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CHAI RPERSONG6S FOREWORD

Honourable Speaker, on behalf of the Public Accounts Committee (PAC), and pursuant to Standing
Order 19, it is my pleasant duty and honour to present to the House the report of the Committee on the
audited financial statements of Ministries, State Departments, Commissions and Independent Office
for FinancialYear 2017/2018.

The National Assembly exereis oversight over national revenue and its expenditure pursuant to
Article 95(4) (c) of the Constitution through PAC which, in turn, derives its mandate from Standing
Order 205. Article 229 (8) of the Constitutistipulates thatParliament shall, withithree months after
receiving an audit report, debate and consider the report and take appropriate action. Further, Articl
203(3) of the Constitution provides that the equitable share of the revenue raised nationally anc
allocated to the National Governmieand County Governments is to be calculated on the basis of the
most recent audited accounts of revenue received, as approved by the National Assembly.

Honourable Speaker, the Committee has continued to discharge its constitutional mandate with utmo:s
diligence and obijectivity whilst remaining cognizant of the onerous responsibility it owes the people of
Kenya.

In discharging this role he Committee held a total of one hundred and ten (110) sittings, under the
unique circumstances occasioned by thev@@D19 pandemic, during which it received both written
and oral evidence frorAccounting Offices on audit queries raised by the Audi@®eneral. Minutes of

the Committeebs meetings are annexed to this r

Honourable Speaker, | wish to commend, oagain and most sincerely, all thecounting Offices
whose financial statements received unqualified opinion from the Act@eoeral. | encourage all
otherAccounting Offices to emulate these examples.

In this report, the Committee has continued ttwhodividual officers to account for their various acts

of omission and/or commission that occasiomieel alledgedoss of public funds. In a number of
instances, the Committee haexommendedpecific followup actions including further investigations

by the relevant investigative agencies. It is my hope that these recommendations will be implementec
within the shortest time paossible by all those who are concerned and that, in the final analysis, public
interest will be safeguarded.

In conclusion, Honowable Speaker, | wish to register my appreciation to fellow Honourable Members
of the Committee, the Offices of the Speaker and the Clerk of the National Assembly and the
Parliamentary Liaison Offices of the Audit@eneral and the National Treasury foriligetting the

work of the Committee and making the production of this report possible. Special appreciation goes tc
the Directorate of Committee Services and, in particular, members of the Committee Secretariat fol
their commitment and devotion to duty.

Honourable Speaker, on behalf of the Public Accounts Committee, | now wish to table the report anc
urge the House to adopt it and the recommendations therein.

HON. JAMES OPIYO WANDAYI, CBS, MP
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1.0 INTRODUCTION
1.1 Establishment of the Public Accounts Comnitee

1) The Public Accounts Committé®AC) of the Twelfth Parliamentvas established on Monday,.8
December 2017, pursuant to Article 124 of the Constitution and the National Assembly Standing
Order 205.

1.2 Mandate of the Committee

2) PAC is mandated under éiding Order 205 (2) of the National Assembly Standing Orders to
examine the accounts showing the appropriations of the sum voted by the House to meet the publi
expenditure and of such other accounts laid before the House as the committee may deem fit.

3) The Committee oversights the expenditure of public funds by ministries, state departments,
commissions and independent offices, to ensure value for money and adherence to governmet
financial regulations and procedures. The Committee executes its tmamdthe basis of annual
and special audit reports prepared by the Office of the Auditor General.

1.3  Guiding Principles

4) In the execution of its mandate afesated, PAC is guided by core constitutional and statutory
principles on public finance managemesd, well as established customs, traditions, practices and
usages. These principles include:

a) Constitutional Principles on Public Finance

5) Article 201 provides for the fundamental principtehr at A és hal | gui de all
i n t he &Ehesa frihcipleséariter alia:-

201(a)there shall be openness and accountability, including public
participation in financial matters;

201(d) public money shall be used in a prudent and responsible way; and

201(e)financial management shall be pemsible, and fiscal reporting shall be
clear.

6) PAC places a premium on these principles, among others, and has been guided by them in the enti
process that has culminated into this report.

b) Direct Personal Liability

7) Article 226(5) of the Constitutio is emphatic thafi | f the holder of a pu
political office, directs or approves the use of public funds contrary to law or instructions, the
person is liable for any loss arising from that use and shall make good the loss, whetperson
remains the holder of the office or not606.
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8) PAC has relied on this constitutional provision as the basis for holding each indikmhoainting
Officers and other Public Officers directly and personally liable for any loss of public funds under
their watch. The Committee has and will continue to invoke this provision in its recommendations
to hold those responsible personally accountable. It is envisaged that it will serve as a deterren
measure.

c) Obligations of Accounting Officers

9) Section 68 (1L of the Public Finance Management Act, 2012 providewr alia, that: i A n
Accounting Officefor a National Government entity, Parliamentary Service Commission and the
Judiciary shall be accountable to the National Assembly for ensuring that the resofr¢he
respective entity for which he or she is fhecounting Officelare used in a way that is lawful and
authorized, and effective, efficient, econom

10)This provision obligates alAccounting Offices to appear before the PubAccounts Committee
of the National Assembly to respond to audit queries in their respective ministries/state department:
or agencies.

11)And section 74 (2) of the same PFM Act stipulates filba Cabinet Secretary reasonably believes
that anAccounting @ficer is engaging in or has engaged in improper conduct within the meaning
of subsection (4), the Cabinet Secretary stede such measures as may be provided in regulations;
or refer the matter to the relevant office or body in terms of the statutorpter conditions of
appointment or employment applicable to tAatounting Officer 0

12)This section empowers the appointing authority to discipline efkanbunting Offices, which
could include revoking their appointment. This provision has sealedgstanding loophole that
has previously seeAccounting Offices continuously commit or preside over fiscal indiscipline
and malpractice in their ministries, departments and agencies.

13)PAC strongly holds the view that these provisions of the law wezadet to be fully deployed to
give effect to the high principles in Article 201 of the Constitution stated hereinabove, to ensure
prudent and responsible use of public funds.
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2.0GENERAL OBSERVATIONS AND RECOMMENDATIONS

2.1Introduction

15)The Committee made the following general observatibndings and recommendations
from the proceedings; evidence tendered and selected project visits relatingepatte
of the AuditorGeneral on the financial statements for Ministries, State Departments,
Commissions and Independent Offices for the financial year endeilde 2018

2.2 General Observations and Recommendations

16)Accounting Offices for the various MDAs, Judiciary, Parliament, Constitutional
Commissions and Independent Offices are requireddnitor, evaluate and oversee the
management of public finances their respetive entities. Section 66 of the Public
Finance Management Act 2012 mandates Alneounting Offices to ensure proper
management and control of and accountinglieir finances to promote the efficient and
effective use ofbudgetary resources. The Contedt made the following general
observations on the implementation of the approved budget for the Financial Year
2017/2018.

16.1 Low Utilization of the Approved Budget

17)The total gross estimated government exjieire has increased from K&tb57 trillion
in the year 2013/2014 to Ksh.2.69 trillion in the year 2017/204@esenting an increase
of Kshl. 133 trillion or approximately 73 percent over the five years. Similarly, the
actual gross expeliture has increased from K§h461 trillion in the FY 2013/2@ito
Ksh.2.419 trillion in the FY 2017/2018, representing an increase of Ksh.957.3 billion or
approximately 65 percent over the five years as shown in Table 2.1:

Table 2.1: Summary of Five Years Budget Utilization Trends in Kenya Shillings

FY Gross Estmated Actual Gross Under- Non-Utilized
Expenditure Expenditure Utilization Percentage
2013/14| 1,557,192,721,388 | 1,461,965,849,061 95,226,872,327 6%
2014/15| 2,099,370,186,391 | 1,906,841,500,924 | 192,528,685,467 9%
2015/16 | 2,253,494,806,467 | 1,999,174,76012 | 254,320,045,555 11%
2016/17 | 2,541,568,251,270 | 2,390,531,985,901 | 151,036,265,369 6%
2017/18| 2,690,233,829,942 | 2,419,275,195,751| 270,958,634,191 10%

Data SourceThe Kenya National Audit Offite

18)The Committee observed that, on average, there wag-utiligation of the approved
budget by approximately 8.5 percent over the five years. In the FY 2017/18, only 90
percent of the approved gross estimagagenditure spent, leaving K&@0.95billion
under utilized. The low utilization of the approved bugtgis attributable to the late
approval of supplementary budget estimates by the National Assembly. The House
approved additional funds in supplementary estimates No. 2 in late June 2018 for the
MDAs and not utilized by the closure of the financial yeaB@hJune 2018.

1Summary of the Report of the Auditor -General for the National Government for the FY 2017/2018



19)The Committeeecommendethat:

1) The Cabinet Secretary, National Treasuryshould ensure that no supplementary
budget estimates are submitted to Parliament later than two months before the
close of the financial year; and

2) The Committee isproposing to amend Section 44 of the PFM Act 2012 to provide
that all supplementary budget estimates are submitted to Parliament not later
than two months (60 days) before the close of the financial year.

2.3 Sharing of Revenue and Approved Budget

20)In the FY 2017/2018, the Approved Estated Gross Expenditure was
Ksh2,690,233,829,942 while approved Apprationsin-Aid  (AIA)  was
Ksh.380,250,334,279, resulting in Net Approved Expenditir&sh.2,309,983,495,663
as shown in table 2.2.

Table 2.2: Summary ofthe Gross Expenditure Estimates and Ksh. Share for Counties for the FY 2017/1
in Kenya Shillings

Description Gross Appropriation in | Approved Net % Gross
Expenditure Aid Expenditure Expenditure
Estimates Estimates Estimates
Recurrent Votes 1,072664,260,583 | 127,016,472,723 945,647,787,860 | 40%

Development Votes 571,731,702,312 | 253,233,861,556 318,497,840,756 | 21%
Consolidated Fund | 726,857,248,407 726,857,248,407 | 27%
Services

Sub-total for National @ 2,371,253,211,302| 380,2a50,334,279 | 1,991,002,877,023| 88%
Government

County Governments 318,980,618,640 | - 318,980,618,640 | 12%
Grand Total 2,690,233,829,942  380,250,334,279 2,309,983,495,663 100%

Data SourceThe Kenya National Audit Offi¢e

21)Table 1.1 shows that 40 percent of the gross estimaggeinditure was budgeted for
meeting the national government recurrent expenditures and 21 percent for development
expenditures. Consolidated Fund Services (CFS) including repayments of public debt
accounted for another 27 percent while county governmentwated for 12 percent of
the gross estimated expenditure. The audited revenue for the year 2033/281the
basisof counties allocation of KsB18,980,618,640 for the year 2017/2018e total
national government gross apprdvwexpenditure estimate$ ksh.2.37 trillion comprised
of Ksh1.072 trillion for recurrent expenditure estimates, developnexpenditure
estimates of Ksh.571.7billion and KgR&6.85billion for Consolidated Fund Services.

22)The Committeghat the National Treasury failed to enstirat the total gross expenditure
estimates adhere to the fiscal responsibility principles as required under 2@tlct# the
Constitution. The National Treasury has failed to enforce the requirement of a minimum
of thirty percent of the national goverents budget allocation to the development

2 Summary of the Report of the Auditor -General for the National Government for the FY 2017/2018
3 These were the most recent audited accounts of revenue approved bythe National Assembly as indicated in
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expenditure as per the provisions of Section 15 (2) (a) of the PFM Act 2012 and
Regulation 26b (1) (f) of the PFM (National Government) Regulations 2015.

23)The Committe@ecommendethat:

1) The National Assembly shauld only approve the gross national government
expenditure estimates for the FY 2021/2022 and the mediutarm if the
allocation for development expenditure estimates meet the minimum 30 percent
minimum threshold as prescribed in law;

2) The Cabinet Secretaryfor the National Treasury and Planning must at all times
ensure
that MDAs adhere to the fiscal responsibility principles as espoused in the
Constitution and the PFM Act 2012; and

3) The delays in approvals of the audited statementsf revenue collected natinally
disadvantage counties in sharing the national cake. The watchdog Committees of
Parliament namely PAC, PIC, SFAC, and CPAIC of the Senate are the eyes and
ears of the public in the utilization of public finances. There already exists
Parliamentary Budget Office (PBO) a technical directorate within Parliament
charged with the mandate of poviding professional services in respect of budget,
finance, and economic information to the committees of Parliament under
Section 10 of the PFM Act, 2012To enhane the technical capacity of these
Committees, the Committee recommended that the Parliamentary Service
Commission establiskes a dedicated technical unit within the Parliamentary
Budget Office (PBO) to provide the technical support to the Committees to clea
up any audit report approval backlog and work within the timelines in the
Constitution without |l osing focus on the

2.4 Statement on Audited Accounts of Revenue for the period ending 8@une 2018

24) In the financial year 2017/2018, total eswe recorded under various revenue
statements as received by the rmalo government amounted to
Ksh.l1,413,694,842,235gpresenting an increase of K&5.996,663,910 or about 4%
when compared to actual collections of Ksh.1,357,698,178,325 realized@r2Q01
as shown in table 2.3.

Table 2.3: Comparative Summary of Actual Revenue Receipts in Kenya Shillings

Details Actual Receipts Actual Receipts Change in| %
2017/2018 2016/2017 Revenue Change
Recurrent 1,369,095,080,001 1,319,297,139,846| 49,797940,155 | 3.6%
Development 44 599,762,234 38,401,038,479 6,198,723,755 | 13.9%
Total 1,413,694,842,235 1,357,698,178,325 55,996,663,910 4.0%

Data Source: The Kenya National Audit Offite

25)The total revenue of Ksh.1,413,694,842,235 comprised of Ksh.1#%08D,001 and
Ksh.44,599,762,234 relating to recurrent (ordinary revenue) and development revenue,
respectively, as shown in Table 1.2. Analysis of estimated receipts indicates that actual

4 Summary of the Report of the Auditor -General for the National Government for the FY 2017/2018



recurrent revenue collected during theryeslected a shortfalbf Ksh124,576,474,881
or 8.3 percent while there was a shortfall of depelent revenue collected of
Ksh.1,948,484,443 or 4.2 percent.

26)The Committe@ecommendethat:
The total nationally collected revenue amount of Ksi.,413,694,842,23%rms the
basis of sharing of revenue between the national and county governments as
contemplated in Article 203 (3) of the Constitution.

2.5The shortfall in Collections of Revenues and Arrears

(@) Unreconciled Revenue Statements

27)The actual recurrent revenue (tax ad-tax income receipts) of Ksh,369,095,080,001
reported in the audited revenue statemelotisng the year differs by KsB07,997,592
with the ordinary revenue receipts of Ksh.1,369,903,077,593 reflected in the National
ExchequeAccount. The difference of KsB07,997,592 is not reconciled or explained to
the auditorsThe National Treasury attributed the different figures to system challenges
while capturing revenue receipts through IFMIS Accounts. The Committee observed that
the financial statements were lateconciled in the succeeding financial year. The delays
in the reconciliation of revenue statements undermine the principle of collection,
accounting and reporting revenue collected nationally by understating the reported
revenue receipts.

28)The Committeeecommendethat:

1) The Cabinet Secretary, National Treasuryand Planning shouldensure that the
IFMIS provides efficient financial management for both the national and county
governments to ensure transparent financial management and standard
financial reporting as contemplated in Article 226 of the Constitution. Further,
Accounting Officers must desist from undertaking their financial operations
including adjustments of the IFMIS system to ensure complete reporting; and

2) The Cabinet Secretary for the Natioral Treasury and Planning should within
three (3) months of tabling and adoption of this report, issue a reprimand letter
to all designated receivers and collectors of revenue whose revenue statements
were not duly reconciled in time.

(b) The shortfall in Revenue Collections
29)The total revenue of Ksh.1,413,694,842,235 comprised of Ksh.1,369,095,080,001 and
Ksh.44,599,762,234 relating to recurrent (ordinary revenue) and development revenue
respectively. However, analyses of estimated receipts indicate thetl aecurrent
revenue collected during the year reflected a shortfall of Ksh.124,576,474,881 or 8.3
percent while there was a shortfall of deystent revenue collected of
Ksh.1,948,484,443 or 4.2 percent as shown in table 2.4.



Table 2.4: Summaryof Estimated and Actual Revenue Receipts for the FY 2017/2018 in Keny
Shillings

Details Estimated Receipts | Actual Receipts Revenue Percent
Shortfall Shortfall

1. Recurrent 1,493,671,554,882 | 1,369,095,080,001 | 124,576,474,881 8.3

2. Development | 46,548,246677 44,599,762,234 1,948,484,443 4.2

Total 1,540,219,801,559 | 1,413,694,842,235 | 126,524,959,324 8.2

Data Source:The Kenya National Audit Office

30)The explanations provided for the 4.2 percent wuddection of development revenue
include nonrelease bfunds by development partners and low absorption of funds by
projects and programmes. The neeat revenue shortfall of Kst24.56billion or 8.3
percent is attributable to other factors including ambitious revenue forecasting by the
National Treasury ahunpredictabléax system that creates uncertg among businesses
and general taxpayers.

31)The National Treasury made five key tax law & administrative changes betyeén

2020December 2020) through enactment of various tax laws and approval ofsvariou

Regulations with fareaching implications leading to considerable changes to the tax

base and tax rates for taxpayers. These changes include:

(a) TheTax Laws (Amendment) Act, 2020at introduced tax reliefs to businesses and
individuals in the wake of C@D-19 pandemic;

(b) The Finance Act, 2020 signed into law or"3ine 2020 introducing Minimum Tax
and Digital Services Tax (DST), which became effective on 1 January this year;

(c) Tax Laws (Amendment) (No.2) Act, 2020 was enactetl Récember 2020 and
becane effective on 1 January 2021 reversing the COY&Xax relief.

(d) Value Added Tax (Digital Marketplace Supply) Regulations 2020; and

(e) Income Tax (Digital Services Tax) Regulations, 2020.

32)Tax certainty is a fundamental principle of an efficient nationalsigstem. Businesses
makes investment and operational decisions on the predictability of théelongmpact
of the taxes on business decisions. The trend where the National Treasury makes frequent
and unpredictable revision of tax rates and administratauses multiple shifts in the tax
base and tax rates for businesses in Kenya within a considerably short period. This
unpredictability of tax system makes revenue forecasting unrealistic & unstable.

33)The Committeeecommendethat:

1) The Cabinet Secretay for the National Treasury and Planning should ensure
that there is a realistic revenue target andcomprehensive forecasting when
preparing revenue projections and avoid disruption of the tax base through
frequent changes in tax laws;

2) The Cabinet Secretay for the National Treasury and Planning should within
three (3) months of tabling and adoption, form a national task force to review the
national tax systems with a view to developing a national tax policy based on
principles of equity and fairness, low ompliance, and administration cost,
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flexibility, economic growth, and efficiency. The taskforceshould submit its
report to Parliament within three (3) months; and

3) The Cabinet Secretary for the National Treasury and Planning ensures that the
Kenya RevenueAuthority (KRA) puts in place effective and efficient revenue
collection administration and systems that boost revenue collection, recognize,
and support taxpayers as partners in national development.

(f) Arrears of Revenue

34)The statement of arrears of revenas of 3t June 2018 reflects outstding arrears of
revenue of Ksl805,909,926,390 while the KRA Revenue Accountability Statement
reflects arrears of revenue of K288,123,529,688 selting in a difference of
Ksh17,786,396,702. The National Teea r nefgoded figure ofKSh.305,909,926,390
comprises a total figure oKSh.288,123,529,688 being Domestic Tax Dépant, a
legacy figure of KSh.173,351,000,000, -Tax figure of KSh.114,772,529,688 and
KSh.17,786,396,702 being Custom Service Department. Heryelie AuditorGeneral
later reviewed and verified the documents and the KRA revenue accountability statement
agreed with the financial statements of the National Treasury.

35)The Committee observed that the arrears of revenags hontinued to grow from
Kshl19 billion in FY 2016/17 to KsI805.9 billion in the FY 2017/18. The significant
arrears of revenue due and uncollected undermine the principle of equitable sharing of
national revenue between the national and counties as enshrined in Articles 208 and
of the Constitution. Further, thepersistent increase in arrears of revenue denies the
national and county governments the scarce financial resources that they need to
undertake their development projects.

36) The Committeeecommendethat:

1) The Cabinet &cretary for the National Treasury and Planning, the KRA and other
receivers and collectors of revenues relook their strategy for collecting the growing
arrears of revenue. The KRghouldspruce up its image as enabler of businesses and
embrace alternate disputes resolution (ADR) mechanisms to solve revenue related
disputes without necessarily dragging revenue matters to courts.

2.6 Management of Public Debt

37)The outstanding amount of public debt has reased over the years from
Ksh2,250,845,910,286 reped in the year 2013/2014 to Ksh4,801,416,851,482 reported
in the FY 2017/208. This is an increase of K&b50,570,941,196. The country has
been accumulating public debt at the rate of 20 percent per year over the five years as
shown in table 2.5.

Table 2.5: Public Debt Accumulation Trends in Kenya Shillings

Financial Year Debt Stock Percentage Debt Increase
2013/2014 2,250,845,910,286 27%
2014/2015 2,674,806,364,195 19%
2015/2016 3,385,910,449,825 27%



2016/2017 4,194,102,152, 577 24%
2017/208B 4,801,416,851,482 14%

38) The Committee observed that there is poor maintenance of the public debt records. The
Auditor-General noted variances between figures reflected in the loan registers, other
supporting schedules and the financial statements. dfugbcording to the Medium
Term Debt Strategy paper 202he nominastock of public debt wakSh.7,281.6 billion
or US$ 65.6 billion as of the end of December 2020, equivalent to 65.6 percent of GDP.

39) The Committeeecommendethat:

1) Section 64 (2) of he PFM Act 2012should be amendedo obligate the National
Treasury to prepare and publish every quarter an up-to-date national debt
register;

2) Section 50 of the PFM Act 2013hould be amended tgrovid e that any borrowing
by the national government for a poject to the tune of Ksh. 1 billion and above
should be approved by the National Assembly before the loan contracts are signed
by the government; and

3) The Cabinet Secretary for the National Treasuryand Planning should, within
three (3) months of tablingand adoption of this report, form a national task force
on public debt and engage an independent audit consultant to audit the national
debt register and report to Parliament within three (3) months;

2.7 Pending Bills

40) The reported pending bills amount for §ear ended 30 June 20increased drastically
to Ksh46,529,173,323 from thegr evi ous year s 06,713,379,100, t of
denoting an increase of 178 percent within one yHagse delayed payments for goods
and services procured by national governmeiiAg have led to the deterioration of
financial positions of businesses and in particular the SMEs, including businesses owned
by women, youth, and persons with disabilities. Further, failure to settle the bills
promptly adversely affects the subsequemtr'gebudgeted programmes as it may lead to
a reallocation of funds or nestelivery of critical services.

41) The Committeeecommendethat:

1) The Cabinet Secretary for the National Treasury and Planningshould, within
three (3) months of tabling and adoption © this report, ensure that MDAs
prioritize payments of all eligible pending bills as the first charge and report to
Parliament on a quarterly basis;

2) Parliament should prioritize the enactment of the Prompt Payment Bill, 2020, a
Bill which provides for prom pt payment for the supply of goods, works or services
to the government; and

3) The Cabinet Secretary for the National Treasury and Planningshould, within
three (3) months of tabling and adoption of this report, prepare and submit to
Parliament a status reprt on all pending bills including action taken on all the



Accounting Officers who incurred pending bills for reasons other than delays in
release of exchequer.

2.8 Stalled/Incomplete Projects

42)The audit for the FY 2017/18 revealed instances where the goeetirad incurred huge
expenditure on projects, which either had stalled or had remained incomplete long beyond
the contract period. There were instances where payments were made for work not done,
casting doubt on value for money for such expenditure.gbwvernment spent Ksh. 9.75
billion on various projects with no work done, stalled or incomplete including:

i) State Department for Planning and Statstspent Ksi.29 billion on Arror dam
project where there is no work done;

i) State Deparent of Public Wdks spent KsI2.45 billion on the stalled construction
of Lamu Police Station and Management Housing which was contracted for
Ksh.615,848,997, stalled construction of Mathare Nyayo Hospital at a contract sum of
Ksh.1,212,414,732, and stalled constructibrKenya Institute of Business Training
at a contract sum of Ksh.629,909,101;

iii) The Judiciary spent Ksh587 billion on uncertified completion of works for various
courts; and

iv) The State Department for Labour spent Ksh.442.7 million on stalled construction of
the proposed National Employment Promotion Centre, Kabete, awarded to a local
firm at Ksh.442,723,947. The contractor has abandoned the site despite receiving
payment of Ksh.117,998,228

43)The expenditure incurred for the stalled projects translates tfedtieé use of public
resources, as the projects are not achieving their intended purposes and value to the
taxpayers.

44)The Committeeecommendethat:

1) The Cabinet Secretary for the National Treasury and Planningshould ensure
that MDAs with stalled/incomplete projects do not initiate any new project until
the completion of the ongoing projects. Further, the respective Departmental
Committees of the National Assemblyshould ensure that stalled/incomplete
projects with no legal objections are given priorityduring budget appropriation;
and,

2) The Cabinet Secretary for the National Treasury and Planningshould, within
three (3) months of tabling and adoption of this report, undertake a national
audit of all stalled/incomplete national government projects with aview to
hastening their completion. The report of the stalled/incomplete national
government projects be submitted to the National Assembly for prioritization in
appropriation of funds, where applicable.



3.0Summary of other Pertinent Observations and Reammendations

3.1 Delays and Non implementation of the PAC Recommendations

45)PAC and indeed other watchdog Committeesnely PIC, SFAC, and CPAIC of the
Senate, make recommendations which when adopted by the House become binding
resolutions. There exist Comit@es on Implementation in both the National Assembly
and the Senate charged with the responsibility of following up on House resolutions and
recommendations. However, the Committee noted that the institutional arrangement
seems not to be working for effaat follow-up of resolutions and recommendations of
the watchdog Committees. The global best practice for an effective PAC is an
appropriate technical support structure.

The designated PAC Clerk requires sufficient time to provide the necessary
administative andclerical support to the Committee. To strengthen the secretariat to the
Committee,there is a need for a technical unit charged with preparation of objective
technical briefs (including suggested questions) to help Members prepare adequately for
the hearings; and ensurii®AC has assistance to draft and follow up on reports and
recommendationsthe PAC presently depends more on the AudBeneral to track the
implementation of their recommendations (often, the Auditeneral cannot do so).

46) The Committeerecommendethat:

1) The leadership of Parliamentshould consider establishing a specialized unit at
the PBO within Parliament to provide technical support to the watchdog
Committees and undertake followup on audit report recommendations and
resolutions to strengthen the capacity of the Committees to keep abreast with the
implementation of the audit recommendations and resolutions for effective
oversight;

2) The respective Departmental Committees of the National Assemblghould
develop an accounthility system that links request for new budgets by the
MDAs to the latest audit reports so as to inform the National Assembly in
budget approval and appropriation by the House; and

3) The Cabinet Secretary for the National Treasury and Planningshould, within
three months of the tabling and adoption of this report, review the existing
reward systems to recognizeAccounting Officers who demonstrate prudent
public finance management and innovation to motivate and promote
stewardship in the management of pubt resources.

3.2Support to the Auditor-General

47)The watchdog Committees of Parliament rely on the Audieneral to oversight the use
of public funds as provided in Article 229 of the Constitution. The Constitution requires
the AuditorGeneral to submthe audit reports of the public entities to Parliament and the
relevant County Assemblies by 8December, every year. To undertake the mandate
within the strict timelines, the Office requires adequate resources and financing as
provide in Article 249 (3pf the Constitution.
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48) Watchdog Committees of Parliament and the Departmental Committee of the National
Assembly are increasingly requesting special and performance audits on particular
matters including strategic projects and programmes from the Ai@ioeral to enhance
their oversight over specific matters. Due to inadequate financing of the Office of the
Auditor-General, the specialized audit reports delay and, in some instances, take more
than a year before finalization and submission to Parliament.

49)The Committeeecommendethat:

1) The Cabinet Secretary for the National Treasury and Planningshould ensure
that budget requests by the Office of the AuditorGeneral are discussed with the
watchdog Committees of the National Assembly (PAC, PIC, and SFAC)nd
their views are taken into consideration before allocation of budget for the
Auditor -General and subsequent submission to Parliament; and

2) Due to the increasing demand for special and performance audits by Parliament
and County Assemblies, the National 8sembly co nsiders and approves
increased allocation to the Office of the AuditorGeneral in the FY 2021/2022,
particularly to the Specialized Audits Unit at the Auditor-Gener al 6s Of fi c
for facilitation in the field offices, including the procurement of appropriate
vehicles and other logistics.

3.3The Equalization Fund

50)Article 204(1) of the Constitution requires that draf percent (0.5 percent) of all the
revenue collected by the national government each year calculated based on the most
recent adited accounts of revenue received as approved by the National Assembly is to
be paid into the Equalization Fund. The total accumulated entitlement to the Fund for the
FYs 2011/2012 t®®016/2017 are estimated at K&h.97 billion as of 30 June 2018.
Further, out of available funds amountksh.12,400,000,000, only Ksh880,161,237 or
63.5percent so far transferred for project implementation through the MDASs in the
Counties. The disbursed amount represents a meagre overall performance of 36percent
aganst the estimated amount since the inception of the Fund.

51)The Committee observed that the National Treasury as the administrator of the Fund
might not achieve the intended purpose as contemplated in the Constitution since there
were delays in the implemaation. Further, the National Treasury has not put in place
evident measures to hasten the implementation of the Fund and recover the ten (10) years
lost, so far.

52)The Committeeecommendethat:

1) The Cabinet Secretary for the National Treasury and Plannig should, within
three (3) of tabling and adoption of this report, ensure that the right mechanism
for implementation of the Fund is in place and the outstanithg entitlement
balance of Ksh19.1 billion is budgeted for and deposited into the Fund Accounts
in the financial year 2021/2022;

2) The Cabinet Secretary for the National Treasury and Planningshould, within
three (3) months of adoption and tabling of this report, ensure that the balance

11



3)

of the Fund is transfers for project implementation through the MDAs in the
Counties and a report on status of implementation is submitted to Parliament on
a quarterly basis; and

The Cabinet Secretary for the National Treasury and Planningshould, within
three (3) of tabling and adoption of this report, fully roll out the implementation
of the Equalization Fund and make quarterly progress report to Parliament.

4.00ther General Recommendations

53) The Committeeecommendethat:

1)

2)

3)

4)

5)

6)

The Cabinet Secretary for the National Treasury & Planningshould, within
three (3) months of tablng and adoption of this report, issue a written
reprimand to all the Accounting Officers who failed to ensure that outstanding
imprests due were surrendered in time. This was in contravention of the
provisions of the PFM Act 2012 and Regulation 93 of the FM (National
Government) Regulations 2015

Within three (3) months of tabling and adoption of this report, the Cabinet
Secretary for the National Treasury & Planning issue a written reprimand to
all the Accounting Officers who failed to meet the timelinedor preparation
and submission of financial statements to the AuditeGeneral. This violated
Article 229 (4) of the Constitution and Section 68 (2) (k) of the PFM Act, 2012
Within three (3) months of tabling and adoption of this report, the Cabinet
Secrdary for the National Treasury & Planning issue a written reprimand to
all the Accounting Officers of the sixteen (16) MDAs who submitted
unsupported expenditures totaling Ksh.16,603,001,514 ( Ksh.16.6 billion). The
failure by the MDAs to fully support payments casts doubt on the authenticity
of the expenditure reported as incurred.;

Within three (3) months of tabling and adoption of this report, the Cabinet
Secretary for the National Treasury & Planning should issue a written
reprimand to all the Accounting Officers who failed to undertake timely bank
reconciliation as stipulated in Regulation 90 of the PFM (National
Government) Regulations 2015;

Within three (3) months of tabling and adoption of this report, the Cabinet
Secretary for the National Treasury & Planning issue a written reprimand to
all the Accounting Officers who failed to undertake timely reconciliation of
clearance and suspense accounts as stipulated in Regulation 107 of the PFM
(National Government) Regulations 2015;

The Cabinet Secretary br the National Treasury & Planning should, within
three (3) months of tabling and adoption of this report, issue a written
reprimand to all the Accounting Officers whose entities either failed to produce
or restricted officers of the Auditor-General from accessing books, records,
returns, reports, electronic or otherwise and other supporting documents at the
time of audit. This contravened the provisions of Section 9 (1) (e) of the Public
Audit Act, 2015;
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7) The Cabinet Secretary for the National Treasury& Planning should, within
three (3) months of tabling and adoption of this report, issue a written
reprimand to all the Accounting Officers whose entities did not ensure that
complete financial and accounting records including support documents are
preserted to the Auditor-General in time. This is in contravention of the
provisions of Article 229 of the Constitution and Section 68(2) of the PFM Act
2012;

8) The issuance of disclaimer of opinion by the AuditoiGeneral is a pointer to a
serious material breachof the measures established under the public finance
laws to protect public funds as contemplated in Section 94(1) (d) of the PFM
Act, 2012. Within three (3) months of tabling and adoption of this report, the
Cabinet Secretary for the National Treasuryshould take administrative action
in line with Section 67 of the PFM Act, 2012 (including revoking the
designation asAccounting Officer) on all Accounting Officers whose entities
received disclaimer of opinion;

9) All public entities should keep comprehensiveasset registers to protect public
assets. The Cabinet Secretary for National Treasury and Planninghould,
within three (3) months of tabling and adoption of this report, issue written
reprimand to all the Accounting Officers who failed to prepare and sulit an
up-to-date register of assets to the National Treasury as stipulated under
Regulation 142 of the PFM (National Government) Regulations 2015;

10) The Cabinet Secretary, National Treasuryshould, within three (3) months of
tabling and adoption of this report, compile a national register of assets for all
assets owned by the national government and submit a comprehensive report
to Parliament;

11) The EACC should, within three (3) months of tabling and adoption of this
report, initiate a forensic investigation into the procurement process for
services of cash management solution by the National Treasury with a view to
determine if there is any culpabiity and take appropriate action;

12) The EACC should, within three (3) months of tabling and adoption of this
report, investigate the organization, administration and personnel practices of
the National Treasury with a view to determine how many persons beyond the
stipulated retirement age are still in service in line with its mandate under
Article 234 (2) (d) of the Canstitution;

13) The Cabinet Secretary for the National Treasury and Planning and
Departmental Committees of the National Assemblyshould ensure that the
budgets prepared by the various MDASs including the National Treasury are
realistic and adheres to crediblebudgeting to ensure that the revenue raised is
adequate to cover the expenditures so as to reduce the budget deficit;

14) The Auditor-General should adhere strictly to the audit timelines as stipulated
in Article 229 (4) of the Constitution and the Section 682) (k) of the PFM Act,
2012 and ensure noAccounting Officer delays submission of financial
statements and the relevant supporting documents. Further, publish the names
of any Accounting Officer whose entity delays submission of the financial
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statementsand all the necessary supporting documents to the AuditeGeneral
within the statutory timelines; and

15) The National Assembly should ensure adequate budgetary allocation to
institutions charged with the mandate of fighting corruption and other
economic crimes such as the EACC, the DCI, ODPP and the Asset Recovery
Agency (ARA) in order to enhance their capacity.
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3.0 THE NATIONAL TREASURY

FINANCIAL STATEMENTS FOR VOTE 1071

Dr. Julius Muia, the Accounting Officer for the National Treasury (Vote 1071)
appeared before theCommittee on 14" and 15" September 202010" November 2020
and 15t December 2020 to adduce evidence on the Audited Financial Statements for the
National Treasury (Vote 1071) for the Financial Year 201/2018. The minutes of the
Committee sittings and submissions by theAccounting Officer are annexed to this
report). The following officials accompanied him:

(1) Mr. Bernar d Ndu Dige@ou General Accounting Service & QA

(2) Mr. Kennedy Ondieki - Director, Government Invest. & Public Enterprises
(3) Mr. Nemwel Motanya - Deputy Accountant General

(4) Mr. Josephat Omondi - Deputy Commissioner Finance KRA

(5) Mr. Kobia Wakamau - Secretary AdministrationSDVTT

(6) Mr. Jonah Wala - Ag. Director Accounting Services

(7) Mr. Victor Mino - Chief Manager KRA

(8) Mr. Kimathi Mugambi - Chief Finance Officer

Assist. Accountant General
Principal Accountant

Accountant |

Secretary Pensions
Parliamentary Liaison OfficerKRA

(9) Mr. Francis Amuyunzu
(10) Ms. Lilian W. Dishon -
(11) Mr. Hubert H. Anyanga
(12) Mr. Michael A. Kagika, EBS
(13) Ms. Sharon Kirai -

Basis for Qualified Opinion

1. Accuracy of the Financial Statements

54) Comparisons between the General Ledger (GL) and the supporting schedules generated
from the Integrated Financial Management SysterM[§) revealed variances. Since
the two reports read from the same database in IFMIS, #iengldbe no variances.
Management has not provided reconciliation for the variances nor rendered satisfactory
explanations for the variances tabulated below:

Item General Ledger| IFMIS Supporting | Variance

Balance Schedule (Ksh.)

(Ksh.) (Ksh.)
Tax Receipts - 2,586,267,792.55 (2,586,267,792.55)
Proceeds  fronj - (420,973,660,000.00| 420,973,660,000.00
Domestic
Borrowings
Other Receipts | - 15,493,183.10 (15,493,183.10)
Bank Balances | 1,390,758,926.00 | (2,231,391,917.60) | 3,622,150,843.60
Cash Balances | 741,626.00 55,589,892,673.50 | (55,589,151,047.50)
Accounts 789,854,587.00 | 205,773,091.05 584,081,495.95
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Receivable
Accounts Payablg 154,936594.00 761,893,477,120.40 | (761,738,540,526.40
Fund Balanceg 2,304,964,475.00 | (290,124,610,682.30| 292,429,575,157.30
b/forward
Years 167,852,631.00 | 301,362,064,940.35 | (301,194,212,309.35
surplus/deficit

55) Further, an inconsistency was notetber recurrent vote Headquarters Administrative
Services, Sullnead Strategic Interventions, Basic Wages, and Temporary Employees
that reflected a negae actual expenditure of Ks3)000,000 under actual expenditure.
From the foregoing, the accuracy of firveancial statements prepared thereof could not
be ascertained.

Submission by theAccounting Officer

56) TheAccounting Officersubmitted that at the time of audit, comparison between General
Ledger (GL) in the IFMIS system and supporting schedules gedefedm IFMIS
revealed variances. The variances were due to challenges of the system. However, the
IFMIS system was configured using the correct codes and the reconciliation has been
done with the following reports having reconciled

() Tax receipts

(i) Proceeds from domestic borrowings
(iif) Other receipts

(iv) Bank balances

(v) Cash balances

(vi) Account receivableand

A

(vi) Year 6s surplus and deficit.

57) The remaining items on accounts payables and fund balance brought forward are being
reconciled. Under the Recurrent Appr@tion Account suihead 000111-2110201
(Strategic Intervention, Basic Wagé3emporary Employees) item reflected an over
expenditure oKSh.3, 000,000/ The over expenditure was due to removal of the initial
budget provision figure o0KSh.11,175,150,00/- at supplementary estimate No 1. The
above economic item had already incurred an expenditurentpkeiih.3,000,000 before
finalization of supplementary estimates No. 1 thus creating the over expenditure of the
sane amount. The amount &Sh.11,175,15000f removed from the budget was to
cater for salary adjustments of al |l ci vil
Journal Entry have been posted to the relevant Personnel Emolument Economic Item to
correct the anomaly.

Committee Observations ad Findings
58) The Committeembserved and founithat:
1) the explanation given by thccounting Officerand thedocumentation (including the
journal vouchers) provided was satisfactory. However, the Ministry is yet to reconcile
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the Accounts Payable and the FuBdlance brought forward components of the
Financial Statementsnd

2) theAccounting Officebreached Section 68 (2) (b) of the PFM Act, 2012 by failing to
ensure that the National Treasury prepares accurate and complete revenue statements
that conforms tdRegulation 97 on the basic structure of government accounts.

Committee Recommendation

59) The Committeeecommendethat
The Accounting Officer should, within three months of tabling and adoption of this
report, ensure that the accounts payable and the FundBalance brought forward
components of the financial statements is duly reconciled and submitted to the
Auditor -General for audit review and reporting in the subsequent audit cycle.

2. Pending Bills

60) The financial statements disclosemngding accounts payablbf Ksh563,474,303. Had
the accounts been settled and charged to the statement of receipts and payments for the
year, itwould reflect a deficit of Ksl395,621,672 instead of thercent reported surplus
of Ksh167,852,631. Failure to settle bills duritige year in which they relate to distorts
the financial statements and adversely affects the budgetary provisions for the
subsequent year.

Submission by theAccounting Officer

61) The Accounting Officer submitted that the Financial Statements discloseddipg
accounts payable of K&63,474,303. The figure refers to the payments relating to
leasing of vehicles that were processed but due to lack of exchequer were not paid and
invoices from suppliers that were received late. The closing bills were canmveatdoto
the following financial year. However, all the closing bills formed first charge to the
financial year 2018/2019 budget. They were all settled and the auditor confirmed the
same.

Committee Observations andrindings
62) The Committembserved and foud that:

1) the Accounting Officerhad settled @nding bills amounting t&Sh.70,292,592.15.
This leaves an uncleared amountk®h.10,158,364.85 which the Ministry had not
settled since they included amounts related to invoices from various supplierslithat di
not have any supporting documents; and

2) the explanation given by thccounting Officeron the pending billsvas satisfactory.

Committee Recommendatios
63) The Committeeecommendethat
1) The Accounting Officer should, within three months of tabling and adption of
this report, ensure that the un-cleared amount ofKSh.10,158,364.85 which the
Ministry had not settled is audited and if found valid paid without any further
delay;
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2) Accounting Officers must at all times ensure that pending bills are treated as a
first charge in the subsequent financial year approved budget and prepare
estimates of expenditure andrevenues of the entity in conformity with the
strategic plan pursuant to the provisions ofsection 68(2) (h) of the Public
Finance Management Act, 2012and

3) Further, the Cabinet Secretary for the National Treasury should put in place
mechanisms to ensure that bills due ar@romptly settled to ensure responsive,
prompt, effective, impartial and equitable provision ofservices as articulated in
Section 7 ofthe Public Service (Values and Principles) Act, 2012

Emphasis of Matter

3. BudgetPerformance and Control

64) The Summary Statement of AppropriatBecurrent reflects a final budgahd actual
expenditure of Ksh.42,539,648,623 and RB8§907,442,486 respectiye resultng in
under expenditure of KsB632,206,137 or 8.54%. The Summary Statement of
AppropriationDevelopment also reflects a final budgatd actual expenditure of
Ksh.24,614,296,621 and K48,513,275,142 resultingn an undefexpenditure of
Ksh5,101,021,479 or 20.72%. Although the overall performance was satisfactory, there
are individual budget line items namelyother grants and transfers, acquisition of assets
and compensation of employees where the under absorption exceeded the stiptated 2
threshold. My opinion is not modified based on the above matter.

Submission by theAccounting Officer

65) The Accounting Officer submitted that the National Treasury hadiral recurrent
budget of Ksh2,539,275,142 out of which K<38,907,442,486 was ¢h actual
expenditure resulting to an under expenditure of Ksh.3,632,206,137 or 8.54% while
Development vote had total actual expenditure of Ksh.19,513.27bagainst a budget
of Ksh24,614,296,621/ resulthg to an under expenditure KS§[101,021,479 0
20.72%. The under expenditure on recurrent was due to additional funds that were
provided in supplementary Estimates no.2 that was approved by Parliament in late June
2018 which could not be utilized by 30th June 2018, the closure of financial year under
review. On the other hand, the under expenditure in development was due to the
allocation of Equalization Fund that was not utilized due to lack of Implementing Policy.

Committee Observations andrindings
66) The Committembserved and founithat:

1) The underxpenditure on recurrent was due to additional funds that were provided in
supplementary Estimates no.2 that was approved by Parliament in late June 2018
which could not be utilized by 30th June 2018; and

2) The Committee observed that the explanation gbhsethe Accounting Officeron the
budget performance and contveds satisfactory.

Committee Recommendatios
67) The Committeeecommendedhat
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1) The CS National Treasury should ensure that no supplementary budget
estimates is submitted to Parliament later thn two months before the close of
the financial year ; and

2) Section 44 of the PFM Act, 2012should be amendedto provide for the
supplementary budget estimatedve submitted to Parliament not later than two
months (60 day$ before the close of thaffectedfinancial year.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC RESOURCES

Basis for Conclusion

4.
68)

69)

70)

Procurement for Services of Cash Management Solution

During the year under review, the National Treasury through restricted tender contracted
and pa a supplier to implement a cash management solution for both National and
County Governments as well as train and support. Ths agatracted at the sum of
Ksh.35,140,040 with an implementation period of 12 months to 31 October 2016. Three
firms recommadedas accredited Oracle cash management solution suppliers had been
invited to bid for the tender. However, the price bid submitted by the winning supplier
was significantly lower than those of the other two bidders, whiclodstat
Ksh.157,798,048 and Ks<81,401,356. It is not clear as to why there was such a
significant disparity.

Upon award, the contracted supplier was unable to complete within the stipulated
timeline resulting intomplementatiora no cost extension of the contract for a period of
11 months with a ongear post support contract ending 30 September 2017. Available
information indicate that the contract was subsequentéxtended for a further period

of 12 months to 31 Dec 2018 at an additional cost of Ksh.2,067,120 contrary tinSecti
75 of the Public Procurement and Asset Disposal Act, 2015.

A review of the contract implementation status as of date of finalizing this audit
indicated that the project was incomplete. In the circumstances, it has not been possible
to confirm whetheiThe National Treasury got value from the above procurement.

Submission by theAccounting Officer

71)

72)

The Accounting Officer submitted that the National Treasury, in accordance with
Section 86 (1) (a) of the Public Procurement and Asset Disposal Act, 204rsleavthe
tender to the lowest evaluated price bidder.

Initially the Cash Management Business Process Flow was developed without the
Controller of Budget but was later included and this caused delay in completion that led
to extending the implementat period at an additional Ksh067,120. The project was
completed in 2018 and The National Treasury got value for money because thedinal c
of the project came to Ks3Z,207,160, which is much lower thametsecond quoted
figure of Ksh157,798,048.
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Committee Observations andFindings

73) The Committembserved and founithat:

1) The National Treasury was yet to give the status of the project. The Committee
wondered how a critical stakeholder like the Office of the Controller of Budget was
omitted from thenitial process flow of the project;

2) Therewas a red flag for cover bidding. The price quoted by the winning supyeer
significantly lower than those quoted by the other two supplidre.shpplier quoted
a significantly low bid compared to the otherdrds who are oracle accredited firms

3) TheAccounting Officerfailed to provide an explanation on what informed the use of
restricted tendering for a cash management solution, a service that is neither complex
nor specialized service as contemplated ini&edt02 of the PPAD Acct, 2015.

4) The projectwas incomplete andhe contract was subsequentlyerdended for a
further period of 12 months to 31 Dec 304t an additional cost of Ksh067,120
contrary to Section 75 of the PPAD Act, 2015l stakeholdersare yet to start
operating the systerand

5) The matter therefore remained unresolved.

Committee Recommendatios
74) The Committeeecommendethat

1) The EACC should within, three (3) months of tabling and adoption of this
report, initiate a forensic investgation into the procurement procesgor Services
of cash management solution.

2) If found culpable for bid rigging, Oracle and any of its associateshould be
debarred by PPRA from doing any business with national and county
governments and any public institition for at least 10 years as per provisions of
Section 41 of the PPAD Act 2015.

5. Non-Adherence to Human Resource Policy

75) Public Servicehuman resource policies and procedures manual of 2016 has provisions
for recruitment, selection, appointment anahsfers of public officers. Contrary to the
provisions, The National Treasury has designated apobiic officer into the role of
Acting Director- Integrated Financial Management Information Systems of (IFMIS). No
information has been availed regardihg tesignate, consequently it has also not been
possible ascertain the terms of engagement and the remuneration thereof

Submission by theAccounting Officer

76) TheAccounting Officersubmitted that the Public Service Human Resource Policies and
Procedures Maual of 2016 has provisions for recruitment, selection, appointment and
transfers for public officers contrary to the provisions, National Treasury has designated
a nonpublic officer in to the role of acting Directorintegrated Financial Management
Information Systems (IFMIS).

77) The working relationship between the current Director, IFMIS and the National Treasury
commenced in July 2005 when the ICT Authority engaged four (4) consultants under the
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World Bank though the Kenya Transparency & Communicatiofrastructure Project
(KTCIP) to provide Technical Assistance to the Treasury.

78) The current Director IFMIS was assigned to support the activities of the Integrated
Financial Management Information System (IFMIS) mainly in budgeting, procurement,
accouning and associated monitoring and evaluation aspects. The contract was extended
vide letter No AG/CONF/3/86/TY/(2) dated 19th December, 2018 (copy attached.
Attachment O60A06) for a period of six (6) mo

79) Mr. Kamarguya was appointed as Ag. Director IFMIS vide letter No.
AG/CONF/3/86/6/3 VOL. I/10 dated™April, 2018 by the Principal Secretary, National
Treasury. However, the Principal Secretary was advised vide memo No.
MOF/ CONF/ HRM/ 18/ 05/ 0 1prilp2BIB thét Bincg Mrdkamaaglya3 0t h
had been engaged as a consultant he could not hold a Public Office during the contract
period (see memo attached). In view of the above a request was made to the
Commission to appoint him as IFMIS Director on expinhdf contract. Given that he
was serving as a consultant; he did not have a personal file during the period under
review.

80) On expiry of his contract, he was appointed to the position Director IFMIS by the Public
Service Commission vide letter PSC/6/92/4jed 29th May, 2019 for a period of there
(3) years on Local Agreement terms with effect from 1st July, 2019.

Committee Observations andrindings
81) The Committembserved and founithat:

1) the information and documentation provided byAlreounting Office with regard to
the recruitment of the IFMIS Director were reviewed. However, it was still not clear
which criteria was used by the Ministry to engage the services of the officer between
51 April 2018 and 1 July 2019 given that he was still a consultelsewhere;

2) the Ministry did not engage the Public Service Commission to fill the position of the
Director of IFMIS as prescribed in the law and regulations;

3) the appointment oMr. Stanley Kamanguyanonpublic officer who was also a
practicing Consultaninto the sensitive role of Acting Director, IFMMasin total
disregard of the Human Resources Policy in the Ministry; and

4) The matter therefore remains unresolved.

Committee Recommendatios
82) The Committeeecommendethat
1) The Public Service Commissiorshould, within three (3) months of tabling and

adoption of this report, investigate the Accounting Officer who authorized the
appointment on acting capacity andshould be surcharged for any irregular
expenditure on all salaries and remunerations paid to th Officer between ¥
April 2018 and 30" June 2019 and report the recovery to the AuditoiGeneral
for audit review in the subsequent audit cycle;

21



2) The Public Service Commissiorshould, within three (3) months of tabling and
adoption of this report, investigate the organization, administration and
personnel practices of the National Treasury and report back to Parliament in
line with its mandate under Article 234 (2) (d) of the Constitution;

3) The Public Service Commissionshould revoke any acting or substantve
appointment that was not approved as required under Article 234 (2) (a) (ii) of
the Constitution.

6. Continued Retention of Retired Public Officers

83) Section B.20(1) subsection (2) and (4) of the human resource policies and procedures
manual 2016 providg®r appointment on contract where officers are appointed to serve
on fixed term projects and capacity in the public service is lacking or specific skills are
required. A review of sample personnel files on local contract terms revealed that seven
(7) officers who had attained the mandatory retirement age of sixty (60) years and are
not registered as persons living with disability are under contract. Three of the seven
officers have had their contracts extended severally. At the initial authorizatiorefor th
contract extensions, the Commission had advised the National Treasury to plan to build
capacity by competitively filling of the positions. Although the management has
rendered explanations for the extensions, the affected officers had been heading their
respective departments for significantly long durations prior to their retirement. This is
indicative of poor or lack of succession planning on the key positions at the National
Treasury.

Submission by theAccounting Officer

84) The Accounting Officersubmited that Section B 20(1) sub section (2) and (4) of the
Human Resource Policies and Procedures Manual 2016 provides for appointment on
contract where officers are appointed to serve on fixed term projects and capacity in the
public service is lacking or spiic skills are required. A review of the sample personal
files revealed that the seven (7) officers who had attained sixty (60) years and are not
registered as persons with disability are under contract. Three of the seven officers have
had their contras extended severally. At the initial authorization for the contract
extensions, the Commission had advised the National Treasury to plan to build capacity
by competitively filling of the positions. Although the management has rendered
explanations for thextensions, the affected officers had been heading their respective
departments for significantly long durations prior to their retirement.

85) The Auditor Generalsd observation on reten
is noted. However, the Natal Treasury has been addressing the staffing gaps arising
from staff exits mainly through retirement and transfer of service to the county
governments. To ensure that crucial ongoing activities are not affected, authority was
sought from the Public Seog Commission (PSC) pursuant to Article 234(2)(i)(ii) of
the Constitution which assigns powers to PSC to establish and abolish offices in the
public service and to appoipersons to hold or act in those offices, to retain the officers.
The requests for ¢égnsion of services were approved, while some of the officers have
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exited and the contracts for the remaining two will expire end of June this year. Copies
of the requests and contract extensions were attached for perusal by the Committee.

Succession Mangement

86) The National Treasury acknowledges the importance of succession management as
observed by the Auditor General in his report for the year 2017/2018. The National
Treasury reviewed its organizational structure to align it to the Constitution and the
Public Financial Management Act. Thereafter, the Public Service Commission approved
the proposed structure and staffing levels in 2015 and 2016 respectively. To fill the
staffing gaps, Schemes of Service for the technical personnel in the National Treasury
were developed and the vacant posts declared to the Commission, advertised and filled.

Committee Observations andrindings
87) The Committeembserved and founithat:
1) the National Treasury has continued to retain officers beyond stipulated age while
there ae highly qualified young public officers in the services.
2) in the UK for example, Mr. Simon Case, the Head of Public Service is just 41 years
old; and
3) the Officers in question have since exited the Service in June 2020;

Committee Recommendatios
88) The Comnitteerecommendethat

1) The Public Service Commissionshould, within three (3) months of tabling and
adoption of this report, investigate the organization, administration and
personnel practices of the National Treasury with a view to determine how many
persors beyond the stipulated retirement age are still in service in line with its
mandate under Article 234 (2) (d) of the Constitution.

2) The Public Service Commissionshould revoke any acting or substantive
appointment for any person that is sixty years polder and is not registered as
person with disability if the appointment was not approved by the Commission
as required under Article 234 (2) (a) (ii) of the Constitution.

3) The Public Service Commissiorshould stop forthwith any further approval for
substantive or acting appointment of any person beyond the stipulated
retirement age.

89) The Committee observed that Paragraph 7 on lawfulness and effectiveness in use of
public resources was discussed and found as satisfactory.

NATIONAL EXCHEQUER ACCOUN T
REPORT ON THE FINANCIAL STATEMENTS

8. Unqualified Opinion
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90) There were no material issues noted during the audit of the financial statements of the
National Exchequer Account.

Emphasis of Matter

9. The On-going Special Audit on Euro Bond

91) | wish to drawyour attention to the statement of assets and liabilities for the National
Exchequer Account as at 30 June 2017 which reflected an Exchequer balance of
Ksh.30,928,022,009 as at the end of the financial year. However, and as indicated in the
Auditors repor for 2014/2015 the receipt of net proceeds from commercial financing
(Sovereign/Euro Bond) of Ksh.215, 469,626,036 accounted for in 2014/2015 financial
year could not be ascertained as investigation into the receipts, issues, accounting and
utilization ofthe funds related to the Sovereign/Euro Bond had not been concluded as at
30 June 2018. Under the circumstances, the accuracy of the Exchequer balance of
Ksh.59,808,758,121 brought forward from 2015/2016 cannot be ascertained.

Submission by theAccounting Officer

92) The Accounting Officer submitted that during the last Public Accounts Committee
meeting the Auditor reported that the special audit had been concluded and the report
will be shared with the Committee.

Committee Observations andrindings

93) TheCommitteeobserved and founithatthe report on the Special Audit on Eurobond has
not been famally tabled in the House to date; atigerefore thematter remained
unresolved.

Committee Recommendation

94) The Committeeecommendethat
The Auditor-General shauld, within seven (7) days of tabling and adoption of this
report, submit to the National Assembly a copy the special audit report on
Eurobond.

10.Budget Control and Performance

95) A review of the statement of comparison of budget and actual performancatenithat
the Exchequer disbursements to (12) twelve Ministries, Departments and Agencies
(MDAs) for the period under review was at 94% and 87% of their budgeted allocations
for Recurrent and Development votes respectively. Under the Recurrent Vote, some
MDAs received as low as 56% of their voted provisions while others received their total
allocation. Similarly, under the Development Vote, other MDAs received as low as 0%
of their voted provisions while others received their total allocation. Failure dasee!
the budgeted provisions madynder the accomplishment of the planned projects by
MDAs and hence affect the service delivery to the citizens by the entities.

Submission by theAccounting Officer
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96) The Accounting Officersubmitted that a review of thete&dement of Comparison of
Budget and actual performance indicates that the Exchequer disbursements to twelve
MDAs for the period under review was 94% and 87% of their Recurrent and
developments allocations respectively. However, there were some MDA®tlzs lgw
as 56% and others received 0% of their voted provision.

97) We note the Ministries, Departments and Agencies (MDAs) with low budget utilization
especially on Development Vote among them being:
i. State Department for Fisheries, Aquaculture and the Bironomy
ii. State Department for Tourism
iii. Parliamentary Service Commission
iv. National Gender and Equality Commission

98) Ministries have to process their payments and make exchequer request when ready to
make payments and therefore in absents of exchequer réqueshe MDAs, releases
of funds may not be possible thus arising to low budget utilization. It is also important
to note that Donor funds are part of Voted provision for development and therefore low
disbursement of donor funds from development partaiests the utilization of budget
by the respective MDAs.

99) State Department for Fisheries, Aquaculture and the Blue Economy and National Gender
and Equality Commission whose development budget are mainly donor funds, have low
budget utilization due to lowisbursement of donor funds.

Committee Observations andrindings

100)The Committeeobserved and founthatthe Committee observed that the explanation
given by theAccounting Officerwith regard to Budget Control and Performance was
satisfactory.

Committee Recommendation

101)The Committeeecommendethat
The Cabinet Secretary, National Treasuryshould ensure that the budget prepared
by the National Assembly Departmental Committees and the National Treasury are
realistic and adheres to credible budgeting to ense that the revenue raised are
adequate to cover the expenditures.

102)The Committee observed that Paragraph 11 and 12 on lawfulness and effectiveness in
use of public resources and effectiveness of internal controls, risk management and
governance were digssed and found as satisfactory.

THE RECEIVER OF REVENUE (RECURRENT)
REPORT ON THE REVENUE STATEMENTS

Basis for Qualified Opinion
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13.Variances between Revenue Statement balances and the General Ledger
balances
103)The statement of receipts and transfersttie year ended 30 June 2018 reflects balances
which were in disagreement with those reflected in the General ledger as tabulated

below:
Item(s) Financial Statements Variance
Description Ksh.

Receiver of Revenug General Ledger

Ksh. Ksh.
Taxes onlncome| 657,186,136,271.60 | 657,409,782,534.7( 223,646,263.10
and Capital
Gains
Taxes on Good| 524,881,879,090.21 | 670,039,515,029.4% 145,157,635,939.4
and Service
Taxes on 117,512,789,772.75| 118,327,012,676.8} 814,222,904.10
International
Trade &
Transactions
Other Taxes 12,117,526,460.55 | 12,239,988,748.00| 122,462,287.45

104)No reconciliation statement provided to account for the differences between the two sets
of records that are ordinarily supposed to agree.

Submission by theAccounting Officer

105)The Accounting Officersubmitted that the Statement of Receipts and transfers for the
year ended 30 June 2018 reflects balances which were in disagreement with those
reflected in the General Ledger. The National Treasury encountered systesnggsll
while capturing revenue receipts through IFMIS Accounts Receivables Module since the
system only recognized some codes. The system did not recognize default code (0000
000000) in the Ledger though they were captured as receipts for the year. uEheadss
addressed by the IFMIS technical Unit and the default codes@@WI0 were changed
to the correct administration code 01000101.The process of capturing the receipts
afresh commenced using the correct code and a reconciled Revenue Staterment wer
availed for Audit. The correct figures are those in financial statement and the Ledger
have been reconciled.

Committee Observations andrindings
106)The Committeebserved and fountthat:
1) The Accounting Officerbreached Section 68 (2) (b) of the PFM A@]12 by failing

to ensure that the National Treasury prepares accurate and complete revenue
statements that conforms to Regulation 97 on the basic structure of government
accountsUnreconciled revenue statements compromise the basis of sharing revenue
between the national government and Counties as stipulated in Articles 202 and 203
of the Constitutionand
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2) The financial statements weh®weverlater reconciled in the succeeding financial
year. The general Ledger with the correct amounts reconciled warkedand
verified by the Auditor General.

Committee Recommendation

107)The Committe@ecommendethat
The Cabinet Secretary, National Treasury ensure that the IFMIS providesan
efficient financial management for both the national and county governments to
ensure transparent financial management and standard financial reporting as
contemplated by Article 226 of the Constitution. Further, Accounting Officers
must desist from undertaking their financial operations including adjustments
off the IFMIS system to ensure complete reporting

14.Failure to reconcile Arrears of Revenue

108)The statement of arrears of Revenue as at 30 June, 2018 reflects outstanding arrears of
revenue of Ksh.305,909,926,390 while the KRA Revenue Accountability Statement
reflects arrears of wenue of Ksh.288,123,529,688 resulting in a difference of
Ksh.17,786,396,702. In the absence of reconciliation between the National Treasury
revenue statement and KRA Revenue Accountability Statement, it has not been possible
to confirm the accuracy of ¢hstatement of arrears of revenue as at 30 June 2018.

Submission by theAccounting Officer

109)The Accounting Officersubmitted that the statement of arrears of revenue a$'duge
2018 reflects outstamy arrears of revenue dfkSh.305,909,926,390 while&KRA
Revenue Accountability Statement esfls arrears of Revenue KEh.288,123,529,688
reailting to a difference 0KSh.17,786,396,702. The National Treasy 6 s r eport ed
of KSh.305,909,926,390 comiges of a total figure oKSh.288,123,529,688 bain
Domestic Tax degrtment, legacy figure oKSh.173,33,000,000, iTax figure of
KSh.114,772,529,688 angSh.17,786,396,702 being custom service department. The
National Treasury figures agree with those of KRA. A Copy of the reconciled revenues
were attachd for perusal by the Committee.

Committee Observations andrindings
110)The Committembserved and founithat:

1) The arrears of revenues have continued to grom #Ksh194billion in FY 2016/17 to
Ksh.306 billion in the FY 2017/18;

2) The explanations and docuntenprovided by theAccounting Officer were
satisfactory. The AuditeGGeneral reviewed and verified the documents and the KRA
revenue accountability statement was in agreement with the financial statements of
the National Treasury.

Committee Recommendation

111)The Committe@ecommendethat
The Cabinet Secretary for the National Treasury, the KRA, and other receivers
of revenues relook their strategy for collecting the growing arrears of revenue.
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The KRA should spruce up its image as an enabler of businessand embrace
alternative disputes resolutions (ADR) mechanism to solve revenue related
disputes.

15. Long Outstanding Items in Bank Reconciliation Statements
112)The bank reconciliations statement for the statement receiver of revenue for the year
ended 30 Jun2018 revealed the following unsatisfactory matters:

i. Payments ircashbooknot in bank statement amounted to Ksh.14,267,291,907 out
of which Ksh.605,746,618 or 4.25% are stale cheques with some dating as far
back as 29 June 1996.

ii. ii) Receipts in bank stateent not recorded in cashbook amtad to
Ksh.34,524,942,823ut of which an amount of Ks3i,525,074,243 or 91.31%
related to balances dating as far back as September 1997. No explanation has been
given for failure to update the cashbook.

iii. iii) Payments m bank statements not in casbkcamounted Ksi5,723,735,928
all of which related to 2016/2017 and earlier years.

iv. iv) Receipts in cashbook not ank statement amounted to K&/h760,678,513
out of which an amount of Kst6,240,834,531 related to 201612 and earlier
years with some dating as far back as January 2000.

113)Failure to analyse and updating the accounting records may lead to misstatement of the
cash balance reflected in the cashbooks and bank statements, which would in turn
compromise the aacacy of the financial statements prepared therefrom.

Submission by theAccounting Officer

114)The Accounting Officersubmitted that at the time of audit, the issues raised by the
Auditor on (i) to (iv) were correct, however, the Bank Reconciliation was dodean
updated Bank Reconciliation statement of May 2019 clearing long outstanding items
was submitted for audit review. The Auditor and the National Treasury later resolved the
issue.

Committee Observations andrindings
115)The Committembserved and founithat:

1) TheAccounting Officerfailed to provide necessary explanations and documents with
regard to long outstanding items in bank reconciliation statements during the audit
period;

2) The National Treasury does not comply with its own Regulation 90. (theoPFM
(National Government) Regulations 2015, which mandais=sunting Offices to
ensure that every month, bank accounts are reconciled for eacladmmint held by
any agency and a reconciliation statement sent to the National Treasury with a copy to
the AuditorGeneral not later than the™.6f the subsequent month; and

3) The financial statements weh®mweverlater reconciled in the succeeding financial
year. The bank reconciliation statements with the correct amounts reconciled were
availed and vefied by the Auditor General.

28



Committee Recommendation

116)The Committe@ecommendethat
The Cabinet Secretary to the National Treasuryshould within three months (3) of
tabling this report issue an administrative reprimand letter to the Accounting
Officer for violation of Regulation 90. (1) of the PFM (National Government)
Regulations 2015 on reconciliation of bank accounts.

117)The Committee observed that Paragraph 16 and 17 on lawfulness and effectiveness in
use of public resources and effectiveness of matlecontrols, risk management and
governance were discussed and found as satisfactory.

RECEIVER OF REVENUE (DEVELOPMENT)

REPORT ON THE REVENUE STATEMENTS
Unqualified Opinion

18.There were no material issues noted during the audit of this developwemiee

19. Emphasis of Matter

118)The statement of comparison between the budget and Actual Amounts under Receipts
and Payments reflects proceeds from borrowings (Loans) budget of Ksh.33,573,859,777
compared to the actual receipts realized of Ksh.24,149,910THS gives a variance
underrealization and utilization of Ksh.9,423,949,059 or 28% of the budgeted funds.
The management indicated that the project implementing units were required to exhaust
the already released funds before accessing funds alloocatied current financial year
hence the poor absorption of budgeted funds there by leading to under expenditure. The
MDAs may not have fully realized their potential from activities approved in the budget
thus delaying provision of services to the citizens.

Submission by theAccounting Officer

119)The Accounting Officersubmitted that the Statements of comparison between the budget
and actual amounts under Receipts and Payments reflects proceed from borrowings
(loans) budgetof KSh.33,573,859,777/compared tothe actual receipts realized of
KSh.24,149,910,718/giving a variance undattilization of KSh.9,423,949,059/ or
28% of the budgeted funds. The under undglization of funds was due to slow
disbursements by donors.

Committee Observations andrindings

120)The Committeeobserved and founthe explanation given by th&ccounting Officer
with regard to the budget and Actual Amounts under Receipts and Payments was
satisfactory therefore, the Committee marked the matter resolved.

121)The Committee observed thBaragraph 20 and 21 on lawfulness and effectiveness in
use of public resources and effectiveness of internal controls, risk management and
governance were discussed and found as satisfactory
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STATEMENT OF OUTSTANDING LOANS
REPORT ON THE FINANCIAL STAT EMENTS
Basis for Adverse Opinion

22.Lack of fundamental documents and Criteria loans

122)The management could not provide the annual work pleashbook, ledger, trial
balances, quarterly reports and monitoring and evaluation reports for the loans issued
during the year or such other documents for the determination of the beneficiaries, terms
of the loans and the approval /authorization of disbursement made. It was also noted that
institutions continue to receive additional funding even when they are @nfigrping
thereby casting doubt on the criteria used to determine the advance of new loans.

123)in the absence of budgets, annual plans, assessment or evaluation and performance
reports of the loaning portfolios, the propriety on the utilization of pubhid$icould not
be ascertained. There is also a high likelihood ofmepayment of the loans leading to
continued write offs of bad debts and loss of public funds.

Submission by theAccounting Officer

124)The Accounting Officersubmitted thathe National Govexment has over time advanced
loans to various public and other entities to finance various develogrwetts in the
Country with a view to facilitating the achievement of National Government objectives.
The National Government through The National Steg advances loans borrowed from
multi/bi-literal lenders after due process has been conducted through Resource
Mobilization Department and execution of the Financing Loan Agreements. A loan
facility is thereafter on lent to the respective project implging entity through a
Subsidiary Loan Agreementith clear terms and conditions on the execution of the loan.

125)Upon the execution of th8ubsidiary Loan Agreements, the details of the loamms
and conditionsre captured in respective loan ledger cartle fundamental documents
in this case include Project Appraisal documents, Project agreements, Financing Loan
Agreements, Subsidiary Loan Agreements and loan ledger cards. The ledger cards,
which are available for Audit. The criterion used on governnegraing is as follows:

I.  Projects implemented through Government lending are aligned to the national
development policies and programmes, as prescribed by, Medium Term Plan
(MDP),

ii.  The Big 4 Agenda and Vision 2030 as developed by the Government thieugh t
Ministry of Planning.

iii.  Project identification and design are based on the concept paper and the feasibility
study carried out through the respective technical ministries.

iv.  Project appraisal documents and project agreements are entered into before the
Financing Agreement between the financiers, the line ministry and the
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implementing agent.

v. All government loans are factored in the MTEF budget and approved by National
Assembly before commitment and disbursements.

vi.  Conditions precedent to effectiveness and whséments are stipulated in the
Financing Agreement between the donor and the National Treasury.

vii.  After disbursement of the proceeds the implementing agency submits a report to
the Government on the expenditure and performance achieved in relation to the
project and amount lent within fifteen days after the end of each quarter.

viii.  The amount lent and project implementation is subject to audit by Office of
Auditor General, or any other auditor whose appointment by the Auditor General
is provided for in the agegnent, to assess performance and value for money.

iX.  The implementing Entities who are the recipient of the loans are mainly State
Corporations, are audited by the Auditor General in accordance with the Audit
Act, are expected to open individual loan and gubjaccount and maintain all
relevant records.

X.  The Disbursement Unit of the National Treasury records the loan disbarments by
the financiers.

Xi. Loan and interest repaymenthould be and are paid to The Principal
Secretary/National Treasury who is the Reeeiof this class of Revenue in
accordance with the terms of the@nding Loan Agreements.

xii. ~ Where noacompliance by an implementing agency with the loan conditions is
established through the audit or fiduciary review process, the Cabinet Secretary
and/or Dbnor may suspend the disbursements and institute measures to recover
any amounts misappropriated in accordance with the PFM Act.

xiii. ~ The Government may advance loans to Agencies that may appear to-be non
performing but are strategic in nature and for the pigucial good.

Committee Observations andrindings
126)The Committeembserved and fountthat:

1) The National Treasuryid not to have a proper system in place to provide an
explanation as to the process of providing loans to various Government entities and
the controls in place to ensure that the loans are repaid on time and in the format
prescribed;

2) The National Treasuryid not have a clear criterion to use to determine which
government entity is entitled to what amount of loan; and

3) The National Treasuryid not have a clear criterion to determine which Government
entity is eligible to loan writ@ffs in case of perennial defaults explanations.

Committee Recommendation

127)The Committeeecommendedhat
The CS for the National Treasuryand Planning should, within three months (3) of
tabling this report, ensure that the National Treasury develops a comprehensive
framework for on-lending and loan write-offs to government entities by the
National Treasury.
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23.Previous year matters
i) Outstanding Loan balances

128)The statenent of outstanding loans as at 30 June 2018 reflects a net balance of
Ksh.799,766,815,394 whichrepresents an increase of K&030,453,524 or
approximately 0.76% of totalubstanding loan balance of KB3,736,361,870 reported
as at 30June 2017. The bence of Kshr99,766,815,394 includes new loansuess in
2017/2018 totalling Ksb5,981,443,441. During he year under review, only
Ksh2,852,780,790 of the loans issued had been redeemed/veike loans amounting
to Ksh4,255,786,418 were written off.

129)Further, the accuracy of outstanding loans balance of Ksh.793,736,361,870 as at 30 June
2017 could not be confirmed as only sixteen (16) institutions/parastatals responded to
circularization done at the close of the year, out of which only four insetisibalances
agreed with the balances held in the Natic
institutions  independently confirmed to have a total loan balance of
Ksh.576,314,882,795 as at 30 June 2017 whose total balance differed by
Ksh.3,810,56%,00 with the loan balance of Ksh.572,504,317,096 reflected in the
statement.

130)The resultant variance of Ks$h810,565,700 has not been reconciled or explained
casting doubt on the accuracy of th&standing loan balance of K383,736,361,870
carried forvard to 2017/2018 financial year. It was also noted that out of the possible
seventytwo (72) institutions only 16 or 22% responded to the circularization. It was also
noted that, the National Treasury has been updating records based on the responses
therely defeating the purpose for such circularization. In the absence of the responses to
circularization and elaborate reporting instrument there is a likelihood of holding in the
books norexistent loan balances.

Submission by theAccounting Officer

131)The Accounting Officersubmitted that to confirm the accuracy of theéstanding loan
balance of Ksi799,766,815,394, the National Treasury circularized and requested
Entities with outstanding Loans to confirm directly to the Auditor General the principal
Loan amaints owed to the National Government as &t Bfhe 2018. Thirteight (38)
active entities, out of the severttyo (72) entities in the loans register, were
circularized.

132)By the time of audit, only sixteen (16) entities had responded/confirmed tlagir lo
balances. However, responses from all the 38 entities were later received. As observed
by the Auditor thirtyfour (34) entities reported balances that differed from those
reported by the National Treasury therefore necessitating a reconciliationtabtlsets
of records. The differences/variances were reconciled/analyzed.

133)While some of the variances have been reconciled and agreed with the Auditor and the
Statement of Outstanding Loans adjusted where appropriate, sel@et dman balances
remain unreonciled. Efforts are being made to find the relevant data that will enable
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clear the outstanding reconciliations. The National Treasury loans data has been, and
continues to be udated upon completion of reconciliation and where the documentary
proof is sufficient to support such actions. During theaficial year under review,
Ksh2,852,780,790 in loan repayments waseceived. Loans amounting
Ksh4,255,786,418 were written off wé new loans amounting to K&%,981,443,441

were issued.

Committee Obsevations and Findings
134)The Committe®bserved and fountthat:

1) The theAccounting Officerfailed to reconcile in time for audit, the variance of
Ksh.3.81 billon thereby casting doubt on the accuracy of the outstanding loan
balances. The Ministry has beesquesting parastatals to respond with updates of
their outstanding loan balances but the National Treasury has not been updating
records based on the responses thereby defeating the purpose for such circujarization

2) The National Treasurfrias undertaken to d@ thorough reconciliation between the
records at the National Treasury and the beneficiary institutions and a status report
shouldbe provided;

3) The National Treasury has not been doing regular reconciliations between their
records and those of the bengfry institutions;

4) No reasons were given fdine writeoff of loans amounting to Ksh.4.25billion and
that the writeoff was not in compliance with the provisions of Section 69 of the PFM
Act, 2012 and Regulations 14%9 of the PFM (National Government) dréations,

2015; and
5) The matter therefore remained unresolved.

Committee Recommendation

135)The Committe@ecommendethat
The CS for the National Treasuryand Planning should, within three months (3) of
tabling this report, ensure that the National Treasurydevelops a comprehensive
framework for on-lending including loan write-offs to government entities by the
National Treasury.

i) Non-Performing or Dormant Loans

136)As was reported during the financial year 2016/2017, the totsfamding loans balance
of Ksh.799,766,815,394 reflected in the financial statements for the year ended 30 June
2018 incudes loans amounting to Kdfi,520,436,604, which has fallen due for
redemption at various dates over the years. However, during the year under review, the
institutiors have not made any repayment against their respective loans. Failure to
redeem loans precipitate a high likelihood of defaulting and eventual loss of public
funds.

Submission by theAccounting Officer

137)The Accounting Officer submitted that the nerepaynent of the loans is mainly
attributed to reforms and/or changes in law, ongoing privatization process, financial
difficulties, andloans that are still being disbursed and not yet due for repayment. The
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reasons for nomepayment of loans from institutiongary from one institution to
another.

Committee Observations andrindings
138)The Committe®bserved and fountthat:

1) There were recommendations made to the Cabinet, which held a special meeting and
made approvals for writeffs, waivers of accrued intereshdarestructuring of the
loans. However, the progress made so far on the recommendations/ approvals of the
Cabinet which were made in May 2018 was not given;

2) TheAccounting Officerdid not make adjustments on the revenue schedules to reflect
the position athe bank within one month after the close of the financial year pursuant
to Regulation 97 (3) read together with Regulation 97 (1) of the PFM (National
Government) Regulations 2015; athé matter therefore remadunresolved.

Committee Recommendation

139)The Committe@ecommendethat
The CS for the National Treasuryand Planning should within three months (3) of
tabling this report, ensure that the National Treasury develops a comprehensive
framework for on-lending including loan write-offs and repaymens.

140)The Committee observed that Paragraph 24 to 25 on lawfulness and effectiveness in use
of public resources and effectiveness of internal controls, risk management and
governance were discussed and found as satisfactory.

EQUALIZATION FUND
REPORT ON THE FINANCIAL STATEMENTS

Unqualified Opinion
26.There were no material issues noted during the audit of the financial statements of this
Fund.

Emphasis of matter

27.Use of Budget as a Control Tool Budget Performance

141)The statement of Comparison of BudgetdaActual performance indicate that the
management did not provide any receipts to be transferred from the National Treasury,
but anticipated to utilize an amount of Ksh.11,977,764,288 which was Ksh.520,078,232
over and above the audited opening balante dtethe Fund account at the Central Bank
of Kenya of Ksh.11,457,686,056. Consequently, during the year under review, no
amount was appropriated for the Fund despite the fact that an amount of
Ksh.6,571,560,117 ought to have been transferred to the Fasedl lon the 2016/2017
audited financial statements. Out of the budgeted amofi Ksh.11,977,764,288,
Ksh6,937,847,293 or 57.9% was transferred to implementing MDAs during the year.
The management has not given plausible explanation for failure to btafgany
receipts to the fund despite this being a constitutional requirement. Failure to budget for
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the transfer implies a deliberate intent to deny service delivery to the intended
beneficiaries.

Submission by theAccounting Officer

142)The Accounting Offier submitted that it was anticipated that the Fundilaitilize an
amount ofKSh.11,977,764,288 which was slightly over and above the funds balsnces
Central Bank of Keny&Sh.11,457,68,056. The difference d{Sh.520,078,232 was
the bank balances ihé Equalization Fund Operations Accounts of the Ministries. There
was no budget for the fund in FY 2017/18 because of the challenges that were being
experienced in implementation. The reasons and challenges in the implementation of the
Fund, among them bsy delay in formulation of policies and project identification
coupled by the legislative handles since inception. It is our sincere hope that the current
legal issues surrounding the Fund shall be unlocked to ensure that the country achieves
the envisagg goals by the 20 yearsd period as
Constitution.

Committee Observations andrindings
143)The Committe®bserved and fountthat:
1) The mater served to inform the users of the financial statements;
2) Thetotal cumulative alloation to the Fud since inception stood at K42.4 billion
as at 30th, June 2019. This was lower than the Constitutional total ciweulat
threshold estimated at K&9.4billion calculated based on the requirement of 0.5% of
national revenue raised annyathudited and approved by National Assembly; and
3) The Committee marked the matter as resolved.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC
RESOURCES

Basis for Conclusion

28.Compliance with the Constitution

144)Article 204(1) of the Constitutionf Kenya requires that one half per cent (0.5%) of all
the revenue collected by the National Government each year calculated on the basis of
the most recent audited accounts of revenue received, as approved by the National
Assembly be paid into the Equadtion Fund. The total accumulated entitlement to the
Fund for the financial years 2011/2012 to 2016/2017 are estimated at Ksh.21.97billion as
at 30 June 2018. Aeview of the financial statemeritowever revealed that only
Ksh.12,400,000,000 or 56.4% hasdm appropriated and transferred to the Equalization
Fund Account.

145)Further, out of available funds amounting Ksh.12,400,000,000 that has been transferred
to the Fund Account, only Ksh.7,880,161,237 or 63.5% has been disbursed for projects
implementationthrough the MDAs in the Counties. The disbursed amount represent a
meagre overall performance of 36% against the estimated amount since the inception of
the Fund. The Fund Administration has cited delayed formulation of policies and project
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identificationcoupled by the legislative handled since inception. At that rate, the country
may not have achieved equality or bridged the gap between the rich and the poor region
as envisaged by the 20 years period as provided under Article 204(6) of the Constitution.

Submission by theAccounting Officer

146)The Accounting Officersubmitted that it was true the total accumulated entitlement to
the Fund for the financial years 2011 / 2012 @4 &2017 was estimated &6h.21.07
billion as at 30t h Jhat IK8h,12,4Q0MA0®00 hdstbéem al s
appropriated and transferred to the Equalization Fund Account out of which
KSh.7,880,161,237 has been disbursed for projects implementation through various
ministries and state departments

Committee Observations andrindings
147)The Committe®mbserved and fountthat:

1) There was a risk that the National Treasury as the administrator of the Fund may not
achieve the intended purpose of the Fund as contemplated in the Constitution since
there were delays in the implementation led Equalization Fund Appropriation Act
by the National Treasury;

2) TheNational Treasury might be strangling the Fund by deliberately denying it money
and slow policy and administrative sgi processes;

3) There wasan outstanding balance of KgB.1billion whch should be the total
entitlement into the equalization fund since inception. The national Treslsawd
allocate and transfer the monies to the Fund;

4) In addition, the Committee observed that the National Tredsayot put in place
measures to hastehe implementation of the Fund and recover the ten (10) years lost
so far; and

5) The matter therefore remained unresolved.

Committee Recommendations

148)The Committeeecommendethat
The CS for the National Treasuryshould, within three (3) of tabling and adoption
of this report, ensure that the right mechanism for implementation of the Fund is in
place and the outstanding entitlement balance dkSh.19.1 billion is budgeted for
and deposited into the Fund

149)The Committee observed that Paragraph 29 to Jawhulness and effectiveness in use
of public resources and effectiveness of internal controls, risk management and
governance were discussed and found as satisfactory.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC RESOURCES

Basis for Conclwsion
34.Non-Compliance with Requirements of Public Finance Management Act, 2012
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150)During the yearunder review, an amount of K4h050,000,000 was paid out of the
Contingencies Fund on 29th May 2018 for the purposes of supporting countrywide flood
responsesupporting flood victims and cash release to families affected by landslides.
However, it was noted that:

i) There was no documentary evidence availed to show that the Cabinet Sédrbtary
National Treasury submitted to Parliament a detailed report pece®f the above
payments and to subsequently seek Parliament to approve the payment(s). The lack of
parliamentary approval for such payments is contrary to Section 22 (1) of the PFM
Act, 2012.

i) The fund management did not avail any evidence to showhiba&tabinet Secretary
The National Treasury had presented an appropriation bill to Parliament for the
appropriation of the money paid and for the replenishment of the Contingencies Fund
to the extent of the payment made from the Fund. Lack of the ApgatioprBill/Act
referred to above is contrary to Section 22 (3) of the PFM Act, 2012.

iii) Contrary to the provisions of the Public Finance Management Act, 2012, Section
23(d) and (e), the management did not include in the statements, information whether
the funds so withdrawn were spent for the intended purpose or paid to persons who
were supposed to be paid.

151)The noncompliance with the Public Finance Management Act, 2012 on this matter puts
to risk the operations of the Contingencies Fund to the extenviespaid out and not
replenished. There is a danger therefore that in future the Fund may be exhausted
thereby failing to meet its mandate.

Submission by theAccounting Officer
152)The Accounting Officersubmitted thait was true an amount ¢fSh.1,050,0@,000 was

paid out of the Contingencies Fund on"28lay, 2018 to the State Department of

Interior to cater for humanitarian support extended to victims of flood tragedies.

However, we wish to confirm that the Cabinet Secretary submitted to Parliament a

detailed report in respect of the payments as stipulated in the PFM Act Section 22(1) as
per the attached documents.

i) The Cabinet Secretary presented to Parliament a statement on approval of payment
from the Contingency Fund.

i) As soon as the parliament hagproved the payment, the Cabinet Secretary shall
cause an appropriate Bill to Parliament to be introduced in Parliament for the
appropriation of the paid and for the replenishment of the Contingencies Fund to the
extent of the amount of the payment asRR& Act Section 22(1f3).

iii) The information on whether the person to whom the payment was given has spent
the Money for the purpose intended has been incorporated in the Financial
Statements.
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Committee Observations andrindings

153)The Committesbseved and foundhatthe explanation and documents provided by the
Accounting Officerhave been reviewed and verified by the Auditor General and the
matter is resolved.

154)The Committee observed that Paragraph 35 to 38 on lawfulness and effectiveness in use
of public resources and effectiveness of internal controls, risk management and
governance were discussed and found as satisfactory.

RURAL ENTERPRISE FUND
REPORT ON THE FINANCIAL STATEMENTS
Basis for Adverse Opinion

39.Unresolved Prior Years Matters
i) Unbanked Cash

155)The statement reflects unbkad cash balances totaling K3/848,895 brought forward
from 2012/2013 and earlier years. According to available information, the amount
comprises of Ksh.1,951,921 representing cash with District Commissionerss(Loan
Repaid); Ksh.108,840 being Cash with District Commissioners (Interest on Loans); and
Ksh.1,288,135 relating to cash in the District Commissioners miscellaneous deposit
account. Further, there was no evidence to confirm actusteace of the balance of
Ksh.3,348,895 at the District Commissioners Office. &ddition, the balance of
Ksh1,951,921 under District Commissioners (Loans Repaid)uded advances
amounting to Kst207,344 in form of I0Us issued from the Fund to some five officers
working atthe D st r i ct Commi ssionerds Office, Ki s
not, however, been surrendered as at 30 June 2014.

i) Unreconciled Balance
156)As was reported in the previous year, the statement of assets and liabilities for deposits
as at 30 June 2013 refted a debit balance of Ksh.1,828,388 in respect of the Fund,
while the Fund Accounts for the same year had reflected a balance of Ksh.397,908,774.
The significant difference of KsB96,080,387 between the two sets of records has not
been reconciled or exqahed since.

Submission by theAccounting Officer

157)The Accounting Officersubmitted that the Funds Statements reflects Wezhicash
balance totalindKSh.3,348,895 brought forward from F/Y 2012/2013 and earlier years.
This is made up of balances of KsB31,920.60, Ksh.108,839.70, and

Ksh.1,288,134.70 against Account Receivathlesane e 6 s, Cash wi t h
Repai d), Cash with D. C. (I'nterest on Loat
Deposit Account respectively. Alsincluded is an amount of K&7304+ in form of

| OU6s i1issued to five officers working at

F/Y 1997/1998 and which had not been surrendered as™afgdte 2014. Also, the
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Funds Financial Statement as at 30 June 2018 presented for audit ctmtiafiect a

total amount of Ksh.397,908,774.30 under financial assets made up of balances of
Ksh.394,559,879.30, KSh.,951,920.60, Ksh.108,839.70, and Ksh.1,288,134.70
respectively.

158)The National Treasury wrote to all District Accountants vide letterNReAG 13/027
Vol. 1 (79) dated 3rd March 2015 requesting them to return any monies held in their
Deposits Accounts that relates to Rural Enterprise Fund to enable us close the Funds
books of Accounts. The District Accountants responded giving the challehg
documentation relating to the Fund due to manual record keeping of that time.

159)This is a dormant fund and it is in the process of being wound up. The National Treasury
established a Taskforce on winding up of Dormant Funds including Rural Enterprise
Fund. The National Treasury sought and got legal opinion and recommendations from
the Attorney General vide his letter Ref. AG/CONF/6/E/170 VOL Il (5) of May
2019.

160)A cabinet Memorandum on winding of the fund vide letter Ref. No. MOF/AC/305C Vol.
2 (172) of 10" September 2019 was forwarded to the Attorney General and in reply vide
his letter Ref. AG/LDD/199/1/81 OF T9November 2019 he advised that draft
revocation orders be prepared on the fund. With the conclusion of the winding up, the
issues raisg by the Auditor will be addressed.

Committee Observations andrindings
161)The Committembserved and fountthat:
1) The matters will remain outstandingthese prior yearsntil the Ministry carries out
the winding up of the fund as per the legal notice riddf114" September 2012. The
National Treasury has established a Taskforce on winding up of Dormant Funds
including Rural Enterprise Fund;
2) TheAccounting Officerfailed to reconcile the balances required under the law within
the required timelines; and
3) The matter therefore remained unresolved.

The Committee in its report duly considered the matter in the FY 2016/2017 and a
recommendation made.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC RESOURCES
Basis for Conclusion

40.Winding up of the Fund

162)As was reported in the previous year, the Rural Enterprise Fundeas@smendedor
winding up through Legal Notice No. 97 dated 29 June 2012 as contained in a special
issue of the Kenya Gazette Supplement No. 119 of 14 September 2012 upon which, any
outstanding amounts in the Fund was to be paid into the Consolidated Fund. However,
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t he National Treasury has not yet <c¢closed
Notice and has continued to prepar aedtand
five years after the winding up decision was made. The financial statements presented
reflect balances brought forward whose accuracy and validity could not be vouched after
the winding up notice of the Fund.

163)Further, the Fund management has not idex\ any information on the progress made
since and the probable time when the process is expected to be completed.

Submission by theAccounting Officer

164)The Accounting Officersubmitted that the National Treasursd not yet closed Rural
Ent er pr i Boeks &f éetalidt slespite the winding up of the Fund vide Legal
Notice N0.97 dated 14th September 2012 and has continued to prepare and submit the
Funds Financial Statements for audit.

165)As referred to in Para.39 above, this is a dormant fund and ittlie iprocess of being
wound up. The National Treasury established a Taskforce on winding up of Dormant
Funds. The National Treasury sought and got legal opinion and recommendations from
the Attorney General vide his letter Ref. AG/CONF/6/E/170 VOL I1I(5) dthiMay
2019. A cabinet Memorandum on winding of the fund vide letter Ref. No.
MOF/AC/305C Vol. 2 (172) of 10th September 2019 was forwarded to the Attorney
General and in reply vide his letter Ref. AG/LDD/199/1/81 OF 19th November 2019 he
advised that éft revocation orders be prepared on the Fund. The revocation orders 2020
have been submitted to The Cabinet Secretary National Treasury & Planning for
approval and signature. With the conclusion of the winding up, the issues raised by the
Auditor will be addressed.

Committee Observations andrindings
166)The Committeembserved and fountthat:

1) The Committee observed thaththd made arecommendation in 2016/2017 that the
Cabinet Secretary for the National Treassinpuld within three (3) months of tabling
and adoption of its report for the FY 2016/17, finalize the winding up of the Fund and
submit the winding up report in line with the PFM Act and Regulation 209 of the
PFM (National Government) Regulations 201%he National Treasury has
established a Taskfoe on winding up of Dormant Fund$he Taskforce is yet to
conclude the process; and

2) The matter therefore rem&dunresolved.

The Committee in its report duly considered the matter in the FY 2016/2017 and a
recommendation made.

167)The Committee observetthat Paragraph 41 on effectiveness of internal controls, risk
management and governance were discussed and found as satisfactory.
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STATE OFFICERS AND PUBLIC OFFICERS MOTOR CAR LOAN SCHEME
FUND

REPORT ON THE FINANCIAL STATEMENTS
168)Unqualified Opinion

42.There were no material issues noted during the audit of the financial statements of this
Fund.

Emphasis of Matter

43.Failure to Commence Business

169)As was reported during the previous year, the State Officers and Public Officers Motor
Car Loan Scheme Fund wastablished in 2015 through Legal Notice no. 195 of 25
September, 2015 and pursuant to guidelines provided by Salaries and Remuneration
Commission on Car Loan benefit for state officers and other public servants in
December 2014. However, the fund mamaget has not undertaken any activities since
then but the National Treasury continues to transfer money to the fund account at the
Central Bak of Kenya which stood at Ksh472,500,000 as at 30 June 2018. However,
the cash balance has been confirmed tsteand safe, this amount could have been
utilized for other more deserving cases in government while the National Treasury
continues to develop or create an enabling

Submission by theAccounting Officer

170)The Accountng Officersubmitted that the State Officers and Public Officers Motor Car
Loan Scheme Fund was established in 2015 through the legal notice no. 195 of 25th
September 2015 and pursuant to guidelines provided by the Salaries and Remuneration
Commission on @r Loan Benefits for State Officers and the Public Servants in
December 2014. As at 30th June, 2018 the Fund Account at Central Bank of Kenya
stood atKSh.3,472,500,000/= which had not been utilized.

171)it took some time to establish an Advisory Board to and procure the financial
institution to manage the Fundds account s.
Kenya Commercial Bank was procured to manage the Car Loan Scheme vide authority
letter Ref. AG.3/88/1Vo0l.21/(40) dated 3rd October 2018.

172)The advisory Board started with a pilot scheme targeting 50 applicants and eighteen (18)
officers applied for loans totalingSh.48,534,586/and already the eighteen 18 officers
have benefitted from the loan scheme.

Committee Observations andrindings
173)The Committesbserved and fountthat, in its report of 2016/2017, kadrecommended
that the Cabinet Secretary, the National Treasinyuld within three (3) months of
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tabling and adoption of its report for the FY 2016/17, roll out the Fund to the Stat

Officers and Public Officers in order to achieve the objective of providing motorcar
loans to the civil servants. If this is not possible, withdraw all the money plus interest
deposited at KCB and appropriate money into the exchequer.

44.Difference betwea Trial Balance and the Financial Statement

174)The statement of receipts and payments of the fshdws a receipt figure of
Ksh637,500,000 being transfers from Government. The Trial balance presented on the
other hand reflects transfers from Government &gof Ksh.647,300,000, which is in
agreement with the General Ledger but differs with the statement aptresoed
payments figure by Ksf,800,000. Although the management basfirmed that indeed
onlyKsh6 37, 500, 000 was r ecei ntedexplanation has beBrund 6 s
provided for the difference. Further, no reconciliation has been carried out between the
two records

Submission by theAccounting Officer

175)The Accounting Officer submitted that the Trial Balance reflected a figure of
Ksh.647,300000f as transfers from the government whereas the amount received in the
fund bank account was Ksh.637,500,00@kulting to a difference of Ksh.9,800,000/
All Cabinet Secretaries on appointment and as per their terms and condition of service
are entiled for a taxable car grant allowance KBh.14million after every four years
while in office. The difference of Ksf,800,000 is the payment to Mr. Henry Kiplagat
Rotich for a car grant allowance he applied and paid from the budget of this Fund. This
has been amended with a Journal Entry being posted to the relevant economic budget
Item to correct the anomaly.

Committee Observations andrindings

176)The Committeeobserved and foundhat the explanation and the journal voucher
provided by théAccounting Qficer to correct the erroneous posting have been reviewed,
verified and are satisfactory and therefore marked the matter resolved.

177)The Committee observed that Paragraph 45 and 46 on lawfulness and effectiveness in
use of public resources and effectivemeof internal controls, risk management and
governance were discussed and found as satisfactory.

GOVERNMENT CLEARING AGENCY FUND
REPORT ON THE FINANCIAL STATEMENTS

Basis for Disclaimer of Opinion

47.Accuracy and Presentation of Financial Statements

47.1Failure to maintain Proper Books of Accounts

178)The statement of reg#s and payments reflects K8B,586,330.00 as receipts for the
year ended 30 June 2018. The receipts have not been supported with verifiable primary
documents. In the absence of such funelatal records and supporting documents, the
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accuracy and validity of the balances indicated in the financial statements cannot be
confirmed.

Submission by theAccounting Officer

179)The Accounting Officersubmitted that Government Clearing Agency (GCA) Fused
to operate under the Ministry of Finance Deposit bank account and not as a separate
account. Bank reconciliation statements for the deposit account for the National
Treasury used to incorporate GCA transactions. Following the observation of the
Auditor that the Financial Statements Fund for the Fund be prepared separately, The
National Treasury was ready to effect the recommendation but from 1st July 2019 the
Agency transferred to the Ministry of Transport, Infrastructure, Housing, Urban
Developmenand Public Works as per Executive Order No.2 of 2018.

Committee Observations andrindings
180)The Committe®mbserved and fourtthat:

1) The Accounting Officerdid not provide any evidence to show that the Ministry has
implemented the recommendations containedh& audit report of 2016/2017, the
issue remains as an outstanding matter;

2) The Accounting Officerdid not the current status of the GCA Fund in relation to
ensuring that the revenue collected is factored in the budget of the National Treasury;

3) Thedisclaimer of opinion issued by the Audit@eneral was an indicator of serious
material breach of the measures to protect public funds in the PFM Act, 2012;

4) In addition, theAccounting Officerbreached Section 68 (2) (b) of the PFM Act, 2012
by failing to pre@re proper books of accounts that conforms to basic structure of
government accounts; and

5) The matter therefore remained unresolved.

47.2Use of Budget as a Control Tool

181)Contrary to the International Public Sector Accounting Standards IPSAS para. 1.9.8 on
Presentation of a Comparison of Budget and Actual Amounts, management did not
include the statement of comparison of budget and actual amounts. However, a review of
t he National Treasury budget indicated tha
underthe Head 1071009000. However, it was noted that no Appropratard or
revenue was budgeted for and there was no designated officer as a receiver of revenue
from the agency operation. In the absence of any revenue or Approphatih
budget compoent in the National Treasury Approved Estimates, the Agency
commercial operations are not budgeted for and thus the revenue collected is not under
the control of the National Treasury.

Submission by theAccounting Officer

182)The Accounting Officer submitted that the National Treasury did not include the
Statement of Comparison of budget and actual amount because The Agency was
budgeted for as a Department of the National Treasury under HeaeDQ9Y¥land not
has an independent entity.
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183)The Auditors observethat The National Treasurghouldhave budgeted the funds as
AppropriatiortIn-Aid but from 1st July 2019 the Agency was transferred to the Ministry
of Transport, Infrastructure, Housing, Urban Development and Public Works as per
Executive Order No.2 of 2B. However, the Agency used to operate with the following
internal controls:

i) GCA is headed by an Ag. Director who oversees its operations and often prepares
reports to thé\ccounting Officer

i) The Agency is audited by dlaternalMuditorsst r y 6 s
based at Mombasa office;

iii) Relevant accounting records are maintained by the Agency. These include
cashbooks, general ledgers, official receipts, payment vouchers, bank statements,
et.c.

iv) Cash board of survey is conducted after evadya financial year.

v) Bank reconciliation statements for GCA Mombasa are prepared on monthly basis

Committee Observations andrindings
184)The Committembserved and fountthat:

1) The Accounting Officerhas not given any evidence to show that the Ministry has
implemented the recommendations contained in the report of 2016/2017. The auditor
in their report are indicating that there were no primary document kept for the agency;

2) The CS National Treasury failed to designate receiver of revenue for the Fund as
required under Section 75 of the PFM Act, 2012; and

3) The matter therefonremairedunresolved.

Committee Recommendation

185)The Committe@ecommendethat
The Committee in its report duly considered the matter in the FY 2016/2017 and a
recommendation made.

47 .3Failur e to Execute Mandate

186)As was reported in the previous year, a review of the Agency operations manual
reveal ed that the Agencyb6s functions are
documents from Government ministries/departments/state corporatidngreparation
and processing of imports/exports, warehousing and transport documents through
customs, port authorities, shipping, transport, insurance adantierwriters) including
banks and cargo surveillance agents; among other services. Only & pegntage of
Ministries, Departments and Agencies, MDAs businesses are cleared by the Agency
while the rest of the government importation business is taken by private companies and
individuals in the industry.

Submission by theAccounting Officer

187)The Accounting Officer submitted that the Government Clearing Agency was
responsible for receiving of clearance/shipping documents, preparation and processing of
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imports/exports, warehousing and transporting of goods for other Government
Ministries/DepartmentsAgenci es ( MDAs) who sought the /

188)The National Treasury vide Circular No.Conf.1/08A/ (44) dated 16th April, 2007
encouraged MDAOG6s to consult GCA for advi ce
the actual shipment of goods is donewéver, due to liberalization of the economy, it is
not mandatory for MDAs6 i mported goods to
nevertheless continued to clear Government security and strategic goods.

Committee Observations andrindings
189)The Committe observedhat
1) There was dire need for the National Treasury to review the policy of Government
clearing services to include all Government Institutions; and
2) The matter therefore rem&dunresolved.

Committee Recommendations

190)The Committe@ecommendethat
The Cabinet Secretaryfor National Treasury should make recommendations to
the Cabinet to provide a policy to ensure that aljovernmentinstitutions use the
Government Clearing Agency for their clearing services.

48.Prior Year Matters

i) Unsupported Long Outstanding Balances

191)As was reported during the financial year 2016/2017, the statement of assets and
liabilities as at 30 June 2018 reflect a balance brought forward of Ksh.300,931,776 and
Ksh.52,973,897 under Accounts ReceivablesDebtors and Accous Payables-
Creditors respectively. However, these balances have not been supported with verifiable
records and documents. The accuracy, completeness and validity of the balances cannot
be ascertained. Furthe t he debt o 1380831GF7% wanet of@a TearbinceK s h .
Account balance of KsB54,000,000 which had also not been supported with any
verifiable documents making it difficult to ascertain what it represents.

i) Unsupported Fund Balance

192)The statement of assets and liabilities reflects a Fuaddnbe broughforward (Old
Account) of Ksh247,957,879 which, as in the previous instance, has not been supported
with verifiable documents. As a result, the accuracy and validity of the balances cannot
be confirmed.

iii) Cash and Cash Equivalent

193)The statemat of assets and liabilities and statement of cash flow for the year ended 30
June 2018 reflected a cash and cash equivalent closing balance of Ksh.72,435,965. A
review of theCashbooland Bank reconciliation statements for Mombasa branch as at 30
June 20T had revealed that the Agency branch ladclosing cash balance of
Ksh56,352,095 which was excluded from the cash balance disclosed in the financial
statements.

45



Submission by theAccounting Officer

194)The Accounting Officersubmitted that the StatemerftFinancial position as at 30 June
2017 for the Government Clearing Agencyund reflects balances of
KSh.300,931,776.15 andSh.52,973,896.80 under Accounts Receivabl&ebtors and
Accounts Payables-Cr edi t or s respectively. 6furt her
KSh300,931,776.15 is net of a clearance Account balank&h654, 000,000 that have
not been supported with relevant analysis and verifiable documents.

195)These unsupported old balances have been carried forward for many years and are
historical balanes that affects the whole Government. The National Treasury formed a
taskforce on the winding up of Dormant Funds and address issues of old balances
appearing in Ministriesd books of Accounts

196)A cabinet Memorandum on wdimg of the fund vide letter Ref. No. MOF/AC/305C Vol.
2 (172) of 18 September 2019 was forwarded to the Attorney General replied vide his
letter Ref. AG/LDD/199/1/81 OF 1November 2019. The Attorney General advised on
the way forward on winding up afie Fund and The National Treasury is implementing
the recommendations. The revocation order 2020 have been submitted to The Cabinet
Secretary National Treasury & Planning for approval and signature. With the conclusion
of the winding up, the issues raisby the Auditor under items (i) (ii) and (iii) will be
addressed.

Committee Observations andrindings

197)The Committeeobserved and founthatit had made arecommendation in 2016/2017
that the Cabinet Secretary for the National Treastguldwithin three (3) months of
tabling and adoption of its report for the FY 2016/17, finalize the winding up of the Fund
and submit the winding up report in line with the PFM Act and Regulation 209 of the
PFM (National Government) Regulations 20T&e National Treasurlgas established a
Taskforce on winding up of Dormant FundBhe Taskforce is yet to conclude the
process; aththereforelie matteremairedunresolved.

Committee Recommendation

198)The Committeeecommendedhat
The Cabinet Secretary, National Treasuryshauld, within three(3) months of
tabling and adoption of this report, review the operations of the GCA and the
Fund to determinethe reasons for the breach due to disclaimer of opinion by the
Auditor -General and assess its financial state as stipulated $ection 95 of the
PFM Act, 2012.

199)The Committee observed that Paragraph 49 and 50 on lawfulness and effectiveness in
use of public resources and effectiveness of internal controls, risk management and
governance were discussed and found as satisfactory.
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TREASURY MAIN CLEARANCE FUND
REPORT ON THE FINANCIAL STATEMENTS

Basis for Qualified of Opinion

51.Winding up of the Fund

200)The Treasury Main Clearance Fund has not been in operation for a long a long time.
Consequently, the Public Accounts Committeestsitting made recommendations for
the Fund to be wound up among other dormant Funds. However, over the years and
despite the recommendations from the Public Account Committee, the National Treasury
is yet to close the Funuduédsto ppepacekasd submittieec c o ur
Funddés financi al statements for audit. The
forward, whose accuracy, existence and validity could not be vouched.

Submission by theAccounting Officer

201)The Accounting Officer submitted that the Treasury Main Clearance Fund was
established wunder the Revised Financi al C
supply systemd 8.1.3 section C in the EXCc
overseas payments in foreign currency igpeet of Government Imports and Pension
payments through crown agents in United Kingdom. This is a dormant fund and it is in
the process of being wound up. The National Treasury established a Taskforce on
winding up of Dormant Funds including Treasury &bnce Fund. The National
Treasury sought and got legal opinion and recommendations from the Attorney General
vide his letter Ref. AG/CONF/6/E/170 VOL II (5) of 17th May 2019.

202)A cabinet Memorandum on winding of the fund vide letter Ref. No. MOF/AC/308IC V
2 (172) of 10th September 2019 was forwarded to the Attorney General and in reply vide
his letter Ref. AG/LDD/199/1/81 OF 19th November 2019 he advised that draft
revocation orders be prepared on the fund. The revocation order 2020 have been
submittedto The Cabinet Secretary National Treasury & Planning for approval and
signature.

203)With the conclusion of the winding up, the issues raised by the Auditor under Para 51
and 52items (i) (ii) and (iii) will be addressed.

Committee Observations andrindings

204)The Committeeobserved and founthat it had recommendedn 2016/2017 that the
Cabinet Secretary for the National Treasshpuld within three (3) months of tabling
and adoption of its report for the FY 2016/17, finalize the winding up of the Fund and
stbmit the winding up report in line with the PFM Act and Regulation 209 of the PFM
(National Government) Regulations 201Bhe National Treasury has established a
Taskforce on winding up of Dormant FundBhe Taskforce is yet to conclude the
process; anthe matter therefore remadunresolved.
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52.Prior Years Matters

i) Accounts Receivable Debtors

205)As was reported during the 2016/2017 and earlier years, the statement of assets and
liabilities as at 30 June 2018 reflects an accounts receideblers balare of
Ksh.12,503,607,446 out of which Ksh.2,332,170,394 had not been analyzed.
Consequently, the completeness and accuracy of the balance could not be ascertained.
Further, the balance of Ksh. 12,503,607,446 has been outstanding for a long period of
time. No progress has been made towards the recovery of the debts, which have been
due for many years.

if) Accounts Payablg Creditors

206)Similarly, as was reported during the previous year, the statement of assets and liabilities
of the Treasury Main Clearance FuAdcount as at 30 June 2018 continue to reflect an
accounts payablecreditors balance of Ksh.12,490,478,941 which included amounts of
Ksh.523,686 under PMG special account, Ksh.2,285,511,054 under advance deposits,
Ksh.29,963,831 under advance deposhinistry of Information and Communications
and Ksh.93,455 under JCF interest, all brought forward from 2016/2017 and earlier
years. However, and as reported in the previous years, these amounts have not been
analysed or supported with relevant documents.

207Consequentl vy, t he compl eteness and accu
Ksh.12,490,478,941 as at 30 June 2018 could not be ascertained.

iii) Deficit Balance Brought Forward

208)In addition, and as was reported during the previous year, the statement ofiadsets
liabilities as at 30 June 2018 also reflects a net financial position (closing fund balance)
of Ksh.13,128,505 which constitute a deficit brought forward of Ksh.871,495 and fund
balance brought forward of Ksh.14,000,000 that have not been recofidikedbalance
as reflected in the statements of financial position without proper reconciliation cast
doubt on the accuracy of the Treasury Main Clearance Fund statement.

Submission by theAccounting Officer

209)The Accounting Officer submitted that the Treasu Main Clearance Fund was
established wunder the Revised Financi al C
supply systemdéd 8.1.3 section C in the EXxc
overseas payments in foreign currency in respect of Governmgatrts and Pension
payments through crown agents in United Kingdom.

210)This is a dormant fund and it is in the process of being wound up. The National Treasury
established a Taskforce on winding up of Dormant Funds including Treasury Clearance
Fund. The Mtional Treasury sought and got legal opinion and recommendations from
the Attorney General vide his letter Ref. AG/CONF/6/E/170 VOL Il (5) of 17th May
2019. A cabinet Memorandum on winding of the fund vide letter Ref. No.
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MOF/AC/305C Vol. 2 (172) of 10th éptember 2019 was forwarded to the Attorney
General and in reply vide his letter Ref. AG/LDD/199/1/81 OF 19th November 2019 he
advised that draft revocation orders be prepared on the fund. The revocation order 2020
have been submitted to The Cabinet SecyetNational Treasury & Planning for
approval and signature.

211)With the conclusion of the winding up, the issues raised by the Auditor under Para 51
and 52 items (i) (ii) and (iii) will be addressed.

Committee Observations andrindings
212)The Committembsened and foundhat
1) It hadrecommendedin the FY 2016/201%eportthat the Cabinet Secretary for the
National Treasurghouldwithin three (3) months of tabling and adoption of its report
for the FY 2016/17, finalize the winding up of the Fund and submeitwinding up
report in line with the PFM Act and Regulation 209 of the PFM (National
Government) Regulations 2015;
2) The National Treasury has established a Taskforce on winding up of Dormant Funds
The Taskforce is yet to conclude the process; and
3) The médter thereforeemairedunresolved.

213)The Committee observed that Paragraph 53 and 54 on lawfulness and effectiveness in
use of public resources and effectiveness of internal controls, risk management and
governance were discussed and found as satisfactory

DONOR FUNDED PROJECTS
FINANCIAL SECTOR SUPPORT PROJECT (IDA CREDIT NO.5627 i KE)
REPORT ON THE FINANCIAL STATEMENTS

214)Unqualified Opinion
55.There were no material issues noted during the audit of the financial statements of this
Project.

REPORT ON IAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC RESOURCES

Basis for Conclusion
56.Compliance with the Public Procurement and Assets Disposal Act 201Publication
of Contract Awards and Management (termination)
215)Examination of records maintained by the projeeinagement revealed that the project
awarded severalontracts valued at above KS[000,000 and did not issue a quarterly
report on the contracts, contrary to the provisions of Section 138 (2) of the Public
Procurement and Assets Disposal Act, 2015. &im@m, the project management has
indicated that the National Treasury and Planning is the procuring entity as prescribed in
the Act and thus the entity that reports to Public Procurement Regulatory Authority. The
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Project has solely relied on the Nationakdsury to submit the requisite reports to
Public Procurement Regulatory Authority. It is the responsibility of the project
management to be proactive to cause and ensure its operations complies with the
existing regulations.

Submission by the AccountingOffice

216)The Accounting Officer submitted thatthe National Treasury and Planning is the
procuring entity as prescribed in the Act and thus the entity that reports to PPRA. The
Project Implementation Unit, as currently set up, procures through the Heaty Sup
Chain Management Services with the approval fromAbeounting Officerincluding
processing of both contract award and signing. Thus, the Project has relied on the
National Treasury to submit the requisite reports to PPRA. PIU takes note that at the
time the Auditors went to Supply Chain Management Services for the verification of the
reporting requirements to PPRA, the reports were not available at the National Treasury.
Subsequently, PIU embarked on preparing and submission of quarterly repdms to t
Head Supply Chain Management Services for consolidation for PPRA as per Circular
No0.1/2016.

Committee Observations andrindings
217)The Committembserved and founithat

1) It was necessary for theccounting Officerfor the National Treasury to help thelPI
to build capacity in order to ensure that the project isrsélint when it comes to
procurement issues;

2) The Accounting Officerdid not ensure that the project issues quarterly report on the
contracts in line with the provisions of Section 138 (2) RPR015. It was the
responsibility of the project management to be proactive to cause and ensure its
operations are in compliance with the existing regulations; and

3) The explanation by thAccounting Officerwas satisfactory and therefore the matter
is reolved.

218)The Committee observed that Paragraph 57 to 60 on lawfulness and effectiveness in use
of public resources and effectiveness of internal controls, risk management and
governance were discussed and found as satisfactory.

INFRASTRUCTURE FINANCE AND PUBLIC PRIVATE PARTNERSHIP
PROJECT - IDA CREDIT NO. 51570 KE

REPORT ON THE FINANCIAL STATEMENTS
Unqualified Opinion
61. There were no material issues noted during the audit of the financial statements of this

Project.

REPORT ON LAWFULNESS AND EFFECTIVENES IN USE OF PUBLIC RESOURCES
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Basis for Conclusion

62.Compliance with the Public Procurement and Assets Disposal Act, 201b
Publication of Contract Awards and Termination

219)Contrary to the provisions of Section 138 (2) of Public Procurement and Asspts#is
Act, 2015 the project management awarded Tender No. IFPPP/PPPU/W/NCB/62/2016
2017 and Tender No IFPPP/KNH/34/202617 at a contract price of Ksh.97,000,000
and USD 997,716 (approximately Ksh.101 million) respectively all valued above
Ksh.5,000,000 @t did not report or issue a quarterly report. Similarly, the Project
management  terminated a  procurement process on  Tender  No.
IFPPP/PPPU/NCB/03/2017/2018 but failed to notify the Public Procurement Regulatory
Authority as provided for in the law.

Submission by theAccounting Officer

220)The Accounting Officer submitted that The National Treasury and Planning is the
procuring entity as prescribed in the Act and thus the entity that reports to PPRA. The
Project Implementation Unit, as currently set up, presuthrough the Head Supply
Chain Management Services with the approval fromAbeounting Officerincluding
processing of both contract award and signing. Thus, the Project has relied on the
National Treasury to submit the requisite reports to PPRA. Bkgst note that at the
time the Auditors went to Supply Chain Management Services for the verification of the
reporting requirements to PPRA, the reports were not available at the National Treasury.
Subsequently, PIU embarked on preparing and submissiguoiasterly reports to the
Head Supply Chain Management Services for consolidation for PPRA as per Circular
No.1/2016.

Committee Observations andrindings
221)The Committembserved and founithat

1) It was necessary for theccounting Officerfor the National Teasury to help the PIU
to build capacity in order to ensure that the project isrsélint when it comes to
procurement issues;

2) The Accounting Officerdid not ensure that the project issues quarterly report on the
contracts in line with the provisionsf Section 138 (2) PPDA, 2015. It was the
responsibility of the project management to be proactive to cause and ensure its
operations are in compliance with the existing regulations;

3) The Accounting Office failed to ensure the project management repdnes
termination of procurement process for tender No: IFPPP/PPPU/NCB/03/2017/2018
and whether the termination led to incurring of fines and penalties; and

4) The explanation and submission by tAecounting Officerwere satisfactory and
thereforeThe matter b resolved

222)The Committee observed that Paragraph 63 on effectiveness of internal controls, risk
management and governance was discussed and found as satisfactory.
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PUBLIC FINANCIAL MANAGEMENT REFORMS PROGRAM
REPORT ON THE FINANCIAL STATEMENTS

Unqualified Opinion
64.There were no material issues noted during the audit of the financial statements of this
Program.

Emphasis of Matter

65.Budget Control and Performance

223)The statement of comparison of budget and actual amount reveals that the project
utilized an amount of Ksh.226,949,389 or about 17% of budgeted figure of
Ksh.1,306,157,406, resulting to an under expenditure of Ksh.1,079,208,017 which
represents 83% of the budgeted expenditure. Consequently, the Program could not have
implemented all programmeasnd work plans fully as approved in the budget thus
delaying provision of services to the citizens.

Submission by theAccounting Officer

224)The Accounting Officersubmitted that The statement of comparison of budget and
actual amount reveals thatetiproje¢ had a budget dkSh.1,306,157,406.00 while the
actud expenditure amounted #Sh.226,949,388.65 resulting an under expenditure of
KSh.1,079,208,017.00 which represents 83% of the budgeted expenditure. The under
expenditure was due the additiort&bh.1billion under a new Programme GESDeck
provided in Supplementary Estimates no.2 that was approved by Parliament in late June.

Committee Observations andrindings
225)The Committembserved and founithat
1) The under expenditure was due the additidg<@h. 1billion under a new Programme
GESDeck provided in Supplementary Estimates no.2 that was approved by
Parliament in late June.
2) The PFMReformStrategy 2018023 does not include the National Assembly as one
of the beneficiary institution in implementation oéthrogramme;

Committee Recommendations
226)The Committeeecommendethat

1) The CS National Treasury should ensure that no supplementary budget
estimates is submitted to Parliament later than two months before the close of
the affectedfinancial year;

2) Sectim 44 of the PFM Act, 2012 should be amended to provide that
supplementary budget estimates is submitted to Parliament not later than two
months (60) days before the close of the financial year; and

3) The CS for the National Treasuryshould, within three (3) months of tabling and
adoptions of this report, initiate a review of the PFM Reform Programme to
include the watchdog Committees of the National Assembly and Senate, the
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Office of the Auditor-General, the Controller of Budget in its capacity building
programme component.

Other Matter

66.Human Capacity Shortfalls

227)It was noted that during the review of the PFMR Organizational Structure, the position
of Communication Specialist, Human Resource Specialist (ICT administrator in acting
capacity) and Legal Spedigt remained vacant during the financial year under review.
PFMR project calls for a well empowered and appropriately skilled Secretariat in all
areas spelt out in its staff establishment and thus due to the human capacity shortfalls,
the programme faceshallenges in meeting its mandate, objectives and service delivery
to the citizens. Officers holding positions in acting capacity may not have the necessary
skills/competencies to achieve the desired goals of the project.

Submission by theAccounting Officer

228)The Accounting Officer submitted thatThe Public Financial Management Reforms
Programmis organizational structure as espoused in the Public Financial Management
Reform Strategy (2032018) gives its staff establishment at the PFMR Secretariat,
which shoulde mpower with appropriate skilled pel
mandate and objectives are mEte auditor noted that during the review of the PFMR
Organizational Structure, the following key positions remained vacant during the
financial yeamunder review:

i. ~ Communication Speciali$tvacant during the year under review
i. HR Specialist vacant during the year under review (ICT administrator in acting
capacity)

iii.  Legal Specialist vacant during the year under audit

229)The Communication specialist ptien fell vacant during the year under audit and the
programme was in the process of recruitment while the legal specialist position
advertised but no applications received. On the other hand, the Human Resource
Specialist recruited but the candidate didt take up the job. The Programme is
following up on the process of recruitment to ensure substantive human resource gaps
addressed. All the staff subsequently recruited.

Committee Observations andrindings
230)The Committesmbserved and founithat
1) The Pogramme was lacking competent staff such as ICT and legal specialist while
other key positions were also vacant;
2) The explanations by théAccounting Officer and the submissions adequately
addressed the issue and therefidne matter be resolved

231)The Commitee observed that Paragraph 67 and 74 on lawfulness and effectiveness in
use of public resources and effectiveness of internal controls, risk management and
governance were discussed and found as satisfactory.
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STUDY AND CAPACITY BUILDING FUND PROJECT (SC BP) NO. CKE 6015 01K
AFD FRANCE

REPORT ON THE FINANCIAL STATEMENTS
Basis for Qualified Opinion

75.Budgetary Control and Performance

232)The statement of budget and actual amount reveals that the Study and Capacity Building
Fund projet had budgeted recegpibf Ksh8,000,000 as proceeds from Domestic and
Foreign Grantdut only received Ksh,472,100 resultingot an unrealized receipt of
Ksh.3,527,900 or 44.1% of the budgeted amounts. The management has indicated that,
the Development Partner made Direct fawts for training in favour of staff amounting
to Ksh.4,137,140 but the same was omitted in the financial statements. The financial
statement therefore do not fully disclose the operation of the project during the year.

Submission by theAccounting Officer

233)The Accounting Officer submitted that the Statement of budget and actual amount
reveals that Study and Capacity Building Fund Projeatl budgeted receipts of
KSh.8,000,000.00 as proceeds from Domestic and For&gmts but only received
KSh.4,472,10000 resulting taan unrealized receipt Sh.3,527,900.00 or 44.1% of the
budgeted amounts. This under expenditure attributed to the fact that during the year
under review, the Development Partner made Direct Payments for tramnofgstaff
amounting ® KSh.4,137,140.00 but did not provide expenditure returns for capture as
per the attached draw down requests to the Development Partner. This is 100%
utilization.

Committee Observations andrindings
234)The Committeembserved and founithat
1) The AccountingOfficer did not provide the necessary documentation to support the
explanations provided,;
2) The Accounting Officerdid not give reasons for the direct payments for training in
favor of staff amounting to Ksh.4,137,140; and
3) The matter therefore remained wukred.

Committee Recommendation

235)The Committeeecommendethat
The Accounting Officer should, within three (3) months of tabling and adoption of
this report, submit to the Auditor-General all the necessary supporting documents
for audit review and reporting in the subsequent audit cycle.

76.Non-compliance with Procurement Laws and Procedures
236)During the year under review, the project made payments amounting to Ksh.2,565,000 in
respect to an appointment of the technical assistant for contract dated 1stbsovem
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2017 for provision of consultancy services. A review of the procurement process
revealed that the procurement was not done as per the provisions of the procurement
laws and regulations. In particular, it was noted that the selection process was not
conpetitive as required by section 124(1) and (2) of the Public Procurement and Assets
Disposal act, 2015. It was further noted that the selection of the technical assistant was
based on his prior experience in the Resource Mobilization Department basesl on th
initial procurement process which had been done in 2012, over four years ago as
opposed to commencing the procurement process as prescribed by the law upon the
expiry of the prior contract. This situation may have compromised the quality of the
consultacy services rendered due to lack of a competitive process thus impairing
effective service delivery to the public.

Submission by theAccounting Officer

237)The Accounting Officersubmitted that during the year under review, the project made
payments amountingp Ksh.2,565,000.00 in respect to an appointment of the technical
assistant for contract dated 1st November 2017 for provision of consultancy services. A
review of the procurement process revealed that the procurement was not done as per the
provisions ofthe procurement laws and regulations. In particular, it was noted that the
selection process was not competitive as required by section 124(1) and (2) of the Public
Procurement and Assets Disposal; Act, 2015. The selection of the technical assistant
basedon the initial procurement process, which had been done in 2012, over four years
ago as opposed to commencing the procurement process as prescribed by the law upon
the expiry of the consultancy services rendered due to lack of a competitive process thus
impairing effective service delivery to the public. The Technical Assistant in question
had been procured competitively to cover the peridtli@e 2012 to 26th October 2017
under Aid Effectiveness Program. Before expiry of the running contract, a ot®hj
to renew the Contract was sought and approved by the Development.Pahteesfore,
there was no need for new procurement process to be done.

Committee Observations and Finding
238)The Committembserved and founithat

1) The explanation and documemisovided by theAccounting Officerwere reviewed
and verified by the Auditor General. However, the National Treasury has not fully
explained why the procurement process was not commenced for the competitive
filling of the position after expiry of the inl contract on 28 October 2017;

2) The Accounting Officerdid not ensure that the recruitment process for the technical
assistant was competitive as provided under Article 227 of the Constitution and
Section 124(1) and (2) of the PPDA, 2015; and

3) The mattetherefore remained unresolved.

Committee Recommendation

239)The Committeeecommendethat
The Accounting Officer should in future ensure that there is foresight in
management of technical assistant staff and a competitive recruitment process done
well in advance before expiry of contracts.
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240)The Committee observed that Paragraph 77 and 78 on lawfulness and effectiveness in
use of public resources and effectiveness of internal controls, risk management and
governance were discussed and found as satisfactory.

TECHNICAL SUPPORT PROGRAMME (TSP)
REPORT ON THE FINANCIAL STATEMENTS
241)Unqualified Opinion

79.There were no material issues noted during the audit of the financial statements of this
Programme.

Other Matter

80. Dormant Accounts

242)The Project maintains twiocal currency Acaants with bank balances of K4h136,902
and Ksh.359 respectively as at 30 June 2018. No deposits or withdrawals have been
made for the last two financial years. The explanation ngitleat the balance of
Ksh1,136,902 in one of the amgnts was insufficient to be paid back to European
Commission owing to ineligible expenditure was not supported by documentary
evidence. Further, continued maintenance of the dormant accounts exposes the
programme to risk of loss of funds.

Submission by he Accounting Officer

243)The Accounting Officer submitted that The Project maintains two local currency
accaints with bank balances of K4i136,902.00 and Ksh.359.00 respectively as at 30th
June 2018. No deposits or withdrawals have been made for the ¢aBb&ncial years.
Technical Support Programme has two accounts at thep€a@tive Bank, which are
currently inactive for the following reasons:

i. Bank Account N0.01141419783101KSh.1,136,942.15
244)As explained during the exit meeting, the balance refieofeKsh.1,136,942.15 is part
of an amount of Ksh.2,408,000.70 (Ksh.2,386,522.00 plus interés$o21,478.70 as
at 27.03.2017) that EU is seeking to be refunded as unspent balances and Ineligible
Expenditure. The ineligle expenditure amount to Kd4hi271,057.85 being that
expenses on production of the Blue Book and Video Documentary whose expenditure
incurred and supervised by the EU delegation. The National Treasury however in
various communications to EU refuted the declaration of the expenditumeliggble.
Thus, since the deamd note for the refund is K&408,000.70 National Treasury is
unable to finalize the transfer until this matter is settled between the two parties. In light
of the above, the account will remain in operation and wiltlbsed once the issues are
resolved. There was correspondence between the EU and the National Treasury.
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ii. Bank Account N0.01141419783100KSh.359.05
245)The account will be closed after the issues in (i) above are resolved.

Committee Observations andrindings
246)The Committembserved and founithat

1) The explanations and documents given byAbeounting Officerthave been reviewed
and verified by the Auditor General. However, the matter still requires action from the
part of the National Treasury and the dotwgive the current status on the dormant
accounts;

2) The duration théwo accounts have remained dormant and the interest earned on them
was not provided.The amount of Ksh.15million may be insignificant to the
European Commission but a very significamount to earn adequate interest in the
banks; and

3) The matter therefore remained unresolved.

Committee Recommendation

247)The Committeeecommendethat
The Accounting Officer should ensure that the issue is resolved between the
National Treasury and EU.

81.Non-disclosure of Pending Bills

248)The statement of receipts and payments for the period ended 3QULeeflects a
figure of Ksh48,832,274 under use of goods and services. Examination of records
maintained by the management revealed that the expenditatesrto a single payment
made to an international company. The payment voucher appears to have been processed
in June 2017 during the previous financial year but the same had not been disclosed as a
pending bill as at 30 June 2017. Failure to disclogeetkpenditure as pending bills
implies that the financial statements for the year ended 30 June 2017 did not reflect
fairly the operations of the project for the period then ended.

Submission by theAccounting Officer

249)The Accounting Officersubmitted thathe statement of receipts and payments for the
period ended 30June2018 reflects a figure of Ks#8,832,274.00 under use of goods
and services. The payment relates to M/S Proman, whose Service Contract was for the
period F' March 2012 to B Septembe 2016, and the final invoice from the service
provider was to be processed during the 2016/17 Financial Year. The last invoice was
received in May 2017 but did not have supporting documents causing delay in payments
until July 2017. It was an omissioa declare the pending bill and this will not occur in
future.

Committee Observations andrindings
250)The Committembserved and founithat
1) The last invoice was received in May 2017 but did not have supporting documents
causing delay in payments until J@917; and
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2) The matter was an omission on the part of the National Treasury

Committee Recommendation

251)The Committeeecommendethat
The Accounting Officer should always ensure that the records are reconciled and
analyzed with necessary supporting documes are submitted to the Auditor
General in compliance with provisions of Section 68(2) of the PFM Act 2012 and
that complete financial and accounting records are presented to the Auditer
General pursuant to the provisions of Article 229 of the Constitutiorof Kenya 2010
and Section 68(2k) of the PFM Act 2012

252)The Committee observed that Paragraph 53 to 104 on lawfulness and effectiveness in
use of public resources and effectiveness of internal controls, risk management and
governance were discussed andibas satisfactory.

CONSOLIDATED  FUND  SERVICES-SALARIES  ALLOWANCES  AND
MISCELLANEOUS SERVICES

REPORT ON THE FINANCIAL STATEMENTS

Basis for Adverse Opinion

105. Accuracy of the financial statements and Records

253)A review of various balances reflected ir ttnancial statements under review revealed
that different records maintained by management reflects balances which do not
tally/agree though relating to the same item as highlighted below:

() The statement of cash flows for the year ended 30 June 2018 sksowomparative
prior -year adjustments of Ksh.31,142,627 while statement of assets and liabilities for the
same period shows a comparative prior year adjustment of Ksh.26,919,334 The
difference of Ksh.4,223,293 has not been explained.

Submission by theAccounting Officer

254)The Accounting Officer submitted that the prior year adjustment was erroneously
reflected in the note No. 11 of the financial statements2ts31,142,627/= instead of
KSh.26, 919,334/=. The note has since been amended to reflect tha &guex and
submitted to the auditor for verification.

Committee Observationand Findings
255)The Committeebserved and founthatit considered the matter in its report for the FY
2016/2017 and a recommendation made on the matter.

(i) The statement of receips and payments for the year ended 30 June 2018 reflect
compensation of empl oyeeds expenditure of
reflects a credit balance of Ksh.3,217,869,377 on the same item while the payroll and

58



payment vouchers show a total expefiture of Ksh.2,675,257,162. The differences
between the three sets of records have not been reconciled.

Submission by theAccounting Officer

The statement of receipts and payments for the financial year ertiddr&92018 reflects an
amount ofKSh.2,685,214,290 as compensation to employees different from credit balance of
Ksh.3,217,869,377 on the same item while the payroll and payment vouchers show a total of
Ksh.2,675,257,162. The three figures were reconciled and they all agree.

Committee Observatons andFindings
256)The Committembserved and founithat
1) TheAccounting Officeravailed all required records for audit review and verifications
to the satisfaction of the Auditor General; and
2) it hadconsidered the matter in its report for the FY 2016/2017

(i) An analysis of the oO0o0off payroll & payments
while the physical vouchers availed and examined for the period indicates a total
expenditure of Ksh.254,479,596. An expenditure of Ksh.1,557,093 could not therefore be
vouched.

Submission from theAccounting Officer

The Accounting Officersubmitted that at the time of submission of financial statements, the
off-payroll expenditure amounting to Ksh.256,036,689.00 was supported with a detailed
schedule. All the vouchemsere availed for audit. The difference of Ksh.1,557,093.00 was
due to an omission during audit examination and was reconciled.

Committee Observations andrindings
257)The Committembserved and founithat
1) The Accounting Officerfailed to ensure timely reoailiation of the Consolidated
Fund Services CESpayroll, a key financial control instrument, thereby exposing
public funds to rogue officerg.his was a breach of Regulation 121 (3) of the PFM
(National Government) Regulations, 2015 which requitesourting Officer to
certify the correctness of the payroll at least once every month;
2) The payment schedule showing the analysis of the difference of Ksh.1,557,093.00
was later availed for verification, and
3) The matter therefore remains unresolved

Committee Recommendation

258)The Committeeecommendethat
The Accounting Officer should always ensure that the records are reconciled and
analyzed with necessary supporting document&nd submitted to the Auditor-
General in compliance with provisions of Sectio 68(2) of the PFM Act 2012 and
that complete financial and accounting records are presented to the Auditer
General pursuant to the provisions of Article 229 of the Constitution of Kenya 2010
and Section 68(2k) of the PFM Act 2012
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(iv) The expenditure on Teahers Service Commissioners as per the supporting
schedules to the statement of receipts and payments for the year under consideration is
Ksh.70,500,744 while the Ledger reflects a balance of Ksh.55,586,543 for the same
period. The difference of Ksh.14,91£201 has not been explained.

Submission from theAccounting Officer

259)The Accounting Officer s ub mi t t ed t hat t he expendi tur
Commission as reported in the supporting schedules for Receipts and Paymectts refl
the correct amount of KsF0,500744.00. The expenditure of K&®,586,543.00 in the
IFMIS ledger relates to Independent Electoral Commission, which is erroneously
described in IFMI'S as Teachero6s Service Co

Committee Observations andrindings
260)The Committembserved antbundthat
1) The items description & mixed up and the correct description for the items were
provided for audit review and verifications to the satisfaction of the Auditor General,
and
2) It hadconsidered the matter in its report for the FY 2016/2017

(v) Examination of schedules supporting the Independent Electoral and Boundaries
Commission expenditure in the statement of receipts and payments reflect a closing
balance of Ksh.61,788,248 while the payroll reflects an amount of Ksh.51,679,730 The
difference of Ksh.10,108,518 has not been explained. In addition, the amount has not
been recorded in the Ledger and Trial Balance.

Submission from theAccounting Officer

261)The Accounting Officer submitted that the expenditure on Independent Electoral
Commission o0Ksh.61,788,248.00 is supported with payroll summaries and is captured
in the Ledger and Trial Balanc&he payroll summariesthe Ledger and Trial Balance
all agree.

Committee Observations andrindings
262)The Committe®bserved and founithat

1) The Accounting Offcer failed to provide accurate records and other supporting
documents in breach of Section 9 (1) (e) of the Public Audit Act, 2015;

2) The the items description were mixed up and that the correct description for the items
were later provided for audit revieand verifications to the satisfaction of the Auditor
General; and

3) It hadconsidered the matter in its report for the FY 2016/2017.

Committee Recommendation

263)The Committeeecommendethat
The Accounting Officer should always ensure that the records areeconciled and
analyzed with necessary supporting documentsna submitted to the Auditor-

60



General in compliance with provisions of Section 68(2) of the PFM Act 2012 and
that complete financial and accounting records are presented to the Auditer
General pursuant to the provisions of Article 229 of the Constitution of Kenya 2010
and Section 68(2k) of the PFM Act 2012

(vi) Examination of payment vouchers revealed that an amount of Ksh.23,705,121 paid
to two retired officers of the National Gender and Equality Conmission (NGEC) was
wrongly charged to National Police Service Commission (NPSC) expenditure item. No
adjustment has been done to correct the anomaly.

Submission from theAccounting Officer

264)The Accounting Officersubmtted that Expenditure aSh.23,705,20.80 in respect of
National Gender and Equality Commission, which had been charged, to National Police
Service Commission was an error but has since been corrected.

Committee Observations andrindings

265)The Committembserved and founithat

1) The AccountingOfficer failed to ensure that the entity keepstofate and reconciled
financial and accounting records that comply with provisions of Section 68(2) of the PFM
Act 2012;

2) The the correction of the financial statemeriswever,were later done in the vised
ledger and provided for audit review and verifications to the satisfaction of the Auditor
General; and

3) it hadconsidered the matter in its report for the FY 2016/2017

Committee Recommendation

266)The Committeeecommendethat
The Accounting Officer should always ensure that the records are reconciled and
analyzed with necessary supporting documentsnd submitted to the Auditor-
General in compliance with provisions of Section 68(2) of the PFM Act 2012 and
that complete financial and accounting record are presented to the Auditor
General pursuant to the provisions of Article 229 of the Constitution of Kenya 2010
and Section 68(2k) of the PFM Act 2012

(vii) The Ledger reflects expenditure for the National Cohesion and Integration
Commission as Ksh.100,21801 while the payment vouchers examined indicate a total
of Ksh.97,017,530.10. The difference of Ksh.3,193,271 has not been
explained/reconciled.

Submission by theAccounting Officer

267)The Accounting Officer submitted that the expenditure on NC&IC amountito
Ksh.100,210,801.20 as reported in the Ledger comprised of both Pay roll summary of
Ksh.69,170,466.60 and off payroll payments of Ksh.31,040,334.10. Hence is no
variance.
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Committee Observations andrindings
268)The Committembserved and founithat
1) The Accounting Officerbreach Section 68 (2) (b) of the PFM Act, 2012 by failing to
ensure that accurate and complete financial statements and records for CFS is
prepared & maintained in conformity with Regulation 97 on the basic structure of
government accous;
2) The Accounting Officer provided the analysis of all the vouchers totaling
Ksh.100,210,801.20 for audit review and verification; and
3) It had onsidered the matter in its report for the FY 2016/2017

Committee Recommendation

269)The Committeeecommendethat
The Accounting Officer should always ensure that the records are reconciled and
analyzed with necessary supporting documentsnd submitted to the Auditor-
General in compliance with provisions of Section 68(2) of the PFM Act 2012 and
that complete financial and accounting records are presented to the Auditer
General pursuant to the provisions of Article 229 of the Constitution of Kenya 2010
and Section 68(2k) of the PFM Act 2012

(viii) The Trial Balance provided for audit include balances which have not bee

identified as either debits or credits. Whereas the Trial Balance represent a prima facie

evidence on the accuracy in the recording of all the transactions affecting an entity, it

has therefore been difficult to establish whether the two sides of the Hii Balance

woul d balance as at 30 June 2018. Apparently
figures cannot therefore be ascertained without confirming the balancing of the Trial

Balance. The financial statements prepared from unbalanced trial balarccould result

to grossly mistated financial statements and therefore may not reflect a true and fair

view of the operations of the entity

Submission by theAccounting Officer
270)The Accounting Officer submitted that the detailed Trial balance for Vote 4900
submitted for audit reflected values of transactions of payments and receipts.

Committee Observations andrindings
271)The Committe®bserved and founithat
1) TheAccounting Officerfailed toensure that reconciliations are done in time and the
completefinancial statements submitted to the auditor general within three months
after close of the Financial Year as provided for in Article 229 (4)(h), and section
81(4)(a) of the Public Finance Management Act 2012
2) The Accounting Officerbelatedly provided theevised trial balance for audit review
and verification; and
3) It hadconsidered the matter in its report for the FY 2016/2017.

Committee Recommendation
272)The Committeeecommendethat
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The Accounting Officer should always ensure that the records are reconed and
analyzed with necessary supporting documents rad submitted to the Auditor-
General in compliance with provisions of Section 68(2) of the PFM Act 2012 and
that complete financial and accounting records are presented to the Auditer
General pursuantto the provisions of Article 229 of the Constitution of Kenya 2010
and Section 68(2k) of the PFM Act 2012

106. Unsupported Prior Year Adjustments

273)The statement of assets and liabilities as at 30 June 2018 reflect a prior year adjustment
of Ksh.18,420,097 @17: Ksh.26,919,334 and 2016: Ksh.8,883,205,334) which has not
been supported. As similarly been reportec
management has not explained the genesis of such adjustment or provided any records
by way of journal vachers or entries in the ledger. In absence of sufficient verifiable
supporting documents and records, the authenticity of such adjustments in the financial
statements cannot be ascertained.

Submission by theAccounting Officer
274)The Accounting Officersubmitted as follows:

a. Unsupported prior year adjustments of Ksh.18,420,097
(i) The statement of Assets and Liabilities for the year end®d)@0e 2018 showed
prior year adjustment of KsiB,420,097 for 2017. The amount relates to erroneous
direct deposits &m the entities.
(i) The direct deposits were reported as accounts payable in the FY 2016/2017.
However, the amount was paid to exchequer in July 2018.

b. Unsupported prior year adjustments Ksh.26,919,334

275)Prior year adjustment oKSh.26,919,334 comprises of salary advance/overpayment
recoveries and release of withheld salaries for Judgesl unsuitable by the Judges and
Magistrates vetting Board.

c. Unsupported prior year adjustments of Ksh.8,883,205,334

276)The prior year adjustment of K#h883,205,534 is the reversal of accumulated
exchequer under issues that had been carried in the badkseported as receivables.
The budget allocation expires at the end of June every year and since the accounts were
prepared on cash basis, the same had to be adjusted.

Committee Observations andrindings
277)The Committembserved and founithat
1) TheAccounting Officerfailed toensure that reconciliations are done in time and the
complete financial statements submitted to the auditor general within three months
after close of the Financial Year as provided for in Article 229 (4)(h), and section
81(4)(a)of the Public Finance Management Act 2012
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2) TheAccounting Officerbelatedly provided the supported adjustments to the financial
statements for audit review and verification amarked the matter resolved.

Committee Recommendation

278)The Committeeecommende that
The Accounting Officer should always ensure that the records are reconciled and
analyzed with necessary supporting documentsnd submitted to the Auditor-
General in compliance with provisions of Section 68(2) of the PFM Act 2012 and
that complete financial and accounting records are presented to the Auditor
General pursuant to the provisions of Article 229 of the Constitution of Kenya 2010
and Section 68(2k) of the PFM Act 2012

107. Lack of Bank Reconciliation statements

279)The management only providéte bank reconciliation statement for the month of June
2018. The bank reconciliation statement provided for audit indicates receipts in the bank
statement not reflected in the cashbook of Ksh.645,092, which related to periods
between 8 Jarary 2014 and February 2018. In addition, the bank reconciliation
statement idicates an amount of K&t8,454,895 as payments in the cashbook not
shown in the bdn statement. The amount of KéB,454,895 includes Ksh.2,079,388
relating to periods between 30 June 2@t 30 November 2017. The receipts and
payments reflected in the reconciliation statement have been outstanding for long and
ought to have been recorded in tbashbookbank or reversedConsequently, the
accuracy of the bank balance of Ksh.158,864,082ated in the statement of assets and
liabilities could not be ascertained.

Submission by theAccounting Officer

280)The Accounting Officer submitted that at the time of submission of Financial
Statements, BanReconciliation statements for the period J20OL7 to May, 2018 were
not provided since they are summarized in the final reconciliation for the period ended
30" June, 2018. However, Bank reconciliation statements for the months July 2017 to
May, 2018 were later provided. Receipts in the bank sttemnot incashbook
amounting toKSh.645,092.00 have been posted in t@ashbookwhile payments in
cashbooknot in bank statement &Sh.2,021,008.75 have since been reversed from the
cashbookeaving a balance of Ksh.58,379.25.

Committee Observations an Findings
281)The Committembserved and founithat
1) The Accounting Officerfailed toensure that reconciliations are done in time and the
complete financial statements submitted to the auditor general within three months
after close of the Financial Year psovided for in Article 229 (4)(h), and section
81(4)(a) of the Public Finance Management Act 2012
2) The Accounting Officerprovided the revised bank reconciliation statements for audit
review and verification
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Committee Recommendation

282)The Committeeecommendedhat
The Accounting Officer should always ensure that the records are reconciled and
analyzed with necessary supporting documents rad submitted to the Auditor-
General in compliance with provisions of Section 68(2) of the PFM Act 2012 and
that complete financial and accounting records are presented to the Auditer
General pursuant to the provisions of Article 229 of the Constitution of Kenya 2010
and Section 68(2k) of the PFM Act 2012

108. Prior Year Audit Matters
108.1Account Balances not Recorded in Legler

283)The financial statements reflected balances as indicated below that were not captured in
the ledger of the fund for the financial year 2016/2017.

Exchequer releases 3,905,744,684.00
Transfers from other government Entities 362,830,853.00
Other Reeipts 18,420,097.00

284)Jpon review of the current position, it was noted that management has not explained the
source of the balances and therefore the figures in the financial statements in respect to
the specific items could not be confirmed.

Submissbn by the Accounting Officer

285)The Accounting Officersubmitted that by the time of audit, the exchequer releases of
KSh.3,905,744,684, transfer from other government entitie&k$H.362,830,853 and
other receipts 0KSh.18,420,097 had not been capturedha tedger but entries were
later captured in the Ledger.

Committee Observations andrindings
286)The Committembserved and founithat
1) The Accounting Officerfailed toensure that reconciliations are done in time and the
complete financial statements sulieuk to the auditor general within three months
after close of the Financial Year as provided for in Article 229 (4)(h), and section
81(4)(a) of the PFM Act 2012
2) The Committee however observed that Aeeounting Officerprovided the account
balances correed in ledgers for audit review and verification; and
3) The Committee marked the matter as resolved.

Committee Recommendation

287)The Committeeecommendethat
The Accounting Officer should always ensure that the records are reconciled and
analyzed with recessary supporting documents are submitted to the Auditer
General in compliance with provisions of Section 68(2) of the PFM Act 2012 and
that complete financial and accounting records are presented to the Auditer
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General pursuant to the provisions of Artcle 229 of the Constitution of Kenya 2010
and Section 68(2k) of the PFM Act 2012

108.2Unsupported Restatement of balances

288)The statement of financial position as at"3ne 2016 had reflected balance brought
forward under fund balance, compensation of emgdgyand account receivablef
Ksh.8,566,405,035.00, Ksh416,693,457.00 and nil balance respectively which had
been restated from Ksh.397,382,932.00, Ksh.2,418,352,317.00 and
Ksh.8,663,621,032.00espectively. The statement of financial position alsowsh
clearaace of outstanding item of KshL,980,334.00 as reflected in the financial
statements as at 8Qune 2015.

Submission by theAccounting Officer

289)The Accounting Officersubmitted that the amount of K#)566,405,035.00 was the
exchequer under isss as at 30June, 2014. The amount of K387,382,932.00 was the
bank balance. The amount K8}663,621,032.00 is the exchequer under issues a¥ at 30

June, 2015. This is because the budget allocation expires at the end of June each year
and since theccounts were prepared on cash basis, the same had to be adjusted. The

expenditure on compensatiomf employees amounting toKSh.2,418,352,317
erroneously ncluded an amount oKSh.1,658,860 relating to reredited salary,
overpayment recoveries and reted cheques (RTGS). The error was corrected by re
staing the expenditure frorkSh.2,418,352,317 to Ksh,416,693,457. The amount of
Ksh.11,980,334 relates to reversal of an overstatement on payment voucher for PA No.
101684 which had been reported in gayment voucher asSh.12,101,354.40 instead
of actual paymenkKSh.121,020.90. The variation was due to application of a wrong
exchange rate. The cashbook error was corrected. Matter resolved with auditor.

Committee Observations andrindings
290)The Committe observed and founithat
1) TheAccounting Officerfailed toensure that reconciliations are done in time and the
complete financial statements submitted to the auditor general within three months
after close of the Financial Year as provided for in Art2®9 (4)(h), and section
81(4)(a) of the Public Finance Management Act 2012.
2) The Accounting Officer belatedly provided the restatement that were adequately
supported for audit review and verification; and
3) The matter be resolved

Committee Recommendabn

291)The Committeeecommendethat
The Accounting Officer should always ensure that the records are reconciled and
analyzed with necessary supporting documentand submitted to the Auditor-
General in compliance with provisions of Section 68(2) of the RfF Act 2012 and
that complete financial and accounting records are presented to the Auditer
General pursuant to the provisions of Article 229 of the Constitution of Kenya 2010
and Section 68(2k) of the PFM Act 2012
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108.3Suspense Balance

292)The statement of Fimaial Assets and Liabties reflects a balance of Kgh56,673
referred to as a difference. The management have not explained what this difference is
and therefore it is not possible to confirm the suspense account balances as presented in
the financialstatements. Further, the balance has been eliminated in the financial year
2017/2018. Management has not explained the basis of removal.

Submission by theAccounting Officer

293)The Accounting Officersubmitted that the amounts represented salary overpayment
recoveries and salary advances. Salary payments were accounted for in the payroll and
hence adjustment was necessary to ensure the amounts paid in payroll have not been
accounted for twice.

Committee Observatiors andFindings
294)The Committeeobserved andolund that it discussed the issues in the Report of
2016/2017

Other Matter

109. Disclosure on budgetary Provisions

295)A review of the summary statement of Appropriation for Recurrent Vote shows a budget
provision onMiscellaneous Services of K428,000,000 dr the year ended 30 June
2018. A amilar budget provision of Ksthi28,000,000 was made during the financial year
2016/2017. There has however been no expenditure incurred under the item during the
two financial years. The management has not disclosegbtained the activities, which
are anticipated to be funded under the Miscellaneous Services.

Submission by theAccounting Officer
296)The Accounting Officersubmitted that CFS Vote R052 includes a budgetary provision
to cater for miscellaneous services. Duelget caters for the following services:
i. Payment of employer contributions to National Social Security Fundi
Ksh.125,000,000.00

297)Government employees serving on fpensionable terms contribute to NSSF while the
Government is required to pay certain amoant as contributions for its employees to
the fund and hence the budget has to be provided. It is however noted that in the recent
past, there has been no claims from NSSF for employer contribution.

ii. Loan Management Expenses Ksh.3,000,000.00

298)Budget proision for miscellaneous services carters for guaranteed loan management
expenses. However, it has also been noted that there has been no claim for loan
management expenses in the recent past. Future budgets will be revised.

67



Committee Observations andrindings
299)The Committembserved and founithat
1) The explanation by theAccounting Officer on the failure to spend budgetary
provision as required was persuasive; and
2) The matter be resolved

Committee Recommendation

300)The Committeeecommendethat
The Accounting Officer should always ensure that the records are reconciled and
analyzed with necessary supporting documentsnd submitted to the Auditor-
General in compliance with provisions of Section 68(2) of the PFM Act 2012 and
that complete financial and accounting records are presented to the Auditor
General pursuant to the provisions of Article 229 of the Constitution of Kenya 2010
and Section 68(2k) of the PFM Act 2012

301)The Committee observed that Paragraph 110 and 111 on lawfulness and effectiveness
use of public resources and effectiveness of internal controls, risk management and
governance were discussed and found as satisfactory.

THE STATEMENT OF OUTSTANDING OBLIGATIONS GUAR ANTEED BY THE
KENYA GOVERNMENT

REPORT ON THE FINANCIAL STATEMENTS
Basis for Qualified Opinion

112. Long Outstanding Balances

302)The statement of Outstanding Obligations Guaranteed by the Kenya Government as at
30 June 2018 reflects long outstanding contingent liabilities totaling Ksh.164,132,746
made up of Ksh.11,814,920 &nKsh.152,317,825 relating to Kenya Railways
Corporation and Cereals and Sugar Finance Corporation, respectively. Clearance of
these balances appears to be uncertain.

Submission by theAccounting Officer

303)The Accounting Officersubmitted that Kenya Railwa Corporations has informed us
vide their letter referenced KRC/FIN/22 dated @pril, 2018 that there are no
documents to support the two Bonds thus the corporation is unable to provide
information and maturity dates and details of bond holders. Theyfhaher confirmed
that no claim or communication on the said bonds has been received in the last ten years.

304)Further, the National Treasury wrote vide letter reference No. DMD4/46 dateéd 30

November, 2018 seeking t he eporong these ondsio n 6 s
the financial statements forthwith. The corporation vides letter reference No.
KF/FIN/NT/(13) dated 8 Mar c h, 2019 concurred Thei th

68

C

Tr



National Treasurytherefore stopped reporting the obligation guaranteed d¢ay&
Railways Corporation

305)The obligation guaranteed by the Government in respect of borrowing by Cereals and
Sugar FinanceCorporation amounting t&Sh.152,317,825 has remained outstanding
pending conclusion of the winding up of the corporatidms isa dormant fund and it is
in the process of being wound up. The National Treasury established a Taskforce on
winding up of Dormant Funds including Cereals and Sugar Finance Corporation.

306)The National Treasury sought and got legal opinion and recommemgldtmm the
Attorney General vide his letter Ref. AG/CONF/6/E/170 VOL Il (5) of May 2019. A
cabinet Memorandum on winding of the fund vide letter Ref. No. MOF/AC/305C Vol. 2
(172) of 18" September 2019 was forwarded to the Attorney General and invielgl
his letter Ref. AG/LDD/199/1/81 OF T9November 2019 he advised that draft
revocation orders be prepared on the fund. With the conclusion of the winding up, the
issues raised by the Auditor will be addressed.

Committee Observations andrindings
307)The Committeebserved and founithat

1) The Taskforce on winding up of Dormant Funds had concluded its report with
recommendations. The National Treasury sought and got legal opinion and
recommendations from the Attorney General vide his letter Ref.AG/CORER
VOL Il (5) of 17" May 2019;

2) A cabinet Memorandum on winding of the fund vide letter Ref. No. MOF/AC/305C
Vol. 2 (172) of 18" September 2019 was forwarded to the Attorney General and in
reply vide his letter Ref. AG/LDD/199/1/81 OF .®lovember P19 he advised that
draft revocation orders be prepared on the fund;

3) With the conclusion of the winding up, the issues raised by the Au@eaeralwill
be addressed; and

4) thematter could benarked as resolved.

308)The Committee observed that Paragraph TiBHL4 on lawfulness and effectiveness in
use of public resources and effectiveness of internal controls, risk management and
governance were discussed and found as satisfactory.

KENYA LOCAL LOANS SUPPORT FUND

115. Un-supported balances

309)The balances refledein the statement of financial assets under cash balances,
investment at cost (CSFC) and accrued interest of Ksh.5,000,000, Ksh.10,410,374, and
Ksh.71,595,406 respectively have not been supported by notes, analyses and other
documentary evidence. The acaty of the balances cannot therefore be ascertained.

Submission by theAccounting Officer
310)TheAccounting Officersubmitted as follow:
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i) Bank Balancei Ksh.5,000,000.00
311)This is the initial amount used to establish the fund. The amount is included in the
aaccount balance for The National Treasury Deposit account.

i) Investment at costi Ksh.10,410,373.50

312)The amount was invested in Kenya Stocks out of which Ksh.4,045,400.00 was redeemed
in the Financial year 2018/2019 and redemption proceeds deposited in ttheaNa
Treasury deposit account.

313)The balance of Ksh.6,365,300.00 was redeemed leaving a nil balance in the bank.
Records of redemption have however not yet been traced to facilitate updating of
investment records. The National Treasury requested C&anél of Kenya vide letters
reference No. DMMay 208 ami 119 Auglsti, 20481 to Brovide
redemption dates which is yet to be received.

iii) Accrued Interest Ksh.71,595,406.00

314)The balance reflected in the statement of financial assets undae@adnterest is the
amount of accrued interest. This is an old balance carried forward in the records and has
remained the same from "8QJune, 2006 talate. The amount has no analysis or
supporting documentsThis is a dormant fund and it is in the pess of being wound
up. The National Treasury established a Taskforce on winding up of Dormant Funds
including Rural Enterprise Fund. The National Treasury sought and got legal opinion
and recommendations from the Attorney General vide his letter Ref. AGHBIE/170
VOL Il (5) of 17" May 2019.

315)A cabinet Memorandum on winding of the fund vide letter Ref. No. MOF/AC/305C Vol.
2 (172) of 186" September 2019 was forwarded to the Attorney General and in reply vide
his letter Ref. AG/LDD/199/1/81 OF f9Novenber 2019 he advised that draft
revocation orders be prepared on the fund. With the conclusion of the winding up, the
issues raised by the Auditor will be addressed.

Committee Observations andrindings
316)The Committembserved and fountthat

1) The Taskforceon winding up of Dormant Funds had concluded its report with
recommendations. The National Treasury sought and got legal opinion and
recommendations from the Attorney General vide his letter Ref. AG/CONF/6/E/170
VOL Il (5) of 17" May 2019;

2) The Cabinet Memrandum on winding of the fund vide letter Ref. No.
MOF/AC/305C Vol. 2 (172) of 10 September 2019 was forwarded to the Attorney
General and in reply vide his letter Ref. AG/LDD/199/1/81 OF M@vember 2019
he advised that draft revocation orders beared on the fund;

3) With the conclusion of the winding up, the issues raised by the Au@eaeralwill
be addressed; and

4) The matter could bmarked as resolved.
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116. Failure to Redeem Stocks

317)In the audit reports for previous years, reference had bemde tostocks valued at
Ksh.10,430,700 which were past their redemption dates with the last redemption date for
a sum of Ksh.17,400 having been made on 6 February 2010. Although the National
Treasury had explained in the past that the stocks were redeemed esmai@go but
erroneously accounted for as revenue, records to confirm the erroneous accounting for
receipts and subsequent correction in the books of account have notdoeavailable
for audit review.

Submission by theAccounting Officer
318)The Accountirg Officer submitted that thexplanatory notes in support of the balances
referred to are as shown below:

Investment at costi KSh.10,410,373.50

319)The amount was investeoth Kenya Stocks of whichKSh.4,045,400.00 and was
redeemed in the financial year 832019 and redemption proceeds deposited in the
National Treasury deposit accounfThe balance o0KSh.6,365,300.00 appear to be
outstanding in our books because the investment account was not adjusted at the time
when the stocks were redeemed and fulig p@ecords of redemption have however not
yet been traced to facilitate updating of investment records. The National Treasury
requested Centr al Bank of Kenya viday | ette
2018 and 1% August, 2018 to provide redetign dates which is yet to be received.

Committee Observations andrindings
320)The Committeebserved and founithat

1) All the stocks have been redeemed. However, the said stocks have not been fully
supported by any documentation;

2) TheAccounting Officerbreached section 68 (2) (k) of the PFM Act 2012 by failing to
ensure that accurate and up to date financial recordgregpared andnaintained in
conformity with Regulation 97 on the basic structure of government accounts; and

3) The matter therefore rema&adunresolved.

Committee Recommendation

321)The Committeeecommendethat
The Accounting Officer should always ensure that the records are reconciled and
analyzed with necessary supporting documentsnd submitted to the Auditor-
General in compliance with provisions of Section 68(2) of the PFM Act 2012 and
that complete financial and accounting records are presented to the Auditer
General pursuant to the provisions of Article 229 of the Constitution of Kenya 2010
and Section 68(2k) of the PFM Act 2012

117. Winding Up of the Fund
322)According to information available, the Kenya Local Loans Support Fund is in the
process of being wound up in line with recommendations of the Public Accounts
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Committee and further instructions issued by the National Treasury that all dorma
funds are to be wound up. However, the process was not completed as at 30 June 2018.

Submission by theAccounting Officer

323)This is a dormant fund and it is in the process of being wound up. The National Treasury
established a Taskforce on winding upDafrmant Funds includingenya Local Loans
Support FundThe National Treasury sought and got legal opinion and recommendations
from the Attorney General vide his letter Ref. AG/CONF/6/E/170 VOL Il (5) 8fay
20109.

324)A cabinet Memorandum on winding tife fund vide letter Ref. No. MOF/AC/305C Vol.
2 (172) of 18 September 2019 was forwarded to the Attorney General and in reply vide
his letter Ref. AG/LDD/199/1/81 of 19November 2019 he advised that draft revocation
orders be prepared on the fund. kMihe conclusion of the winding up, the issues raised
by the Auditor will be addressed.

Committee Observations andrindings
325)The Committeebserved and founithat

1) The Taskforce on winding up of Dormant Funds had concluded its report with
recommendations.The National Treasury sought and got legal opinion and
recommendations from the Attorney General vide his letter Ref. AG/CONF/6/E/170
VOL Il (5) of 17" May 2019;

2) The cabinet Memorandum on winding of the fund vide letter Ref. No. MOF/AC/305C
Vol. 2 (172)of 10" September 2019 was forwarded to the Attorney General and in
reply vide his letter Ref. AG/LDD/199/1/81 OF .®lovember 2019 he advised that
draft revocation orders be prepared on the fund;

3) With the conclusion of the winding up, the issues raisethb AuditorGeneralwill
be addressed; and

4) Thematter could benarked as resolved.

Committee Recommendation

326)The Committeeecommendethat
The Auditor-General should review the audit matter and report in the subsequent
audit cycle.

118. Material Uncertainty Related to Going Concern/Sustainability of Services

327) The Fundhad beenrecommendedor winding up and the procesgas ongoing. The
Fund will be wound after the Task Force responsible for the process has concluded the
verification.

328)The Committee obseed that Paragraph 119 and 120 on lawfulness and effectiveness in
use of public resources and effectiveness of internal controls, risk management and
governance were discussed and found as satisfactory.
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CONSOLIDATED FUND SERVICES - PUBLIC DEBT

REPORT ONTHE FINANCIAL STATEMENTS

Basis for Adverse Opinion

121. Accuracy of the financial statements

3299The financi al statements6é balances for th

after casting procedures were carried out. Details of the misstatement aesiphetive
differences are as shown below:

Financial Confirmed/casted Difference
Statement Balance Ksh. Ksh.
Balance Ksh.

Total receiptsStatement o] 517,166,531,951.0( 517,161,876,534.00 | 4,655,417.00
receipts and payments
Total paymentsStatemen{ 516,955,293,342.0( 516,547,494,884.00 | 407,799,458.00
of receipts and payments
Actual total paymenty 516,955,293,342.0( 516,351,021,786.00 | 604,271,556.00
Statement of Appropriatio
Cash and Cash equivale 757,714,555.00 1,741,262,569.90 983,548,014.90
at the beginning of the yex
- Cash flow steement

330)Further, a comparison of the statement of receipts and payments and the ledger for the
period under review reflects different account balances in regpette items as
indicated below:

Item Desaiption Financial Ledger Balance| Variance
Statement Balance Ksh. Ksh.
Ksh.

Interest Payments on Forei( 84,357,487,111 84,725,600,971 368,113,860
Borrowings

Principal Repayment ol 111,700,845,296 294,836,376,343 183,135,531,047
Domestic Loans

CBK -Pre-1997 Loans 1,110,000,000 2,220,000,000 1,110,000,000

Repayment of Principal fron 141,532,524,729 141,360,882,966 171,641,763
Foreign Lending and O
Lending

Exchequer Releases 517,161,876,534 - 517,161,876,534
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331)The management has however podvided any analysis and supporting documents to
support the adjustments. The accuracy of the balances reflected in the financial
statements could therefore not be confirmed.

Submission by theAccounting Officer

332)At the time of transferring data from excspreadsheets to word templates; there
occurred misgpostings of some amounts, which resulted in errors observed. The
anomaly was corrected through amendment of financial statements for CFS Public Debt.
The amended statements were submitted for audieweviThe amended statement
addresses the differences observed between financial statements and confirmed /casted
balance.

Committee Observations andrindings
333)The Committeembserved and founithat
1) The Accounting Officerbreach Section 68 (2) (b) of the MFAct, 2012 by failing to
ensure that accurate and complete financial statements and records for CFS is
prepared and maintained in conformity with Regulation 97 on the basic structure of
government accounts;
2) The figures in the Financial Statements andldidger do not agree in regards to the
second table; and
3) The matter therefore remadunresolved.

Committee Recommendation

334)The Committeeecommendethat
The Accounting Officer should always ensure that the records are reconciled and
analyzed with necssary supporting documentsand submitted to the Auditor-
General in compliance with provisions of Section 68(2) of the PFM Act 2012 and
that complete financial and accounting records are presented to the Auditer
General pursuant to the provisions of Article229 of the Constitution of Kenya 2010
and Section 68(2k) of the PFM Act 2012

122. Unsupported Balances

335)The Statement of Assets and Liabilities for the year ended 30 June 2018 eefigots
year adjustment balance of Ksh.27,251,420,599 which has not bppartedby any
journal voucher or notes to the financial statement. Further, the géedgar under
payment reflect a balance of Ksh.516,547,493,884 which includesdit balance of
Ksh.1,244,520,000 under Debut International SVRNG Bond (USD2.75 BNg.
balance is not supported by any documentary evidence. Furthekedger reflects
expenditure for new loans and new administrative cost&s#f.7,919,757,971 and
Ksh.59,894,313,393 respectively. The details of tipasenents have not been provided.
Consequently, the accuracy of the balano@sld not be confirmed in the absence of the
relevant supporting documents.
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Submission by the Accounting Officer

336)The statement of Assets and Liabilities for the year end8d@@e 2018 reflecta prior
year adystment of Kst27,251,420,599%hich was as a result of Payments made through
CBK overdraft facility and included in the statement whereas financial statements were
prepared under IPSAS cash. Raising of journals would be inappropriate where there is
no cah movement. There was no exchequer provisioning, no actual expenditure and no
posting in the cashbook or ledger that had been carried out.

Credit Balance of Ksh.1,244, 520,000.00 Charged under Debut International SVRNG

Bond.

337)The amount of Ksh.1, 244,520 indicated as a receipt in the ledger relates to the
reversal of the amount on PA No. 112755 being principal payment to Citi Bank that had
erroneously been captured on the item for Debut International Sovereign Bond. The
details of new loans and newnahistrative expenditure of Ksh.7,919,757,971.05 and
Ksh.59,894,313,392.70rhe analysis of expenditure on new administrative costs are
supported with the schedule provided.

Committee Observations andrindings
338)The Committeebserved and founithat
1) The Accounting Officerbreacled Section 68 (2) (b) of the PFM Act, 2012 by failing
to ensure that accurate and complete financial statements and records for CFS is
prepared and maintained in conformity with Regulation 97 on the basic structure of
government acaots;
2) The amount of Ksh.1, 244,520,000 has been adequately explained and supporting
schedules provided for audit review and verification;
3) A prior year adjustment of Ksh.27,251,420,599 had not been adequately been
explained;
4) An expenditure of Ksh.7,919,7871.05 had been clarified up to Ksh7,777,060,595
leaving a balance of Ksh142,697,375.07 unexplained; and
5) The matter therefore remadunresolved.

Committee Recommendation

339)The Committeeecommendethat
The Accounting Officer should always ensure thatthe records are reconciled and
analyzed with necessary supporting documentsnd submitted to the Auditor-
General in compliance with provisions of Section 68(2) of the PFM Act 2012 and
that complete financial and accounting records are presented to the Ator-
General pursuant to the provisions of Article 229 of the Constitution of Kenya 2010
and Section 68(2k) of the PFM Act 2012

123. Outstanding Loan Balances

340)The summary statement of public debt reflects an outstanding loan balance of
Ksh4,801,416,851,482s at 30 June 2018. The statement also shows oppubig
debt loan balance of Ksh.4,194,102,152,577 as at 1 July 2017 and an ashount
cumulative debt repaid of Ksh.588,472,106,190 as at 30 June 2018taiémment does
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not however disclose amounts asloursements and repaymedtsing the period under
review, making it difficult to confirm the correctness of ttlesing balance. In the
absence of details on the loans, it has not been possibbafiom accuracy of thévan
balances reported of Ke¢h801,416,851,482.

Submission by theAccounting Officer

341)The total outstanding loan of Ksh.4,801,416,851,482.00 as"ali8@& 2018 comprises
of domestic loan amounting to Ksh.2,397,517,749,298 and external debt obligation of
Ksh.2,403,899,102,184. The domesdebt constitutes outstanding Treasury Bills of
Ksh.878,621,650,000, Treasury Bonds of Ksh.1,495,557,343,612 and9%fe
Government Overdraft loan of Ksh.23,338,755,686. The external debt is generated from
electronic debt system where movements onulgments and repayment are recorded

Committee Observations andrindings
342)The Committembserved and founithat

1) The AuditorGeneral ould notconfirm accuracy of the loan balances due to-non
disclosures by the National Treasury, as Country we do nat knww accurate total
outstanding loan balance (both domestic & foreign loans);

2) The total loan disbursement and repayment (both domestic & foreign loans) in the FY
2017/18 was not given;

3) The National Treasury was hesitant to fully operationalize the hNatiBublic Debt
Management Office as provided in Section 62 of the PFM Act, 2012;

4) TheCommi tt ee was wunable to establish who
Section 63 (b) of the PFM Act, 201 requires that the Public Debt Management Office
maintans a reliable debt data base for all loans taken by the national government,
county governments and their entities including other loans guaranteed by the national
government; and

5) The matter therefonremairedunresolved.

Committee Recommendation

343)The Committeerecommendethat
The Accounting Officer should always ensure that the records are reconciled and
analyzed with necessary supporting documentand submitted to the Auditor-
General in compliance with provisions of Section 68(2) of the PFM Act 201éhd
that complete financial and accounting records are presented to the Auditer
General within three (3) months of adoption of this report pursuant to the
provisions of Article 229 of the Constitution of Kenya 2010 and Section 68(2k) of
the PFM Act 2012

124. Failure to Prepare Monthly Bank Reconciliation Statements

344)The statement of assets and liabilities reflect bank balance of Ksh.968,953,164 as at 30
June 2018. The Bank Reconciliation Statements for the period under review have not
been availed for audit drthe balance of Ksh.968,953,164 is therefore not supported. In
the absence of such records, the accuracy of the financial statement bank balance of
Ksh.968,953,164 cannot be confirmed.
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Other Matter

125. Outstanding Loan Balance

345)The Summary Statement of CGwilidated Fund Servicd2ublic Debt reflects an
outdganding loan balance of Kgh801,416,851,482 as at 30 June 2018. The outstanding
loan balance increased by Ksh.607,314,698,905 from the previous year balance of
Ksh.4,194,102,152,577. This representgl8% increase in the outstanding loans.

Submission by theAccounting Officer

346)The Accounting Officer submitted that the growth in public debt of
KSh.607,314,698,905.00 fronKSh.4,194,102,152,577as at 30th June, 2017 to
KSh.4,801,416,851,482 is attributénl disbursements on new loans acquired in the year
under review, disbursements on existing loans and fluctuations in foreign currency
exchange rates.

Committee Observations andrindings
347)The Committeebserved and founithat
1) The issuavasnot a qualificabn matter.

348)The Committee observed that Paragraph 126 and 127 on lawfulness and effectiveness in
use of public resources and effectiveness of internal controls, risk management and
governance were discussed and found as satisfactory.

CONSOLIDATED FUND SERVICES - PENSIONS AND GRATUITIES
REPORT ON THE FINANCIAL STATEMENTS

Basis for Adverse Opinion

128. Cash and Cash Equivalents

349)The statement of assets and liabilities reflect an overdrawn bank balance of
Ksh.572,446,864 while theashbookn support of théalance reflects a debit balance of
Ksh.1,540,215,805 resulting in a variance of Ksh.2,112,662,670. The bank reconciliation
statements provided for the financial year 2017/2018 had the following deficiencies:

i. Payments in theCashbookbut not in the Bank

350)The bank reconciliation statement reflects payments icdebboolkbut not in the bank
statement amounting to Ksh.6,851,074,383. The following inconsistencies were noted:

1 Included in the balance are transactions dated July 2018 amounting to
Ksh.2,930968,073 which are outside the financial year and relate to the 2018/2019
financial year;

1 Examination of theashbookand the bank statements revealed payments amounting
to Ksh.2,355,546 cleared through the bank account but continued to be carried as
recortiling items;
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1 Further review of bank transactions revealed overpayments in excess of those
recorded in theashbookamounting to Ksh.5,352,286;

1 Scrutiny of thecashbookrevealed transactions totalling Ksh.169,677,839 not in the
bank statement but excludiédrom the schedule of reconciling items under payments
in the cashbookbut not in the bank statement. Consequently, the payments in the
cashboolnot in the bank statement amount has been understated,;

1 Included in the reconciling item payments in tba@shlmok but not in the bank
statement are long outstanding items relating to periods between 2014 and 2017
totalling to Ksh.37,661,799 which had not been resolved as of the financial statements
date.

Submission by theAccounting Officer

351)The Accounting Officer submitted that the bank reconciliation statement reflects
payments in the cashbook but not in the bank statement amounting to
KSh.6,851,074,383.

352)included in the balance are transactions dated July 2018 amounting to
KSh.2,930,968,073 which relate toetfinancial year 2018/2019. Payments amounting to
KSh.2,930, 968,073 relates to June, 2018 payroll and were correctly captured in the
manual cashbook. The amount was subsequently transmitted by the baf{kloly,3
2018, hence remaining as payment indaghbook not in the bank statement.

Committee Observations andrindings
353)The Committeembserved and founithat

1) TheAccounting Officerfailed to ensure that reconciliations are done in time and the
complete financial statements submitted to the Auditore@d within for review and
verification as provided for in Article 229 (4)(h), and section 81(4)(a) of the Public
Finance Management Act 2012;

2) The amount 0KSh.6,851,074,383 was transmitted by the Department ByJade
2018 but effected by the bank 88 July 2018, hence the amount was charged in the
correct period;

3) Thereasons given by thAccounting Officerfor not reconciling long outstanding
items relating to the periods between 2007 and 2017 totaling to Ksh.123,524,492 were
persuasive;

4) The Cabiret Secretary for the National Treasury, through a Kenya Gazette dated 5
August 2020 set thes'lJanuary, 2021 as the commencement date for contributory
Public Service Superannuation Scheme (PSSS) to provide retirement benefits to
public servantsThe exgcted fund income of over Ksh.3 billion montigdygesents a
huge opportunity for and heightened pension fraud risks.Adoeunting Officeris

required to put in place measures to
administrative and ethical challessy faced by the current Public Service Pension
arrangements;

5) The Committee marked the matter as resolved.
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Committee Recommendation

354)The Committeeecommendethat
The Accounting Officer should ensure thatreconciliations are done in time and
the complee financial statements submitted to the Auditor General within for
review and verification as provided for in Article 229 (4)(h), and section 81(4)(a)
of the PFM Act 2012.

ii. Receiptsin the Bank Statement but not inCashbook

355)Included in the balance for reipts in the bank statement but not in dashbooKigure
are long outstanding items relating to the periods between 2007 and 2017 totalling to
Ksh.123,524,492. Ideally, the balances ought to have been cleared but remained
outstanding as at the financsthtements date.

Submission by theAccounting Officer
356)The Accounting Officersubmitted thatite error was noted and has since been rectified
in the bank reconciliation for December, 2018.

Committee Observations andrindings
357)The Committebserved andoundthat
1) TheAccounting Officerfailed toensure that reconciliations are done in time and the
complete financial statements submitted to the auditor general within three months
after close of the Financial Year as provided for in Article 229 (4)(h),sacton
81(4)(a) of the Public Finance Management Act 2012.
2) The Accounting Officer belatedly provided the restatement showing the cleared
transactions for audit review and verification; and
3) The Committee marked the matter as resolved

Committee Recommadation

358)The Committeeecommendethat
The Accounting Officer should ensure thatreconciliations are done in time and the
complete financial statements submitted to the Auditor General within for review
and verification as provided for in Article 229 (4)h), and section 81(4)(a) of the
PFM Act 2012.

ili. Payments in Bank Statement but not irCashbook

359)The bank statement reflects transactions whose amounts are in excess of those recorded
in the cashbookThe excess payments total Ksh877,823 for which nexplanations
have been rendered. Further, the reconciling items in the schedule of payments in the
bank statement but not tashbookinclude transactions amounting to Ksh.36,454,406
already recorded in theashbookrendering them invalid. From the foregg, the
accuracy of the repodeoverdrawn bank balance of KSli2,446,864 as at 30 June 2018
could not be confirmed.
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Submission by theAccounting Officer

360)The Accounting Officersubmitted that the current PMIS system does not provide certain
reports orthe accounting module. Therefore, department maintains meastabooko
record its day to day transactions which is more verifiable than the PMIS system
cashbookThe challenge has been noted and will be corrected by the new system which
is being procued.

Committee Observations andrindings
361)The Committeebserved and founithat

1) The Accounting Officerfailed toensure that reconciliations are done in time and the
complete financial statements submitted to the auditor general within three months
after dose of the Financial Year as provided for in Article 229 (4)(h), and section
81(4)(a) of the Public Finance Management Act 2012.

2) The Accounting Officer belatedly provided the corrected records with correct
amounts recorded in manual cashbook for audieveand verification;

3) TheAccounting Officerwas addressing the problem by acquiring a new system. The
system would digitize the department as it is with other departments where
government operations thdeen digitized all other agenciegre on IFMIS sytem;
and

4) The Committee marked the matter as resolved

Committee Recommendation

362)The Committeeecommendethat
The Accounting Officer should ensure thatreconciliations are done in time and the
complete financial statements submitted to the Auditor Genetfawithin for review
and verification as provided for in Article 229 (4)(h), and section 81(4)(a) of the
PFM Act 2012.

129. Military Gratuity Expenditure

363)Included in the amount under commuted pension (Lump sum) is military gratuity
expenditure of Ksh.1,517,288, and of this expenditure, an amount of
Ksh.107,965,176 was noted to have been recorded twice. In addition, a military gratuity
expenditure amount of Ksh.38,352,507 had not been incorporated in the records thus
understating the expenditure. In thecamstances, the accuracy of the military gratuity
expenditure could not be confirmed.

Submission by theAccounting Officer
364)The Accounting Officersubmitted as follows:

i) The statement of receipt and payment reflects paynoé military gratuity of
Ksh.1,517,965,1730, which is overstated by K407,965,175.80. The overpayment
error is due to system (PMIS) lacking configuration feature to capture a recovery from
payment of military gratuity. The amount does not involve actual movement of cash

i) The amount 0Ksh.38,352,507.40 relates to calculated gross death gratuity and the
amount is recorded and correctly captured in the marasélbookand general ledger.
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As earlier stated in 128 above this error will be addressed by the system re
engineering process.

Committee Observations andFindings

365)The Committembserved and fountthat
1) The matter on military gratuity of Ksh.1,517,965,175.80 had been resolved;
2) The the amount of Ksh.38,352,507.40 was still outstanding, and
3) The matter therefore remadunresolved.

Committee Recommendation

366)The Committeeecommendethat
The Accounting Officer should ensure that the amount of Ksh38,352,507.40
relating to calculated gross death gratuity recorded and correctly captured in the
manual cashbook and general ledger.

130. Irregu lar Payment of Pension
367)Also included in the paymenof pensions expenditure of K&3,170,121,740 are
irregular payments found from the sample field inspection visits during the period of

July to September 2018. These are detailed below:

a) During the period under review, monthly pension payroll amounting to
Ksh.58,605,552 was indicated as having been paid to Asian and European officers.
However, no individual officer files were made available to authenticate the
payments.

b) Payments amounting to Ksh.27,378,A2&re made to deceased persons. Of this
amount, Ksh.12,580,674 relate to repeat payments to deceased persons bank accounts
even after being returned by the receiving bank at first instance. Ideally, the pension
departmenshouldsuspend further paymentsanan account on return of the pension
paid/sent.

c) Monthly pension amounting to K2,761,552 was paid out to pensioners and
dependents who could not be traced at their indicated areas of residence as per
depart ment of pensi on 0 Hicatiorewvat thel goverammedt o u r
administration representatives.

From the foregoing, the accuracy of the reported expenditure on payment of pensions of
63,170,121,740 could not be confirmed.

Submission by theAccounting Officer

368)The Accounting Officersubmited as follows:
i. Monthly pension payroll amounting to Ksh.58,605,552
By the time of audit majority of the files were availed to the auditors. The remaining files
have since been availed to the auditors for review.

ii. Payments amounting to Ksh27,378,721 mad to deceased persons.
369)The policy of the department to delgtensioners /defendants from the payroll upon
production of the death certificate and the pensioners file. However, the department
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conducted a pensioners/dependents head count between Fehndariay 2019
whereby those who were confirmed to have died were deleted from the payroll. The
department is planning to undertake a biometric registration of all pensioners and
dependents to ensure that only eligible persons are in the payroll.

iii. Monthly pension amounting to Ksh.20,761,552 was paid out to pensioners and
dependents who could not be traced

370)There is a possibility of pensioners moving/relocating from the address provided and
therefore it may not be possible to delete beneficiaries from thelpagtil one is sure
that they no longer exisHowever, the department conducted a pensioners/dependents
head count between February and May 2019 whereby those who were confirmed to have
died were deleted from the payroll. The department is planningdertake a biometric
registration of all pensioners and defendants to ensure that only eligible persons are in
the payroll.

Committee Observations andrindings
371)The Committeebserved and founithat
1) No individual officer files were availed to authenticatpension payment of Ksh.58.6
million to Asian and European Officers, a pointer to opportunistic pension fraud incident
2) The repeat payment of Ksh.12.58 million to deceased persons bank accounts was not
intentional and that there was no Officer at the Dpant perpetuating identity fraud for
personal benefit;
3) The Department made payments totaling Ksh.20.76 million to pensioners and dependents
who could not be traced at their indicated areas of residence;
4) The National Treasury was in the process of ua#tary a biometric registration of
all pensioners and dependents to ensure that only eligible pensioners were in the
payroll;
5) There was need tinvestigate the pension payment of Asian and European Officers
and
6) The matter therefore remadunresolved.

Committee Recommendatios
372)The Committeeecommendethat
1) The Accounting Officer should review the operations of the Pensions by
launching biometric registration of all pensioners within six months upon
tabling and adoption of this report.
2) The Accounting Officer should operationalize the pension system

131. Unsupported Expenditure

373)Also included in the pensionsxgenditure is an amount of K&,294,340 paid to
Crown Agents, because of pre and gadependence pensioners residing in the United
Kingdom. The egenditure has not been adequately supported by way of payrolls
detailing the said beneficiaries. Consequently, the accuracy of the expenditures could not
be confirmed.
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Submission by theAccounting Officer

374)The Accounting Officersubmitted that the Deparant agreed with Crown Agent in
United Kingdom to manage the accounts of pre and-ipdspendence pensioners
residing in the United Kingdom on its behalf. The Department relies on monthly reports
from Crown Agents to make monthly payment schedules analpayhich is available
for audit review. A sample of the payroll and monthly returns for the same has been
attached. Every year the department receives coplids oértificates to confirm that the
beneficiaries are alive. Field inspection is to be cotetlion this matter.

Committee Observations andrindings
375)The Committeebserved and founithat
1) The details of the pensioners and payment schedules, had been availed but there were
no payrolls;
2) The Accounting Officerhad put in place measures to enstwe fgayroll was in place
for proper process of future payments to pensioners; and
3) The matter therefore remaidunresolved.

Committee Recommendation

376)The Committeeecommendethat
The Accounting Officer should review the operations of the pensions by lawting
biometric registration of all pensioners.

132. Returned Pensions

377)The statement of assets and liabilities @aties accounts payables of K5h61,252,617
- (2017- Ksh.3,243,545,204). Analysis tiie account indicates that K&189,930,008
relates topayments returned during the year while Ksh.372,222,595 was repaid to
pensioners on account of 2017 returns. Consequently, theawvement for the year is
Ksh817,707,413. The Management has not been #&blsupport the balance of
Ksh4,061,252,617 by wagf detailed listing per individual pensioners.

Submission by theAccounting Officer

378)The Accounting Officer submitted that his figure is a built up net off movement
accumulation since the inception of the CFS account. The figure is supported by
schedule®f the returns from the banks, which indicate pensioner number, the name and
the amount. The returns from the banks are filed per bank in box files which are
available in our office for audit. The auditors have also been issued with system rights
with which they can access these reports.

Committee Observations andrindings
379)The Committeebserved and founithat
1) The Committee observed that th&ccounting Officer failed to provide a
comprehensive schedule clearly supporting the payables balance in theafina
statement and the system did not have a comprehensive schedule to support the
balance; and
2) The matter therefore remains unresolved.
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Committee Recommendation
380)The Committeeecommendethat
1) The Accounting Officer should review the operations of the Bnsions by
launching biometric registration of all pensioners;
2) The Accounting Officer should within three (3) months of tabling and adoption
of this report avail the a comprehensive schedule clearly supporting the payables
balance in the financial statemat.

Other Matter

133.Pri or Yearso6 Matters

133.1Irregular Payment of Pension

381)The statements of receipts and payments for the financial year 2016/2017edeflec
pension expenditure of K&9,757,695,779. Included in the expegade was civil
pension of Ksl22,901547,520. An amount of Ksh.1,306,966,519 was paid to retired
teachers during the financial year 2016/2017 without being properly supported with
documents such as the last pay slips as required by Pension Act 189, Section 10. The
Management did not explaithe basis of calculating the pensions. Therefore, the
accuracy of payment ofivil pension amount of KsB2,901,547,520 could not be
confirmed.

Submission by theAccounting Officer

382)The Accounting Officersubmitted thaincluded in the expenditure of ciyoension of
KSh.22,901,547,520 as indicated in note 8.2 to the financial statements is an amount of
KSh.1,306,966,518 paid as revised claims to teachers who retired between July 1997 to
July 2001 who had filed a court case to be paid for salary revisidrttee same was
awarded by the court. Since those teachers had retired earlier the issue of current pay
slips did not arise as it would have been to new retirees. Courts ought to follow the
established law such as the Actbe calculation of their revisqeensions was based on
the entire salary increment of 1997 agreement, revision circular and salary progression
done by the employelfSC and the same was awarded by the court. The payment is in
public domain.

Committee Observations andrindings

383)The Commitee observed and founthat the Accounting Officerconfirmed that the
payments were made as per the court ruling and the Department had to abide and
therefore marked the matter resolved.

133.2 Military Gratuity

384)Also, included in the pension expenditure figuis military gratuity of
Ksh4,562,597,165, hich had an overpayment of K86,584,111. Management is yet
to effect recovery for the overpayment.
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Submission by theAccounting Officer

385)The Accounting Officersubmitted that the statement of receipts andmaay reflects
payment of military gratuity of Ksh,562,597,165, which includes overpayment of
Ksh86,584,111. The overpayment was noted and it is due to a system error as explained
no. 129 above. The amounts do not involve actual movement of castanbmmly is
being addressed by the ongoinegereggineering exercise.

Committee Observations andrindings
386)The Committeebserved and founithat

1) the National Treasury had not carried out a system upgrade and therefore the error
was likely to recur;

2) the Accounting Officeris addressing the problem by acquiring a new system. The
system will digitize the department as it is with other departments where government
operations have been digitized all other agencies are on IFMIS system; and

3) The matter therefore meains unresolved.

Committee Recommendation

387)The Committeeecommendethat
The Accounting Officer should within three (3) months of tabling and adoption of
this report, ensure that s system upgrade is underken and the overpayment of
Ksh.86,584,111 is awected and financial statements resubmitted to the Auditof
General for audit and reporting in the subsequent audit cycle.

133.3 Unsupported Expenditure

388)The Department paid pension totaling Ksh.58,656,973 to Asian and European
Pensioners who retired due to isanization of public sector after independence in
1963. Their life certificates were not availed to confirm that the pensioners agediaill
as required by the pension department internal controls. The propriety of the
expenditures could not, therefptee confirmed.

Submission by theAccounting Officer

389)The Accounting Officersubmitted that included in the ordinary pensionK$h.34,074,
626, 471 as supported by note 8.2 is an amountSt58,656,973 paid to Asian and
European pensioners who areour main payroll. Deletion from the payraotiustalways
be supported by death certificate. Please note that there is no provision of life certificates
in pensions act in Kenya and not in the pension policies. The Department conducted
payroll cleansing exeise between February and May 2019 in order ascertain the correct
number of live pensioners and is in process of implementingitftengswhereby those
found to have died or nemesponsive shall be deleted from the payroll. However, the
department wilintroduce biometric identification of pensioners irerggineering of the
PMIS.

Committee Observation andFindings
390)The Committeeobserved and founthat this matter was considered by the PACIitD s
report for the FY 2016/2017 and a recommendation duljema
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133.4 Failure to Surrender Unspent Allocation

391)The Statement of Receipts and Payments for the financial year 2016/2017 reflected a
deficit of Ksh.1,270,093,379 for the year ended 30 June 2017. The excess expenditure
over the receipts for the year was fundexn unspent balance from the financial year
2015/2016. This is contrary to the provisions of Section 45 of the Public Finance
Management Act 2012 that requires the department to surrender the unspent pension as
of yearend to the Exchequer Account.

Submission by theAccounting Officer

392)The Accounting Officer submittel that the expenditure dkSh.1,270,093,379 was
funded from returned pension not from exchequer. The returned pension is held in the
re-credited account pending further clarification from geners to reclaim their
returned pension to be paid after reactivating their bank account details.

Committee Observations andrindings
393)The Committeebserved and founithat
1) the Accounting Officerpays pensionersdé c¢claims from m
pension is held but the fundbouldbe kept in a separate deposit account;
2) a separate deposit account has not been opened for this purpose; and
3) The matter therefore remains unresolved.

Committee Recommendation

394)The Committeeecommendethat
The Accounting Officer should, within three (3) months of tabling and adoption of
this report, ensure that a separate account opened for the returned pensions.

133.5Un-supported Clearance of Prior Year Adjustment

395)The statement of financial assets for the year 2015/&fjlgteda prior year adjustment
of Ksh297,889,272 under the comparative balances for the financial year 2014/2015.
The amount was cleared during the period 2015/2016 but the transaction was neither
supported nor explained. The financial statement nmayhave presented fairly the
financial position as at 30 June 2016.

Submission by theAccounting Officer

396)The Accounting Officer suomitted that the amount of K&97,889,272 under the
comparative balances for the Financial Year 2014/2015, was erronetesiyd during
the period 2015/2016. The figures have since been reinstated in the books of accounts in
financial year 2017/2018.

Committee Observations andrindings

397)The Committeeobserved and founthat the Accounting Officermade adjustments and
confirmed that the reinstatement of prior years were done and therefore the Committee
marked the matter as resolved.
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398)The Committee observed that Paragraph 134 and 135 on lawfulness and effectiveness in
use of public resources and effectiveness of internal @sptrisk management and
governance were discussed and found as satisfactory.

THE RECEIVER OF REVENUE - PENSIONS DEPARTMENT
REPORT ON THE FINANCIAL STATEMENTS
Basis for Qualified Opinion

136. Misstatement of Revenue Balance

399)During the year under review, theatement of receipts and transfers reflects total
revenue collected and trdesed to the Exchequer as K308,019,086 The bank
statements on the other hand shows the total receipts and transfer thereof to the
Exchequer of Ksh.309,398,233 resultinguexplained difference dkSh.1,379,147.
The statement of revenue is therefore misstated and does not reflect a true and fair view
of its operations.

Submission by theAccounting Officer

400)The Accounting Officersubmitted that the statement of receipts &madisfer reflects
total revenue collected and trémsed to the Exchequer as K308,019,086 and while
the bank statements on tlwher hand shows Ks309,38,233. The difference of
KSh.1,379,147 was noted and the financial statement was revised anittsdliothe
auditor for review.

Committee Observations andrindings

401)The Committembserved that thA&ccounting Officerconfirmed that the Misstatgent of
Revenue Balance of Ksh379,147 in the financial statement was revised, reviewed and
verified by te Auditor General and therefore the Committee marked the matter
resolved.

137. Previous Audit Issuesi Revenue Balances

402)In the audit of the previous year, reference was made where various classes of revenue
reflected in the statement of revenue and the cadhishowed different amounts as
analyzed below.

Revenue Class Notes to the Revenug Electronic Cashbook
Statement Balance

31% Contributions | 356,715,202.00 0

2% WCPS 0 65,265,348.10

Abatement 0 49,072,014.90

Cap Deductions 0 2,403,645.05

403)Consequently, the accuracy of the balances reflected in the statement of revenue could
not be ascertained. No reconciliation has been done to address the differences.
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Submission by theAccounting Officer
404)The Accounting Officersubmitted that by the tienof audit, the classification of revenue
was in complete; however, the adjustment and reconciliation has since been done.

Committee Observation
405)The Committeeobservedhatthe matter was considered by the PAC in its report for
the FY 2016/2017

406)The Committee observed that Paragraph 138 to 139 on lawfulness and effectiveness in
use of public resources and effectiveness of internal controls, risk management and
governance were discussed and found as satisfactory.

PROVIDENT FUND ACCOUNT
REPORT ON THE FINANCIAL STATEMENTS
Basis for Qualified Opinion

140. Trial balance and Ledger balances

407)Included in the Trial Balance and the Ledger Balance, as at 30 June 2018 are items
whose balances have been omitted from the financial statement. The National Treasury
Management have not explained what the items represent nor provided analysis to
support their omission from the financial statements. The details of the items, their
respective accounts and account balances are as indicated below:

Account Description Amount
4-867-09037310224 | Interest  on Investmeni 739,438,030.80Cr
Provident Fund
4-867-09037310227 | Profit/Loss on realization g 7,163,992.05Cr
Investments
4-867-09037310230 | Interest credit to Deposit 113,114.00Dr
4-867-09037310231 | Accumdative  Income  &| 1,372,274.45Cr
Expenditure Account
4-867-09037310235 | Recovery of Interest due frol 1,448,783.00Cr
Kenya Government
4-867-09037310236 | Annual Account 883,161.85Cr
4-867-09037310237 | Bonus paid to Depositors 1,296,168.10Cr
4-867-09037310238 | Annuity Payment (Charlel 50,695.00Dr
Rombo Agriculture)
4-867-09037310237 | Bonus paid to Depositors 1,296,168.10Dr

408)in absence of any reconciliation and explanation, the financial statements may not
therefore present a true and faew of the financial position.
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Submission by theAccounting Officer

409)The Accounting Officersubmitted thatlte PMIS system is designed and configured in a
way that expenditures and incomes in the same line item do not knock off but instead
accumulate inthe ledger since inception of the fund. The items brought forward as
Income/expenditures is attributed to the foregoing system designation and configuration
which will be addressed by the PMIS systerrengineering process. Therefore, these
brought forwad i ncome/ expenditure figures donot
shown in the Ledger but are previous years' accumulative expenditures incurred by the
Fund. On the other hand, these historical figures are being addressed by the Old
Balances Taskfae Committee.

Committee Observations andrindings

410)The Committeeobserved and founthathe explanation given by th&ccounting Officer
with regard to the Trial Balance and the Ledger Balance as'atRMe, 2018 was
persuasive and therefore the Comedtinarked the matter as resolved.

141. Other Receivable

411)The statement of assets and liabilities reflects emtheceivables balance of
KSh.9,972,598Mhich include a cash deposit balance k$$h.3,796,226 held in the
insolvent Cereal and Sugar Corporation. Twporationhad beenrecommendedor
winding-up but the process is yet to be completed. Therefore, the realization of the
amount ofKSh.3,796,226/deposited in the Corporation cannot be ascertained and the
balances of other receivables KEh.9,972,372/59may be grossly misstate&urther,
included in Other Receivables is Ksh.6,176,372 in respect of ordinary shares due from
KP & LC that is not reflected in the ledger. Therefore, the source and accuracy of the
balance could not be ascertained.

Submission ty the Accounting Officer
412)The Accounting Officersubmitted as follows:

(i) The statement of financial assets and liabilities reflects other receivable balance of
KSh.3,796,226.00 representing cash deposit held in the insolvent Cereals and Sugar
Finance Corporain which is dormant and in the process of being weumdThe
Department accounts is prepared based on going concern and therefore until the
liquidation is concluded the amount K6h.3,796,226 has to be included receivable
figure in the statement of assand liabilities.

(i) The National Treasury formed a taskforce on the winding up of Dormant Funds and
address issues of old balances appearing
of clearing the same.

(iif) A cabinet Memorandum on winding of the fundleiletter Ref. No. MOF/AC/305C
Vol. 2 (172) of 10th September 2019 was forwarded to the Attorney General replied
vide his letter Ref. AG/LDD/199/1/81 OF 19th November 2019. The Attorney
General advised on the way forward on winding up of the Fund and &henhl
Treasury is implementing the recommendations. The revocation order 2020 have been
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submitted to The Cabinet Secretary National Treasury & Planning for approval and
signature.

(iv) With the conclusion of the winding up, the issues raised by the Auditier ilems (i)

(if) and (iii) will be addressed.

(v) Other Receivables being dividends from ordinary shares amounting to
KSh.6,176,371.50 have been recorded in the manual cashbook and properly presented
the statement of assets and liabilities but the sarmezlftol be captured into the ledger
due to configuration of PMIS system format. The issue has been noted and the same
will be addressed by the system on goingmgineering process.

Committee Observations andrindings

413)The Committeeobserved and foundha the explanation given by thAccounting
Officer with regard to other receivables was persuasive and therefore the Committee
marked the matter resolved.

142. Other pending payables

414)The statement of assets and liabilities reflégh.9,715,111 as other pendipgyable
brought forward made up d€Sh.9,622,726 andSh.92,385 relating to surplus cash
remitted by Department and interest due to National Government entities respectively.
The balances have repeatedly been brought forward from previous years but aio
supporting analysis. In the absence of analyses, it has not been possible to confirm the
accuracy, validity and completeness of these balances.

Submission by theAccounting Officer

415)The Accounting Officersubmitted that the statement of Assets hratbilities reflects
pending payables balancesk#$h.9,715,111.00 comprising of Surplus cash remitted by
Departments of KSh.9,622,726.00 and Interest due from the Government of
KSh.92,385.00. These balances were brought forward from previous years laagl it
been a challenge to analyze them further since they are historical in nature.

416)The National Treasury formed a taskforce on the winding up of Dormant Funds and
address issues of old balances appearing
clearing the same. A cabinet Memorandum on winding of the fund vide letter Ref. No.
MOF/AC/305C Vol. 2 (172) of 10th September 2019 was forwarded to the Attorney
General replied vide his letter Ref. AG/LDD/199/1/81 OF 19th November 2019. The
Attorney Generaladvised on the way forward on winding up of the Fund and The
National Treasury is implementing the recommendations. The revocation order 2020
have been submitted to The Cabinet Secretary National Treasury & Planning for
approval and signature.

417)With the onclusion of the winding up, the issues raised by the Auditor under items (i)
(i) and (iii) would be addressed.
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Committee Observations andrindings

418)The Committeeobserved and foundhat the explanation given by th&ccounting
Officer with regard to ther pending payables was persuasive and there the Committee
marked the matter resolved.

Other Matters

143. Idle Resources

419)For some time now, the fund has carried out minimal operations where only dividends
from investment in Kenya Power and Lighting Compamyited are recorded. The
fund continues to accumulate fis) which now standing #&Sh.759,472,236 as at 30
June 2018 and nothing is invested even with Government bonds, and therefore no
interest is earned. The fund administrator has not undertakenotlaery activities for
which the fund was established. The amount has been held idle at Central Bank of
Kenya but could have been invested in income generating ventures. Alternatively, if the
mandate of the fund is found to have ceased or lapsed, theosgmeto be wound up
and the assets reverted to the Government.

Submission by theAccounting Officer

420)The Accounting Officersubmitted that the National Treasury wrote to central Bank of
Keya seeking advice on how to invest vide letter ref. No.EPN/16M02X1/34 dated
14" March 2016 and the Central Bank advised vide letter ref. No. EPN/167/025
Vol.X1/34 dated 18 January, 2017 the requirements and conditions to be met before
investing. Two of the conditions were that the Fuwhbuld have Fund Managesnd
Board of Trustees. The Fund has no remaining beneficiaries and it would not be viable to
engage a Fund manager and Board of trustees. Thenasoh process of being wound

up.

Committee Observations andrindings

421)The Committeeobserved and foundhat the explanation given by thAccounting
Officer with regard to othematter and in particular idle resources was persuasive and
therefore the Committee marked the matter as resolved.

422)The Committee observed that Paragraph 144 and 145 on lawfulnessemtiderfess in
use of public resources and effectiveness of internal controls, risk management and
governance were discussed and found as satisfactory.

EUROPEAN WIDOWS AND ORPHANS PENSION FUND
REPORT ON THE FINANCIAL STATEMENTS

Basis for Adverse Opinion

144, Unsupported Investments

423)The statement of assets and liabilities as at 30 June 2018 reflects a receivables balance of
Ksh.21,221,715 which includes an investment balance of Ksh.16,900,000 representing
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cash deposits that was made to the Cereals and $ugance Corporation. The
investment balance was not supported by any verifiable documents such as deposit
certificates as required. Further, the Corporation in question is technically insolvent and
the cabinet approved its winding up vide memorandum di@e8eptember 2007 with
recommendation that assets and liabilities be transferred to The National Treasury.

424) n t he circumstances, the investments may
be overstated.

Submission by theAccounting Officer

425)The Accounting Officersubmitted that the statement of assets and liabilities reflects a
receivable balance #Sh.16,900,00.00 relating to cash deposits held in the Cereals and
sugar Finance Corporation (CSFC), which is technically insolvent. The liquidattbn
winding up process of the corporation isgwing and the recoverability of the amount
will be determined once he process is over. Please note that the financial statements of
CSFC to enable us wind up the fund have been prepared and submitteditforf tzaud
deposit certificate is hereby attached for verification.

426)The National Treasury formed a taskforce on the winding up of Dormant Funds and
address issues of old balances appearing i
clearing the same. Aabinet Memorandum on winding of the fund vide letter Ref. No.
MOF/AC/305C Vol. 2 (172) of 10th September 2019 was forwarded to the Attorney
General replied vide his letter Ref. AG/LDD/199/1/81 OF 19th November 2019. The
Attorney General advised on the wéyward on winding up of the Fund and The
National Treasury is implementing the recommendations. The revocation order 2020
have been submitted to The Cabinet Secretary National Treasury & Planning for
approval and signature.

427)With the conclusion of the wding up, the issues raised by the Auditor under items (i)
(i) and (iii) would be addressed.

Committee Observations andrindings
428)The Committembserved and fountthat
1) The explanation given by th&ccounting Officerwith regard to European Widows
and Ophans Pension Fund and in particular the unsupported investments was
persuasive;
2) Thee was immense improvements made on the winding up of the fund; and
3) The Committee marked the matter as resolved.

145. Bank Reconciliation

429)The statement of assets and liatgtas at 30 June 201&eflects a cash balance of
Ksh175,505,994. A review of the cdsbok reflects a balance of K468,552,393 at the
same date resulting to ann-explained difference of Ks$,953,601. The bank
statements and bank certificates on théher hand indicates a balance of
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Ksh.172,853,169. The discrepancies between the three sets of records have not been
reconciled.

Submission by theAccounting Officer

430)The Accounting Officersubmitted that by the time of audit, the three sets of red¢mds
not been reconciled. The financial statement for the year under review has been revised
and the bank reconciliation has been updated with the correct amount of casisland
equivalents shown akKkSh.172,853,169. The reconciled records have been giwen t
auditor for review.

Committee Observations andrindings

431)The Committeeobserved and foundhat the explanation given by théccounting
Officer with regard to bank reconciliations was persuasive and therefoite riteeked
the matter as resolved.

146. Adjustment of prior year Investment Balance

432During the year wunder review, the Fundos
the investment account balance brought soxhvfrom previous years of K&h,516,932
to Ksh.21,608,573 by Ksh.3,908,360. The adjustmeas effected through debiting the
Capital account balancewith a similar margin from Ksh25,506,423 to
Ksh.121,598,063. The two accounts were adjusted in 2011/2012 financial year with an
amount of Ksh.17,364,820 in recognition of bonus shares whiclbéwa omitted. The
adjustments to capital account have not been explained therefore rendering the present
adjustment invalid.

Submission by theAccounting Officer

433)The Accounting Officer submitted that the PMIS system is not fully developed to
capture cdrin prior year adjustments, receivables and produce financial reports and the
same is being addressed through procurement of a new system, which is in process.
Whereby missing item codes in the system will be included. The adjosioh capital
account byKSh.3,908,360.00 was effected through debiting the capital account balance
and crediting the investment account balance brought forward with a similar amount.
The two accounts were adjusted in 2011/2012 firsdngear with an amount of
KSh.17,364,820 inrecognition of bonus shares. The adjusted records have been
submitted to the auditor for review.

Committee Observations andrindings

434)The Committeeobserved and foundha the explanation given by thAccounting
Officer with regard to adjustment of prigear investment balansgas persuasive and
thereforethe matter could bmarkedasresolved.

147. Balances Omitted from the Ledger

435)The statement of receipts and payments shows dividend income receivable of
Ksh.4,321,715. The amount has however not been red¢andthe General Ledger. The
balances in the financial statemersisould be derived from the Ledger and Trial

93



Balance. The receivable balance in the financial statement is therefore not supported by
any primary books of accounts.

Submission by theAccounting Officer

436)The Accounting Officersubmitted that the PMIS system that is in use is not fully
developed to capture certain receivables and produce financial reports and the same will
be addressed by the new system being procured.

Committee Observationsand Findings

437)The Committeeobserved and foundhat the explanation given by thAccounting
Officer with regard to balances omitted from the ledgas persuasive and therefore the
mattercould bemarked as resolved.

148. Statement of Comparison between the Biget and Actual Amounts

438)The management did not include for audit, the Statement of Comparison between
Budget and Actual amounts in the financial statements as prescribed by the Public Sector
Accounting Standards Board and as exemplified by the Treasucyl&@i No. AG
4/16/1/VOL.IV/76 of 13 July 2017. As a result, it has not been possible to evaluate or
appraise the performance of the fund during the year under review.

Submission by theAccounting Officer
439)The Accounting Officersubmitted that it wagrue that no budget was provided for the
fund but this omission will be addressed in the Financial Year 2020/2021.

Committee Observationand Finding

440)The Committeenbserved and founthat the Accounting Officeragreedthat no budget
was provided for the fundub this omission wuld be addressed in the Financial Year
2020/2021

Other Matter

149. Credit Risk in the Financial Statements

441)The financial statements include a note on the credit risk of the entity, which however,
does not include all relevant informatiabout the entities debtors. The receivables from
non-exchange transactions shows nil balance while the statement of assets and liabilities
indicates receivables amounting to Ksh.21,221, Hiduded in the balance are doubtful
receivables from Cereals aBdgar Finance Corporation of K416,900,000.

Submission by theAccounting Officer

442)The Accounting Officersubmitted thaby the time of audit, the note on the credit risk
section did not include all the relevant information. The financial statement wasdev
and the correct position of receivables shown. The revised statement has been given to
auditors for review.
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Committee Observations andrindings
443)The Committembserved and founithat
1) The explanation given by thaccounting Officerwith regard to biances omitted
from the ledgewas persuasive; and
2) The financial statement revised and the correct position of receivables shown and
revised statement given to auditors for review.

Committee Recommendatios
444)The Committeeecommendethat
1) The Accounting Officer should ensure thatreconciliations are done in time and
the complete financial statements submitted to the Auditor General within for
review and verification as provided for in Article 229 (4)(h), and section 81(4)(a)
of the PFM Act 2012; and
2) The Auditor -General should review the revised financial statements and report
in the subsequent audit cycle.

445The Committee observed that Paragraph 152 and 153 on lawfulness and effectiveness in
use of public resources and effectiveness of internal contisks,management and
governance were discussed and found as satisfactory.

ASIAN OFFICERS FAMILY PENSION FUND
REPORT ON THE FINANCIAL STATEMENTS

Basis for Adverse Opinion

154.Pr evi ous Year d6s Report

i) Failure to Provide Records for Verification

446)During the period under review, the Pension Departnmeatie payments amounting to
Ksh.1,600,842 as pensions to pensioners/dependents under the Fund. Included in the
schedule a two payments totaling to K€#,000 paid to two pensioners with reference
pension numérs BPN/PB 589 & BPN/PB 1688 but whose pension files were not
availed for audit review.

Submission by theAccounting Officer

447)The Accounting Officersubmitted thathe auditors requested for 38 files which initially
36 had been availed leaving a balant@.dHowever, by December 2018 the remaining
(2 files BPN/PB 589 and BPN/PB 1688) were found and submitted to the auditor.

Committee Observations andrindings
448)The Committembserved and founithat
1) The explanation given by th&ccounting Officerwith regad to failure to provide
records for verificationvas persuasive; and
2) all required documents were submitted, reviewed and verified by the Auditor General.
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Committee Recommendation

449)The Committeeecommendethat
The Auditor-General should review the documents and report in the subsequent
audit cycle.

i) Irregular Payment of Pension

450)As was reported during the previous years, the Department had mauenpesyments
amounting to Kskh19,800 to two beneficiaries between the year 2007 and 2015 who
werelater confirmed to be deased. A further Ks#2,000 was paid between July 2015
and January 2016 despite the families of the two beneficiaries having notified the
department of their demise in September 2007 and February 2008 respectively. Although
the Fund management has so far recovered an amouks#18,710, an amount of
Ksh.143,090 has remained outstanding.

Submission by theAccounting Officer

451)The Accounting Officersubmitted thathe two deceased beneficiaries remained in the
agency payroll upa January 2016 and hdmken paidkSh5 19, 800. 00 . The
paid was returnethy the bank amounting t&Sh.418,710 by AugusR017 leaving a
balance 0KSh.143,090. The Department wrote to National bank requesting the bank to
retum the remaining balancé Ksh.143,090 and the bank has responded positively.

Committee Observations andrindings
452)The Committe®bserved and founithat
1) the explanation given by tha&ccounting Officerwith regard tofailure to provide
records for verificationvas persuasive;
2) a letter from National Bank returning the remaining balance of Ksh.143,090 was
submitted, reviewed and verified; and
3) the explanation by theAccounting Officer was satisfactory and therefore the
Committee considered the matter resolved.

iii) Un Supported Balance

453)The statement of financial assets and liabilities c&flereceivables balance of
Ksh15,200,000 relating to cash owed by the defunct Cereals and Sugar Finance
Corporation (CSFC) that is undergoing a winding up process. Deposit certificates do
howeve not support the balance or other documentary evidence required for audit
verification. The accuracy and validity dfie receivable balance of K4b,200,000
cannot be confirmed.

Submission by theAccounting Officer

454)The Accounting Officersubmitted thathe statement of financial assets and liabilities
under receivalas reflected a balance K5h.15,200,000.00 relating to cash owed by the
defunct Cereals & Sugar Finance Corporation. The National Treasury has established a
taskforce on dormant funds indng the defunct Cereals and Sugar Finance
Corporation. The deposit was made sometimes back and the certificate of balance has
been availed to auditors for review. The recoverability will be determined when the Task
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Force Committee for Dormant Funds conmeseits task. The National Treasury sought
and got legal opinion and recommendations from the Attorney General vide his letter
Ref. AG/CONF/6/E/170 VOL Il (5) of 17May 20109.

455)A cabinet memorandum on winding of the fund vide letter Ref. No. MOF/AC/308C V
2 (172) of 16" September 2019 was forwarded to the Attorney General and in reply vide
his letter Ref. AG/LDD/199/1/81 OF f9November 2019 he advised that draft
revocation orders be prepared on the Fund. With the conclusion of the winding up, the
issues raised by the Auditor will be addressed.

Committee Observations andrindings
456)The Committembserved and founithat

1) A taskforce on winding up of dormant Funds had concluded its report with
recommendations. The National Treasury sought and got legalion and
recommendations from the Attorney General vide his letter Ref. AG/CONF/6/E/170
VOL Il (5) of 17" May 2019;

2) The cabinet memorandum on winding of the fund vide letter Ref. No. MOF/AC/305C
Vol. 2 (172) of 18' September 2019 was forwarded to thitommey General and in
reply vide his letter Ref. AG/LDD/199/1/81 of ¥™November 2019 he advised that
draft revocation orders be prepared on the fund;

3) with the conclusion of the winding up, the issues raised by the Au@aaeralwill
be addressed; and

Committee Recommendation

457)The Committeeecommendethat
The Auditor-General should, within three (3) months of tabling and adoption of
this report, review the Cabinet memor andu
this matter and report in the subsequent adit cycle.

155. Transactions in theCashbooknot in Bank Statement

458)The bank reconciliation statement for the month of June 2018 reflects payroll payments
for the months oMay and June 2015 totaling K&37,646 in the cashbook but not in
the bank statemenrfurther, the cashbook also esfts receipts of Ks6,575, which have
not been banked for more than five years. In absence of any reconciliation or
explanations, it has not been possible to ascertain the accuracy of the balances reflected
in the financiaktatements.

Submission by theAccounting Officer

TheAccounting Officersubmitted as follows:

i. The reconciliation for the month of June 2018 reflects payroll payments for the months of
May and June 2015 totalingSh.237,646.00 in thecashbookbut not in he bank
statement. By the time of audit, a reconciliation had not been done. However, this
reconciliation was done in January 2019 and submitted to the auditor for review. This has
been noted and adjustment was done in January 2019, reconciliation attached
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ii. The cashbook also reflecteceipts of Ks,575.20, which have not been banked for
more than five years. This was error in our reconciliation statement since the receipt was
banked on 1®6-2015. The error was noted and has since been rectified atheper
attached January 2019 bank reconciliation.

Committee Observations andrindings
459)The Committembserved and fourntthat
1) the Accounting Officerfailed to ensure that reconciliations are done in time and the
complete financial statements submitted te #uditor general within three months
after close of the Financial Year as provided for in Article 229 (4)(h), and section
81(4)(a) of the Public Finance Management Act 2012.
2) the Accounting Officer belatedly provided the restatement that were adequately
suypported for audit review and verification; and
3) The Committee marked the matter as resolved.

Committee Recommendation

460)The Committeeecommendethat
The Accounting Officer should always ensure that reconciliations are done in time
and the complete financial statements submitted to the auditor general within three
months after close of the Financial Year as provided for in Article 229 (4)(h), and
section 81(4)(a) of the Public Finance Management Act 2012.

156. Failure to Capture Ledger Figures in the Financal Statement
461)The Trial Balance presented includes debit/credit balances, which have been omitted
from financial statement as indicated below:

Item(s) Description Debits Credits

Ksh. Ksh.
Depreciations/ Appreciations | 337,703.00
Expenses of managent 10,613,702.35
Interest on Investmeiisian 592,078,739.65
Government Contributions 1,219,565.05
Interest on Investment Asian 1,075,831,824.85

462)No explanatory notes have been provided by management indicating what the figures
represent In addition, the Trial Balandetal credits of Ksi.,491,614,679 and debits of
Ksh.1,042,467,389 do hoagree. The difference of Kgl9,147,290 has not been
explained. Consequently, the Financial Statement may not reflect a true and fair position
of the Fund as at 30 June 2018.

Submission by theAccounting Officer

463)The Accounting Officersubmitted that these are historical figures and do not relate to
the financial year under review. As indicated earlier, PMIS system has a challenge in the
way it is cesigned and configured. The system does not knock off expenditures against
income received hence the ledger accumulates expenditure and income. The challenge
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will be addressed when the new system is procured. The following items are reflected in
the financal statements:

Government Contributions KSh.1,219,565.05 Credit
Interest on Investmemisian KSh.1,075,831,824.85 Credit

The follow items are brought forward Income/ expenditure not reflected in the ledger and
they did not relate to the ped of audit;
Interest on Investmesfisian KSh.592,078,739.65 Debit

Depreciations/ Appreciations KSh.337,703.00 Debit
Expenses of management KSh.10,613,702.35 Debit

464)in addition, the Trih Balance total credits of Ksh491,614,679 anddebits of
Ksh.l1,042,467,389 do noagree. The difference of K¢l9,147,290 has not been
explained. Consequently, the Financial Statement may not reflect a true and fair position
of the Fund as at 30 June 2018.

465)The difference between the total creditdamce ofKSh.1,491,614,679 and debits of
KSh.1,042,467,389 is a PMG figure §6h.449,147,290 as highlighted in the ledger for
2017/2018. The PMIS system was not fully developed to capture certain items and
produce financial reports, the same will be added by Procurement of new System/re
engineering process. The procurement of new systanfymeering will incorporate all
applicable accounts codes, to capture receivables and clearly show the PMG figure in the
Trial balance among other item

Committee Observations andrindings
466)The Committembserved and founithat
1) The Accounting Officerfailed toensure that reconciliations are done in time and the
complete financial statements submitted to the auditor general within three months
after close of thd-inancial Year as provided for in Article 229 (4)(h), and section
81(4)(a) of the Public Finance Management Act 2012.
2) The Accounting Officer belatedly provided the restatement that were adequately
supported for audit review and verification; and
3) The Commitee marked the matter as resolved.

Committee Recommendation

467)The Committeeecommendethat
The Accounting Officer should always ensure that reconciliations are done in
time and the complete financial statements submitted to the auditor general
within three months after close of the Financial Year as provided for in Article
229 (4)(h), and section 81(4)(a) of the Public Finance Management Act 2012.
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468)The Committee observed that Paragraph 157 to 159 on lawfulness and effectiveness in
use of public resoges and effectiveness of internal controls, risk management and
governance were discussed and found as satisfactory.

Emphasis of Matter

160. Material Uncertainty Related to Going Concern/Sustainability of Services

469)As similarly reported in the previous ysathe Fund has been dormant since June 2002
when the only surviving beneficiary died. Further, the Cabinet through a memorandum
dated 26 June 2012 authorized the Attorney General, Minister of State for Public service
and The National Treasury to initiafee process of winding up of the Fund. According
to the report of the task force appointed by the National Treasury on winding up of the
dormant funds dated August 2015, a draft legal Notice has been prepared in conjunction
with the State Law Office for d@mzetting of the Fund. However, the Legal Notice has
not been made available for audit to confirm the final action taken. My opinion is not
gualified in respect of this matter.

Submission by theAccounting Officer

470)The Accounting Officer submitted thathe National Treasury sought and got legal
opinion and recommendations from the Attorney General vide his letter
Ref. AG/CONF/6/E/170 VOL Il (5) of 17 May 2019. A cabinet Memorandum on
winding of the fund vide letter Ref. No. MOF/AC/305C Vol. 2 (172) of Beptember
2019 was forwarded to the Attorney General and in reply vide his letter Ref.
AG/LDD/199/1/81 OF 19 November 2019 he advised that draft revocation orders be
prepared on the Fund. With the conclusion of the winding up, the issues raised by the
Auditor will be addressed.

Committee Observations andrindings
471)The Committe®bserved and founithat
1) A Taskforce on winding up of Dormant Funds had concluded its report with
recommendations The National Treasury sought and got legal opinion and
recomnendations from the Attorney General vide his letter Ref. AG/CONF/6/E/170
VOL Il (5) of 17" May 2019;
2) A CabinetMemorandum on winding of the fund vide letter Ref. No. MOF/AC/305C
Vol. 2 (172) of 18' September 2019 was forwarded to the Attorney Generainaind
his responseide his letter Ref. AG/LDD/199/1/8Hated19" November 2019 the
Attorney Generaldvised that draft revocation orders be prepared on the fund;
3) With the conclusion of the winding up, the issues raised by the Audaaidvibe
addresse; and
4) The Committee marked the matter as resolved.

Committee Recommendation
472)The Committeegecommendethat
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The Auditor-General should, within three (3) months of tabling and adoption of
this report, review the Cabinet pmoeaomor andul
this matter and report in the subsequent audit cycle.

473)The Committee observed that Paragraph 161 and 162 on lawfulness and effectiveness in
use of public resources and effectiveness of internal controls, risk management and
governance were discged and found as satisfactory.

SUBSCRIPTIONS BY KENYA TO INTERNATIONAL ORGANIZATIONS
REPORT ON THE FINANCIAL STATEMENTS

Basis for an Adverse Opinion

163. Comparison Between the Budget and Actual Amounts

474)The statement of comparison between the budgethendctual Amounts indicates that
during the year under review, an amount of Ksh.500,000 was provided in the budget but
no expenditure was incurred. The Management has explained the huge variance arose

because the amount i n t bterovision] asehere wad #0 a O n
amount that had been called for payment during the year in absence of such a resolution
by the member states. The budget process

budgetary estimatesd f or Ideapodes tkercevernnenty ap [
to abuse and misappropriation/misdirecting of public funds. Further requisition and
approval of budget which is subsequently not utilized deny other needy government
programs funds for implementation

Submission by theAccounting Officer

475)The Accounting Officersubmitted that the Government of Kenya pays subscriptions to a
number of international institutions. Payments are made on presentation of demand notes
by the institutions. The National Treasury makes budgetary provisi@estwe funds in
case an invoice for these payments is received. During the year under review, the
institutions did not submit demand notices for payment fgpth under expenditure of
Ksh500,000.00.

Committee Observations andrindings

476)The Committembserved and founthat

1) The Committee observed that the explanation given byAttwounting Officer on
comparison between the budget and actual amounts was persarasiveerefore marked
the matter resolved.

164. Failure to Provide the Trial Balance

477)The Mangement did not provide trial balance relating to the vote, for the financial year
2017/2018. The source and accuracy of the information contained in the financial
statements could therefore not be ascertained.

Submission by theAccounting Officer
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478)The Accounting Officersubmitted that by the time of audit, the trial balance was not
provided because there were no transactions. However, a trial balance reflecting nil
transactions has since submitted.

Committee Observations andrindings
479)The Committembseved and foundhat
1) TheAccounting Officerfailed toensure that reconciliations are done in time and the
complete financial statements submitted to the auditor general within three months
after close of the Financial Year as provided for in Article 2284 and section
81(4)(a) of the Public Finance Management Act 2012.
2) The Accounting Officerprovided the statemesithat were adequately supported for
audit review and verification; and
3) The Committee marked the matter as resolved.

Committee Recommendabn
480)The Committeeecommendethat
1) The Accounting Officer should ensure thatreconciliations are done in time and
the complete financial statements submitted to the Auditor General within for
review and verification as provided for in Article 229 (4)(h),and section 81(4)(a)
of the PFM Act 2012; and
2) The Auditor-General should review the revised financial statements and report
in the subsequent audit cycle

165. Comparison of expenditure with the Appropriation Account

481)A comparison of balances reflected in fheasury main financial statement indicates
that the Government made several payments as Grants and transfers amounting to
Ksh.1,069,476,595 during the yeander review. Included in Ksh069,476,595 are
membership dues and subscription to unspecifiegtnational organizations totaling to
Ksh.48,779,790. 54t has not been possible to draw a line between what is payable
under the subscription to international organization and those under Grants and Transfers
to various expenditure vote heads of inteéoral nature. There are various votes under
The National Treasury. Vote 1071 deals with voted provisions while vote 0006 is for
CFS Subscriptions (CFS R053).

Submission by theAccounting Officer

482)The Accounting Officersubmitted that during the year undewriew, the Government
made payments as grants and transfers to amountinghtt,869,476,595.00. Ingted
in the expenditure of Ksh,069,476,595.00 are membership daesl subscriptions
totaling Ksh48,779,790 that was paid to various international mmgdions under voted
provision vote 1071. There were no payments made under CFS Subscriptions to
International Organizations Vote 0006 during the year under review. Unlike expenditure
charged on Vote 1071, the budget and expenditure chargeable on VétasOb0
accordance with the provisions of the Acts that established the institutions. Despite the
two categories of subscriptions, there is no double budgeting for similar transactions.
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Committee Observations andrindings

483)The Committeeobserved and foundha the explanation given by thAccounting
Officer on comparison of expenditure with the appropriation account was persaasive
therefore considered the matter resolved.

166. Unsupported Balances

484)n the Audit Report of the previous year, reference wasentadthe report of the
financial year 2015/2016 where the statement of details of Kenya Government share
subscription and capital contribution to international organizations had reflected local
value d subscription totaling to Ksf1,403,651,783 againsanous amounts in foreign
currencies as at 30 June 2016. However, an independent confirmation of those balances
then showed that subscription were received from only four (4) out of the twelve (12)
organizations. In addition, the amount confirmed by twathafse organizations had
differed significantly. Further, the subscription for 20BY totaling to
Ksh116,813,106,919 in respect of 10 organizations had been restated to
Ksh.49,750,957,607 due to conversion of foreign currencies. The huge foreign
currences loss had not been explained.

Submission by theAccounting Officer

485)The Accounting Officersubmitted that at the time of audit of financial statements for the
year ended 30 June, 2016, four organizations namely African Capacity Building
Foundation, P.JA. Bank, International Finance Corporation and Macroeconomic and
Financial Management Institute (MEFMI) had confirmed Kenya's status.

486)The amounts confirmed by P.T.A and MEFMI differed with the reported amounts but
have since been updated as indicatedhe confirmation letters. The remaining eight
institutions | ater confirmed Ke2WMER@S subs
amounting to KSh.116,813,106,919.00 in respect of eight organizations included
subscribed capital. Ehamount was rstatedto KSh.49,750,957,607.00 in order to
reflect the total paid up capital as at"3une 2015. The variance in foreign currencies
does not represent a loss to the Government but majorly attributable to reporting the paid
up capital, which is less than thenounts, subscribed@he process of documenting the
subscribed and paid up capital as weltlee ownership documents is-gaing

Committee Observations andrindings
487)The Committembserved and fountthat
1) The explanation given by th&ccounting Officerwith regard to the unsupported
balances on international subscriptions was persuasive;
2) The missing documents from IMF, AfDB and BCD institutions were provided for
review and verification; andnd thethe mattemwasmarked asesolved.

488)The Committee obseed that Paragraph 167 1®%8 on lawfulness and effectiveness in
use of public resources and effectiveness of internal controls, risk management and
governance were discussed and found as satisfactory.
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4.0THE PRESIDENCY
FINANCIAL STATEMENTS FOR VOTE1011
Unqualified Opinion

489)The Committee noted that therewere no material issues noted during the audit of
the financial statements of thigOffice.

490)The Committee observed that Paragrap tb6171 on lawfulness and effectiveness in
use of public resouss and effectiveness of internal controls, risk management and
governance were discussed and found as satisfactory.
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5.0 STATE DEPARTMENT FOR INTERIOR

FINANCIAL STATEMENTS FOR VOTE 1021

Dr. Eng. Karanja Kibicho, the Accounting Officer for the State Dgartment of Interior
(Vote 1021) appeared before the Committee on ®8-ebruary, 2020 to adduce evidence
on the audited financial statement for the State Department of Intefior (Vote 1021) for
the Financial Year 2017/2018. (Minutes of the Committee sittgs and submissions
tabled by the Accounting Officer are annexed to this report). He was accompanied by

the following officials:

(1) Mr. Hilary Mutyambai -
(2) Mr. Kangethe Thuku -
(3) Mr. Alexander Muteshi -
(4) Mr. Njoroge Mbugua -
(5) Mr. Noor Gabon -
(6) Mr. James K. Karori -
(7) Mr. Christopher Keter -
(8) Mr. Stephen G. Wamae -
(9) Ms. Elizébeth W. Kiano -
(10) Ms. Alice W. Gichu -
(11) Mr. Rogers M. Mbithi -
(22) Mr. Richard Chepchilat -
(23) Mr. David M. Mutia -
(14) Mr. Peter N. Muita -
(15) Ms. Loise Kibicho -
(16) Mr. John Mutua -

172. Pending Bills

InspectorGeneral of Police

PAS/ICS

Director-General Immigration

Deputy InspectefGeneral of Police
DeputyInspectoiGeneral of Police
Senior Assistant Accountant General
PSCMO

DD/SCMS

Internal Audit

Senior Chief Finance Officer
CommandantPoliceAir wing

Chief Engneer,National Police Service
PFO

Chief Anance Officer

Acting AccountariGeneral Immigration
NMG

491)The financial statements indicate that pending bills amountingSia4,835,827,891
were not paid during the year under review but were instzaded forward to

2018/2019 financial year. Had these bills been paid and the expenditure charged to the
relevant items of accounts for 2017/2018, the financial statements for the year ended 30

June 2018 would have reflected a net deficit €6h.4,677,%2,838instead of a net

surplus ofKSh.157,975,053 now shown.

Submission by theAccounting Officer

492)The Accounting Officeradmitted that the Financial Statement indicated that pending

bills amounting tokKSh.4, 835,827.00 were not paid during the year umdeiew but

instead were carried forward to 2018/2019 financial year. During the financial year

2017/2018 the Statbe par t ment of | rKShelB1i589r1 062840 lagridsy e t

exchequer release &Sh.121,019,683,026 resulting to a deficitki®h.10,569489,814.
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However the management would like to confirm that the above pending bills have since
been settled.

Committee Observations andrindings

493)The Committembserved and fourtthat
1) The pending billdhad since been clearad the subsequent financiadgr; and
2) The matter be resolved

Committee Recommendation
494)The Committeeecommendethat
The matter be resolved

173. Purchase of Helicopters Tender No. NPS/AW/001/201&017

495)The tender for purchase of three new helicopters under classified procureM&89 A
LE- law enforcement twin turbine engine, AW139 ViRin turbine engine and AW119
KX -single turbine engine was awarded to a foreign firm at a contract sum of
Euros39,123,357(equivalent k5h.4,927,993,312) through direct procurement method.
The contact was signed on™8June 2017. The tender was evaluated on the four stages;
preliminary, technical, financial and negotiations stage. Audit examination of the
underlying documents and records revealed thewmng unsatisfactory matters

173.1 Preparation of the Bid Documents

496)A review of the tender evaluation report revealed that only one bidder was invited and
issued with bid documents on 29 March 2017 for purchase of the three new helicopters
AW139 LE, AW139 VIP and AW119 KX.

497)Further, no evidence wawovided to show that technical input in preparation of the
tender documents. As a result, additional essential standard avionics helicopter parts
required to be issued to form the basis of tender preparation and subsequent negotiations
were not includedn the original tender documents contrary to Section 104 (a) of the
Public Procurement and Asset Disposal Act, 2015.

Submission by theAccounting Officer

498)The Accounting Officeradmitted that this was a classified procurement conducted in
accordance with séon 90 of the Act which excludes the application of the other
provisions of the PPAD Act and its Regulations. This procurement proceeding had been
approved by the Cabinet based on the security nature of the items.

499)Further, the Accounting Officeradmitted that only one bidder, Leonardo Helicopters
Division s.p.a. was issued with the tender documents for the purchase of the three new
helicopters; AW139LE, AW139VIP and AW119KX prepared in accordance with sec
104(a) of the Public Procurement and Asset DiapAst, 2015. The bidder was selected
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based on the fact that they had previously supplied and delivered similar aircraft to the
National Police Service and that the products they delivered were adjudged suitable for
the Service. The firm is the sole maruitaer of this type of helicopter and the Service
considered that the Original Equipment Manufacturer (OEM) was best placed to
manufacture and deliver the aircraft as per the requirements.

500)The Accounting Officerconfirmed that the technical input was yided by the user
which was subsequently used in preparation of the bid documents.

Committee Observations andrindings
501)The Committeebserved and founithat
1) The classified procurement method wpasovided forunder Section 90 of the Public
Procurement anAsset Disposal Act of 2015 and a Cabinet Approval edg sought;
2) The matter be resolved

Committee Recommendations
502)The Committeeecommendethat
The matter be resolved

173.2 Upward Variation of the Original Bid Price at Negotiation Stage

503)Examination oftender evaluation report revealed that the tenderer was evaluated at
preliminary and technical stage and was found to be responsive. At financial evaluation
stage, the tender evaluation committeeommendedhe firm to be awarded Tender No.
NPS/AW/001/206-2017forsupply and delivery of three new turbine engine helicopters
to the National Police Service at the bid price of Euros 31,941,200 (equivalent to
KSh.4,029,701,792) as tabulated below:

Equivalent Cost
Description Cost in Euros KSh.
AW139 VIP Helicopter 14,729,400 1,858,261,104
AW139 Law Enforcemen| 13, 390,800 1,689,383,328
Helicopter
AW119KXx training helicopter 3,821,000 482,057,360
Total 31,941,200 4,029,701,792

504)Further, the tender evaluation committee atescommendedthat the outcomebe
negotiatedwitt he bi dder to get better value for

a) Harmonizing the submitted bid document with the issued tender document and;
b) Lowering price without compromising the technical specifications required in the tender
document.

505)However, during negotiations stage carried out on 8 May 2017, the total cost of the
tender went up from the original bid price of Euros 31,941,200 to Euros 39,123,357 by
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Euros 7,182,157 KSh.906,100,927) contrary to tender evaluation committee
recommendation for negotiation to lower the price without compromising the technical
specifications in the tender.The negotiation committee minutes indicates that the
additional items negotiated were not included in the original tender documents and
included amongst others; weather radar, enhanced ground proximity warning system,
additional flight display and FLIR Ultra force 350 EP Camera all amounting to Euros
7,182,157 KSh.906,100,927.12)

Submission by theAccounting Officer

506)The Accounting Officeradmittedthat the cost for the three aircrafts as tendered by the
supplier increased by 07,182,157 from the
following negotiations for additional equipment that was considered essential in
enhancing the safety and airwortess of the helicopters.

507/)The additional items amounting to 0 7,182,
Aircraft Item Description Amount

i.| AW139 VIP Helicopter | Flight test final u 109, 5
Training for 5 pilots(3 instruments rating +|a4 940, O
Avionics and Electricals) ah4 Engineers( 3
Airfframes and Engines + Avionics af
Electricals
Spare parts ua 540, 8
Transportation a 225, 6
Pilot on site(6 months) a 358, 7
2 year technical support a 1,138
Auxiliary tank a 45,10
EGPWS a$180, 00
Weather Radar ua 165, 0
5 Display G4 60,00
Foldable seats a 50,00
Total ua 3,714

ii. | AW139 LE Intermediate inspection for 2 AW139 ua 109, 5
Transportation a 22560
Auxiliary tank a 45,10
EGPWS a 180, 0
Weather radar a 165, 0
5 Display a4 60,00
Ground station package a 610, 0
FLIR Ultra Force 350 EP camera a 590, 4
Total 1,985,600

iii. | AW119KX Flight test final ua 141, 0
Training for 5pilots (3 instruments rating +|a4 670, O
Avionics) and 6 engineers(4 Airframes a
Engnes + 2 Avionics and Electricals)
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Spare parts a4 361, 1
Transportation u 205, 1
Pulsed chip a 21,40
Barrier filter u 47, 30
Skid shoes u 37, 80
Total 1,483,779

Grand Total 7,182,157

508)He reported that although thmdl cost of the helicopters went up, from the additional
equipment that enhanced safety and air worthiness of the helicopters thaytax
received value for moneyhe reasons enumerated here above were properly captured in
the negotiation report.

Committee Observations andrindings
509)The Committeebserved and founithat
1) It wassatisfied withthe explanation by th&ccounting Officeron the increase ithe
cost forthethre ai rcrafts as tendered by the su
price of 0 31,941,200 to U 39, lqupmedts7 f ol
that was considered essential in enhancing the safety and airworthiness of the
helicopters

2) It would ke advisable for respective procuring entities to keep databases of standard
equipment requirementand have them updated periodically, in orttefacilitate
procurement processes, especially those involving technical equiandnt;

3) The mattewas theefore,marked asesolved.

Committee Recommendations
510)The Committeeecommendethat

The matter be resolved

173.3 Verification of Deliveries

511)An audit verification exercise carried out on 15 May 2019 confirmed that the helicopters
were delivered at National Ro¢ Service Air wing, Wilson Airport. However, two of
the trainer helicopters; AB 206A/C 9173 and A/C 9175 had not been fully assembled
as at the time of the audit verification exercise. Further, only two helicopters registration
numbers 5YDIG and 5¥PEU were certified by the manufacturer and insured as
required under the CivAviation Insurance Regulations.

Submission by theAccounting Officer

517)The Accounting Officeradmitted that the auditors visited the hanger at Wilson Airport,
Hanger No.1on 18" May 2019and inspected and verified all the delivered helicopters.
He further admitted that the trainer helicopters had not been fully assembled at the time
of audit verification. He riéeratedthat the process of assembling the aircrafts was
ongoing andvas expected to be finalized by the end of Ma2€120.
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518)The Accounting Officerclarified that police aircrafts are exempted by the Kenya Civil
Aviation Authority (KCAA) from insuring their aircrafts. Howevethe two aircrafts
were insured temporarilyof training purposes which was a requirement from the
manufacturer.

Committee Observations andrindings
519)The Committembserved and founithat
1) The process of assembling the aircrafts was stitj@ng and was expected to be finalized
in March 2020;
2) The Kenya Police Service is exempted by the Kenya Aviation Authority from insuring its
aircrafts; and
3) The mattewas marked amesolved

Committee Recommendations
520)The Committeeecommendethat

1) The State Department responsible for police aircraftshould consider insuring all
police aircraft.

2) The matter be resolved

173.4 Unexplained Payment for Difference in Exchange Rates

521)Examination of payment voucher numbers 202 and 210 dated 30 June 2018 revealed that
amounts ofKSh.4, 000,769,752 andSh.927, 223,560, respaetly were paid to the
firm for supply of the ahew turbine engine helicopters. However, as per payment
voucher number 196 dated 30 June 2018, an amow$li76, 368,793 was also paid
to the firm for the difference in exchange rates. No justification pvasided for the
payment.

Submission by theAccounting Officer

522)The Accounting Officersubmitted that at the time the State Department requested the
bank to open the LC on ¥INovember 2017, the indicative rate of exchange between
KShand 0 walowdver Bherg Was a time lapse between the time the indicative
rates were given and the time the Ministry disbursed the money to the bank’on 14
February 2018 when the rate of exchange betwé&&ma nd 0 was 128. 60.
to an exchange differea®fKSh.76, 368,793

Committee Observations andrindings
523)The Committembserved and fountthat
1) The Committeenotedthat there was aubstantiatime lapse between the time the initial
guaationwasprovidedand the time payment was made;
2) The Committee nrked the matter as resolved.

Committee Recommendation

524)The Committeeecommendethat
The matter be resolved
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174. Supply and Delivery of CQ 7.62mm General Purpose Machine Guns and AK7
Rifles - Contract No. NPS/CFA/017/201&017
525)The National Police Service procured under classified items through direct procurement

method 300No. CQ 7.62mm General Purpose Machine Guns and 12,000N&7 AK
Rifles. A foreign firm was invited to tender on 2 May, 2017 for the supply of 300No. CQ
7.62mm General Purpose Machine Guns and 12,000Ne4 ARifles. The tender was
closed on 8 M@ 2017 and the bid opened on the same date. The contract was signed on
8 June 2017.

526)The tender was evaluated and after negotiations, the contract price was agreed at USD
2,696,250 KSh.27, 231,250). However, examination of the tender documents revealed
the following unsatisfactory matters:

527)The tender evaluation report indicated that at the preliminary evaluation stage, the bidder
did not provide certificate of incorporation and a weaponry manufacture registration
/authorization and that at the techhieaaluation stage, the bidder was not responsive on
rate of fire, maximum effective range and provision of accessories.

528)Failure to meet all the requirements by the bid8efOULD have led to automatic
disqualification. However, the tender was awardethébidder contrary to Section 80
(1) and (2) of the Public Procurement and Asset Disposal Act, 2015.

529)In the circumstances, it has not been possible to ascertain whether the State Department
for Interior got value for money in respect of the Contract NBSIKCFA/017/2016
2017.

Submission by theAccounting Officer

530)The Accounting Officer submitted as follows:
I.  Certificate of Incorporation
The firm had attached a manufactureroés
established and reputable manufactiref CQ 7.62X52MM General Purpose Machine
Gun and type AK47 ASSAULT Rifles. In addition, a Corporation Business licence
registered as N0.100000000001523Lj4vas submitted in the tender document which was
the equivalent of the Kenyan Certificate of Inooration.

[I.  Maximum effective rangei the maximum effective range of 106A0600m was too high
for this type of the rifle and concluded that there was an error in the specifications. The
standard maximum effective range for the rifle is 400m as indicatetieirsubmitted
documents and not 1,0a0500m. The Evaluation Committee confirmed that this was an
error in the specifications as issued and could be clarified further by the firm during the
negotiation stage. The firm confirmed this fact during negotiasiage andEvaluation
Committee upheld that the standard maximum effective range for the rifle was 400m as
submitted.
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[l Accessoriesi Although this was part of the requirement in the tender,Bha&uation
Committee noted that this was an issue that cbaldlarified during the negotiation stage.
At the negotiation stage, the parties agreed that the following accessories would be
delivered:

Item description Accessories to be supplied

1 CQ GPMG Spare barrel

Cleaning rod

Screw driver wrench

Ammunition boxes with the capacity of 100 rounds

2 AK-47 Rifles Four spare magazines

Sling

Oil can

Complete magazine carrying pouch

Cleaning rod

Provide a box with spare parts for each 500
Rifles supplied which amounted to 24No. Boxes

for the12,000No. Rifles.

IV. Rate of firei The firm complied with this technical specification aspect and there was an
error in capturing the actual responsiveness at the evaluation report.

Committee Observations andrindings
531)The Committebserved and founithat
1) It was persuaded by the submissions byAbeounting Officeron the issues raised by the
Auditor-General.
2) There is a need for continuous enhancement of the technical capacity of the State
Department.

Committee Recommendations
532)The Committeeecommenddthat

The matter be resolved
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175. Proposed Grilled Masonry Perimeter Fencing Including Canopies at Kenya Police
Headquarters and Vigilance House Annex NairobtTender No. KPS/RT/A/3/2016
2017

533)The project was procured under restricted tendering metiiede ten bidders were

invited to bid and all responded.local firm was awarded the contract at a contract sum

of KSh.19,023,971 being the lowest responsive bidder. The project was scheduled to
take twelve months to completion. However, examinationhef tender documents
revealed that althougbection 3.3 of the tender documents required the bidders to have a
valid registration with National Construction Authority, the firm awarded the contract
had provided an expired certificate from National ConsimncAuthority.

534)in addition, the bidder did not provide audited financial reports for the previous two
years that is, 2015 and 2016 but attached audited report for the financial year 2012.

535)in the above circumstances, the tender was not properly, tranfigaand fairly
awarded as contemplated under Article 227(1) of the Constitution of Kenya. It cannot,
therefore, be confirmed whether the State Department for Interior got value for money in
respect of the contract.

Submission by theAccounting Officer

536)The Accounting Officeracknowledged that the NCA certificate provided by the winning
firm and attached to the bid document submitted by the tenderer was expired and
therefore not update. However, he attributed this to an oversight on the part of the
evaluaion team as the minutes provided indicate that the firm provided a valid NCA
certificate as required.

537)The Accounting Officerreported that among the ten (10) firms which submitted the bids,
the winning firm recorded the lowest tender price on financialuation/ assessment
therefore there was no loss of funds to the tax payer. The work was done as per the
specification and supervised by the public works officer andt#icate of completion
issued Audited financial accounts for the previous two yedhet is 2015 and 2016 have
since been provided.

538)The Accounting Officerstated that the project was procured under restricted tendering
method where ten bidders were invited to bid and they all responded, therefore the
tender was properly, transparenthyddairly awarded. The tender was evaluated and four
bidders were found to be responsive by the evaluation committee. M/s Choosen Star
Agencies was the lowest among the evaluated responsive bidders and was awarded the
contract at the total sum &Sh.19,023971. M/s Concept Group Ltd was the second
lowest bidder at the sum &fSh.23,067,818.

539)The project took twelve months to complete as per the terms of the contract. The
workmanship was carried out to the satisfaction of the client and the audit tedhe In
process abouKSh.4,043,847 was saved from Public funds. After construction of the
masonry perimeter fencing there has been enhanced security since there is proper
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screening on all individuals accessing the premises, in addition to securing the place
there is also an improvement in the aesthetics of the building.

Committee Observations andrindings
540)The Committe@bserved and fountthat
1) Among the ten (10) firms which submitted the bids, the winning firm recorded the
lowest tender price on financial duation/ assessment and, therefore, there was no
loss of funds to the tax payer.
2) The work was done as per the specification and supervised by the public works officer
and a certificate of completion issued.
3) Audited financial accounts for the previous tyears, that is, 2015 and 2016, were
subsequently provided.
4) The matter was marked as resolved.

Committee Recommendation
541)The Committeeecommendethat
The matter be resolved

542)The Comnittee observed that Paragraph 176efiectiveness of internal contslrisk
management and governance were discussed and found as satisfactory.

REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK
MANAGEMENT AND GOVERNANCE

REVENUE STATEMENTS OF STATE DEPARTMENT FOR INTERIOR

REPORT ON THE REVENUE STATEMENTS
Basis for Qualified Opinion

177. Uncollected Fuel Storage Tanks Annual Licence Fees
543)Recor ds mai nt ai ned at Nairobi County Com

hundred and eighty (280) petrol stations had been licensed and were to pay fuel storage
tanks annudicencefee ofKSh.4,000 per station.

544)However, audit review established that, out of the two hundred and eighty (280)
registered petrol stations, only sevesty (76) paid their annual licence fees in
2017/2018 financial year, resulting in uncollected revenueuating toKSh.816,000
from two hundred and four (204) petrol stations. The uncollected amount had not been
disclosed or reflected in the statement of arrears of revenue as at 30 June 2018.

545)Iin addition, audit inspection and verification exercise witkairobi County of sampled
petrol stations revealed that a total of twefmyg (25) operational petrol stations were
not registered by Nairobi County Commissioner for collection of fuel storage tanks
annual license fees and thus, denying the Governmergnuwev amounting to

114



KSh.100,000 indicating that the extent of loss of revenue could be higher if the entire
population of the petrol stations was inspected.

546)Further, the Department for Interior explained that provisions of Section 14(5) of the
Petroleum Actl947 was the basis for collecting the revenue until 16 May 2017 when the
department realized that there was no legislation governing the revenue collection.
However, the Department continued to collect the annual licence fees from petrol
stations even &t 16 May 2017 during 2017/2018 financial year.

Submission by theAccounting Officer
547)The Accounting Officeradmitted that the State Department has been collecting Revenue

on Licensing of petroleum Storage tanks, and the collection was authorized wnder th
Petroleum Act 1947 section 14(5) as printed on the petroleum Licences.

548)It was in view of the above that the department kept on collecting the abovesaide
as confirmed ly the auditord e x ami nat i on of St at e Depart
However, thee were arrears which are yet to be paid by the various petrol stations. The
Energy Regulatory Commission (ERC) is now mandated to collect the above Revenue as
indicated in the letter Ref: ERC/CPA/4/ETI/jj dated Bugust, 2018. Communication
has been made the Commission to follow up on the above uncollected Revenue as per
Ref: AC.10/5/1vol 1/25 dated $Q@anuary, 2020.

Committee Observations andrindings
549)The Committembserved and founithat
1) The collection of therevenuein questionhas since been trasferred to Energyand
PetroleumRegulatoryAuthority (EPRA)
2) The BPRA is, therefore, mandated to collect all the revenue including thepanging
casesand
3) Thematterwas marked amesolved.

Committee Recommendations
550)The Committeeecommendethat
The matter be resolved

178. Variance between the Revenue Statements and Actual Receipts under Certificate
of Good Conduct

551)As disclosed in Note 1 to the revenue statements under fees on use of goods and
services, revenue amountingKk&h.674,327,058 was coltéed in respect of Certificate
of Good Conduct during the year ended 30 June, 2018. However, examination of
revenue records maintained at Directorate of Criminal Investigations Department
showed that revenue collected under Certificate of Good Conducigdilne year was
KSh.713,835,000, resulting in unreconciled differenc&$h.39,507,942.

552)Further, a review of the response from the Directorate of Criminal Investigations
revealed that out the revenue amounting Ki8h.69,296,850 collected by Postal
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Corpoation of Kenya at Huduma Centers, oil$h.25,281,850 was remitted to Central
Bank of Kenya, resulting in unremitted revenu&&h.44,015,000.

553)Although the State Department for Interior  explained that the amount of
KSh.69,296,850 collected by the Postrporation of Kenya on behalf of Directorate
of Criminal Investigations comprisedSh.51,290,000 and&Sh.18,006,850 remitted to
Central Bank of Kenya during 2017/2018 and 2016/2017 financial years, respectively to
Central Bank of Kenya. No documentaryidance was provided to support this
explanation.

554)Consequently, it has not been possible to confirm the completeness and accuracy of the
revenue amounting t&KSh.674,327,057 in respect of Certificate of Good Conduct
included in the statement of receiptsldransfers for the year ended 30 June 2018.

Submission by theAccounting Officer

555)The Accounting Officeradmitted that the Revenue Statement shows revenue collected
under certificate of good conducti$h674,327,058.00 and the DirectorateGpiminal
Investigation records show&Sh.713,835,000.00 resulting in a difference of
KSh.39,507,942.00.

556)The Accounting Officer confirmed that there was a delay in banking by Postal
Corporation of Kenya. The amounts in question were received at the bank in 2016/2017
and 2018/2019 Financial years hence captured in the relevant financial years.

Committee Observations andrindings
557)The Committeebserved and founithat
1) The submission by théccounting Officeron the completeness and accuracy of the
revenue amounting td&Sh.674,327,057 in respect of Certificate of Good Conduct
included in the statement of receipts and transfers for the year ended 30 June 2018 was
satisfactory; and
2) TheCommitteemarkedthe matteas resolved.

Committee Recommendations
558)The Committeeecommendedhat
1) The Cabinet Secretary for National Treasuryshould always ensure that there is a
designated receiver of revenue for all national government entities in line with the
provisions of Article 209(1), (2) and (4) of the Constitution of Kenya 2018nd Section
75 of the PFM act 2012.
2) The matter be resolved

179. E-Citizen Services
559)Although the Ecitizen services led to enhanced revenue collection, a comparison of the

revenue amounts in the revenue statements wditiZen collections/remittances dugin
2017/2018 financial year revealed unreconciled differences amounting to
KSh.3,658,646,536N0 explanation was given for the unreconciled differences.
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Submission by theAccounting Officer

560)TheAccounting Officeradmitted that a comparison of the Revenuewams as disclosed
in Note 1 to the Revenue Statements with Ecitizen collections/ Remittances during
2017/2018 Financial Year show a difference dfSh.1,472,098,860.70 and not
KSh.3,658,646,536.00 as shown in the table below :

Revenue Account | Revenue E-Citizen Revenue| Difference
source No. statements Remittances KSh
Amounts (KSh)
(KSh)
1 Registration of 1420224 | 322,004,210.00 | 12,969,220.00 309,034,990.00
Births and
Deaths

2 | Passport Fees| 1420226 | 1,115,906,360.00| 890,278,500.00 225,627,860 .00

3 | Other 1420229 | 5,514,205,683.00| 4,881,343,880.00 | 632,861,803.00
Immigration
Fees

4 Certificate of| 1420234 | 674,327,057.70 | 369,752,850.00 304,574,207,.70
Good Conduct

TOTAL 7,626,443,310.70| 6,154,344,450.00 | 1,472,098,860.70

561)However, the amounts preged in the Revenue Statements comprises of Revenue
received from various sources. Revenue is received through the Ecitizen platform,
Huduma Centres through Postal Corporation and direct banking to Central Bank of
Kenya (CBK) revenue account. Banking ailsoadone by Counties through Kenya
Commercial Bank (KCB) Revenue collection Account for Civil Registration Services
and Good Conduct Fees and subsequently transferred to CBK Revenue Account.

562)The Accounting Officertabled Revenue analysis for 2017/2018dFicial Year, the
highlighted amounts being thedizen collections while the rest are receipts from the
abovementioned sources.

Committee Observations andrindings

563)The Committeeobserved and founthat the unreconciled differences dhaince been
reconded, analysis provided, verified and certified; anthereforethe matterwas
marked asesolved.

Committee Recommendation
564)The Committeeecommendethat

The matter be resolved

REPORT ON LAWFULNESS AND EFFECTIVENESS IN THE USE OF PUBLIC
RESOURCES
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Basis for Conclusion

183. Irregular Payment Per-diem and Allowances to Board Members
565)Examination of payment voucher number 154 dated 08 June 2016 revealed that an

amount of USD 59,000 equivalent #Sh.6,015,050 was paid to an International
Management Institutéor full board accommodation, airport transfers, study materials,
study tours, weekend excursions and medical insurance for six board members and four
senior staff of Kenya Citizens and Foreign Nationals Management Service (KCFNMS).

566)During the same traing trip, the board members were also paid quarter per diem for
thirteen days through payment voucher number 156 dated 13 June 2016 amounting to
USD3,263 equivalent t§Sh.332,663 per board member totallik§h.1,995,977.

567)In addition, examination of payent voucher number 180 dated 30 June 2018 revealed
that the six board members were each p&&h.300,000 being sitting allowance for
fifteen days totalling KSh.1,800,000 during the same training in Israel at the
management institute.

568)Further, examinationf payment voucher number 203 dated 30 June B®4hled that
five board members were each p&8h.340,484 being payment of extra per diem for
thirteen days totallingSh.1,702,417.75 during the same trip to Israel.

569)The original arrangement approved the full board meeting held on Tuesday, 31 May
2016 authorized payment of USD 59,000 to the management institute for full
accommodation and thccounting Officerapproved payment of ¥4 per diem.

570)However, a comparison of full per diem in Israel of USD4With ¥ per diem of USD
251 resulted in irregular payment of extra per dienK8h.1,702,417.75 contrary to
Salaries and Remuneration Commission (SRC) advice as communicated in a letter Ref.
No.SRC/TS/DRRPS/3/26Vol.V(127) dated 06 July 2016 on paymeati@fances to
board members of KCFNMB, which provided for payment of quarter per diem for
international travels for a limited number of days.

571)in addition, payment of full per diem &Sh.1,330,651 per board member based on
State Corporations Advisory Caonittee Circular No. OP/SCAC.1/1/5 (45) dated 29
August 2016 was made contrary to Salaries and Remuneration Commission Circular
No.SRC/ADM/CIR/1/13 Vol.lll (126) dated 10 December 2014 under scope of
application which instructed all other existing CircularsDaily Subsistence (Local and
Foreign travel) to cease to apply.

Submission by theAccounting Officer

572)The Accounting Officer admitted that the Board Members were paid allowances as
observed by the auditors. The terms and conditions of service for the board members of
SAGAs and State Corporations is governed by the State Corporation Advisory
Committee (SCAC). Thdoard members were paid as per the State Corporations

118



Advisory Committee circular dated 29th August, 2016 which states that board members
who are on duty and whose accommodation costs are fully catered for may be entitled to
the accommodation allowancesued less the actual costs incurred on their
accommodation.

573)The members were also paid the sitting allowance for 13 days only. Earlier, they had
been paid sitting allowance for 15 days but 2 days were later recovered.

Committee Observations andrindings
574)The Committeeobserved and founithat
1) The money paid agper diem andallowances to the Board Members has since been
recovered as per the list tabled by ezounting Officer and
2) TheCommitteemarkedthe matte@as resolved.

Committee Recommendations
575)The Committeerecommendethat

The matter be resolved

REPORT ON EFFECTIVENESS OF |INTERNAL CONTROLS, RISK
MANAGEMENT AND GOVERNANCE

Basis for Conclusion

184. Operating Without a Board of Directors
576)During the year under review, the Service operated withouaalld directors to guide

its policies and operations contrary $ection 5(1) of the Kenya Citizens and Foreign
Nationals Management Service Act, 2011. The term of the five board members expired

on 26 June 2017 having been appointed to office for a pefifide years on 25 June
2012. The Chairmanés term also expired on
April 2012 for a period of six years.

Submission by theAccounting Officer

577)The Accounting Officer admitted that theKenya Citizens and Foreign Namals
Management Service was operating without a Board of Directors for the period under
review after the tenure of the previous Board expired dhJ2@e 2017. The relevant
authorities have been notified and the State Department is still awaitingpbmtanent
of the Board.

Committee Observations andrindings
578)The Committembserved and fountthat
1) The Board ofKenya Citizens and Foreign Nationals Management Sewasyet to be
constitutecland
2) Thematter therefore remairedunresolved.

Committee Recommendations
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579)The Committeeecommendethat

Within three months after adoption of this report, theAccounting Officer should
update the National Assembly on the status of the Board of the Kenya Citizens and
Foreign Nationals Management Service.

580)The Committee observed that Paragra@® 1o 190 on lawfulness and effectiveness in
use of public resources and effectiveness of internal controls, risk management and
governance were discussed and found as satisfactory.

NATIONAL HUMANITARIAN FUND
REPORT ON THE FINANCIAL STATEMENTS

Basis for Qualified Opinion

191. Unvouched Expenditure
581)Disclosed in Note 4 to the financial statements under other grants and payments are

payments amounting #€Sh.7,371,112 in respect of construction of Internally Displaced
Persms houses in Turkana County ak8h.6,667,000 for office running expenses for

the year ended 30 June 2018. However, payment vouchers and supporting documents for
the expenditure were not provided for auditiew.

582)In the circumstances, the validity antbpriety of the expenditure dSh.14,038,112
could not be ascertained.

Submission by theAccounting Officer

583)The Accounting Officeradmitted that the amount totalikgh.7, 371,112.00 is payment
to Kabira Ventures for the construction of Internally Displd Persons houses in
Turkana County. The payment voucher and the contract documents were forwarded to
Office of the Auditor General together with the payment vouchers$tr6, 667,000.00
for office running expenses under unreferenced letter datéBd&mber 2018.

584)These documents were not returned to the department from Office of the Auditor
General (AOG) therefore unable to respond further to this issue.

Committee Observations andrindings
585)The Committembserved and fountthat
1) The supporting dagmentshad since been availedexaminedand verifiedby the
Auditor Genergland
2) TheCommitteemarkedthe matte@as resolved.

Committee Recommendations
586)The Committeeecommendethat

The matter be resolved
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192. Irregular Payments to Integrated Internally Displaced Persons

587)Disclosed also in Note 4 to the financial statements are grants to Internally Displaced
Persons under cash payments programme amounting<Sh2,651,669,415 in
2017/2018 financial year. Although schedules of payments to internally didplace
persons were provided for audit review, the following anomalies were observed:

192.1 Payments to Internally Displaced Persons without National Identity Cards in
Turkana
588)Examination of the list of Internally Displaced Persons from Turkamanty submitted
for audit revealed that an amouk$Sh.4,600,000 was paid to Internally Displaced
Persons who did not have national identification cards. As a result, it was not possible to
confirm whether the Internally Displaced Persons paid were Kentyzens.

Submission by theAccounting Officer

589)The Accounting Officeradmitted that a list of names of some IDPs in Turkana was
submitted without ID Numbers. As shared before there were strict instructions to banks
only pay individuals who presented thetwss to the banks personally with their
Identity Card numbers. The department is in receipt of all the paid IDPs by Equity Bank
and an analysis of the same shows that none of IDPs above has been paid and their
money still forms a part of th€Sh279,149,76.00 still held in the Internally Displaced
Persons Account in Equity Bank.

Committee Observations andrindings
590)The Committeebserved and founithat
1) The KSh279, 149, 760.00 was still held in the Internally Displaced Persons Account in
Equity Bank and
2) TheCommitteemarkedthe matteias resolved.

Committee Recommendation
591)The Committeeecommendethat
The matter be resolved

192.2 Payments to Internally Displaced Persons with Duplicate Names

592)Examination of the list of Internally Displaced Persons frontesix counties submitted
for audit revealed that payments totallikgh.17,800,000 were made to Internally
Displaced Persons with duplicate namé&srther, for every duplicate name, only one
name matched with the identification card number provided, vihdeother similar
name whose identification card number provided was related to a different person as
verified in the National Registration Bureau database.

593)Consequently, the validity and propriety of the payments amountik&hal 7,800,000
could not beconfirmed.
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Submission by theAccounting Officer

594)The Accounting Officeradmitted that Internally Displaced Persons from sixteen counties
submitted for audit revealed that payments totali®i.17,800,000.00 were made with
duplicate names. As stated earlin previous responses, IDPs and indeed many
Kenyans do share names but not ID numbers. After receiving the list of the paid IDPs
the management analyzed all paid IDPs against the names in the list and found out that
no individual with same ID number dkccount number has been paid twice. The
department has added a column for the Account Number and a Comments Column for
ease of reference. Some of these individuals have not been giatetdue to the
various reasons shown alongside the names. The thegdrhas written to KCB to give
a list of the IDPs paid in the Financial Year 2017/2018 and together with analysis will be
shared to the Committee.

Committee Observations andrindings

595)The Committeebserved and founithat
1) The mattehad been responded satisfactorily and
2) Thematter had beeas resolved.

Committee Recommendations
596)The Committeeecommendethat
The matter be resolved

192.3 Payment to Nonexisting Internally Displaced Persons

597)Examination of a sampled list of Internally Displaced Pe@onsn at i on a l I dent
numbers revealed that payments amounting($h.250,000 were made to Internally
Displaced Persons whose national identity card numbers provided did not exist in the
database of National Registration Bureau. Consequently, thetyalidl propriety of the
payments amounting #Sh.250,000 could not be confirmed.

Submission by theAccounting Officer

598)The Accounting Officeradmitted that payments amounting K&h.250,000.00 were
made to Internally Displaced Persons. These are nogexisting IDPs but they are
genuine IDPs registered using waiting cards issued by National Registration Bureau
awaiting replacement of lost ID Cards. These individuals still remain unpaid.

Committee Observations andrindings
599)The Committembserved and fountthat
1) The explanation given by th&ccounting Officerwith regard topayment tonon-existing
Internally Displaced Persomgssatisfactory and
2) TheCommitteemarkedthe matte@as resolved.

Committee Recommendation

600)The Committe@ecommendethat
The matter be resolved
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193. Bank Balances
601)The statement of financial assets and liabilities as at 30 June 2018 reflect bank balance

totalling KSh.799,889,432 and as disclosed in Note 5A to the financial statements.
However, the cashbook provided for audit review wamplete and had not been
updated with some transactions in bank statements amountiiShd 7,804,212.
Further, the board of survey report on cash and cash and bank balances as at 30 June
2018 was not made available for audit review. In the circumssarthe completeness

and accuracy of bank balance K§h.799,889,432 as at 30 June, 2018 could not be
confirmed.

Submission by theAccounting Officer

602)The Accounting Officeradmitted thathe statement of financial assets and liabilities as
at 30 June 2018&eflects bank balance totalingSh.799,889,432. He reported that the
cash book was updated and the Board of survey carried out as required

Committee Observations andrindings
603)The Committembserved and founithat
1) The Committee observed that the Stagp@rtment has made reconciliations and relevant
documents have been availed and verjfaetd
2) TheCommitteemarkedthe matte@as resolved.

Committee Recommendation
604)The Committeeecommendethat
The matter be resolved

194. Imprests and Advances
605)The staterant of financial assets and liabilities as at 30 June 2018 reflects imprests and

advances balance dkSh.71,960,000. As disclosed in Note 5B to the financial
statements, the outstanding advances relates to Authority to Incure Expenditures (AIES)
given to @unty Commissioners of Mandera, Nakuru and Bomet in 2014/2015 financial
year for onward transmission of the funds to the beneficiaries. However, the imprests
and advances had not been accounted for as of 30 June 2018.

Submission by theAccounting Officer

606)The Accounting Officeradmitted that the statement of financial assets and liabilities as
at 30" June 2018 reflects imprests and advances balance tottBhg1,960,000.00.
He reported that this amount remains outstanding to date. However, the State
Department has continued to request for expenditure returns from the current County
Commissioners from the three counties

Committee Observations andrindings

607)The Committembserved and founithat
1) The imprestand advances amounting to K&h960,00thad not been surrendergdnd
2) Thematter thereforeemairedunresolved.
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Committee Recommendation
608)The Committeeecommendethat

Within three months of the adoption of this report, the Accounting Officer
should take action to recover the full amount from thesalary of the defaulting
officers with an interest at the prevailing Central Bank Rate pursuant to the
provisions of regulation 93(26) of the Public Finance Management (National
Government) Regulations, 2015.

195. Late Submission of Financial Statements

609)Secton 84 (3) of the Public Finance Management Act, 2012 states that, not later than
three months after the end of each financial year, the administrator of a national public
fund shall submit the financial statements prepared under Section 84 (1) andh@) to t
Auditor General. Howevethe financial statements of the National Humanitarian Fund
for the year ended 30 June 2018 were submitted to the Auditor General on 20 November
2018, one month and twenty days after the statutory deadline.

Submission by theAccounting Officer

610)The Accounting Officer admitted that the financial statements of the National
Humanitarian Fund for the year ended"3une 2018 were submitted to the Auditor
General on 2B November 2018. He reported that there was a challenge issauge
documents and data relating to the National Humanitarian Fund due to downsizing of the
Department, expiry of the term of the Committee Members and transfer of the
Secretariat staff to other Ministries.

611)However, these challenges have been addressmtdubsequent financial statements and
other issues addressed on time.

Committee Observations andrindings
612)The Committembserved and founithat
1) Thefinancial statement submitted bye Accounting Officerhas since beereviewedand
verified; and
2) TheCommitteemarkedthe matte@as resolved.

Committee Recommendations
613)The Committeeecommendethat

1) Accounting Officers must at all times ensure that he/she submits the financial
statements of the fund pursuant to Section 84 (3) of the Public Finance
Management Act, 2012 which provides that, not later than three months after
the end of each financial year, the administrator of a national public fund shall
submit the financial statements prepared under Section 84 (1) and (2) of the
PFM Act 2012.

2) The matter beresolved

124



196. Failure to Provide Documents for Audit Review
614)Despite requests for documents and records pertaining to the National Humanitarian

Fund, the management failed to provide for audit review Internally Displaced Persons
(IDPs) status report as reqedr under Section 13(g) of the Prevention, Protection and
Assistance to Internally Displaced Persons and Affected Communities Act. No
justification was provided for the failure to provide the status report.

Submission by theAccounting Officer

615)The Accouning Officeradmitted that no IDPs status report is available. The preparation
of the I DP status report was a function
term expired in November 2017 and it was not renewed. There was therefore no
committee in phce to carry out this function.

Committee Observations andrindings

616)The Committembserved and founithat
1) The term of Representaty€ommittee expirednd was yet to be reneweahd
2) Thematter thereforeemairedunresolved.

617)The Committee observed thaamBgraphl97 on effectiveness of internal controls, risk
management and governance were discussed and found as satisfactory.

125



6.0. THE STATE DEPARTMENT FOR CORRECTIONAL SERVICES

FINANCIAL STATEMENTS FOR VOTE 1023

Ms. Zainabu Hussein the Accounting Officer for State Department of Correctional
Services (Vote 1023) appeared before theCommittee on 20" February 2020,3¢
November, 2020 and® February, 2021to adduce evidence on the Audited Financial
Statements forState Department of Correctional ServicegVote 1023) for the Financial
Year 2017/2018 (Minutes of the Committee sittings and submissions tabled by the
Accounting Officer are annexed to this report). She was accompanied by the following

officials:
1. Mr. Wycliffe O. Ogallo CommissioneiGeneral Prisons
2. Mr. Phillip M. Gathuya Chief Finance Officer
3. Mr. Mwangi Daniel Heads of Accounts
4. Ms. Mary W. Mbau Director Probation Services
5. Mr. Mathew N. Kimunzi Assistant Commissioner of Prison
6. Mr. Dickson J. Ominde Supritendent of Prisons
7. Mr. Joel K. Ngolekeng SCMC
8. Mr. Wilfred Amono Human Resource
9. Mr. Wycliffe Mutuwa Internal Audit
10. Mr. Patrick Aranduh Prisons
11.Mr. Shadrack K. Kavutai Probation Officer
12.Mr. Richard O. Ombina Prisons
13. Mr. Patrick Kariri Prisons
14.Ms. WairimuThangate Prisons
15. Mr. Baptista Mutura SDCS
16.Mr. John M. Karanja Administration
17.Mr. Nelius Njoroge PS Office

Basis for Qualified Opinion

197. Use of Goods and Services
618)The statement of receipts and payments for the year ended 30 June 2018 reflect

expenditure totalingKSh.8,512,721,265 in respect of use of goods and services and
as summarized and disclosed in Note 3 to the financial statements. The audit has
revealed the following irregularities and anomalies as regards the expenditure:

197.1Food andRations Paid for but not Accounted for

619)included in Note 3 to the financial statements for the year ended 30 June 2018 under
the use of goods and services is an expenditureK8h.4,074,213,142 for
specialized materials. The expenditure includes an amo@inK®h.69,892,400
which the State Department for Correctional Services paid to various suppliers for
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supply of food and rations to six Prisons within Nairobi. However, during an audit
verification exercise undertaken in the month of October 2018 delivecgipt and
taking on charge of the food and rations could not be traced in the records
maintained at the Prisons. As a result, the propriety of the expenditure of
KSh.69,892,400 on food and rations cannot be confirmed.

Submission by theAccounting Officer

620)The Accounting Officeradmitted that during the Financial Year endedJ3®e, 2018
the State Department for Correctional Services P&t 69,892,400 to various firms
for supply and delivery of food and ration to various penal institutions. The audit
revealed that the goods had not been taken on charge at the time of the audit review.

621)The State Department has instituted corrective administrative measures to streamline the
procurement process by providing supplies contracts, awarding to the lowesttedal
bidder, introducing serialized prison book seven to record supply receipts and ensuring
that the station based budget is based on the number of inmates with a view to
controlling expenditures.

Committee Observations andrindings
622)The Committembserve and foundhat
1) It could not confirm fromthe responsdy the Accounting Officerwhether food ration
worth KSh.69,892,400 was delivergdnd
2) Thematter therefore remairedunresolved.

Committee Recommendations
623)The Committeeecommendethat
1) The Accounting Officer during the financial year under review (2017/2018hould be
surcharged for failure to account for food ration worth KSh.69,892,400 and
committing offenses of financial misconduct pursuant to section 197 (1) (k) and (1).
2) Accounting Officers must at all times ensure that they avail supporting
documentation to the financial statements within (3) three months after the end of the
financial year pursuant to section 68 (2) (k) of the PFM Act 2012.

197.2Clothing Materials Paid for but not Delivered

624)The Sate Department for Correctional Services ordered for supply and delivery of
32,000 metres of blue stripped materi al
Services vide Local Purchase Order No. 2774906 dated 26 September,2017 for
KSh.18,400,000. The fim was paid the total amount of KSh.18,400,000, vide
payment voucher number 4352 dated 8 May, 2018. However, an audit verification
exercise carried out at the Quarter Master on 8 October 2018 revealed that only
30,000 metres of the clothing materials werdivered and taken on charge. The
balance of 2000 metres valued at KSh.1,150,000 were paid for but not delivered
resulting to loss of public funds. Consequently, the propriety of the expenditure of
KSh.1,150,000 in respect of undelivered clothing mateceté ot be confirmed.
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