The
National Government thereafter provided administrative support through secondment of critical
staff to assist in setting up county structures before Counties acquired capacities to do so.

Through the State Department for Devolution, the Government has been facilitating
implementation of the devolved system of governance by developing the requisite policies, laws,
guidelines and regulations in collaboration with the relevant institutions. Considerable progress
has been registered in the implementation of the devolved system of government since 2013.

The functions of the State Department include; Devolution Policy, Coordination of
Intergovernmental Relations; Capacity Building and Technical Assistance to County
Governments; The State Department is structured into three technical departments, namely:
Capacity Development and Technical Support; Devolution and Intergovernmental Relations and
Devolution Sector Liaison in addition to Administration and support services.

In the discharge of its mandate the state department has carried out several activates of which the
key achievements include the following:

a. Valuation of Registrable Assets of Defunct Local Authorities and Fourteen Devolved
Functions were done in Twenty-Five (25) counties.

b. Alternative Dispute Resolution (ADR) regulations to handle intergovernmental disputes
were developed and approved by parliament and 14 Intergovernmental disputes were
resolved using ADR mechanism.

c. Transfer of outstanding devolved functions in twelve (12) sectors were further unbundled
to ensure improved service delivery by the two levels of government in the implementation
of their functions through provision of functional clarity, identification of attendant
resources and transfer of the functions.

d. Convened five (5) sector forums in the Health, Energy, Tourism, Manufacturing, Water,
Public Service and Agriculture sectors for close consultation between the two levels of
government to promote harmonious intergovernmental relations.

e. New County Leadership inducted: 47 Governors, 47 Deputy Governors, 810 County
Executive members and 2,820 Chief Officers.

f. Developed and published 3rd and 4th Compendium on best practices

Developed and published induction manuals for 18 Sectors
4 Peer learning forums held with County governments adopting good practices in Health
sector .

= 0
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i. Quarterly Ordinary Council of Governors meetings held, quarterly consultative meetings
with the County Executive Committee Members held for the 18 Sectors and resolutions
implemented.

j. Intergovernmental sector forums regulations developed and submitted to the Summit for
approval.

the state department is positioned to play a critical role in the deepening of devolution as we move

forward in the second phase of devolution by ensuring that all the remaining devolved functions
are transferred to the county government and to act a link between the national and county

governments for enhanced collaboration.

...............................................

CHIEF OF STAFF
OFFICE OF DEPUTY PRESIDENT

X1



State Department for Devolution -
Annual Report and Financial Statements for the year ended 30th June 2023

5. Statement by the Principal Secretary / Accounting Officer

(a) Budget Allocation

In the financial year 2022/2023 the State Department for Devolution had a gross budget of Ksh
1,807,594,123 Million which was made up of Ksh 1,580,216,345 Million for Recurrent vote and
Kshs. 227,377,778 Million for Development vote.

The Recurrent budget for the year was 87% utilised while the Development budget was 33%
utilised bringing the total utilisation to 80% the high absorption was mainly as a result of the
achievement of 100% in transfers to SAGAS.

Key Performance Highlights

Below is an overview of the financial performance for the year ended 30th June 2022 as reported

in the detailed financial statements together with the commentary and comparative analysis against

the budget for the key items in the financial statements.

Total Receipts 1,807,594,123 1,635,917,697 171,676,426 91%
Total Payments 1,807,594,123 1,443,053,046 | 363,676,426 80%
Surplus(deficit) 0 192,864,651

Budget Utilisation

The State Department spent KShs. 1,443,917,697 as total payments. Utilisation of the budget

was carried out through various activities (economic classifications) as shown in the table below:

Xii
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Compensation of Employees 265,358,394 266,774,836 (1,416,442)
Use of goods and services 825,109,169 549,811,883 275,297,286
Transfers to Other Government Units 695,170,000 604,944,414 90,225,586
Social Security Benefits 21,474,060 21,395,772 78,288
Acquisition of Assets 482,500 306,140 176,360
Total Payments 1,807,594,123 1,443,233,046 364,361,077

Budget Utilisation as Per Economic Items

Use of goods an
services
38%

nsfers to Other

Xiil

0%

Acquisition of Assets

\__ Social Security

Benefits

1%
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Receipts

The state department’s total receipts summed up to kshs 1,635 917,697 to comprised of

Exchequer releases and other revenues from africities conference registration.

Total Receipts Breakdown

- to 30th June

Proceeds from domestic - (131,973,713)
and foreign grants 131,973,713
Transfers from National 1,561,500,317 (2,596,746,192)
Treasury(exchequers) 4,158,246,509
Other receipts 74,417,380 46,053,509 28,363,871
TOTAL RECEIPTS 1,635,917,697 4,336,273,422 | (2,700,355,725)
1. Key Achievements for The state department During the Reporting Period

a)

b)

c)

d)

g)

h)

County Government (General) Regulations, 2022 and Intergovernmental Relations
(General) Regulations, 2022 were developed and submitted to Cabinet for approval.

The Intergovernmental Relations Amendment Bill, 2023 was submitted to Cabinet for
approval.

Model County Development Authority Bill and County Physical and Land Use Planning
(Development Fees) Regulations were developed for adoption by County Governments

Hosted the 9th Edition of Pan-African conference for local authorities and sub-regional
Governments (Africities Summit) in Kisumu in May 2022 to showcase the potential of
intermediary cities as drivers of Economic Development.

Oversaw the construction of the Kisumu Convention Centre to a completion status of 55%

Identification and verification of Assets and Liabilities of the Fourteen (14) devolved
functions were completed in Forty-Seven (47) counties and registers/reports were
submitted to County Governments and line ministries for implementation.

Valuation of Registrable Assets of Defunct Local Authorities and Fourteen Devolved
Functions were done in Twenty-Five (25) counties.

Alternative Dispute Resolution (ADR) regulations to handle intergovernmental disputes
were developed and approved by parliament and 14 Intergovernmental disputes were
resolved using ADR mechanism.

Transfer of outstanding devolved functions in twelve (12) sectors were further unbundled
to ensure improved service delivery by the two levels of government in the implementation

Xiv
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i)

k)

D

of their functions through provision of functional clarity, identification of attendant
resources and transfer of the functions.

Convened five (5) sector forums in the Health, Energy, Tourism, Manufacturing, Water,
Public Service and Agriculture sectors for close consultation between the two levels of
government to promote harmonious intergovernmental relations.

Quarterly Ordinary Council of Governors meetings held, quarterly consultative meetings
with the County Executive Committee Members held for the 18 Sectors and resolutions
implemented.

Intergovernmental sector forums regulations developed and submitted to the Summit for
approval.

m) Guidelines for the establishment and operationalization of Intergovernmental Relations

n)

0)

Units in Ministries and County Governments developed and gazetted.

Provided capacity building and technical assistance at Kshs.2.1B to all counties targeting
Public Finance Management, Planning, Monitoring & Evaluation, Human Resource &
Performance Management, Civic Education, Public Participation and Environment &
social safeguards.

Supported 15 Local Economic Development (LED) projects in 15 counties with each
county receiving approximately Ksh.115 Million.

The Sub-Sector’s Emerging Issues Include:

a)

b)

c)
d)

Executive directives on complete transfer of outstanding devolved functions to county
governments and valuation of registrable assets of the defunct local authorities and
devolved functions to be completed in 6 months.

Partnership in performance of exclusive functions between the two levels of governments
even though the functions are well spelt out in schedule 4 of the constitution.

Improved Intergovernmental Relations in the implementation of programs and projects.
The transition from the Big Four Agenda to the BETA economic model

Key Risk Management Strategies

Rationalization of the work plan in line with supplementary estimates.

Capacity building to County governments and review of some of the conditions by the

development partners to improve grants absorption by counties.

Developed career progression guidelines and organization structure to address staff capacity

Challenges Faced During Programmes and Projects Implementation

The following are the challenges faced during the implementation of programs and budget

execution of the sub-sector mandate in general.

XV
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= Inadequate funding to the sub-sector due to budget cuts in Supplementary Estimates which led
to below target execution of planned projects and activities,

= Delay in release of exchequer,

= Low absorption of grants by counties due to failure to meet the donor conditions.

= Leadership transition which slowed down the implementation of capital projects in counties

* Inadequate staff capacity to implement programs and to provide technical support to county

governments.

MS. TERESIA MBAIKA ,

PRINCIPAL SECRETARY
STATE DEPARTMENT FOR DEVOLUTION

XVi
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6. Statement of Performance Against Predetermined Objectives for the FY 2023

Introduction
The key strategic objectives for the State Department for Devolution as per the Strategic Plan for
FY 2018- FY 2022 are to:

a) Strengthen the Provision of Capacity and Technical Support for Improved Service Delivery at
County Level

b) Strengthen the Policy and legal framework for Management of the Devolved System of
Government

¢) Strengthen Cooperation, Coordination and Consultation for Sustainable Intergovernmental
Relations

d) Monitor and Evaluate Implementation of Devolution affairs

e) Operationalize Interventions to Enhance the Coordination and Management of Special
Programmes

f) Save Lives and Livelihoods of People Affected by Disasters

Progress on the attainment of Strategic Objectives through Performance Contracting

For purposes of implementing and cascading the above development objectives to specific sectors,
all the development objectives were made specific, measurable, achievable, realistic and time-
bound (SMART) and converted into development outcomes. Attendant indicators were identified

for reasons of tracking progress and performance measurement: Below we provide the progress

on attaining the stated objectives:

No. of

Devolution To strengthen the | Strengthen All the 47 Counties
Support Provision of | capacities of counties were supported on
Services Capacity and | counties to supported the following
Technical Support | effectively and thematic areas; Public
for Improved | efficiently Amount of Finance, Human
Service Delivery at | implement the capacity Resource
County Level devolved building Management,
functions grants Planning and
support to Monitoring and
counties Evaluation among
others
To strengthen the | Enabling policy, | No. of County Government
Policy and legal | legal framework | policies Act (2012) and

XVil
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framework for
Management of the

Devolved System of

for efficient

management of
devolved system

,legislations
and
regulations

Intergovernmental
Relations Act (2012)
were reviewed

Government of government developed/re | and attendant
viewed regulations
developed,
Devolution
Knowledge
management
Framework
developed
To Monitor and | Efficient and No. of M&E | Monitoring and
Evaluate effective reports on Evaluation was
Implementation of | implementation | Investment carried out quarterly
Devolution affairs of Devolution and LED on the two
programmes projects programmes and
implemented | reports prepared.
under Kenya | Technical support
Devolution was also provided to
Support counties
Programme( | implementing
KSDP) and projects funded under
IDEAS the programmes.
programme
Management of | To Strengthen | Harmonious No. of Six  sector forums
Intergovernmen | Cooperation, inter- and intra- | Intergovernm | were held, the sectors
tal Relations Coordination  and | governmental ental sector are; Health,
Consultation for | relations forums held Manufacturing,
Sustainable Water, and Public
Intergovernmental Service.
Relations

Xviii
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7. Management Discussion and Analysis

This section analyses budget implementation for the Financial Years 2020/21- 2022/23. The
summaries are shown in Tables 2.2 -2.4

During the period under review, the Sub-sector received a total funding of Ksh.15,093.15 million
and spent an amount of Kshs.14,319.75 million resulting in 95% absorption. Year by year
allocations for FY.2020/21, 2021/22 and 2022/23 were Kshs. 9,185.25, Kshs. 4,402.40 and Kshs.
1,505.50 the amounts spent were Kshs. 8,678.37, Kshs. 4,141.47 and Kshs. 1,499.91 respectively.
This translates to; 94%, 94% and 99% absorption rate for the three years under review.

On absorption based on economic classification, compensation to employees recorded 99.6%,
transfers 100% and other recurrent 99% during the review period.

The absorption trend for programmes for financial years 2020/21, 2021/22 and 2022/23 are as
follows; 94%, 95% and 98.84% for devolution support services; 100%, 99% and 99.96 for
Management of Intergovernmental relations; 98%, 97% and 99.18% for Administration support
services and 97% ,91%, 0% for Special Initiative for the period under review.

Table 2.2 ANALYSIS OF RECURRENT APPROVED BUDGET VS ACTUAL
EXPENDITURE IN KSHS MILLION

Approved Budget Allocation Actual Expenditure

Vote 1032

State

Department

for Economic

Devolution | Classification 2020/21 2021/22 2022/23 2020/21 | 2021/22 | 2022/23
Gross 1,029.42 3,163.79 1,580.22 | 1,019.43 | 2,333.00 | 1,551.91
AiA - - 74.72 - - 52.00
NET 1,029.42 3,163.79 1,505.50 | 1,019.43 | 2,333.00 | 1,499.91
Compensation to| 291.55 286.11 265.36 291.55 195.06 264.18
employees
Transfers 500.84 1,735.83 554.17 499.45 1,713.50 554.17
Other Recurrent 237.03 1,141.85 760.69 228.43 424 .44 733.56
of which
Insurance 0 0
utilities 1.31 0.76 0 0.07 - 0
Rent 82.30 106.30 110.30 81.56 106.30 110.30
Insurance - - - - -
subsidies - - - - -
Gratuity - 18.28 21.47 - 18.07 21.47
Contracted 4.35 6.85 2.34 4.23 3.04 2.30
Professionals(Guards
and cleaners
Others 149.07 1,009.66 626.58 142.58 297.03 599.48

X1X
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TABLE 2.3: ANALYSIS BY CATEGORY OF EXPENDITURE: DEVELOPMENT

(KSHS MILLION

Approved Budget Allocation  |Actual Budget Expenditure

Vote 1032 State

Department for|Economic

Devolution Classification [2020/21 [2021/22 2022/23 2020/21 |2021/22 |2022/23
Gross 8,160.83 | 1,238.62 | 227.38 | 7,658.95 | 1,238.62 112.88
GOK 7,747.34 | 1,080.00 | 45.00 | 7,414.96 | 1,080.00 43.42
Loans . - 0 - 0
Grants 413.49 158.62 182.38 243.99 158.62 69.46
Local AiA - - 0 - 0

The ministry has been implementing the following development programs. The table below
shows the status of the programs for the period 2021-2023 FY.

Table 2.4 project status

convention centre

Project Name Total Cost- | Project Remarks
Millions Status
Kenya devolution support | 23,000 100% All the disbursements to the counties done but
program-KDSP capital project ongoing
Instruments for Devolution | 1,960 75% Two project not completed due to non-
Advice and support compliance to grants conditions hence did not
(IDEAS receive funding
Integrated Programme to 330 100% Project Completed
support Devolution in
Kenya (UNDP)
Kenya Symbiocity 296 100% Project Completed
Programme
Consolidating gains 3,249 13% The project was not able to fundraise for the
initial project cost funding and the
components were scaled down
Construction of Kisumu 890 55% Project ongoing.

Constraints and challenges in budget implementation

The following are the challenges faced during the implementation of programs and budget
execution of the sub-sector mandate in general.

a) Inadequate funding to the sub-sector due to budget cuts in Supplementary Estimates which led
to below target execution of planned projects and activities,

b)Delay in release of exchequer,

XX
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¢) Low absorption of grants by counties due to failure to meet the donor conditions.
d)Leadership transition which slowed down the implementation of capital projects in counties

e) Inadequate staff capacity to implement programs and to provide technical support to county
governments.

Measures Undertaken to address the Challenges.

a) Rationalization of the work plan in line with supplementary estimates.
Capacity building to County governments and review of some of the conditions by the
development partners to improve grants absorption by counties

XXI
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8.

Environmental and Sustainability Reporting

The state department of Devolution exists to transform lives. This is our purpose; the driving

force behind everything we do by putting the Citizen first, delivering relevant goods and

services, and improving operational excellence. Below is a brief highlight of the sustainability

activities conducted in the year:

a)

b)

d)

Sustainability strategy and profile

The state department of is working and training county governments on various
program in order to ensure that the programs are sustained by the county governments.
the state department has also developed policies and guidelines to support county
government in projects and program implementation.

Environmental performance /climate change/ mitigation of natural disasters

The state department is working with counties in developing and implementing
environmental and social safeguard programs. has trained a number of county officers
in implementing projects taking into account environmental and social safeguards’
Employee welfare

The state department hiring process is guided by the public service commission policies
and guidelines. In terms of training the state department always ensures that at least all
employees are taken through training within the year.

Operational practices/ Market place practices

i. Responsible Supply chain and supplier relations

The state department procurement process is guided by the public procurement and
disposal act 2015 and public procurement and disposal regulations 2016. The
procurement laws and regulations provided for all procurements done within the

procurement laws.

Community Engagements-
The state department does not engage directly in community engagements but works
with counties in providing projects beneficial to the community. The state department

is supporting counties in implementing local economic development projects.
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9. Statement of Management Responsibilities

Section 81 (1) of the Public Finance Management Act, 2012 requires that, at the end of each
financial year, the Accounting Officer for a National Government Entity shall prepare financial
statements in respect of that entity. Section 81 (3) requires the financial statements so prepared to
be in a form that complies with relevant accounting standards as prescribed the Public Sector
Accounting Standards Board of Kenya from time to time.

The Accounting Officer in charge of the State Department for Devolution is responsible for the
preparation and presentation of the entity’s financial statements, which give a true and fair view of
the state of affairs of the entity for and as at the end of the financial year (period) ended on June 30,
2023. This responsibility includes: (i) maintaining adequate financial management arrangements
and ensuring that these continue to be effective throughout the reporting period, (ii) maintaining
proper accounting records, which disclose with reasonable accuracy at any time the financial
position of the entity, (iii) designing, implementing and maintaining internal controls relevant to
the preparation and fair presentation of the financial statements, and ensuring that they are free
from material misstatements, whether due to error or fraud, (iv) safeguarding the assets of the
entity; (v) selecting and applying appropriate accounting policies, and (vi) making accounting
estimates that are reasonable in the circumstances.

The Accounting Officer in charge of the State Department for Devolution accepts responsibility for
the entity’s financial statements, which have been prepared on the Cash Basis Method of Financial
Reporting, using appropriate accounting policies in accordance with International Public Sector
Accounting Standards (IPSAS). The Accounting Officer is of the opinion that the State Department
for Devolution financial statements give a true and fair view of the state of entity’s transactions
during the financial year ended June 30, 2023, and of the entity’s financial position as at that date.
The Accounting Officer in charge of the State Department for Devolution further confirms the
completeness of the accounting records maintained for the entity, which have been relied upon in
the preparation of the entity’s financial statements as well as the adequacy of the systems of internal
financial control.

The Accounting Officer in charge of the State Department for Devolution confirms that the entity
has complied fully with applicable Government Regulations and the terms of external financing
covenants (where applicable), and that the entity’s funds received during the year under audit were
used for the eligible purposes for which they were intended and were properly accounted for. Further
the Accounting Officer confirms that the entity’s financial statements have been prepared in a form
that complies with relevant accounting standards prescribed by the Public Sector Accounting
Standards Board of Kenya.
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Approval of the financial statements

The State Department for Devolution financial statements were approved and signed by the
Accounting Officer on 2023.

....................................

1 Stanley Mwaura
Accounting Officer Head of Accounting Unit
ICPAK M/No 7121
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REPUBLIC OF KENYA

elephone: +254-(20) 3214000 HEADQUARTERS
E-mail: info@oagkenya.go.ke Anniversary Towers
Website: www.oagkenya.go.ke Monrovia Street

OFFICE OF THE AUDITOR-GENERAL P.O. Box 30084-00100

Enhancing Accountability ) ot

REPORT OF THE AUDITOR-GENERAL ON STATE DEPARTMENT FOR
DEVOLUTION FOR THE YEAR ENDED 30 JUNE, 2023

PREAMBLE
| draw your attention to the contents of my report which is in three parts:

A. Report on the Financial Statements that considers whether the financial statements
are fairly presented in accordance with the applicable financial reporting framework,
accounting standards and the relevant laws and regulations that have a direct effect
on the financial statements.

B. Report on Lawfulness and Effectiveness in Use of Public Resources which considers
compliance with applicable laws, regulations, policies, gazette notices, circulars,
guidelines and manuals and whether public resources are applied in a prudent,
efficient, economic, transparent and accountable manner to ensure the Government
achieves value for money and that such funds are applied for the intended purpose.

C. Report on the Effectiveness of Internal Controls, Risk Management and Governance
which considers how the entity has instituted checks and balances to guide internal
operations. This responds to the effectiveness of the governance structure, risk
management environment and internal controls, developed and implemented by
those charged with governance for orderly, efficient and effective operations of the
entity.

An unmodified opinion does not necessarily mean that an entity has complied with all
relevant laws and regulations, and that its internal controls, risk management and
governance systems are properly designed and were working effectively in the financial
year under review.

The three parts of the report are aimed at addressing the statutory roles and
responsibilities of the Auditor-General as provided by Article 229 of the Constitution, the
Public Finance Management Act, 2012 and the Public Audit Act, 2015. The three parts of
the report when read together constitute the report of the Auditor-General.

REPORT ON THE FINANCIAL STATEMENTS
Qualified Opinion

| have audited the accompanying financial statements of State Department for Devolution
set out on pages 1 to 29, which comprise of the statement of financial assets and financial
liabilities as at 30 June, 2023, and the statement of receipts and payments, statement of
cash flows, and the statement of comparison of budget and actual amounts for the year
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then ended and a summary of significant accounting policies and other explanatory
information in accordance with the provisions of Article 229 of the Constitution of Kenya
and Section 35 of the Public Audit Act, 2015. | have obtained all the information and
explanations which, to the best of my knowledge and belief, were necessary for the
purpose of the audit.

In my opinion, except for the effects of the matter described in the Basis for Qualified
Opinion section of my report, the financial statements present fairly, in all material
respects, the financial position of the State Department for Devolution as at
30 June, 2023, and of its financial performance and its cash flows for the year then ended,
in accordance with International Public Sector Accounting Standards (Cash Basis) and
comply with the Public Finance Management Act, 2012.

Basis for Qualified Opinion
Unsupported Prior Year Adjustments

The statement of financial assets and financial liabilities and as disclosed in Note 14 to
the financial statements reflects prior year adjustments balance of Kshs.140,763,816. The
balance includes adjustment for a balance of Kshs.85,782,292 relating to district
suspense that had been outstanding in the books of the State Department for long.
However, no documents in the form of returns were provided for audit review to account
for the adjustment of the balance.

In the circumstances, the accuracy, validity and completeness of the prior year
adjustments balance of Kshs.85,782,292 could not be confirmed.

The audit was conducted in accordance with the International Standards for Supreme
Audit Institutions (ISSAIls). | am independent of the State Department for Devolution
Management in accordance with ISSAI 130 on the Code of Ethics. | have fulfilled other
ethical responsibilities in accordance with the ISSAI and in accordance with other ethical
requirements applicable to performing audits of financial statements in Kenya. | believe
that the audit evidence | have obtained is sufficient and appropriate to provide a basis for
my qualified opinion.

Emphasis of Matter
1. Budgetary Control and Performance

The statement of comparison of budget and actual amounts reflects final receipts budget
and actual on a comparable basis of Kshs.1,807,594,123 and Kshs.1,635,917,697
respectively resulting to an under-funding of Kshs.171,676,426 or 9% of the approved
budget. Similarly, the State Department incurred expenditure amounting to
Kshs.1,443,233,046 against approved budget of Kshs.1,807,594,123 resulting to under
expenditure of Kshs.364,361,077 or 20% of the budget.

The underfunding and under expenditure affected the planned activities and programmes
of the State Department, which may have impacted negatively on effective service
delivery to the public.
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2



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. There were no key audit matters to
report in the year under review.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC
RESOURCES

Conclusion

As required by Article 229(6) of the Constitution, based on the audit procedures
performed, except for the matters described in the Basis for Conclusion on Lawfulness
and Effectiveness in Use of Public Resources section of my report, | confirm that, nothing
else has come to my attention to cause me to believe that public resources have not been
applied lawfully and in an effective way.

Basis for Conclusion
1.0Long Outstanding Pending Bills

Note 17.2 and 17.3 to the financial statements reflect pending bills totalling
Kshs.2,845,999,363 comprising of pending accounts payables of Kshs.2,740,999,363
and other pending payables of Kshs.105,000,000 as detailed in Annex 1 and 2
respectively. However, the supporting pending bills committee report reflects ineligible or
not verified bills amounting to Kshs.1,469,016,969 as at the 30 June, 2023 for which the
criteria for determining whether the bills were eligible, or ineligible, was not provided for
audit review.

In addition, out of the Kshs.2,845999,362 pending bills, bills amounting to
Kshs.2,825,026,348 relate to 2021-2022 and prior years. The State Department is at risk
of incurring significant interest costs and penalties as they continue delaying the
payments. This is contrary to the provisions of Section 42(1) (a) of the Public Finance
Management (National Government) Regulations, 2015, which states that debt service
payments shall be a first charge on the Consolidated Fund and the Accounting Officer
shall ensure this is done to the extent possible that the Government does not default on
debt obligations.

In the circumstances, Management was in breach of the laws.
2.0 Stalled Proposed Africities Convention Centre Project in Kisumu County

As previously reported, the State Department awarded a contract for the construction of
the proposed Africities Convention Centre in Kisumu at a contract sum of
Kshs.890,829,345 for a duration of thirty-eight (38) weeks commencing on 16 July, 2021.
An extension period was granted for the third time where the contract period was revised
to one hundred and fourty one (141) weeks with the new completion date of 8 April, 2024.
Physical verification carried out in the month of November, 2022 revealed that the project
was only fifty-five (55%) percent complete. The Management indicate works stalled since
May, 2022. The contractor to-date has been paid Kshs.250,000,000 leaving a balance of
Kshs.640,829,345. However, according to a letter from the Principal Secretary Devolution
to Principal Secretary National Treasury dated 18 November, 2022, the contractor had
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submitted Interim Payment certificates amounting to Kshs.212,535,291 which were
outstanding.

Further, the contractor in their letter Ref: CJIC/KEN/SDD/092 dated 19 October, 2023 to
the Works Secretary, State Department for Public Works tabulated a sum of
Kshs.1,385,980,479 being claim for loss and expenses due to suspension of works for
502 days from 24 May, 2022 to 18 October, 2023.

In the circumstances, the State Department risks incurring additional costs inform of
claims and interest on delayed payments. Further, the regularity and value for money of
Kshs.250,000,000 incurred on the project could not be confirmed.

3.0 Irregular Payment of Salaries for Nairobi Rivers Commissioners

The State Department for Devolution received an Authority to Incur Expenditure (AIE) of
Kshs.100,000,000 from the Office of the Deputy President on 31 May, 2023 for the
operations of Nairobi Rivers Commission. The State Department paid the Nairobi River
Commissioners as full-time employees a total of Kshs.17,761,164 for seven (7) months.

However, the appointment letters and gazette notice No.14891 appointing the
Commissioners did not specify appointments on full-time basis. Further, the legislative
mandate for full-time appointment of the Commissioners was not provided for audit review
and its absence renders salary drawn for full-time engagement irregular and recoverable.

In the circumstances, the regularity and propriety of the expenditure of Kshs.17,761,164
incurred on the Commissioners amounts to breach of the laws.

The audit was conducted in accordance with the International Standards for Supreme
Audit Institutions (ISSAI) 4000. The standard requires that | comply with ethical
requirements and plan and perform the audit to obtain assurance about whether the
activities, financial transactions and information reflected in the financial statements
comply, in all material respects, with the authorities that govern them. | believe that the
audit evidence | have obtained is sufficient and appropriate to provide a basis for my
conclusion.

REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT
AND GOVERNANCE

Conclusion

As required by Section 7(1)(a) of the Public Audit Act, 2015, based on the audit
procedures performed, except for the matters described in the Basis for Conclusion on
Effectiveness of Internal Controls, Risk Management and Governance section of my
report, | confirm that nothing else has come to my attention to cause me to believe that
internal controls, risk management and governance were not effective.

Basis for Conclusion
1.0. Lack of Audit Committee

During the year under review, the State Department did not have an active audit
committee contrary to the provisions of Section 73(5) of the Public Finance Management
Act, 2012. This Section requires that every national government public entity shall
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establish an audit committee whose composition and functions shall be as prescribed by
the regulations. The Department, therefore, did not benefit from the oversight of an Audit
Committee. In the circumstances, the existence of an effective oversight mechanism to
ensure efficient system of internal controls could not be confirmed.

In the circumstances, the internal controls were not effective.
2.0. Failure to Put in Place Finance Management Standing Committee

The State Department did not have a Public Management Standing Committee during the
year under review as required by Regulation 18(1) of the Public Finance Management
(National Government) Regulations, 2015. The Public Finance Management Standing
Committee provides strategic guidance to the entity on public finance management
matters.

In these circumstances, the strength of the system of internal controls around financial
management could not be confirmed.

The audit was conducted in accordance with the International Standards for Supreme
Audit Institutions (ISSAIs) 2315 and 2330. The standards require that | plan and perform
the audit to obtain assurance about whether effective processes and systems of internal
controls, risk management and overall governance were operating effectively, in all
material respects. | believe that the audit evidence | have obtained is sufficient and
appropriate to provide a basis for my conclusion.

Responsibilities of Management and those Charged with Governance

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with International Public Sector Accounting Standards (Cash
Basis) and for maintaining effective internal controls as Management determines is
necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error and for its assessment of the effectiveness
of internal controls, risk management and overall governance.

In preparing the financial statements, Management is responsible for assessing the State
Department’s ability to continue to sustain its services, disclosing, as applicable, matters
related to sustainability of services and using the applicable basis of accounting unless
Management is aware of the intention to terminate the State Department or to cease
operations.

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

In addition to the responsibility for the preparation and presentation of the financial
statements described above, Management is also responsible for ensuring that the
activities, financial transactions and information reflected in the financial statements are
in compliance with the authorities which govern them, and that public resources are
applied in an effective way.

Those charged with governance are responsible for overseeing the State Department’s
financial reporting process, reviewing the effectiveness of how Management monitors
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compliance with relevant legislative and regulatory requirements, ensuring that effective
processes and systems are in place to address key roles and responsibilities in relation
to governance and risk management, and ensuring the adequacy and effectiveness of
the control environment.

Auditor-General’s Responsibilities for the Audit

The audit objectives are to obtain reasonable assurance about whether the financial
statements 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 ISSAls 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 these financial statements.

In addition to the audit of the financial statements, a compliance audit is planned and
performed to express a conclusion about whether, in all material respects, the activities,
financial transactions and information reflected in the financial statements are in
compliance with the authorities that govern them and that public resources are applied in
an effective way, in accordance with the provisions of Article 229(6) of the Constitution
and submit the audit report in compliance with Article 229(7) of the Constitution.

Further, in planning and performing the audit of the financial statements and audit of
compliance, | consider internal control in order to give an assurance on the effectiveness
of internal controls, risk management and governance processes and systems in
accordance with the provisions of Section 7(1)(a) of the Public Audit Act, 2015 and submit
the audit report in compliance with Article 229(7) of the Constitution. My consideration of
the internal controls would not necessarily disclose all matters in the internal controls that
might be material weaknesses under the ISSAls. A material weakness is a condition in
which the design or operation of one or more of the internal control components does not
reduce to a relatively low level the risk that misstatements caused by error or fraud in
amounts that would be material in relation to the financial statements being audited may
occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions.

Because of its inherent limitations, internal controls may not prevent or detect
misstatements and instances of non-compliance. Also, projections of any evaluation of
effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions or that the degree of compliance with the
State Department’s policies and procedures may deteriorate.

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

e Identify and assess the risks of material misstatement of the financial statements,
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
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fraud is higher than for one resulting from error, as fraud may involve collusion,
forgery, intentional omissions, misrepresentations or the override of internal controls.

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 applicable 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 State
Department’s ability to continue to sustain its services. If | conclude that a material
uncertainty exists, | am required to draw attention in the auditor’s report to the related
disclosures in the financial statements 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 State
Department to cease to continue to sustain its services.

Evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent 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 State Department to express an opinion on the financial
statements.

Perform such other procedures as | consider necessary in the circumstances.

| communicate with 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.

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

FCP%, CBS

AUDITOR-GENERAL

Nairobi

22 December, 2023
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State Department for Devolution

Annual Report and Financial Statements for the year ended 30th June 2023

11. Statement of Receipts and Payments for the Year ended 30" June 2023

RECEIPTS

Note

2022-2023

1.
\Shs

Exchequer Releases 1 1,561,500,317 4,158,246,200
Proceeds from Domestic and Foreign Grants 2 - 131,973,713
Miscellaneous Receipts 3 74,417,380 46,053,509
TOTAL REVENUES 1,635,917,697 4,336,273,422
PAYMENTS

Compensation of Employees 4 266,774,836 279,510,950
Use of goods and services 5 549,811,883 1,633,266,396
Grants and Transfers to Other Government Units 6 604,944,414 932,340,894
Other grants and transfers 7 - 1,026,392,351
Social Security Benefits 8 21,395,772 17,201,808
Acquisition of Assets 9 306,140 344,015,400
TOTAL PAYMENTS 1,443,233,046 4,232,727,799
SURPLUS/DEFICIT 192,684,652 103,545,623

The accounting policies and explanatory notes to these financial statements form an integral part of
the financial statements. The entity financial statements were approved on

signed by:

Ms Teresia Mbaika
Accounting Officer

2023 and

CPA Stanley Mwaura
Head of Accounting Unit
ICPAK M/No. 7121




State Department for Devolution
Annual Report and Financial Statements for the year ended 30th June 2023

12. Statement Of Financial Assets And Financial Liabilities As At 30" June 2023

FINANCIAL ASSETS

Cash and Cash Equivalents

Bank Balances 10A 132,002,684 147,754,171
Cash Balances 10B 31 31
Total Cash And Cash Equivalents 132,002,715 147,754,202
Imprests and Advances 11 180,000,000 85,782,293
TOTAL FINANCIAL ASSETS 312,002,715 233,536,495
LESS: FINANCIAL LIABILITIES

Third Party Deposits and Retentions 12 97,589,749 71,044,364
NET FINANCIAL ASSETS 214,412,966 162,492,131
REPRESENTED BY

Fund balance b/fwd 13 162,492,131 243,679,103
Prior year adjustments 14 -140,763,817 -184,732,595
Surplus/Deficit for the year 192,684,652 103,545,623
NET FINANCIAL POSITION 214,412,966 162,492,131

The accounting policies and explanatory notes to these financial statements form an integral part of

the financial statements. The entity financial statements were approved on 2023 and
signed by:
Dk tu IR s
..... k... 1550y .
Ms Teresia Mbaika CPA Stanley Mwaura

Head of Accounting Unit
ICPAK M/No.7121

Accounting Officer



State Department for Devolution

Annual Report and Financial Statements for the year ended 30th June 2023

13. Statement of Cash Flows For The Year Ended 30" June 2023

CASH FLOW FROM OPERATING ACTIVITIES

Receipts for operating income

Exchequer Releases 1 1,561,500,317 | 4,158,246,200
Proceeds from Domestic and Foreign Grants 2 - 131,973,713
Miscellaneous Receipts 3 74,417,380 46,053,509
Total Receipts 1,635,917,697 | 4,336,273,422
Payments for operating expenses

Compensation of Employees 4 266,774,836 279,510,950
Use of goods and services 5 549,811,883 1,633,266,396
Grants and Transfers to Other Government Units 6 604,944,414 932,340,894
Other grants and transfers 7 - 1,026,392,351
Social Security Benefits 8 21,395,772 17,201,808
Total Payments 1,442,926,906 | 3,888,712,399
Adjusted for:

Prior Year Adjustments 14 (140,763,817) | (184,732,595)
Decrease/(Increase) in Accounts receivable: (outstanding 15 (94,217,707)

imprest) 50,058,415
Increase/(Decrease) in Accounts Payable: (deposits and 16 26,545,385

retention) (25,962,246)
Net Cash Flow from Operating Activities (15,445,347) 286,924,597
CASHFLOW FROM INVESTING ACTIVITIES

Acquisition of Assets 9 (306,140) | (344,015,400

Net cash flows from Investing Activities (306,140) | (344,015,400)
CASHFLOW FROM BORROWING ACTIVITIES

NET INCREASE IN CASH AND CASH EQUIVALENT (15,751,487) (57,090,803)
Cash and cash equivalent at BEGINNING of the year 10A+B | 147,754,202 204,845,005
Cash and cash equivalent at END of the year 10A+B | 132,002,715 147,754,202

The accounting policies and explanatory notes to these financial statements form an integral part of the

financial statements. The entity financial statements were approved on
by: Fn
....... émlf Nee Jol3

Ms Teresia Mbaika
Accounting Officer

2023 and signed

CPA Stanley Mwaura

Head of Accounting Unit

ICPAK M/No.7121
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State Department for Devolution
Annual Report and Financial Statements for the year ended 30th June 2023

15. Notes to the Financial Statements

1.  Statement of Compliance and Basis of Preparation

The financial statements have been prepared in accordance with Cash-basis International Public
Sector Accounting Standards (IPSAS) as prescribed by the Public Sector Accounting Standards
Board (PSASB) and set out in the accounting policy note below. This cash basis of accounting has
been supplemented with accounting for; a) receivables that include imprests and salary advances
and b) payables that include deposits and retentions. The financial statements comply with and
conform to the form of presentation prescribed by the PSASB. The accounting policies adopted

have been consistently applied to all the years presented.

2.  Reporting Entity

The financial statements are for the State Department for Devolution. The financial statements
encompass the reporting entity as specified under Section 81 of the PFM Act 2012 and also
comprise of the following development projects implemented by the entity:

i.  Consolidating Gains and Deepening Devolution in Kenya

3.  Reporting Currency

The financial statements are presented in Kenya Shillings (Kshs), which is the functional and
reporting currency of the Government and all values are rounded to the nearest Kenya Shilling.
The accounting policies set out in this section have been consistently applied State Department for

Devolution for all the years presented.

a) Recognition of Receipts
The State Department for Devolution recognises all receipts from the various sources when the

event occurs, and the related cash has been received.

(i) Transfers from the Exchequer
Transfers from the exchequer are recognized in the books of accounts when cash is received. Cash
is considered as received when payment instruction is issued to the bank and notified to the State

Department for Devolution.
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(ii) External Assistance

External assistance is received through grants and loans from multilateral and bilateral
development partners. Grants and loans shall be recognized in the books of accounts when cash is
received. Cash is considered as received when a payment advice is received by the recipient entity
or by the beneficiary. In case of grant/loan in kind, such grants are recorded upon receipt of the
grant item and upon determination of the value. The date of the transaction is the value date
indicated on the payment advice. A similar recognition criteria is applied for loans received in the
form of a direct payment. During the year ended 30" June 2023, there were no instances of non-
compliance with terms and conditions which have resulted in cancellation of external assistance

loans.

(iii) miscellaneous receipts
These include Appropriation-in-Aid and relates to receipts such as proceeds from disposal of assets
and sale of tender documents. These are recognized in the financial statements the time associated

cash is received.

b) Recognition of payments

The State Department for Devolution recognises all payments when the event occurs, and the
related cash has been paid out by the State Department for Devolution
i) Compensation of Employees
Salaries and wages, allowances, statutory contribution for employees are recognized in

the period when the compensation is paid.

ii) Use of Goods and Services
Goods and services are recognized as payments in the period when the goods/services
are paid for. Such expenses, if not paid during the period where goods/services are

consumed, shall be disclosed as pending bills.

iii) Interest on Borrowing
Borrowing costs that include interest are recognized as payment in the period in which

they are paid for. For the reporting period the state department had no borrowings.
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iv)

vi)

vii)

Principal on borrowing
The repayment of principal amount of borrowing is recognized as payment in the period
in which the repayment is made. For the reporting period the state department had no

borrowings.

Acquisition of Fixed Assets

The payment on acquisition of property plant and equipment items is not capitalized.
The cost of acquisition and proceeds from disposal of these items are treated as
payments and receipts items respectively. Where an asset is acquired in a non-exchange
transaction for nil or nominal consideration and the fair value of the asset can be
reliably established, a contra transaction is recorded as receipt and as a payment. A
fixed asset register is maintained and a summary provided for purposes of

consolidation. This summary is disclosed as an annexure 2 to the financial statements.

In-kind contributions

In-kind contributions are donations that are made to the Entity in the form of actual
goods and/or services rather than in money or cash terms. These donations may include
vehicles, equipment or personnel services. Where the financial value received for in-
kind contributions can be reliably determined, the state department for devolution
includes such value in the statement of receipts and payments both as receipts and as
payments in equal and opposite amounts; otherwise, the contribution is not recorded.
In the reporting period the state department had no donations or in kind contributions

received.

Third Party Payments

Included in the receipts and payments, are payments made on the entity’s behalf to third
parties in form of loans and grants. These payments do not constitute cash receipts and
payments and are disclosed in the payment to third parties in the statement of receipts

and payments as proceeds from foreign borrowings or grants.

¢) Cash and Cash Equivalents
Cash and cash equivalents comprise cash on hand and cash at bank, short-term deposits on call

and highly liquid investments with an original maturity of three months or less, which are

10



State Department for Devolution
Annual Report and Financial Statements for the year ended 30th June 2023

d)

readily convertible to known amounts of cash and are subject to insignificant risk of changes
in value. Bank account balances include amounts held at the Central Bank of Kenya and at
various commercial banks at the end of the financial year. A bank account register is
maintained, and a summary provided for purposes of consolidation. This summary is disclosed

as note 10 to the financial statements.

Restriction on Cash

Restricted cash represents amounts that are limited/restricted from being used to settle a
liability for at least twelve months after the reporting period. This cash is limited for direct use
as required by stipulation. Amounts maintained in deposit bank accounts are restricted for use
in refunding third party deposits and retentions. As of 30th June 2023, this amounted to Kshs
97,589,749 compared to Kshs 42,105,464 in prior period as indicated on note 12. There were

no other restrictions on cash during the year.

Imprests and advances
For the purposes of these financial statements, imprests and advances to authorised public

officers and/or institutions which were not surrendered or accounted for at the end of the
financial year are treated as receivables. This is in recognition of the government practice
where the imprest payments are recognized as payments when fully accounted for by the
imprest or Authority to Incur Expenditure (AIE) holders. This is an enhancement to the cash

accounting policy. Other accounts receivables are disclosed in the financial statements.

Third party deposits and retention

For the purposes of these financial statements, deposits and retentions held on behalf of third
parties have been recognized on an accrual basis (as accounts payables). This is in recognition
of the government practice of retaining a portion of contracted services and works pending
fulfilment of obligations by the contractor and to hold deposits on behalf of third parties. This
is an enhancement to the cash accounting policy adopted for National Government Ministries

and Agencies. Other liabilities including pending bills are disclosed in the financial statements.

11
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f)

2

h)

»

Pending Bills
Pending bills consist of unpaid liabilities at the end of the financial year arising from contracted

goods or services during the year or in past years. As pending bills do not involve the payment
of cash in the reporting period, they recorded as ‘memorandum’ or ‘off-balance’ items. When
the pending bills are finally settled, such payments are included in the Statement of Receipts

and Payments in the year in which the payments are made.

Budget

The budget is developed on a comparable accounting basis (cash basis except for imprest and
deposits and retentions, which are accounted for on an accrual basis), the same accounts
classification basis, and for the same period as the financial statements. The original budget
was approved by Parliament in June 2023 for the period 1** July 2022 to 30" June 2023 as
required by Law and there were one number of supplementary adjustments to the original
budget during the year.

A comparison of the actual performance against the comparable budget for the financial year
under review has been included in the financial statements. Government Development Projects
are budgeted for under the state department for devolution but receive budgeted funds as
transfers and account for them separately. These transfers are recognised as inter-entity

transfers.

Comparative Figures
Where necessary, comparative figures for the previous financial year have been amended or

reconfigured to conform to the required changes in presentation.

Subsequent Events
There have been no events after the financial year end with a significant impact on the financial

statements for the year ended 30" June 2023.

Prior Period Adjustment
During the year, errors that have been corrected are disclosed under note 14 explaining the

nature and amounts.
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k) Related Party Transactions

D

Related party means parties are related if one party has the ability to:

a) Control the other party or

b) Exercise significant influence over the other party in making financial and operational
decisions, or if the related party entity and another entity are subject to common control.

Relates party transaction is a transfer of resources of obligations between related parties

regardless of whether a price is charged.

Contingent Liabilities

A contingent liability is:

a) A possible obligation that arises from past events and whose existence will be
confirmed only by the occurrence or non-occurrence of one or more uncertain future
events not wholly within the control of the entity; or

b) A present obligation that arises from past events but is not recognised because:

i) It is not probable that an outflow of resources embodying economic benefits or
service potential will be required to settle the obligation; or

ii) The amount of the obligation cannot be measured with sufficient reliability.

Some of contingent liabilities may arise from: litigation in progress, guarantees, indemnities.
Letters of comfort/ support, insurance, Public Private Partnerships, The state department for
Devolution does not recognize a contingent liability but discloses details of any contingencies
in the notes to the financial statements unless the possibility of an outflow of resources
embodying economic benefits or service potential is remote. The state department has no

contingent liability in the reporting period.
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Notes to the Financial Statements

1 Exchequer Releases

Total Exchequer Releases for quarter 1 288,141,585 314,431,750
Total Exchequer Releases for quarter 2 332,593,292 1,592,677,217
Total Exchequer Releases for quarter 3 277,636,656 952,329,731
Total Exchequer Releases for quarter 4 663,128,784 1,298,807,502
TOTAL 1,561,500,317 4,158,246,200

(in the previous period the state department was implementing IDEAS project which was not there

in fy 2022/2023 also the department responsible for relief was moved out of the state

department hence reduced exchequer receipts)

2  Proceeds from Domestic and Foreign Grants

Grants received from Bilateral
Donors (Foreign

Governments)

y DIRECT
European union-EI-IDEAS - PAYMENT - 100,438,813
European union-KCPF - - - 31,534,900
Total - - - 131,973,713
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Notes to the Financial Statements (continued)

3 Miscellaneous Receipts

Delegates Registration Fee - AFRICITIES 74,417,380 46,053,509

TOTAL

74,417,380

46,053,509

(the miscellaneous receipts relates to registration for africities delegates held in May 2022 in

Kisumu. part of the funds was received in May 2023)

4 Compensation to Employees

Basic salaries of permanent employees 159,589,769 174,366,935
Personal allowances paid as part of salary 107,185,066 105,144,015
TOTAL 266,774,836 279,510,950
5 Use of Goods and Services
Communication, supplies and services 3,661,376 8,609,218
Domestic travel and subsistence 53,246,830 155,812,007
Foreign travel and subsistence 1,260,700 13,431,739
Printing, advertising and information supplies &
services 24,060 35,934,312
Rentals of produced assets 147,300,000 305,739,400
Training expenses 7,620,537 3,345,372
Hospitality supplies and services 35,061,453 185,166,500
Specialised materials and services - 2,052,083
Office and general supplies and services 3,422,455 4,047,148
Fuel Oil and Lubricants 2,354,627 18,080,837
Other operating expenses 294,365,228 895,004,319
Routine maintenance — vehicles and other
transport equipment 1,177,618 4,253,669
Routine maintenance — other assets 317,000 1,789,792
TOTAL 549,811,883 1,633,266,396

Notes to the Financial Statements (continued)

There was a reduction in expenditure due to budget cuts done during the supplementary

estimates in FY 2022/2023, also the department of relief was moved to the ministry of labour and

social services
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6 Grants and Transfers to Other Government Units

Current Grants to Government Agencies and

other levels of Government 554,170,000 687,112,032
Capital Grants to Government Agencies and '

other levels of Government 4,500,000 10,623,016
Other Capital Grants and Transfers 46,274,414 234,605,846
See attached list

TOTAL 604,944,414 932,340,894

6 b: Transfers to self — reporting entities in the year

The above transfers were made to the following self-reporting entities in the year:

Transfers to SAGAs and SCs

Council of governors 210,640,000 4,500,000 215,140,000 215,693,015
IGRTC 343,530,000 - 343,530,000 496,772,032
National youth council - - - 5,000,000
Kenya school of i ) i 10,000,000
government

County assemblies forum - - - 15,000,000
Transfers to County

Governments

IDEAS - - - 100,438,813
KCDF -SDD

OPERATIONS ] ) ) i S
Consolidating Gains and

Deepening Devolution in - 46,274,414 46,274,414 57,902,134
Kenya

Total 554,170,000. 50,774,414 604,944,414 932,340,894

We have confirmed these amounts with the recipient entities and attached these confirmations as

an Appendix to this financial statement.
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Notes to the Financial Statements (Continued)

7 Other Grants and Transfers

Membership dues and subscriptions to
international organizations

1,026,392.351

Total

1,026,392,351

The grants were providing for relief food beneficiaries in the previous year. In the current year

the function of relief distribution was transferred from the state department.

8 Social Security Benefits

Government pension and retirement benefits

21:995, 112

17,201,808

TOTAL

21,395,772

17,201,808

(the social security benefits relates to senior official who exited the state department —cabinet

secretary and his staff, CAS and his staff in the previous year.)

17
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Notes to the Financial Statements (Continued)

9 Acquisition of Assets

Non-Financial Assets

Purchase of Buildings

Construction of Buildings - 280,000,000
Purchase of Vehicles and Other

Transport Equipment - 63,044,400
Purchase of Office Furniture and

General Equipment 306,140 -
Research, Studies, Project Preparation,

Design & Supervision - 971,000
TOTAL 306,140 344,015,400

(the state department had a construction project in F'Y 2021-2022- Kisumu convention centre.
Which was allocated Kshs 280 million. However, in FY 2022-2023, the project had no budgetary

allocation
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Notes to the Financial Statements (Continued)

10 Cash and Bank Accounts

Bank Accounts (Note 10 A) 132,002,684 147,754,171
Cash on hand (Note 10 B) 31 sl
Total 132,002,715 147,754,202

10A: Bank Accounts

REC-CBK A/C 1000209828 Recurrent 10,036,733 1,702,573
DEV-CBK A/C 1000209763 Development 4,562 28,972,724
DEP-CBK A/C 1000212616 Deposit 120,007,125.75 42,105,464
KCDF CBK A/C 1000495316 Project 1,740,477 21,514,499
IDEAS CBK A/C 1000318287 Project - 7,424,401
KCB kipande house-acc no Aficities, Stniit

1286547547 209,196.34 39,098,379
KCB kipande house-acc no S .

1295646528 Africities Symmit 4,588 6,936,130

Total 132,002,684 147,754,171

10B: Cash on hand

Cash in hand — Held in domestic currency o1 31

Total 31 31
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Notes to the Financial Statements (Continued)

Detailed Cash is as follows:

Locations-MINISTRY HEADQUARTERS
NAIROBI

Total

31

31

[board of survey attached to the financial statements.|

11 : Imprests and Advances

District suspense

85,782,293

AIE to IGRTC

180,000,000

TOTAL

180,000,000

85,782,293

Imprests and advances Aging analysis.

Under one year

180,000,000

100%

1-2 years

2-3 years

85,782,293

Over 3 years

Total

180,000,000

100%

85,782,292

20
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12 Third party deposits and retention

Deposit 97,589,749 42,105,464
IDEAS - 7,424,401
KCPF - 21,541,499
TOTAL 97,589,749 71,044,364

Under one year 77,901,661.75 % 28,938,900 41%
1-2 years 42,105,464 % - %
2-3 years - % - %
Over 3 years 100% 42,105,464 59%
Total 120,007,125.75 100% 71,044,364 100%

13 Fund balance brought forward

Bank accounts 147,754,171 202,959,524

Cah in hand 31 1,885,482
receivables 85,782,292 59,820,046
Payables -deposits (71,044,364) (20,985,949)
total 162,492,130 243,679,103

21
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14 Prior Year Adjustments

Y o { § Py
JesSCripiion o1 er r

Recurrent bank account

1,702,573.20 -1,702,573.20 0.00
Z"’c:::r‘:fmem bl 28,972,724.45 -28,972,724.45 0.00
KCB bank account 39.098,379.00 238,889,183.00 209,196.00
KCB bank account 6,936,130.00 26.931,542.00 4,588.00
Payables-deposit 71,044,364 28,938,900 ~42,105,464.00
Other bank accounts 71,044,364 7,424,401 63,619,963.00
receivables 85,782,292 -85,782,292 0.00
Cash in hand 31 0 31.00
Total 162,492,129.65 -140,763,815.65 21,728,314

Explanatory notes

1.The prior year adjustment is in relation to swept bank balance for the previous year (FY 2021-
2022) for both recurrent (Kshs 1,702,573.20) and development (Kshs 28,972,724.45) refunded
back to exchequer amounting to Ksh 30,675,298.

2.The Ksh 38,889,183 and Ksh 6,931,542 relates to Africities bank balances that were re-budgeted
in the current financial year and had also been included in the fund balance brought forward.

3.The 28,938,900 represents the IDEAS project bank balances of Kshs. 7,424,401 and KCPF
Project Bank balances of Kshs. 21,514,499 of which the Kshs 7,424,401 was returned to The
National Treasury after completion of the project.

4. The 85,782,292, relates to aies issued to deputy county commissioners for transport of relief

food. Through interventions from ministry of interior, national treasury and state department for
asal , the state department managed to receive the returns from the DCC

22
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15 Increase/ decrease in advances and imprest

0023 02

| SIl.

Receivables as at 1* July (A) | 85,782,293 59,820,046
Receivables as at 30" June(B) | 180,000,000 85,782,293
Increase/decrease in | 94,217,707 (25,962,247)
receivables-(C=B-A)

16 Increase/ (Decrease) in Retention and Third-Party De

Payables as at Ist July (A) 71,044,364 20,985,949
Payables as at 30th June (B) 97,589,749 71,044,364
Increase/ (Decrease) in payables (C=(B-A)) 26,545,385 50,058,415

17 Related Party Disclosures
The following comprise of related parties to the state department of devolution
i) Key management personnel that include the Cabinet Secretaries and Accounting
Officers
ii)  Other Ministries Departments and Agencies and Development Projects;
iii) County Governments; and

iv)  State Corporations and Semi-Autonomous Government Agencies.

23
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17.1Related party transactions:

Transfer to related parties

Transfers to SCS and SAGAS 558,670,000 687,112,032
Transfers from exchequer 1,561,500,317 4,158,246,200
Total 2,120,170,317.00 4,845,358,232

17.2 Pending Accounts Payable (See Annex 1) - PENDING BILLS

Construction of 424,700,008.02 14,198,154.56 313,591,962.58
Radings 125.306.200.00

Supply of Goods 25,915,358.00 = 25,915,358.00
Supply of 817,644,930.00 337,714,937.56 | 479,929,992.44
Services

Total eligible bills 819,437,313.02
Bills under 1,469,016,969
verification

Court award under 452,545,080.50
arbitration

Total 1,268,260,296.02 | 14,198,154.56 | 463,021,137.56 | 2,740,999,362.52

The bills under verification are still undergoing verification of documents and validation by the

pending bills verification committee within the state department.

17.3: Other Pending Payables (See Annex 2)

Amounts due to National

o 105,000,000 ] ] 105,000,000
Kenya railways pension

scheme

Total 105,000,000 - - 105,000,000
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17.4 External Assistance

External Assistance received as Grants & 131,973,713

Total - 131,973,713

(the grants were received in the previous year from the EU as grants from the IDEAS project for
transfer to the counties)

a) External assistance relating loans and grants

External Assistance received as Loans - -

External Assistance received as Grants - 131,973,713

Total - 131,973,713
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Other important disclosures (continued)

b) Classes of providers of external assistance

Bilateral Donors - 131,973,713
Total - 131,973,713

(the external assistance was for local economic development at the counties.).

¢) Purpose and use of external assistance

Transfers to other Government Units - 131,973,713
Total - 131,973,713
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State Department for Devolution
Annual Report and Financial Statements for the year ended 30th June 2023

Annex 4 — List of Projects implemented by the state department for devolution.

Kenya Cooperation Local Economic | Ms. Teresia Mbaika | No

and Dialogue Facility | Development

Consolidating gains Deepening of Ms. Teresia Mbaika | yes
and deepening devolution

devolution in Kenya
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State Department for Devolution
Annual Report and Financial Statements for the year ended 30th June 2023

Annex 5 — List of SCs, Sagas and Public Funds Under state department for devolution

1 | Intergovernmental Relations 343,530,000 | Yes
Technical Committee-
IGRTC
2 | Council of Governors -COG 215,140,000 | Yes
3 | Nairobi Rivers Commission - | N/A

558,670,000
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Annex 6- Reports Generated from IFMIS

IFMIS financial reports to be presented on request.
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