REPORT OF THE AUDITOR-GENERAL ON REVENUE ACCOUNTABILITY
STATEMENTS FOR THE YEAR ENDED 30 JUNE, 2023 - KENYA REVENUE
AUTHORITY

PREAMBLE
| draw your attention to the contents of my report which is in three parts:

A. Report on the Revenue Accountability Statements that considers whether the revenue
accountability statements are fairly presented in accordance with the applicable
financial reporting framework, accounting standards and the relevant laws and
regulations that have a direct effect on the financial statements.

B. Report on Lawfulness and Effectiveness in Use of Public Resources which considers
compliance with applicable laws, regulations, policies, legal notices, circulars,
guidelines and manuals and whether public resources are collected in a prudent,
efficient, economic, transparent and accountable manner to ensure Government
achieves value for money and that such funds are applied for the intended purpose.

C. Report on Effectiveness of Internal Controls, Risk Management and Governance
which considers how the entity has instituted checks and balances to guide internal
operations. This responds to the effectiveness of the governance structure, the risk
management environment and the internal controls developed, and implemented by
those charged with governance for orderly, efficient and effective operations of the
entity.

An unmodified opinion does not necessarily mean that an entity has complied with all
relevant laws and regulations and that its internal controls, risk management and
governance systems are properly designed and were working effectively in the financial
year under review.

The three parts of the report are aimed at addressing the statutory roles and
responsibilities of the Auditor-General as provided by Article 229 of the Constitution, the
Public Finance Management Act, 2012 and the Public Audit Act, 2015. The three parts of
the report, when read together constitute the report of the Auditor-General.

REPORT ON THE REVENUE ACCOUNTABILITY STATEMENTS
Qualified Opinion

| have audited the accompanying Revenue Accountability Statements of Kenya Revenue
Authority set out on pages 54 to 88, which comprise the statement of financial position as
at 30 June, 2023 and the statement of revenue collections and transfers, statement of
targets versus actual performance by tax head 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.

Report of the Auditor-General on Revenue Accountability Statements for the year ended 30 June, 2023 - Kenya
Revenue Authority



In my opinion, except for the effect of the matters described in the Basis for Qualified
Opinion section of my report, the Revenue Accountability Statements present fairly, in all
material respects, the financial position of the Kenya Revenue Authority as at
30 June, 2023, and of its revenue collections for the year then ended, in accordance
with International Public Sector Accounting Standards (Cash Basis) and comply with the
Public Finance Management Act, 2012 and the Kenya Revenue Authority Act, Cap 469.

Basis for Qualified Opinion
1. Non-Collection of Capital Gains Tax

The statement of revenue collections and transfers reflects taxes on income, profits and
capital gains of Kshs.944,413,247,665 which, as disclosed in Note 17.1 to the financial
statements includes an amount of Kshs.5,606,957,074 in respect of capital gains tax.
However, analysis of stamp duty collection reports revealed that a total of 10,528
properties valued at Kshs.198,625,539,869 were transferred during the financial year.
Based on a sample of 3,296 properties transferred, the Authority did not collect capital
gains tax revenue amounting to Kshs.5,146,578,129 from 2,188 properties valued at
Kshs.34,310,520,865.

In the circumstances, the accuracy and completeness of the reported capital gains tax
amount of Kshs.5,606,957,074 could not be confirmed.

2. Under-Declaration of Income Tax Revenue

The statement of revenue collections and transfers reflects total treasury collections of
Kshs.2,050,495,849,046. Included in the treasury collections are receipts of
Kshs.944,413,247,665 from income, profits and capital gains and Kshs.844,930,443,291,
from taxes on goods and services as disclosed in Notes 17.1 and 17.3 to the financial
statements. However, review of taxpayers’ declarations in i-Tax system from the Large
and Medium Taxpayers Offices for the 2022/2023 financial year revealed that 1,486
taxpayers declared a gross turnover of Kshs. 2,539,360,229,377 under the VAT obligation
while the same taxpayers declared gross turnover of Kshs.2,049,318,070,324 under the
income tax obligation resulting to an under-declaration of Kshs.490,041,822,592 turnover
under the income tax obligation. The underdeclared turnover of Kshs.490,041,822,592
under the income tax obligation would have attracted a corporation tax of
Kshs.147,012,647,716 which the Authority did not collect.

Although Management indicated that action has been taken through the issuance of
additional assessments, amendment of returns and compliance audit of the clients, no
explanation was provided why action was not taken as required by Sections 6.02(ii) and
6.03(v) and (vi) of the Domestic Tax Department Compliance Management Manual which
requires Management to establish the inconsistencies and underlying causes and further
prepare a report recommending action by each of the taxpayers account managers.

In the circumstances, the Authority under collected revenue by Kshs.147,012,647,716 in
respect of income taxes.

3. Outstanding Refund Claims
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Note 17.18 (B) to the revenue statements discloses outstanding refund claims balance of
Kshs.107,527,342,393 as at 30 June, 2023 compared to Kshs.122,507,810,213 reported
as at 30 June, 2022. Analysis of the outstanding refund schedule indicated that the
outstanding refund comprised of 183,262 claims. However, verification of the claims
indicated that 19,978 refund claims totalling Kshs.46,512,205,778 were outstanding for
over two (2) years. Management indicated that the claims were under verification and
had not been approved for payment. Were the claims to be approved, contingent
penalties of Kshs.16,093,166,465 payable at 1% per month as prescribed under Section
47(5) of Tax Procedures Act, 2015 would have to be incurred by the Authority.

Further, included in the 19,978 claims are 488 claims amounting to Kshs.5,960,590,084
which have been outstanding between 5 and 15 years. Management did not provide an
explanation why the claims had not been reviewed and settled. It was also noted that the
Authority’s Tax Manual does not provide guidance on payments prioritizing of claims
leaving the decision at the discretion of the staff processing the claims. This has resulted
in accumulation of long outstanding claims while more recent claims are promptly settled.

In addition, review of the 183,262 refund claims revealed that 3,165 refund claims
amounting to Kshs.18,363,174,737 were confirmed as verified and payable by the
Finance Department. Included in the 3,165 claims are 313 claims amounting to
Kshs.1,156,783,981 which were over two (2) years from the date of lodgement and had
accrued interests amounting to Kshs.222,661,383. However, the accrued interest on the
outstanding claims has not been disclosed in the revenue accountability statements.
Review of refunds also indicates that claims totalling Kshs.195,553,859 by nine (9) tea
factories were disallowed but had not been expunged from the Authority’s core tax
collection system.

In the circumstances, the accuracy of the outstanding refund claims
of Kshs.107,527,342,393 could not be confirmed.

4. Long Outstanding Revenue Debt

As previously reported, the statement of revenue debt in Note 17.18(A)(i) to the financial
statements reflects an outstanding revenue debt balance of Kshs.999,599,467,329 as at
30 June, 2023 which was Kshs.558,659,105,393 lower than Kshs.1,558,258,572,722
reported as at 30 June, 2022. Management indicated that out of the debt balance of
Kshs.999,599,467,329, only an amount of Kshs.95,004,762,592 or approximately 5% is
estimated to be collectible while the balance of Kshs.904,594,704,737 or approximately
95% is classified as uncollectible, doubtful or under validation as detailed below.

Domestic Taxes
Customs Department Total
Classification (Kshs.) (Kshs.) (Kshs.)
Collectible 9,498,589,177 85,506,173,415 95,004,762,592
Doubtful 2,784,113,932 534,076,393,093 536,860,507,025
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Uncollectible

906,156,082

0

906,156,082

Under Validation

0

366,828,041,630

366,828,041,630

Sub-total

3,690,270,014

900,904,434,723

904,594,704,737

Grand-total

13,188,859,191

986,410,608,138

999,599,467,329

Review of the supporting schedules indicated that there was a revenue debt of
Kshs.542,192,103,181 as at 30 June, 2022 in respect of debt contained in the legacy
system which was under ledger reconciliation process, waiver applications and debt
under tax appeal processes. However, the Authority did not provide evidence on the
outcome of each of the reconciliation processes that resulted in nil balances casting doubt
on the accuracy of the legacy system debts. Management did not explain why some
doubtful and uncollectible long outstanding balances of Kshs.537,766,663,107 continue
to be retained in the books of account.

Further, Management indicated that the exercise of validating the debt, as a pre-requisite
for updating taxpayers ledgers, is ongoing and various measures have been put in place
with a view of reducing the debts. However, the strategies implemented have not yielded
much results over the years and it is not clear why the Authority continues to employ the
same interventions that are not yielding adequate results.

In the circumstances, the accuracy and recoverability of the outstanding revenue debt of
Kshs.999,599,467,329 as at 30 June, 2023 could not be confirmed.

5. Public Sector Revenue Debt

Note 17.18(A)(i) reflects an outstanding revenue debt of Kshs.999,599,467,329 as at
30 June, 2023 out of which Kshs.245,553,868,392 related to public sector revenue debt.
However, the public sector revenue debt amount of Kshs.245,553,868,392 varied by
Kshs.140,631,653,392 with outstanding revenue debt extracted from i-Tax system of
Kshs.386,185,521,784. The variance was attributed to errors in taxpayers ledgers casting
doubt on the accuracy of the debt amount disclosed in revenue accountability statements.

Further, eighty-nine (89) public sector entities that responded to circularization of public
sector debts, indicated an amount of Kshs.21,071,361,935 as taxes owed to the Authority.
However, the i-Tax system reflected an amount of Kshs.65,525,185,389 as due from the
eighty-nine (89) public sector entities resulting to a variance of Kshs.44,453,823,454.
Management explained that the variance was as a result of payment of taxes manually
outside the i-Tax system by some of the taxpayers.

In the circumstances, the accuracy and recoverability of the public sector revenue debt
of Kshs.245,553,868,392 could not be confirmed.

6. Unallocated Domestic Taxes Collections

The statement of revenue collections and transfers reflects total treasury collections of
Kshs.2,050,495,849,046. Review of domestic tax collections supporting schedules
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indicated that the Authority collected domestic taxes totalling Kshs.167,293,035,361
through CBK direct credits/payments which had not been reconciled and updated in the
respective taxpayers i-Tax ledgers as at 30 June, 2023. Management indicated that
continuous reconciliation is ongoing to allocate the received taxes to the specific
taxpayers ledger accounts. However, at the time of audit in December, 2023, an amount
of Kshs.55,317,924,175 was yet to be updated and allocated in the taxpayer’s ledgers.
Further, although an amount of Kshs.111,975,111,186 was indicated as updated in
taxpayer ledgers accounts, details of the taxpayer, tax period and evidence of update
were not provided for audit confirmation. In addition, the unreconciled amounts are
manually tallied and aggregated outside i-Tax system exposing the Authority to the
possibility of misapplication of direct credits to the wrong taxpayer.

In the circumstances, the accuracy of the unallocated domestic taxes totalling
Kshs.167,293,035,361 could not be confirmed.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the Kenya Revenue Authority Management in
accordance with ISSAI 130 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 qualified
opinion.

Key Audit Matters

Key audit matters are those matters that, in my professional judgment, are of most
significance in the audit of the revenue statement. There were no key audit matters to
report in the year under review.

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, | 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. Irregular Processing of Waivers and Tax Variations

During the year under review, a total of Kshs.3,442,870,688 waivers and tax variations
were granted compared to Kshs.218,443,768 waivers and tax variations granted in the
financial year 2021/2022 representing an increase of Kshs.3,224,426,920. However, out
of the 273 waivers and tax variations granted, 133 waivers totalling Kshs.3,401,193,296
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did not have i-Tax acknowledgement numbers, an indication that they were not applied
for online as required by Chapter,12.0.3 of the Domestic Tax Department Corporate
Taxpayer Accounts Management Manual on management of waivers of interest and
penalties in i-Tax.

In the circumstances, the Authority was in breach of the guidelines.
2. Non-Compliance at the Customs and Border Control Department

Audit inspection carried out in the month of August 2023 at various Tax Service Offices
(TSOs) revealed the following anomalies;

2.1 Unlicensed Transit Shed

Review of customs transit shed licensees at Eldoret Airport indicated that one firm
operated a transit shed without a valid license or general bond for security of warehoused
goods which were under their custody for the period between 10 July, 2020 to
14 August, 2023. Further, the firm had not paid additional assessment of domestic taxes
amounting to Kshs.38,717,045 following a compliance audit check. This was contrary to
Regulation 75 of the East African Community Customs Management Regulations, 2010
which requires that the annual license fee for a bonded warehouse shall be one thousand
five hundred dollars and where a license is issued in the course of a calendar year, the
license fee shall be computed on a pro rata basis.

2.2 Unaccounted for Customs Goods

Review of 131 manifests at Eldoret Airport indicated that goods with gross weight of
1,334,553 kilograms were not lodged within 21 days after the commencement of
discharge as stipulated by Section 34(1) of the East African Community Customs
Management Act, 2004. As a result, the warehouse management could not account for
1,334,553 kilograms of goods reflected in the 131 manifests. Further, the goods were not
presented to a proper officer for warehousing in accordance with Regulation 21(1)(a) of
East African Community Customs Management Regulations, 2010.

In the circumstances, the Authority may have lost revenue and was in breach of the law.

3. Irregular Release of Warehoused Goods

Review of Notice of Deposits (F89) No. 204063 of 10 March, 2020 indicated that 240
bags of brown sugar of 50kgs each were intercepted. The entry in the warehouse register
indicated that the sugar had been declared earlier. The warehouse register indicated that
18 bags had expired and that out of the 18 bags, 3 bags were taken by the Kenya Bureau
of Standards (KEBS) for inspection while the remaining 222 bags were released on
25 March, 2020 upon payment of fines of Kshs.40,000 and warehouse rent of
Kshs.31,500. However, the sugar consignment which was indicated as manufactured in
March, 2017 and had an expiry date of February, 2020, had expired by the release date
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of 25 March, 2020. No explanation was provided by Management for releasing expired
goods to the market instead of destroying the same. This was contrary to Section 14A (1)
(b) of the Kenya Bureau of Standards Act, Cap 496 which states that an inspector may
order the destruction of goods detained if it is reasonably necessary to destroy the goods
because the goods are in a dangerous state or injurious to the health of human beings,
animals, or plants.

Further, 2,700 bags of sugar of 50kgs each of unknown value were deposited into the
customs warehouse pending customs investigations and a report from KEBS. However,
the warehouse register indicated that 158 bags were released to Nairobi for destruction
on 30 January, 2020 leaving the remaining balance of 2,542 bags in the warehouse.
However, physical inspection at the warehouse revealed that the 2,542 bags were
missing and their whereabouts was not explained. This was contrary to Section 26(2) of
the East African Community Customs Management Act, 2004 which states that the owner
of the transit shed shall be responsible and accountable for the goods.

In addition, an audit inspection undertaken at customs warehouse records in Isiolo
indicated that four hundred (400) cartons of bottled water (12 Pcs each per carton of 1.5
Litres) were deposited in the warehouse on the 25 November, 2020. The station
management indicated that the goods were released on 27 November, 2020 following an
email authorization by the Domestic Tax Department Enforcement Team (DTED) which
had earlier confiscated the goods. However, upon audit review of the i-Tax system,
warehouse register and other documentation, no reasons were indicated for confiscation
of goods, penalties/charges preferred on the taxpayer from additional assessment, taxes
and penalties collected and reasons for release of goods.

In the circumstances, Management was in breach of the law.

4. Irregular Use of KRA Bank Accounts

During the vyear under review, the Authority received revenue totalling
Kshs.9,331,046,235 for the County Government of Nairobi. The Authority and the County
Government of Nairobi entered into an Agency Agreement, under which the Authority was
to collect revenue on behalf of the County Government, for a period of 24 months with
effect from the 16 March, 2020. The Agreement was extended for six (6) months to
15 September, 2022.

Review of records indicated that the County Government continued channeling
collections through the Authority’s bank accounts even after the expiry of agency
agreement. Management indicated that the continued use of the Authority’s bank account
was to enable smooth transition. However, the continued use of the Authority bank
accounts for over thirteen (13) months without an existing agreement was irregular.

In the circumstances, Management was in breach of the Agreement.

The audit was conducted in accordance with ISSAI 4000. The standard requires that |
comply with ethical requirements and plan and perform the audit to obtain assurance
about whether the activities, financial transactions and information reflected in the

Report of the Auditor-General on Revenue Accountability Statements for the year ended 30 June, 2023 - Kenya
Revenue Authority

7



financial statements are in compliance, in all material respects, with the authorities that
govern them. | believe that the audit evidence | 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, | 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 2315 and ISSAI 2330. The standards
require that | plan and perform the audit to obtain assurance about whether effective
processes and systems of internal control, risk management and overall governance were
operating effectively, in all material respects. | believe that the audit evidence | have
obtained is sufficient and appropriate to provide a basis for my conclusion.

Responsibilities of Management and the Board of Directors

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

In preparing the revenue accountability statements, Management is responsible for
assessing the Authority’s ability to continue to sustain its services, disclosing, as
applicable, matters related to sustainability of services and using the applicable basis of
accounting unless Management is aware of the intention to terminate the Authority or to
cease operations.

Management is also responsible for the submission of the revenue accountability
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 revenue
accountability statements described above, Management is also responsible for ensuring
that the activities, financial transactions and information reflected in the revenue
accountability statements are incompliance with the authorities, which govern them, and
that public revenue is collected and transferred in an effective way.

The Board of Directors is responsible for overseeing the Authority’s financial reporting
process, reviewing the effectiveness of how Management monitors compliance with
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relevant legislative and regulatory requirements, ensuring that effective processes and
systems are in place to address key roles and responsibilities in relation to governance
and risk management, and ensuring the adequacy and effectiveness of the control
environment.

Auditor-General’s Responsibilities for the Audit

The audit objectives are to obtain reasonable assurance about whether the revenue
accountability 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.
Misstatement can arise from fraud or error and are considered material if, individually or
inthe aggregate, they could reasonably be expected to influence the economic decisions
of users taken on the basis of the revenue accountability statements.

In addition to the audit of the revenue accountability 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 revenue accountability
statements are in compliance with the authorities that govern them and that public
revenue is collected 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 revenue accountability statements
and audit of compliance, | consider internal controls in order to give an assurance on the
effectiveness of internal controls, risk management and overall 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 controls 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 misstatement
caused by error or fraud in amounts that would be material in relation to the revenue
accountability 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 controls may not prevent or detect
misstatement 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 ISSAIls, | exercise professional
judgement and maintain professional skepticism throughout the audit. | also:
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e |dentify and assess the risks of material misstatement of the revenue accountability
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
controls.

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

e Conclude on the appropriateness of the Management’s use of the applicable 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 Authority’s
ability to continue 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
revenue accountability 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 Authority to
cease to continue to sustain its services.

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

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

e 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 controls 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.
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FCPA Nancy Gathungu, CBS
AUDITOR-GENERAL

Nairobi

12 April, 2024
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