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Roads Annuity Fund
Annual Reports and Financial Statements
For the year ended June 30, 2018

KEY ROADS ANNUITY FUND INFORMATION AND MANAGEMENT

(a) Backgroundinformation

The Roads Annuity Fund was incorporated/ established under the Public Finance Management
(Roads Annuity Fund) Regulations, 2015 on 2nd April, 2015. The Roads Annuity Fund is
domiciled in Kenya.

(b) PrincipalActivities

The objective and purpose of the Fund shall be to provide funds to meet the National
Government's Annuity payment obligations for the development and maintenance of roads
under the Annuity programme.

(c) Key Management

The Roads Annuity Fund's day-to-day management is under the following key organs

Oversight Committee
Secretariet
Officer Administering the Fund

(d) FiduciaryManagement

The key management personnel who held office during the financial year ended 30th June
2018 and who had direct fiduciary responsibility were:

No. Designation Name
I Chairman Dr. Kamau Thugge, CBS
2. Officer Administerine the Fund Julius Korir, CBS
3 Member Jared Osoro
4. Member Mumbi Githaiea
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KEY ROADS ANNUITY FUND INFORMATION AND MANAGEMENT (Continued)

(e) Roads Annuity Fund Headquarters

P.O. Box 30260
Works Building
Ngong Road
Nairobi, KENYA

(0 Roads AnnuitY Fund Contacts

Telephone: (254) 0202723232
E-mail : ps@infrastructure'go.ke
Website : www.transPort. oo. ke

(g) Roads AnnuitY Fund Bankers

Central Bank of KenYa
Haile Selassie Avenue
P.O. Box 60000
City Square 00200
Nairobi, KenYa

(h) IndependentAuditors

Auditor General
Kenya National Audit Office
Anniversary Towers, University Way

P.O. Box 30084
GOP 00100
Nairobi, Kenya

(i) Principal Legal Adviser

The Attorney General
State Law Office
Harambee Avenue
P.O. Box 40112
City Square 00200
Nairobi, Kenya
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For the ended June 30,2018

STATEMENT OF FUND MANAGEMENT RESPONSIBILITIES

Section 8l of the Public Finance Management Act, 2012 require the Accounting Officer of the Fund
to prepare financial statements in respect of that Roads Annuity Fund, which give a true and fair
view of the state of affairs of the Roads Annuity Fund at the end of the financial year and the
operating results of the Roads Annuity Fund for that year. The Accounting Officer is also required
to enzure that the Roads Annuity Fund keeps proper accounting records which disclose with
reasonable accuracy the financial position of the Roads Annuity Fund. The Accounting Officer is
also responsible for safeguarding the assets of the Roads Annuity Fund.

The Accounting Officer is responsible for the preparation and presentation of the Roads Annuity
Fund'g financial statements, which give a true and fair view of the state of affairs of the Roads
Annuity Fund for and as at the end of the financial year (period) ended on June 30, 2018. 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 Roads Annuity Fund; (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
Roads Annuity Fund; (v) selecting and applying appropriate accounting policies; and (vi) making
accounting estimates that are reasonable in the circumstances.

The Accounting Officer accepts responsibility for the Roads Annuity Fund's financial statements,
which have been prepared using appropriate accounting policies supported by reasonable and prudent
judgements and estimates, in conformity with International Public Sector Accounting Standards
(IPSAS), and in the manner required by the PFM Act, 2012 and (the State Corporations Act) -
entities should quote applicable legislation as indicated under ) . The Accounting Officer is of the
opinion that the Roads Annuity Fund's financial statements give a true and fair view of the state of
Roads Annuity Fund's transactions during the financial year ended June 30,2018, and of the Roads
Annuity Fund's financial position as at that date. The Accounting Officer further confirms the
completeness of the accounting records maintained for the Roads Annuity Fund, which have been
relied upon in the preparation of the Roads Annuity Fund's financial statements as well as the
adequacy of the systems of intemal financial control.

Nothing has come to the attention of the Accounting Officer to indicate that the Roads Annuity Fund
will not remain a going concern for at least the next twelve months from the date of this statement.

Approval of the financial statements

The Roads Annuity Fund's financial statements were approved by the Board on
2018 and signed on its behalf by:

Secretary Unit
akwa

Ag
CPA Ouya YJulius Korir, CBS

lv

ICPAK Member Number: 12376
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REPORT OF THE INDEPENDENT AUDITORS ON THE ROADS AI\iNUITY FI]IID
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REPUBLIC OF KENYA

Telephone:
Fax: +2

E-Mail:

342330
|L482

P.O. Box 30084-00100

NAIROBI
.go.ke

Website: .kenao.go.ke

OFFICE OF THE AUDITOR.GENERAL
OF THE AUDITOR.GENERAL ON ROADS ANNUITY FUND FOR THE YEAR

30 JUNE 2018

EPORT ON THE FINANCIAL STATEMENTS

nton

have audited the accompanying financial statements of Roads Annuity Fund set out on
1 to 25, which comprise the statement of financial position as at 30 June 2018, and

e statement of financial performance, the statement of changes in equity, the statement of
flows and statement of comparison of budget and actual amounts for the year then
, and a summary of significant accounting policies and other explanatory information

accordance with the provisions of Article 229 of the Constitution of Kenya and Section 35
the Public Audit Act, 2015. I have obtained all the information and explanations which, to

best of my knowledge and belief, were necessary for the purpose of the audit

my opinion, the financial statements present fairly, in all material respects, the financial
sition of the Fund as at 30 June 2018, and of its financial performance and its cash flows
r the year then ended, in accordance with lnternationa! Public Sector Accounting

ndards (Accrual Basis) and comply with the Public Finance Management Act. 2012 and
Legal Notice no. 36 dated 2 April 2015.

s for Opinion

audit was conducted in accordance with lnternational Standards of Supreme Audit
ons (lSSAls). I am independent of Roads Annuity Fund Management in accordance

ISSAI 30 on Code of Ethics. I have fulfilled other ethical responsibilities in accordance
the ISSAI and in accordance with other ethical requirements applicable to performing
ts of financial statements in Kenya. I believe that the audit evidence I have obtained is

and appropriate to provide a basis for my opinion

Audit Matters

audit matters are those matters that, in my professional judgment, are of most
tcance tn the audit of the financial statements. There were no Key Audit Matters to

port in the year under review.

EPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC MONEY

usion

required by Article 229(6) of the Constitution, based on the procedures performed, I

that, nothing has come to my attention to cause me to believe that public money has
been applied lavtrfully and in an effective way

of'thc Auditor-General on the Finunciul Statements of'Roacls Annuit.v Fund fbr the.vear endecl 30.lune 20 l8

Promoting Accountability in the Public Sector



Basis for Gonclusion

The audit review was conducted in accordance with ISSAI 4000. The standard requires that
I comply with ethical requirements and plan and perform the audit review to obtain assurance
as to whether the activities, financial transactions and information reflected in the financial
statements are in compliance, in all materia! respects, with the authorities that govem them.
I believe that the audit evidence I have obtained is sufficient and appropriate to provide a
basis for my conclusion.

REPORT ON EFFECTIVENESS OF ]NTERNAL CONTROLS, GOVERNANCE AND RISK
MANAGEMENT SYSTEMS

Conclusion

As required by Section 7(1Xa) of the Public Audit Act, 2015, based on the procedures
performed, I confirm that, nothing has come to my attention to cause me to believe that
internal controls, risk management and overall governance were not effective.

Basis for Conclusion

The audit was conducted in accordance with ISSAI 1315 and ISSAI 1330. The standard
requires that I plan and perform the audit so as to obtain assurance as to whether effective
processes and systems of intemal contro!, risk management and governance was
maintained in all materia! respects. I believe that the audit evidence I 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 lnternational Public Sector Accounting Standards (Accrual
Basis) and for maintaining effective 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 and for its assessment of the effectiveness of internal control.

ln preparing the financial statements, management is responsible for assessing the ability
to sustain seryices, disclosing, as applicable, matters related to sustainability of services
and using the applicable basis of accounting unless the management either intends to
liquidate the or to cease operations, or have no realistic altemative but to do so.

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, 201 5.

ln 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 money is applied in an effective
manner.

Report of the Auditor-General on the Financial Statements of Roads Annuitv Fund for the.vear ended 30 June 20t8
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Those charged with governance are responsible for overseeing the financial reporting
process, reviewing the effectiveness of how the entity monitors 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 lSSAls will always detect a
material misstatement and weakness when it exists. Misstatements can arise from fraud or
error and are considered material if, individually or in the aggregate, they could reasonably
be expected to influence the economic decisions of users taken on the basis of these
financial statements.

ln addition to the audit of the financial statements, a compliance review is planned and
performed to express a conclusion with limited assurance as to whether, in all material
respects, the activities, financial transactions and information reflected in the financial
stiatements are in compliance with the authorities that govern them 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. The nature, timing and extent of the compliance work is
limited compared to that designed to express an opinion with reasonable assurance on the
financial statements.

Further, in planning and performing the audit of the financial statements and review of
compliance, I 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(1Xa) 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
controlwould not necessarily disclose all matters in the internalcontrolthat might be material
weaknesses under the lSSAls. 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 control 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 policies and procedures
may deteriorate.

Report of the Auditot-General on the Financial Statements of Roads Annuity Fundfor the year ended 30 June 2018
3
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As part of an audit conducted in accordance with lSSA|s, I exercise professionaljudgement
and maintain professional skepticism throughout the audit. I also:

ldentify 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 fraud is
higher than for one resulting from error, as fraud may involve collusion, forgery,
intentional omissions, misrepresentations, or the override of internal control.

o

a

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

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

o Obtain sufficient appropriate audit evidence regarding the financial information and
business activities to express an opinion on the financial statements.

o Perform such other procedures as I consider necessary in the circumstances.

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

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

?

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

Nairobi

01 April 2019
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ST TEMENT OF FINANCIAL PERFORMANCE
THE YEAR ENDED 30 JUNE 2018

pal
Korir, CBS

Ag. Head Unit
akwaCPA Ouya Y

ICPAK Member Number: 12376

from non-exchange transactions
6 26,142,895,967

7

26,1421895,967T revenue

1,586,000,0007T to other Govemment Entities
1,586,000,000

expensesT
24,556,895,967for the
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For the year ended June 30,2018

vi



For e

Annuity Fund
Reports and Financial Statements

ended June 30,2018

OF FINANCIAL POSITION
AS 30 JIINE 2018

Secretary
J Korir, CBS

Ag. Unit
akwaCPA Ouya Y

ICPAK Member Number: 12376

STA

Asser s

Curr lnt assets

Cash and cash equivalents 8 25,056,895,967

Tota assets 25,056,895,967
Net r ssets 25,056,895,967
Capit al 9 500,000,000
Accu mulated surplus 24,556,895,967
Tota net assets and liabilities 25,056,895,967

2



Roads Annuity Fund
Annual Reports and Financial Statements

ended June 30,2018For the year

STATEMENT OF CHANGES IN NET ASSETS

FOR THE YEAR ENDED 30 JUNE 2018

Principal
Julius , CBS

Ag. Head Unit
akwaCPA Ouya Y

ICPAK Member Number: 12376

00At July 1,2017
25,056,895,96725,056,895,967Total Comprehensive Income
25,0561895196725,056,895,967At June 30' 2018

3



For

Annuity Fund
al Reports and Financial Statements

ended June 30,2018

OF CASH FLOWS
THE YEAR ENDED 30 JUNE 2018

Secretary
Juli Korir, CBS

STA

Ag. Head
CPA Ouya

Unit
akwaY

ICPAK Member Number: 12376

CasH flows from operating activities
Recefpts

Fine{, penalties and levies 6 26,t42,895,967

Capi{al 9 500,000,000

Totaf Receipts 26,642,895,967

Paynf ents
Transfers to other Government Entities 7 ( 1,586,000,000)

Tot{l Payments (1,586,000,000)

Net (ash flows from operating activities 25,056,895,967

Net crease in cash and cash equivalents 25,056,895,967

Cashland cash equivalents at I July 2017

Casli and cash equivalents at 30 JUNE 2018 25,056,895,967

4
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Roads Annuity Fund
Annual Reports and Financial Statements
For the year ended June 30,2018

I

NOTES TO THE FINAIICIAL STATEMENTS

GENERAL INFORMATION
The Roads Annuity Fund is established by and derives its authority and accountability
from Public Finance Management Act. The Roads Annuity Fund is wholly owned by the

Government of Kenya and is domiciled in Kenya. The Roads Annuity Fund's principal

activity is to provide funds to meet the national government's annuity payment obligations

for the development and maintenance of roads under the Annuity Programme.

2. STATBMENT OF COMPLIANCE AND BASIS OF PREPARATION

The financial statements have been prepared on a historical cost basis. The preparation of
financial statements in conformity with International Public Sector Accounting Standards
(IPSAS) allows the use of estimates and assumptions. It also requires management to
exercise judgement in the process of applying the Roads Annuity Fund's accounting
policies. The financial statements have been prepared and presented in Kenya Shillings,
which is the functional and reporting currency of the Roads Annuity Fund.

The financial statements have been prepared in accordance with the PFM Act, the State
Corporations Act and International Public Sector Accounting Standards (IPSAS). The
accounting policies adopted have been consistently applied to all the years presented.

3. ADOPTION OF NEW AND REVISED STANDARDS

i. Relevant new standards and amendments to published standards effective for the
year ended 30 June 2018

Standard Impact

IPSAS 39:

Employee Benefits

Applicable: 1't January 2018

The objective to issue IPSAS 39 was to create convergence to

changes in IAS 19 Employee benefits. The IPSASB needed to

create convergence of IPSAS 25 to the amendments done to IAS
19. The main objective is to ensure accurate information relating

to pension liabilities arising from the defined benefit scheme by
doing away with the corridor approach.

6
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Roads AnnuitY Fund
Annual Reports and Financial Statements

For the r ended June 30,2018

NOTES TO THE FINANCIAL STATEMENTS (Continued)

ADOPTION OF NEW AND REVISED STANDARDS (Continued)

ii. New and amended standards and interpretations in issue but not yet effective in

the year ended 30 June 2017

iii. Early adoPtion of standards

The Roads Annuity Fund did not early - adopt any new or amended standards in year

2018.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a) Revenue recognition

i) Revenue from non-exchange transactions

Fees, taxes and fines

4

The Roads Annuity Fund recognizes revenues from fees, taxes and fines when the

event occurs and t-he asset recognition criteria are met. To the extent that there is

a related condition attached that would give rise to a liability to repay the amount,

deferred income is recognized instead of revenue. Other non-exchange revenues

are recognized when it is probable that the future economic benefits or service

potentiaiassociated with the asset will flow to the Roads Annuity Fund and the

iair value of the asset can be measured reliably.

Transfers from other government entities

Revenues from non-exchange transactions with other government entities are

measured at fair value and iecognized on obtaining control of the asset (cash,

goods, services and property) ii the transfer is free from conditions and it is

[roUuUte that the economic 6enefits or service potential related to the asset will

how to the Roads Annuity Fund and can be measured reliably' Recurrent grants

are recognized in the staiement of comprehensive income. Development/capital

grants aie recognized in the statement of financial position and realised in the

itatement of comprehensive income over the useful life of the assets that has been

acquired using such funds

7

Effective date and imPact:Standard
Applicable: I't January 20192

The standard covers public sector combinations arising from

exchange transactions in which case they are treated similarly

with IFRS 3(applicable to acquisitions only) Business

combinations and combinations arising from non exchange

transactions which are covered purely under Public Sector

combinations as amalgamations.

IPSAS 40: Public

Sector

Combinations
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4

NOTES TO THE FINANCIAL STATEMENTS (Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

a) Revenue recognition (Continued)

ii) Revenue from exchange transactions

Rendering of services

The Roads Annuity Fund recognizes revenue from rendering of services by
reference to the stage of completion when the outcome of the transaction can be

estimated reliably. The stage of completion is measured by reference to labour
hours incurred to date as a percentage of total estimated labour hours.

Where the contract outcome cannot be measured reliably, revenue is recognized
only to the extent that the expenses incurred are recoverable.

Sale of goods

Revenue from the sale of goods is recognized when the significant risks and

rewards of ownership have been transferred to the buyer, usually on delivery of the
goods and when the amount of revenue can be measured reliably and it is probable
that the economic benefits or service potential associated with the transaction will
flow to the Roads Annuity Fund.

Interest income
Interest income is accrued using the effective yield method. The effective yield
discounts estimated future cash receipts through the expected life of the financial
asset to that asset's net carrying amount. The method applies this yield to the
principal outstanding to determine interest income each period.

Dividends
Dividends or similar distributions must be recognized when the shareholder's or the
Roads Annuity Fund's right to receive payments is established.

Rental income
Rental income arising from operating leases on investment properties is accounted

for on a straight-line basis over the lease terms and included in revenue.

8
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NOTES TO THE FINANCIAL STATEMENTS (Continued)

4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

b) Budget information

The original budget for FY 2017-2018 was approved by the National Assembly in

March 2017. Su6sequent revisions or additional appropriations were made to the

approved budget in accordance with specific approvals from 
- 
the appropriate

authorities. ThJadditional appropriations are added to the original budget by the Roads

Annuity Fund upon receiving the respective approvals in order to conclude the final

budget. Accordingly, the Roads Annuity Fund recorded no additional appropriations on

the 2017-2018 budget.

The Roads Annuity Fund's budget is prepared on a different basis to the actual income

and expenditure disclosed in the financial statements. The financial statements are

prepared on accrual basis using a classification based on the nature of expenses in the

statement of financial performince, whereas the budget is prepared on a cash basis'

The amounts in the financial statements were recast from the accrual basis to the cash

basis and reclassified by presentation to be on the same basis as the approved budget' A

comparison of budget and actual amounts, prepared on a comparable basis to the

approved budget, isihen presented in the statement of comparison of budget and actual

amounts.

In addition to the Basis difference, adjustments to amounts in the financial statements

are also made for differences in the formats and classification schemes adopted for the

presentation of the financial statements and the approved budget.

Roads AnnuitY Fund
Annual Reports and Financial Statements

For the year ended June 30,2018

c) Taxes

Current income tux

Current income tax assets and liabilities for the current period are measured at the

amount expected to be recovered from or paid to the taxation authorities' The tax rates

and tax laws used to compute the amount are those that are enacted or substantively

enacted, at the reporting date in the area where the Roads Annuity Fund operates and

generates taxable income.

Current income tax relating to items recognized directly in net assets is recognized in

net assets and not in the stitement of financial performance. Management periodically

evaluates positions taken in the tax returns with respect to situations in which

upfticaUte iax regulations are subject to interpretation and establishes provisions where

appropriate.

9
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4

NOTES TO THE FINANCIAL STATEMENTS (Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

c) Taxes (Continued)

Deferred tax

Deferred tax is provided using the liability method on temporary differences between
the tax bases of assets and liabilities and their carrying amounts for financial reporting
purposes at the reporting date.

Deferred tax liabilities are recognized for all taxable temporary differences, except in
respect of taxable temporary differences associated with investments in controlled
entities, associates and interests in joint ventures, when the timing of the reversalof the
temporary differences can be controlled and it is probable that the temporary
differences will not reverse in the foreseeable future.

Deferred tax assets are recognized for all deductible temporary differences, the carry
forward of unused tax credits and any unused tax losses. Deferred tax assets are
recognized to the extent that it is probable that taxable profit will be available against
which the deductible temporary differences, and the carry forward of unused tax credits
and unused tax losses can be utilized, except in respect of deductible temporary
differences associated with investments in controlled entities, associates and interests
in joint ventures, deferred tax assets are recognized only to the extent that it is probable
that the temporary differences will reverse in the foreseeable future and taxable profit
will be available against which the temporary differences can be utilized.

The carrying amount of deferred tax assets is reviewed at each reporting date and
reduced to the extent that it is no longer probable that sufficient taxable profit will be
available to allow all or part of the deferred tax asset to be utilized. Unrecognized
deferred tax assets are re-assessed at each reporting date and are recognized to the
extent that it has become probable that future taxable profits will allow the deferred tax
asset to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to
apply in the year when the asset is realized or the liability is settled, based on tax rates
(and tax laws) that have been enacted or substantively enacted at the reporting date.

Deferred tax relating to items recognized outside surplus or deficit is recognized
outside surplus or deficit. Deferred tax items are recognized in correlation to the
underlying transaction in net assets.

Deferred tax assets and deferred tax liabilities are offset if a legally enforceable right
exists to set off current tax assets against current income tax liabilities and the deferred
taxes relate to the same taxable Roads Annuity Fund and the same taxation authority.
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NoTESToTHEFINANCIALSTATEMENTS(Continued)

4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

c) Taxes (Continued)

Soles tax

Expenses and assets are recognized net ofthe amount ofsales tax, except:

from the taxation authority, in which case, the sales tax is recognized as part of the

cost of acquisition of the asset or as part of the expense item, as applicable

The net amount of sales tax recoverable from, or payable to, the taxation authority is

included as part of receivables or payables in the statement of financial position'

d) Investment Property

Investment properties are measured initially at cost, including transaction costs' The

carrying amount includes the replacement cost of components of an existing

investment property at the time that cost is incurred if the recognition criteria are met

and excludes the costs of day-to-day maintenance of an investment property'

lnvestment property acquired through a non-exchange transaction is measured at its

fair value at the jate of acquisition. Subsequent to initial recognition, investment

properties are measured using the cost model and are depreciated over a 30-year

period.

Investment properties are derecognized either when they have been disposed of or

when the investment property is permanently withdrawn from use and no future

economic benefit o, ,.rri." iotenfial is expected from its disposal. The difference

between the net disposal proceeds and the carrying amount of the asset is recognized in

the surplus or deficit in the period of de-recognition'

Transf'ers are made to or from investment property only when there is a change in use'

e) PropertY, Plant and equiPment

All property, plant and equipment are stated at cost less accumulated depreciation and

impui..eni losses. Cost includes expenditure that is directly attributable to the

acquisition of the items. When significant palts of property, plant and equipment are

required to be replaced at intervaG, the Roads Annuity Fund recognizes such parts as

individual assets with specific useful lives and depreciates them accordingly. Likewise,

when a major inspection is performed, its cost is recognized in the carrying amount of

the plant unO 
"qriprnent 

as a replacement if the recognition criteria are satisfied. All

other repair and maintenance costs are recognized in surplus or deficit as incurred'

Where an asset is acquired in a non-e*Chung. transaction for nil or nominal

consideration the asset is initially measured at its fair value.
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NOTES TO THE FINANCIAL STATBMENTS (Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

0 Leases

Finance leases are leases that transfer substantially all of the risks and benefits
incidental to ownership of the leased item to the Roads Annuity Fund. Assets held
under a finance lease are capitalized at the commencement of the lease at the fair value
of the leased property or, if lower, at the present value of the future minimum lease
payments. The Roads Annuity Fund also recognizes the associated lease liability at the
inception of the lease. The liability recognized is measured as the present value of the
future minimum lease payments at initial recognition.

Subsequent to initial recognition, lease payments are apportioned between finance
charges and reduction of the lease liability so as to achieve a constant rate of interest on
the remaining balance of the liability. Finance charges are recognized as finance costs
in surplus or deficit.

An asset held under a finance lease is depreciated over the useful life of the asset.

However, if there is no reasonable certainty that the Roads Annuity Fund will obtain
ownership of the asset by the end of the lease term, the asset is depreciated over the
shorter of the estimated useful life of the asset and the lease term.
Operating leases are leases that do not transfer substantially all the risks and benefits
incidental to ownership of the leased item to the Roads Annuity Fund. Operating lease
payments are recognized as an operating expense in surplus or deficit on a straight-line
basis over the lease term.

g) Intangible assets

Intangible assets acquired separately are initially recognized at cost. The cost of
intangible assets acquired in a non-exchange transaction is their fair value at the date of
the exchange. Following initial recognition, intangible assets are carried at cost less any
accumulated amortization and accumulated impairment losses. Internally generated
intangible assets, excluding capitalized development costs, are not capitalized and
expenditure is reflected in surplus or deficit in the period in which the expenditure is
incurred.

The useful life of the intangible assets is assessed as either finite or indefinite.

h) Research and development costs

The Roads Annuity Fund expenses research costs as incurred. Development costs on an
individual project are recognized as intangible assets when the Roads Annuity Fund
can demonstrate:

for use or sale

t2



Roads AnnuitY Fund
Annual Reports and Financial Statements

r ended June 30,2018

4

For the yea

NOTES TO THE FINANCIAL STATEMENTS (Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

h) Research and development costs (Continued)

Following initial recognition of an asset, the asset is carried at cost less any

accumulated amortization and accumulated impairment losses. Amortization of the

asset begins when development is complete and the asset is available for use' It is

amortized over the period of expecied future benefit. During the period of

development, the assei is tested for impairment annually with any impairment losses

recognized immediately in surplus or deficit'

i) Financial instruments

Financiulussers

I nitial recognttion and meas urement

Financial assets within the scope of IPSAS 29 Financial Instruments: Recognition

and Measurement are classified as financial assets at fair value through surplus or

deficit, loans and receivables, held-to-maturity investments or available-for-sale

financial assets, as appropriate. The Roads Annuity Fund determines the

classification of its financialassets at initial recognition.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or

determinable payments that are not quoted in an active market. After initial

measurement,'such financial assets are subsequently measured at amortized cost

using the effective interest method, less impairment. Amortized cost is calculated

Uy tifing into account any discount or premium on acquisition and fees or costs

that are an integral pari of the effective interest rate. Losses arising from

impairment are recognized in the surplus or deficit'

Held-to-maluritY
Non-derivative financial assets with fixed or determinable payments and fixed

maturities are classified as held to maturity when the Roads Annuity Fund has the

positive intention and abitity to hold it to maturity. After initial measurement, held-

io-maturity investments are measured at amortized cost using the effective interest

method, less impairment. Amortized cost is calculated by taking into account any

discount or premium on acquisition and fees or costs that are an integral part of the

effective interest rate. The losses arising from impairment are recognized in surplus

or deficit.

I mpoirme nt of Jinanciol assets

The Roads Annuity Fund assesses at each reporting date whether there is objective

evidence that a financial asset or an Roads Annuity Fund of financial assets is

impaired. A financial asset or a Roads Annuity Fund of financial assets is deemed

to te impaired if, and only if, there is objective evidence of impairment as a result

of one or more events that has occurred after the initial recognition of the asset (an

incurred'loss event') and that loss event has an impact on the estimated future cash

flows of the financial asset or the Roads Annuity Fund of financial assets that can

be reliably estimated. Evidence of impairment may include the following

indicators:
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NOTES TO THE FINANCIAL STATEMENTS (Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

h) Research and development costs (Continued)

i) Financialinstruments(Continued)

Financial assets (Continued)

Impairment of /inancial assets (Continued)

financial difficulty

reorganization

(e.g. changes in arrears or economic conditions that correlate with defaults)

Financial liabilities

Initial recognition and meos urement

Financial liabilities within the scope of IPSAS 29 are classified as financial
liabilities at fair value through surplus or deficit or loans and borrowings, as

appropriate. The Roads Annuity Fund determines the classification of its financial
liabilities at initial recognition.
All financial liabilities are recognized initially atfair value and, in the case of loans
and borrowings, plus directly attributable transaction costs.

Loans and borrowing

After initial recognition, interest bearing loans and borrowings are subsequently
measured at amortized cost using the effective interest method. Gains and losses

are recognizedin surplus or deficit when the liabilities are derecognized as well as

through the effective interest method amortization process.

Amortized cost is calculated by taking into account any discount or premium on
acquisition and fees or costs that are an integral part ofthe effective interest rate.

i) Inventories

Inventory is measured at cost upon initial recognition. To the extent that inventory was
received through non-exchange transactions (for no cost or for a nominal cost), the cost
of the inventory is its fair value at the date of acquisition.

Costs incurred in bringing each product to its present location and conditions are

accounted for, as follows:

proportion of manufacturing overheads based on the normal operating capacity, but

excluding borrowing costs
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NOTESToTHEFINANCIALSTATEMENTS(Continued)

4SUMMARYoFSIGNIFICANTACCoUNTINGPoLICIES(Continued)

i) Inventories(Continued)

After initial recognition, inventory is measured at the lower of cost and net realizable

value. However, io tne extent thai a class of inventory is distributed or deployed at no

charge or for a nominal charge, that class of inventory is measured at the lower of cost

and current rePlacement cost'

Net realizable value is the estimated selling price in the ordinary course of operations,

less the estimated costs of completion und th. estimated costs necessary to make the

sale, exchange, or distribution'

lnventories are recognized as an expense when deployed for utilization or consumption

in the ordinu,y "ou,* 
of operations of the Roads Annuity Fund.

j) Provisions

provisions are recognized when the Roads Annuity Fund has a present obligation (legal

or constructive) as"a result of a past event, it is probable that an outflow of resources

embodying economi" benefits or service potential will be required to settle the

obligation-and a reliable estimate can be made of the amount of the obligation'

Where the Roads Annuity Fund expects some or all of a provision to be reimbursed, for

example, under an insurance contract, the reimbursement is recognized as a Separate

assetonlywhenthereimbursementisvirtuallycertain.

The expense relating to any provision is presented in the statement of financial

performance net of any reimbursement'

Co nti nge nt I iab ilit ies

The Roads Annuity Fund 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 reiources embodying economic benefits or service potential is remote'

Contingent assets

The Roads Annuity Fund does not recognize a contingent asset, but discloses details of

a possible asset wirose existence is coniingent on the occurrence or non-occurrence of

one or more uncertain future events not wholly within the control of the Roads Annuity

Fund in the notes to the financial statements. contingent assets are assessed continually

to ensure that developments are appropriately reflected in the financial statements' If it

has become virtually certain that an inflow of economic benefits or service potential

wiil arise and the asset's value can be measured reliably, the asset and the related

revenue are recognized in the financial statements of the period in which the change

occurs.
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4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

k) Nature and purpose ofreserves

The Roads Annuity Fund creates and maintains reserves in terms of specific
requirements.

l) Changes in accounting policies and estimates

The Roads Annuity Fund recognizes the effects of changes in accounting policy
retrospectively. The effects of changes in accounting policy are applied prospectively if
retrospective application is impractical.

m) Employee benefits

Retirement benefit plans

The Roads Annuity Fund provides retirement benefits for its employees and directors.
Defined contribution plans are post employment benefit plans under which an Roads
Annuity Fund pays fixed contributions into a separate Roads Annuity Fund (a fund),
and will have no legal or constructive obligation to pay further contributions if the fund
does not hold sufficient assets to pay all employee benefits relating to employee service
in the current and prior periods. The contributions to fund obligations for the payment
of retirement benefits are charged against income in the year in which they become
payable.

Defined benefit plans are post-employment benefit plans other than defined-
contribution plans. The defined benefit funds are actuarially valued tri-annually on the
projected unit credit method basis. Deficits identified are recovered through lump sum
payments or increased future contributions on proportional basis to all participating
employers. The contributions and lump sum payments reduce the post-employment
benefit obligation.

n) Foreign currency transactions

Transactions in foreign currencies are initially accounted for at the ruling rate of
exchange on the date of the transaction. Trade creditors or debtors denominated in
foreign currency are reported at the statement of financial position reporting date by
applying the exchange rate on that date. Exchange differences arising from the
settlement of creditors, or from the reporting of creditors at rates different from those at

which they were initially recorded during the period, are recognized as income or
expenses in the period in which they arise.

o) Borrowing costs

Borrowing costs are capitalized against qualifying assets as part of property, plant and

equipment.

Such borrowing costs are capitalized over the period during which the asset is being
acquired or constructed and borrowings have been incurred. Capitalization ceases when
construction of the asset is complete. Further borrowing costs are charged to the
statement of fi nancial performance.
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NOTESToTHEFINANCIALSTATEMENTS(Continued)

4SUMMARYoFSIGNIFICANTACCOUNTINGPOLICIES(Continued)

p) Related Parties
The Roads ennuity Fund regards a related party as a person or an Roads.Annuity Fund

with the ability to exert control individually or jointly, or to exercise significant

influence or", ih. Roads Annuity Fund, or vice versa. Members of key management

are regarded as related parties and comprise the directors, the CE'O and senior

managers.

q) Service concession arrangements
The Roads Rnnuity Fund 

-analyses all aspects of service concession arrangements that

it enters into in ietermining the appropriate accounting treatment and disclosure

requirements. In particular, where a private party contributes an- asset to the

arrangement, the Roads Annuity Fund recognizes that asset when, and only when' it

controls or regulates the services the operator must provide together with the asset, to

whom it musiprovide them, and at what price. In the case of assets other than'whole-

of-life, assets, it controls, through ownership, beneficial entitlement or otherwise - any

significant residual interest in the asset at the end of the arrangement. Any assets so

re"cognized are measured at their fair value. To the extent that an asset has been

recognized, the Roads Annuity Fund also recognizes a corresponding liability, adjusted

by a cash consideration paid or received'

r) Cash and cash equivalents
Cash and cash equivalents comprise cash on hand and cash at bank, short-term deposits

on call and highiy liquid investments with an original maturity of three months or less,

which u.. ,"ujily 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 reriya and at various commercial banks at the end of the financial year' For

the purposertf th.r. financial statements, cash and cash equivalents also include short

term cash imprests and advances to authorised public officers and/or institutions which

were not surrendered or accounted for at the end ofthe financial year.

s) Budget information

The original budget for FY 2017-2018 was approved by the National Assembly in

March 2017. Suflsequent revisions or additional appropriations were made to the

approved budget in accordance with specific approvals from the appropriate

authorities. The-additional appropriations are added to the original budget by the Roads

Annuity Fund upon receiving the respective approvals in order to conclude the final

budget'

The Roads Annuity Fund's budget is prepared on a different basis to the actual income

and expenditure disclosed in the financial statements. The financial statements are

prepared on accrual basis using a classification- based on the nature of expenses in the

statement of financial perform-ance, whereas the budget is prepared on a cash basis'

The amounts in the financial statements were recast from the accrual basis to the cash

basis and reclassified by presentation to be on the same basis as the approved budget' A

comparison of budget and actual amounts, prepared on a comparable basis to the

approved budget, is then presented in the statement of comparison of budget and actual

amounts. In addition to the Basis difference, adjustments to amounts in the financial

statements are also made for differences in the formats and classification schemes

adopted for the presentation of the financial statements and the approved budget.
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NOTES TO THE FINAI\CIAL STATEMENTS (Continued)

4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

s) Budget information (Continued)

A statement to reconcile the actual amounts on a comparable basis included in the
statement of comparison of budget and actual amounts and the actuals as per the
statement of fi nancial performance.

t) Comparative figures

Where necessary comparative figures for the previous financial year have been
amended or reconfigured to conform to the required changes in presentation.

u) Subsequent events

There have been no events subsequent to the financial year end with a significant
impact on the financial statements for the year ended June 30, 201 8.

5 SIGNIFICANT JUDGMENTS AND SOURCES OF ESTIMATION UNCERTAINTY

The preparation of the Roads Annuity Fund's financial statements in conformity with
IPSAS requires management to make judgments, estimates and assumptions that affect the
reported amounts of revenues, expenses, assets and liabilities, and the disclosure of
contingent liabilities, at the end of the reporting period. However, uncertainty about these
assumptions and estimates could result in outcomes that require a material adjustment to
the carrying amount of the asset or liability affected in future periods. State alljudgements,
estimates and assumptions made: e.g

Estimates and assumptions

The key assumptions concerning the future and other key sources of estimation uncertainty
at the reporting date, that have a significant risk of causing a material adjustment to the
carrying amounts of assets and liabilities within the next financial year, are described
below. The Roads Annuity Fund based its assumptions and estimates on parameters
available when the consolidated financial statements were prepared. However, existing
circumstances and assumptions about future developments may change due to market
changes or circumstances arising beyond the control of the Roads Annuity Fund. Such
changes are reflected in the assumptions when they occur. IPSAS I .140

Useful lives and residual values

The useful lives and residual values of assets are assessed using the following indicators to
inform potential future use and value from disposal:

Annuity Fund

processes
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6 FINES, PENALTIES AND LEVIES

This revenue relates to Fuel levy received from Kenya Roads Board

7 TRANSFERS TO OTHER GOVERNMENT ENTITIES

8 DETAILED ANALYSIS OF THE CASH AND CASH EQUIVALENTS

9 CAPITAL

Item 2017-2018
Kshs

tal Fund 5 000 000

Total

In financial year 201412015 Parliament appropriated the initial Fund capital of Klshs

26,142,895,967Fuel levy
26,142,895,967Total

1,586,000,000Transfers to other Government
1,586r000,000Total

a) Current account

25,05 967

Central Bank of
Kenya-Roads AnnuitY
Fund Account

7Grand total

500,000,000
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10 FINANCIAL RISK MANAGEMENT

The Roads Annuity Fund's activities expose it to a variety of financial risks including
credit and liquidity risks and effects of changes in foreign currency. The company's overall
risk management programme focuses on unpredictability of changes in the business
environment and seeks to minimise the potential adverse effect of such risks on its
performance by setting acceptable levels of risk. The company does not hedge any risks
and has in place policies to ensure that credit is only extended to customers with an
established credit history.

The Roads Annuity Fund's financial risk management objectives and policies are detailed
below:

(i) Credit risk

The Roads Annuity Fund has exposure to credit risk, which is the risk that a
counterparty will be unable to pay amounts in full when due. Credit risk arises from
cash and cash equivalents, and deposits with banks, as well as trade and other
receivables and available-for-sale financial investments.

Management assesses the credit quality of each customer, taking into account its
financial position, past experience and other factors. Individual risk limits are set based
on internal or external assessment in accordance with limits set by the directors. The
amounts presented in the statement of financial position are net of allowances for
doubtful receivables, estimated by the company's management based on prior
experience and their assessment of the current economic environment.

The canying amount of financial assets recorded in the financial statements
representing the Roads Annuity Fund's maximum exposure to credit risk without
taking account of the value of any collateral obtained is made up as follows:

The customers under the fully performing category are paying their debts as they
continue trading. The credit risk associated with these receivables is minimal and the
allowance for uncollectible amounts that the company has recognised in the financial
statements is considered adequate to cover any potentially irrecoverable amounts.

The board of directors sets the company's credit policies and objectives and lays down
parameters within which the various aspects of credit risk management are operated.

Bank balances 25,056,895,967 25,056,895,967
Total 25,056,895,967 25,056,895,967
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NOTES TO THE FINANCIAL STATEMENTS (Continued)

10. FINANCIAL RISK MAI\AGEMENT (Continued)

(iD LiquiditY risk management

Ultimate responsibility for liquidity risk management rests with the Roads Annuity

Fund's directors, who have built an appropriate liquidity risk management framework

for the management of the Roads Annuity Fund's short, medium and long-term

funding and liquidity management requirements. The Roads Annuity Fund manages

liquidily risk through continuous monitoring of forecasts and actual cash flows'

The table below represents cash flows payable by the company under non-derivative

financial liabilities ty their remaining ciniractual maturities at the reporting date' The

amounts disclosed in the table are thi contractuat undiscounted cash flows. Balances

due within f Z monttrr equal their carrying balances, as the impact of discounting is not

significant

(iii) Market risk

The board has put in place an internal audit function to assist it in assessing the risk

faced by the Roads Annuity Fund on an ongoing basis, evaluate and test the design and

effectivlness of its internalaccounting and operational controls'

Market risk is the risk arising from changes in market prices, such as interest rate'

equity prices and foreign .*.hung. rates which will affect the Roads Annuity Fund's

income or the value of its holding of financial instruments. The objective of market risk

management is to manage and control market risk exposures within acceptable

fuiur""t.r., while optimislng the return. Overall responsibility for managing market

iisk rests with the Audit and Risk Management Committee.

The company,s Finance Department is responsible for the development of detailed risk

*unug"r.ni policies (subject to review and approval by Audit and Risk Management

Comriittee; and for the day to day implementation of those policies'

There has been no change to the Roads Annuity Fund's exposure to market risks or the

manner in which it manages and measures the risk'

a) Foreign currencY risk

The Roads Annuity Fund has no transactional currency exposures' Such exposure

arises through purthases of goods and services that are done in currencies other

than the local currencY.
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NOTES TO THE FINANCIAL STATEMENTS (Continued)

10. FINANCIAL RISK MAI\AGEMENT (Continued)

(iii) Market risk (Continued)

b) Interest rate risk

Interest rate risk is the risk that the Roads Annuity Fund's financial condition
may be adversely affected as a result of changes in interest rate levels. The
company's interest rate risk arises from bank deposits. This exposes the company
to cash flow interest rate risk. The interest rate risk exposure arises mainly from
interest rate movements on the company's deposits.

Management of interest rate risk
To manage the interest rate risk, management has endeavoured to bank with
institutions that offer favourable interest rates.

iv) Capital Risk Management

The objective of the Roads Annuity Fund's capital risk management is to safeguard the
Board's ability to continue as a going concern. The Roads Annuity Fund capital
structure comprises of the following funds:

12 RELATED PARTY BALANCES

Nature of related party relationships

Entities and other parties related to the Roads Annuity Fund include those parties who
have ability to exercise control or exercise significant influence over its operating and

financial decisions. Related parties include management personnel, their associates and

close family members.

Government of Kenya

The Govemment of Kenya is the principal shareholder of the Roads Annuity Fund, holding l00o/o

of the Roads Annuity Fund's equity interest. The Govemment of Kenya has provided full
guarantees to all long-term lenders of the Roads Annuity Fund, both domestic and extemal. Other
related parties include:

i) The National Government;
The Parent Ministry;

Capital 500,000,000
Retained earnings 24,556,895,967
Total funds 25,056,895,967

Total borrowings 0

Less: cash and bank balances (25,056,895 ,967)

Net debt/(excess cash and cash equivalents) (25,056,895,967\

Gearing 0%

ii)
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12. RELATED PARTY BALAI\CE (Continued)

Government of KenYa (Continued)

Transactions with related
ITransfers to KeRRA

from KRB
142from KRB
5tund

Total

7
Total
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TO THE FINAI\ICIAL STATEMENTS (Continued)

EVENTS AFTER THE REPORTING PERIOD

There were no material adjusting and non- adjusting events after the reporting period.

ULTIMATE AND HOLDING ROADS AIYNUITY FUND

The Roads Annuity Fund is a Fund under the State Department of Infrastructure Its
ultimate parent is the Govemment of Kenya.

Currency

The financial statements are presented in Kenya Shillings (Kshs).
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APPENDXI:PRoGREssoNFoLLowt,PoFAI'IDIToRRECoMMENDATIoNS

Not applicable, the fund was not audited in2016-2017 Financial Year'

Secretary Date......3 !... :... [ :..!..S

Julius Korir, CBS
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