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REPORT ON THE FINANCIAL STATEMENTS  
 

Qualified Opinion 
 

I have audited the accompanying financial statements of National Government 
Constituencies Development Fund – Navakholo Constituency set out on pages 6 to 
29, which comprise the statement of assets and liabilities as at 30 June 2018 and the 
statement of  receipts and payments, statement of cash flows and statement of 
comparison of budget and actual amounts  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. I have obtained all the information and explanations which, to the best 
of my knowledge and belief, were necessary for the purpose of the audit. 
 
In my opinion, except for the effects of the matter described in the Basis for Qualified 
Opinion section of my report, the financial statements present fairly, in all material 
respects, the financial position of  National Government Constituencies Development 
Fund - Navakholo Constituency as at 30 June 2018 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. 

Basis for Qualified Opinion 

Cash and Cash Equivalents 
 
The cash and cash equivalents balance reflects Kshs.9,241,912 as at 30 June 2018. 
However, an audit review of the bank reconciliation statement for the month of June 
2018 revealed unpresented cheques totalling Kshs.23,649,995 out of which cheques 
totalling Kshs.46,000 were for the period August 2017 to December 2017 and were 
therefore stale, but had not been reversed to the cash book. In addition, the bank 
reconciliation statement reflected bank charges amounting to Kshs.3,685 which had 
not been recorded in the cashbook. 
  
Consequently, the accuracy and validity of the cash and cash equivalents balance of 
Kshs.9,241,912 as at 30 June 2018 could not be confirmed. 
 
The audit was conducted in accordance with International Standards of Supreme Audit 
Institutions (ISSAIs).  I am independent of National Government Constituencies 
Development Fund – Navakholo Constituency in accordance with ISSAI 30 on Code 
of Ethics. I 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. I believe that the audit evidence I have obtained is 
sufficient and appropriate to provide a basis for my qualified opinion.  

Key Audit Matters  
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Key audit matters are those matters that, in my professional judgment, are of most 
significance in the audit of the financial statements. Except for the matter described in 
the Basis for Qualified Opinion section, I have determined that there are no other key 
audit matters to communicate in my report. 
 
Other Matter 

1. Budgetary Control and Performance 
 

1.1 Budget Performance 

The Fund had an approved budget of Kshs.140,560,954 for the financial year 
2017/2018. During the same period, the Fund recorded expenditure of 
Kshs.76,534,557 or 54% of the approved budget to result to under expenditure of 
Kshs.64,026,397 or 46% of the approved budget as detailed below: 
 

Item 

Approved 
Budget 
(Kshs) 

Actual 
Expenditure 

(Kshs) 

Under 
Absorption 

(Kshs) 

Under 
Utilisation 

% 

Compensation of 
Employees 

2,302,281 1,495,672 806,609 
35 

Use of goods and 
services 

7,102,448 6,577,102 525,346 
7 

Transfers to Other 
Government Units 

72,191,535 29,368,804 42,822,731 
59 

Other grants and 
transfers 

48,308,433 37,791,354 10,517,079 
22 

Acquisition of Assets 6,400,000 1,301,625 5,098,375 80 

Other Payments 4,256,257 0 4,256,257 100 

 Totals 140,560,954 76,534,557 64,026,397 46 
 

Non-utilization of funds is an indication that services and approved programs were not 
delivered, and therefore the budget did not meet the intended objectives of improving 
service delivery to the Navakholo Constituents 

1.2 Project Implementation Status and Performance  

During the year under review, the management budgeted to spend Kshs.95,599,165 
on forty-four (44) projects. According to the project implementation status report 
availed for audit review, thirty-nine (39) projects costing Kshs.44,243,235 were 
completed during the year while five (5) projects costing Kshs.51,355,930 were 
ongoing as detailed below:  

       

No Sector 

Total 
Project 

Cost 
(Kshs) 

Ongoing 
No 

Completed 
No 

Total 
No 

Complete 
Projects 

% 

1 Administration  5,891,378 0 2 2 100 

2 M&E 1,355,379 0 2 2 100 

3 Bursary 20,702,586 0 2 2 100 
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4 Education 49,855,930 4 24 28 86 

5 Emergency  5,474,635 0 3 3 100 

6 CDF Offices 10,569,257 0 5 5 100 

7 Sports 1,500,000 1 0 1 0 

8 Security 250,000 0 1 1 100 

  Total 95,599,165 5 39 44 89 

  

Delay in implementation of all the budgeted projects implies that the residents of 
Navakholo Constituency were denied the benefits accruing from the completed 
projects and therefore the objective of improving service delivery and poverty reduction 
was not achieved. 
 
REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC 
RESOURCES 
 

Conclusion 
 

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

Basis for Conclusion 
 
1.   Transfer of other Government Entities 

 

1.1.    Construction of Storey Twin Laboratory, Library and Computer Centre at 
Ingotse High School   

 
According to the implementation status report availed for audit, the construction of a 
storey twin laboratory, library and computer centre at Ingotse High School which was 
estimated to cost Kshs.18,050,000 was still incomplete despite Kshs.10,200,000 
having been paid as at 30 June 2018 and which included Kshs.1,500,000 disbursed 
during the year under review. The project started during 2013/2014 financial year 
when Navakholo was still under Lurambi Constituency. The slow pace of 
implementation was attributed to use of labour based method.  No reason was 
provided as to why a project of this magnitude was not awarded through competitive 
bidding process to ensure that a qualified and competent contractor is identified to 
implement the project. In addition, there was no information on when the project is 
expected to be fully completed and put to use for the benefit of the of Navakholo 
Constituents. 
 
Project verification carried out during audit in March 2018 showed that among the 
works done were casting and walling of the lower structure, slab for the upper structure 
and pillars without walls and roof on the upper structure which has exposed the 
building to bad weather and hence may get weakened. It is not known when the 
building shall be completed and at what cost. 

In the circumstances, the Navakholo Constituents may not have received value on  
Kshs.10,200,000 so far disbursed towards the project.  
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1.2  Siyombe Primary School   

The transfers to other government units figure of Kshs.29,368,804 includes transfers 
to primary schools amount of Kshs.10,369,902 as disclosed in note 5 to the financial 
statements which in turn includes Kshs.300,000 transferred to Siyombe primary school 
for renovation of four classrooms. The works were awarded to a construction firm on 
20 June 2017 on labour based contract at a fee of 25% of the cost of materials and the 
work was to be completed in 120 days on 21 October 2017. Although the work was 
noted to have been done during audit verification carried out in March 2019, the 
plastering of the floors and veranda were poorly done. In addition, roofing and painting 
were poorly done as well as labelling or branding of the project having not been done.  

There was also no evidence to show that the works were being supervised by the 
relevant technical officers of the State Department of Works as required.  

In the circumstances, the residents of Navakholo Constituency may not have received 
value for money for Kshs.300,000 spent on the project. 
 

2.   Other Grants and other Payments 

2.1  Naluchira Primary School 

Included in the other grants and transfers figure of Kshs.37,791,354 is emergency 
projects amount of Kshs.3,573,404 as disclosed in note 6 to the financial statements 
which in turn includes a transfer of Kshs.300,000 to Naluchira Primary School for 
construction of a 6-door pit latrine. The project was to take 45 days with effect from 12 
July 2017. However, the bills of quantities were not availed for audit review.   

Audit verification of the project in March 2019 revealed that the project was still not 
complete and no reason was provided for non-completion since the project was said 
to be of emergency nature. In addition, the workmanship on the doors was poorly done 
as there were gaping spaces in all the 6 doors.  

 In the circumstances the residents of Navakholo Constituency did not receive value 
for Kshs.300,000 disbursed to the institution.  
 

  2.1   Shinoyi Administration Police Camp 

Included in the other grants and transfers figure of Kshs.37,791,354 is security projects 
amount of Kshs.14,500,000 as disclosed in note 6 to the financial statements and 
which in turn includes Kshs.1,250,000 disbursed to Shinoyi Administration Police 
Camp at Chief’s office for installation of solar security lights. Project verification in 
March 2019 revealed that the security lights were not working as they were said to 
have been vandalized. However, the management has not indicated the measures 
being put in place to ensure that the project is functional as planned. 

In the circumstances the residents of Navakholo Constituency may not  have received 
value on Kshs.1,250,000 incurred on the project.  
 

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

REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT 
AND GOVERNANCE 

 

Conclusion 
 

As required by Section 7(1)(a) of the Public Audit Act, 2015, based on the audit 
procedures performed, except for the matter described in the Basis for Qualified 
Opinion section of my report, I confirm that, nothing has come to my attention to cause 
me to believe that internal controls, risk management and overall governance were not 
effective. 
 

Basis for Conclusion 
 
The audit was conducted in accordance with ISSAI 1315 and ISSAI 1330.  The 
standards require that I plan and perform the audit to obtain assurance about whether 
effective processes and systems of internal control, risk management and governance 
were operating effectively, in all material respects. I believe that the audit evidence I 
have obtained is sufficient and appropriate to provide a basis for my conclusion. 
 

Responsibilities of Management and Those Charged with Governance  

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

In preparing the financial statements, management is responsible for assessing the  
Fund’s ability to continue to sustain services, disclosing, as applicable, matters related 
to sustainability of services and using the applicable basis of accounting unless the 
management  either intends to liquidate the Fund  or to cease operations, or have 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. 
 

In addition to the responsibility for the preparation and presentation of the financial 
statements described above, management is also responsible for ensuring that the 
activities, financial transactions and information reflected in the financial statements 
are in compliance with the authorities which govern them, and that public resources 
are applied in an effective way. 
 
Those charged with governance are responsible for overseeing the  financial reporting 
process, reviewing the effectiveness of how the entity monitors compliance with 
relevant legislative and regulatory requirements, ensuring that effective processes and 
systems are in place to address key roles and responsibilities in relation to governance 
and risk management, and ensuring the adequacy and effectiveness of the control 
environment. 
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Auditor-General’s Responsibilities for the Audit  
 

The audit objectives are to obtain reasonable assurance about whether the financial 
statements as a whole are free from material misstatement, whether due to fraud or 
error, and to issue an auditor’s report that includes my opinion in accordance with the 
provisions of Section 48 of the Public Audit Act, 2015 and submit the audit report in 
compliance with Article 229(7) of the Constitution. Reasonable assurance is a high 
level of assurance, but is not a guarantee that an audit conducted in accordance with 
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. 
 

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

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

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

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

 Identify and assess the risks of material misstatement of the financial statements, 
whether due to fraud or error, design and perform audit procedures responsive to 
those risks, and obtain audit evidence that is sufficient and appropriate to provide 
a basis for my opinion. The risk of not detecting a material misstatement resulting 
from fraud is higher than for one resulting from error, as fraud may involve 
collusion, forgery, intentional omissions, misrepresentations, or the override of 
internal control.  
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 Evaluate the appropriateness of accounting policies used and the 
reasonableness of accounting estimates and related disclosures made by the 
management.  
[ 

 

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

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

 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 I consider necessary in the circumstances. 
 

 

I communicate with the management regarding, among other matters, the planned 
scope and timing of the audit and significant audit findings, including any significant 
deficiencies in internal control that are identified during the audit.  
 
I also provide management with a statement that I have complied with relevant ethical 
requirements regarding independence, and to communicate with them all relationships 
and other matters that may reasonably be thought to bear on my independence, and 
where applicable, related safeguards.  
 

 
 
FCPA Edward R. O. Ouko, CBS 
AUDITOR-GENERAL 
 
Nairobi 
  
19 June 2019 


