REPORT OF THE AUDITOR-GENERAL ON NATIONAL GOVERNMENT
CONSTITUENCIES DEVELOPMENT FUND - KIENI CONSTITUENCY FOR THE
YEAR ENDED 30 JUNE 2017

REPORT ON THE FINANCIAL STATEMENTS
Opinion

| have audited the accompanying financial statements of National Government
Constituencies Development Fund — Kieni Constituency set out on pages 5 to 27,
which comprise the statement of assets as at 30 June 2017, and the statement of
receipts and payments, statement of cash flows and summary statement of
appropriation: recurrent and development combined for the year then ended, and a
summary of significant accounting policies and other explanatory information in
accordance with the provisions of Article 229 of the Constitution of Kenya and Section
35 of the Public Audit Act, 2015. | have obtained all the information and explanations
which, to the best of my knowledge and belief, were necessary for the purpose of the
audit.

In my opinion, the financial statements present fairly, in all material respects, the
financial position of National Government Constituencies Development Fund-Kieni
Constituency as at 30 June, 2017, and of its financial performance and its cash flows
for the year then ended, in accordance with International Public Sector Accounting
Standards (Cash Basis) and comply with the National Government Constituencies
Development Fund Act, 2015.

In addition, as required by Article 229(6) of the Constitution, based on the procedures
performed, | confirm that, except for the matters described in the Other Matter section
of my report, nothing has come to my attention to cause me to believe that public
money has not been applied lawfully and in an effective way.

Basis for Unqualified Opinion

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of National Government Constituencies
Development Fund-Kieni Constituency in accordance with ISSAI 30 on Code of
Ethics. | have fulfilled other ethical responsibilities in accordance with the ISSAI and
in accordance with other ethical requirements applicable to performing audits of
financial statements in Kenya. | believe that the audit evidence | have obtained is
sufficient and appropriate to provide a basis for my opinion.

Key Audit Matters

Key audit matters are those matters that, in my professional judgment, are of most
significance in the audit of the financial statements. There were no key audit matters
to communicate in my report.

Other Matter
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1. Bank Balances — Stale Cheques

The statement of assets reflects bank balances of Kshs.3,129,598 as at 30 June 2017.
However, a review of bank reconciliation statements reflects payments of
Kshs.12,536,821 in cashbook not recorded in the bank statements which include stale
cheques totaling Kshs.1,564,317. No reason has been provided for failure to
investigate the cheques or having them credited back in the cashbook.

2. Prior Year Adjustment

The statement of financial assets as at 30 June 2017 reflects prior year adjustments
of Kshs.701,861 which comprised of credit adjustments of Kshs.198,723 and debit
adjustments of Kshs.900,583 in respect to reversal of cancelled cheques into the cash
book. However, detailed listing of the cheques and dates of the reversals was not
provided for audit review. In the circumstances, the accuracy of the prior year
adjustment of Kshs.701,861 as at 30 June 2017 could not be confirmed.

3. Expenditure on Developments Projects

The Kieni CDF had a budget of Kshs.183,014,282 for development vote during the
year under review. However, audit verification of the project implementation report as
at 30 June 2017 and physical inspection of the project revealed that the CDF spent
Kshs.143,465,229 during the year resulting to under expenditure of Kshs.42,549,053
or 30 % of approved budget as analyzed below:

Item Budgeted Actual Variance No of No of | Projects % of

amount- amount Kshs. projects project not projects
Kshs. Kshs budgeted | completed started | completed

Education 64,881,379 48,156,000 | 19,975,379 65 44 21 68

Education-not 0 16,661,432 0 21 0 21

in the code list

Health 3,250,000 3,250,000 0 4 4 0 100

Security 31,650,000 22,748,376 8,901,624 34 25 9

Bursary 48,082,083 31,479,163 | 16,602,920 0

Water 7,594,265 6,174,208 1,420,057 7 6 1 86

Sports 3,846,566 3,846,566 0 2 2 ®) 100

Environment 3,846,566 2,208,634 1,637,932 16 8 8 50

Social 6,649,656 6,649,656 1 0 1 0

security

programme

Emergency 9,862,474 6,186,950 3,675,524 6 5 1 83

Other grants 3,442,163 750,000 2,692,163 3 1 2 33

and transfers

Acquisition of 2,909,130 2,003,900 905,230 1 0 1 68.9

assets

Total 186,014,282 | 143,465,229 | 42,549,053 139 116 44

The above analysis indicates that the management had budgeted to implement a total
of 139 projects during the year, of which 116 were completed and 44 had not started.
However, included in the list of projects are 21 additional projects that were
implemented at a cost of Kshs.16,661,432 but had not been budgeted for.
Management did not provide explanations for these additional projects.

4. Unprocedural Cash Purchases
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The statement of receipts and payments for the year ended 30 June 2017 reflects use
of good services figure of Kshs.11,363,788 which includes cash payments for goods
and services amounting to Kshs.489,900. However, examination of records revealed
that the value of goods and services exceeded Kshs.5,000 threshold for low value
procurements contrary to the Public Procurement And Disposal (Amendment)
Regulations, 2013 for class ‘C’ entities. Management was therefore in breach of the
law.

5. Unprocedural Expenditure on Repairs

Included in the use of goods and services balance of Kshs. 11,363,788 is an
expenditure of Kshs.1,966,200 in respect of repair of motor grader CAT 140H. Audit
verification revealed that there was no report from the mechanical department before
and after the repairs were done. In the circumstances, the regularity of the expenditure
of Kshs.1,966,200 for the year 30 June 2017 could not be confirmed as a correct
charge to public funds.

6. Irregular Procurement of Strategic Plan

Included in the other grants and other payments balance of Kshs. 73,393,897 is a
payment of Kshs.1,800,000 to a consultancy firm for the preparation of a strategic
plan. Records shows that the consultancy was procured through request for quotations
yet the value of service exceeded Kshs.500,000 threshold prescribed under class C
of the public procurement where the CDF entities fall. Therefore, the award was made
contrary to Section 105 of the Public Procurement and Asset Disposat Act, 2015 and
Legal Notice No 106 of 2013. Further, the contract agreement for the consultancy was
not provided for audit review. Consequently, it has not been possible to confirm
whether the CDF obtained value-for-money on the expenditure incurred on the
consultancy.

7. Procurement of Boda Boda Training

Included in the other grants and other payments of Kshs.73,393,897 is bursary to
secondary schools of Kshs.31,479,163 as disclosed in note 7 to the financial
statements which out of 6,930,000 was paid to Safelink Driving School for training of
Boda boda operators. Similarly and as indicated above, the procurement of the service
was through request for quotation method instead of open national tendering process
despite the value of service exceeding Kshs.2,000,000 threshold prescribed under
class C of the public procurement where the CDF entities fall. The procurement was
therefore done in contravention of section 105 of the Public Procurement and Asset
Disposal Act, 2015. Further, the CDF office did not prepare an annual procurement
plan in accordance with the same Act. In the circumstances, it has not been possible
to confirm whether the CDF obtained value-for-money on the expenditure of
Kshs.6,930,000 incurred on the training.

Responsibilities of Management and those Charged with Governance for the
Financial Statements

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

In preparing the financial statements, management is responsible for assessing the
Fund’s ability to sustain services, disclosing, as applicable, matters related to
sustainability of services and using the going concern basis of accounting unless the
government intends to cease operations of the Fund, or has no realistic alternative but
to do so.

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

Those charged with governance are responsible for overseeing the Fund’s financial
reporting process.

Auditor-General’s Responsibilities for the Audit of the Financial Statements

The audit objectives are to obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement, whether due to fraud or
error, and to issue an auditor’s report that includes my opinion in accordance with the
provisions of Section 48 of the Public Audit Act, 2015 and submit the audit report in
compliance with Article 229(7) of the Constitution. Reasonable assurance is a high
level of assurance, but is not a guarantee that an audit conducted in accordance with
ISSAIs will always detect a material misstatement and weakness when it exists.
Misstatements can arise from fraud or error and are considered material if, individually
or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these financial statements.

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

e |dentify and assess the risks of material misstatement of the financial statements,
whether due to fraud or error, design and perform audit procedures responsive to
those risks, and obtain audit evidence that is sufficient and appropriate to provide
a basis for my opinion. The risk of not detecting a material misstatement resulting
from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of
internal control.

e Obtain an understanding of internal control relevant to the audit in order to design
audit procedures that are appropriate in the circumstances and for the purpose of
giving an assurance on the effectiveness of the Fund’s internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness
of accounting estimates and related disclosures made by the management.
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Conclude on the appropriateness of the management’s use of the going concern
basis of accounting and, based on the audit evidence obtained, whether a material
uncertainty exists related to events or conditions that may cast significant doubt on
the Fund’s ability to sustain its services. If | conclude that a material uncertainty
exists, | am required to draw attention in the auditor's report to the related
disclosures in the financial statements or, if such disclosures are inadequate, to
modify my opinion. My conclusions are based on the audit evidence obtained up
to the date of my audit report. However, future events or conditions may cause the
Fund to cease to sustain its services.

Evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent the
underlying transactions and events in a manner that achieves fair presentation.

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

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

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

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

D

]

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

Nairobi

29 October 2018

Report of the Auditor-General on the Financial Statements of National Government Constituencies Development
Fund — Kieni Constituency for the year ended 30 June 2017

5



