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KENYA NATIONAL AUDIT OFFICE

REPORT OF THE CONTROLLER AND AUDITOR GENERAL ON THE

FINANCIAL STATEMENTS OF TELKOM (K) LIMITED FOR THE YEAR
ENDED 30 JUNE 2006

The financial statements of Telkom Kenya Limited set out on pages 5 to 34,
which comprise the balance sheet as at 30 June 2006, and the income
statement, statement of changes in equity and cash flow statement for the year
then ended, and a summary of significant accounting policies and other
explanatory notes have been audited on my behalf by PKF Kenya, auditors
appointed under section 39 of the Public Audit Act, 2003. The auditors have duly
reported to me the results of their audit and on the basis of their report, | am
satisfied that all the information and explanations which, to the best of my

knowledge and belief, were necessary for the purpose of the audit, were
obtained.

Directors’ responsibilities for the financial statements

The directors are responsible for the preparation of financial statements which
give a true and fair view of the Company's state of affairs and its operating
results in accordance with the International Financial Reporting Standards. This
responsibility includes: designing, implementing and maintaining internal controls
relevant to the preparation and fair presentation of financial statements that are
free from material misstatement, whether due to fraud or error: selecting and

applying appropriate accounting policies; and making accounting estimates that
are reasonable in the circumstances.

Respective Responsibilities of the Controller and Auditor General

My responsibility is to express an independent opinion on the financial
statements based on the audit. The audit was conducted in accordance with the
International Standards on Auditing. Those standards require compliance with
ethical requirements and that the audit be planned and performed with a view to

obtaining reasonable assurance that the financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the
amounts and disclosures ‘in the financial statements. The procedures selected
depend on the auditor's judgement, including the assessment of the risks of
material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal controls
relevant to the entity's preparation and fair presentation of the financial



statemen@ in order to desigr? audit procedures"that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the company’s internal controls. An audit also includes
evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by directors, as well as evaluating

the overall presentation of the financial statements. | believe the audit provides a |
reasonable basis for my opinion.

1.0. Non-compliance with International Financial Reporting Standards
and International Accounting Standards

1.1, International Accounting Standard No. 28
Contrary to the requirements of International Accounting Standard No.28
on ‘Accounting for Investments in Associates’, the investments in Kenya
Postel Directories Limited 40% as associate of the company, has not been
accounted for under the equity method. Management has not quantified
the effect of this non-compliance on the consolidated financial statements.

1.2, International Accounting Standard No.12
As indicated in the accounting policy on taxation in the financial
statements, no provision has been made for deferred tax contrary to the
requirements of International Accounting Standard No. 12 on ‘Income

Taxes'. Management has not quantified the effect of this departure on the
financial statements.

1.3. International Accounting Standard No.17

Leasehold land has not been separately. accounted for as prepaid
operating lease rentals as required by International Accounting Standard

No.17 on 'Leases’. Management has not quantified the effect of this
departure on the financial statements.

1.4. International Accounting Standard No. 24
The requirements of International Accounting Standard No.24 on ‘Related
Party Disclosures’ have not been fully compiied with as disclosures have
not been made for some related party transactions and balances.

1.5. International Accounting Standard No. 19

Provision for outstanding leave and long term service dues has not been
made as required by International Accounting Standard No.19 on
‘Employee Benefits'. Management has not quantified the effect of this
departure on the financial statements.

2.0. Cash and Bank Balances

The difference of KShs.808 million between the balance of ‘Cash in Transit'
included in cash and bank balance in the financial statements as at 30 June 2005
of Kshs.228 million and the opening balance taken up as at 1 July 2005 of



Kshs.1,096 million could not be verified due to lack of adequate supporting
documentation. Further, it was not possible to verify how the overdraft balances
of Kshs.505 million, as confirmed by the bankers of the company, have been
accounted for in the absence of adequate records and documentation. ‘Cash’
amounting to Kshs.77 million could also not be verified in ‘the absence of
adequate supporting documentation. Similarly, payments: and withdrawals from
the bank amounting to Kshs.158 million during the year could not be verified. In
addition, outstanding items from the reconciliation between the cash book and
bank statements have not been adjusted for in the accounting records. This has
resulted in the overstatement of ‘Bank Balances’ by Kshs.54 million based on the
financial records of the company. No provisions have been made in the financial
statements with regard to cash in transit balances which are long outstanding.
This has resulted in the overstatement of the cash in transit balance, included
under cash and cash equivalents, by Kshs.190 million at the year end.

3. Turnover

The completeness of income from public payphones could not be verified in the
absence of a reconciliation of the difference of Kshs.444 million between the
revenue as per the billing system of Kshs.677 million and actual revenue
reported of Kshs.233 million. Further, the Integrated Service Digital Network
(ISDN) debit adjustments amounting to KShs.34 million during the year could not
be verified in the absence of adequate supporting documentation. In addition, the
completeness of ‘Other Income’ received amounting to Kshs.75 million could not
be verified in the absence of supporting documents. Total income from various
sources is overstated by Kshs.256 million.

4.0. Creditors

41. The accuracy, validity and completeness of VAT payable account,
included under ‘Creditors’ at Kshs.2,881 million could not be confirmed
due to lack of a reconciliation of the difference of Kshs.538 million
between the output credits posted to the VAT payable account during the
year amounting to Kshs.1,698 million and those reported in the VAT 3
returns of 1,160 million. Further, the validity and completeness of amounts
payable to local and overseas suppliers amounting to Kshs.1,945 million
included under ‘Creditors’ could not be verified in the absence of
reconciliations between balances as per the financial records of the
company and suppliers statements. In addition, the validity and
completeness of revenue creditors amounting to Kshs.273 million included
under ‘Creditors’ could not be confirmed in the absence of adequate
supporting documentation.

4.2. The completeness of Postal Corporation of Kenya balance of Kshs.559
million included in ‘Creditors’ could not be verified in the absence of
direct confirmation from Postal Corporation of Kenya. Further, the
difference of Kshs.175 million between the balances in subsidiaries as
included in the accounting records of the company of KShs.1,279 million
and as disclosed in the accounting records of the subsidiaries of Kshs.
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1,104 million could also not be confirmed in the absence of a
reconciliation. In addition, the completeness, validity and existence of
other creditors described as institutions — insurance companies and co-
operatives, salary suspense and vocational leave suspense included
under ‘Creditors’ at Kshs.812 million could not be verified in the absence
of confirmation of balances by the salaries department .

The éb'mpleteness of Communications Commission of Kenya balance of
Kshs.1,729 million included in ‘Creditors’ could not be confirmed in the
absence of direct confirmation from Communications Commission of
Kenya. In addition, the difference of Kshs.51 million, in telephone revenue
credifors, could also not be verified in the absence of reconciliation
between the balances as disclosed in the accounting records of the

company of Kshs.302 million and the underlying records of Kshs.251
million.

The completeness, validity and existence of other creditors (described as
suspense) included under ‘Creditors’ which include a trial balance
difference of Kshs.1,357million could not be confirmed as at 30 June
2006.

International and other sundry creditors, included in ‘Creditors’ in the
balarice sheet as at 30 June 2006 were overstated by Kshs.39 million and
interconnect creditors, included in ‘Creditors’ in the balance sheet as at 30
June 2006 were overstated by Kshs.459 million.

Property, Plant and Equipment

The existence and the accounting treatment of plant and machinery,
acquired through credit notes issued during 2005 to customers amounting
to KShs.59 million could not be confirmed due to lack of adequate
supporting documentation.

It was not possible to verify the difference of Kshs.173 million between
additions to plant and machinery as per schedules provided by the fixed
asset department of Kshs.1,099 million and costs as per the financial
statements of Kshs.1,272 million. In addition the completeness of land,
buildings, plant and machinery included in the balance sheet as at 30
June 2006, could also not be confirmed in the absence of a reconciliation
of a difference of KShs.283 million between the fixed assets listed in the
land, buildings, plant and machinery fixed assets register of Kshs.30,645
millioh and assets as per the financial stateménts of Kshs.30,362 million.

The completeness, valuation and existence of furniture and equipment,
included under property, plant and equipment in the balance sheet as at
30 June 2006, at net book value of Kshs.384 million could not be verified
in the absence of a fixed assets register in respect of furniture and office
equipment. In addition, the ownership of properties, included under



