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COUNTY GOVERNMENT OF ELGEYO MARAKWET
Notes to the Financial Statements
For the ycar ended June 30,2016

L. KEY ENTITY INFORMATION AND MANAGEMENT
(a) Background information

The County Government is constituted as per the Constitution of Kenya 2010 and is
headed by the County Governor, who is responsible for the general policy and strategic
direction of the County.

(b) Key Management

The County Government of Elgeyo Marakwet day-to-day management is under the
following key organs:

- Governor

- Deputy Governor

- Speaker to County Assembly

- County Secretary

- CEC Member —Finance and Economic planning

- CEC Member -Health

- CEC Member —Agriculture, Livestock, Fisheries & Marketing
- CEC Member —Sports, Gender & Youth affairs

- CEC Member —Industrialization, Commerce &Tourism

- CEC Member —Environment, Water & Natural Resources
- CEC Member —Roads ,Public Works and Transport

- CEC Member — Education

- CEC Member — ICT and Public Service

- County Public Service Board

(¢) Fiduciary Management

The key management personnel who held office during the financial year ended 30" June
2016 and who had direct fiduciary responsibility were:

No. Designation Name

1. Accounting Officer-Finance - Jeremiah Changwony
2. Director of Accounting services - Philip Seronei

3. Director of Budget - JohnKeen Murkeu

4. Director of Economic planning - John Maritim

5. Director of Supply Chain - Robert Chelagat

6. Director of Revenue - Josphine Koech

e Clerk to County Assembly - Jane Kiptum

(d) Fiduciary Oversight Arrangements

- The County has Internal Audit department responsible for ensuring proper
recording of all books of Account.

- Auditor General is responsible for audit of County’s financial statements

- The County Assembly is vested with oversight role of all activities in the County.
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(e) County Government Headquarters

P.O. Box 220-30700
Elgeyo Marakwet County Building

Iten
(f) County Government Contacts

Telephone: 053-4142277
E-mail: elgeyomarakwet.go.ke
Website: www.elgeyomarakwet.go.ke

(g) County Government Bankers

ki Central Bank of Kenya

Eldoret
P.O. Box 60000-00200

Nairobi.

2. Kenya Commercial Bank
P.O Box 456-30700

Iten

3. Family Bank
P.0.Box 7415-00200

Nairobi

4. Trans National Bank
P.0.Box 34353-00200
Nairobi

(h) Independent Auditors

Auditor General,

Kenya National Audit Office,

Anniversary Towers, University Way
— - ——————-P.0:Box-30084- =

GOP 00100

Nairobi, Kenya

(g) Principal Legal Adviser

The County Attorney
P.O. Box 220-30700

Iten,Kenya
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II. FORWARD BY THE CEC MEMBER FINANCE

The financial statements for County Government of Elgeyo Marakwet for the FY 2015/16 have
been prepared to comply with relevant accounting standards as prescribed by the Public Sector
Accounting Standards Board of Kenya.

The County Government of Elgeyo Marakwet operated on a Revenue Ceiling of $h.3,850,303,971
during the FY 2015/2016 consisting of the following:

e Allocation from CRA -Sh.3,270,440,729
o Local Revenue - Sh.149,980,000
e Balance B/f Roll over funds - Sh.295,324,173
e HSSF Danida Funds - Sh.20,800,000
e Free maternity Funds - Sh.43,409,840
o User fees foregone - Sh.8,624,640
e Roads Maintenance Levy Funds - Sh.41,545,473
e World Bank Grants - Sh.20,179,116
The actual receipts realized by the County during the FY was sh.3,531,625,693.40 comprising of :
e Exchequer Releases - Sh. 3,270,440,729
e HSSF Danida Funds - Sh. 20,800,000
o World Bank grants - Sh.20,179,116
e Local Revenue - Sh. 128,055,734
e NHIF, free maternity & User fees foregone - Sh.50,604,640
e Roads Maintenance Levy Funds - Sh.41,545,473

During the year under review, the total cumulative revenue amounted to Kshs 3,531,625,693
against an approved budget of Kshs 3,850,303,971 representing 92 percent achievement. This
represented a deviation of Kshs 318,678,279. This shortfall was mainly on account of deviation in
local revenues and non-received conditional grants and Sh.295,324,178 roll over funds. The
County local revenue collection was impressive but still below expectation, with only 85.47 per
cent of the approved budget target being met. The actual local revenues amounted to Kshs
128,187,072 against a budgeted target of Kshs 149,980,000. This shortfall is largely attributed to
tax evasion and avoidance and significant fluctuations in major revenue sources due to changes in
the economic environment.

The total expenditure amounted to Kshs 2,999,530,907 against an approved budget of Kshs
3,850,303,971, representing an under spending of Kshs 850,773,064. The absorption rate for
recurrent and development expenditures stood at 96% and 47% respectively. This translates to
overall absorption rate of 78% on the total Budget.

The low performance in development absorption is attributed to challenges in IFMIS procurement
process in the first half of the financial year under review. This performance background
underscores the need to maintain our sound fiscal discipline and focus on measures aimed at
obtaining better value for money, especially in non-essential spending areas through cost
containment measures. To this end, we will continue to explore ways of making savings; in a
manner that does not compromise service delivery to the members of our society for example the
county treasury is in the process of developing a price reference system to curb overcharging of
government for services by suppliers and contractors and thus ensure value for
government money.
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Based on this premise, we will strive to expedite the disciplined and diligent implementation of
our plans, aimed at enhancing service dclivery through implementation of programmes especially
infrastructure development and social services within sustainable public financial management.
The main risk to the county financial performance includes low local revenue collections and the
challenges associated with the timely release of money from the National Government. The delays
in effecting (he transfer of funds to the County affect the implementation performance. Going
forward, the county shall engage the concerned institutions and put in place requisite mechanisms
for timely release of funds. Simultancously, we will endeavour (o diversify our sources of funding
through mechanisms that encourage development partners’ cooperation and collaboration in the
county’s development approachcs so as to achieve accelerated socio-economic transformation.

'I'he reimbursements and refunds of sh.50, 604,640 consist of Sh.41,980,000 Free Maternity funds
and Sh. 8,624,640 user fees foregone. Free Maternity funds amounting to Sh.1,429,840 was not
received during the FY under consideration.

D at
JaSwii

ention monies held in Trust amounting to Sh.22,886,072 have been recognized under
Accounts payable (Note 24 of the financial statements)

In conclusion, the financial statements for County Government of Elgeyo Marakwet reflect the
true and 1:“ai/r view asjl_'_t_30"' June, 2016.

‘f-l--'.-f.-ﬁ- |
Hon.Stephen Biwott
CEC -Finance and Economic planning
County Government of Elgeyo Marakwet

-----------------------
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III. STATEMENT OF MANAGEMENT RESPONSIBILITIES

Sections 163,164 and 165 of the Public Finance Management Act, 2012 requires that, at the end of
each financial year, the County Treasury shall prepare financial statements of each County
Government entity, receiver of revenue and consolidated financial statements for all County
Government entities in accordance with the standards and formats prescribed by the Public Sector
Accounting Standards Board.

The County Executive Committee (CEC) member for finance of the County Government is
responsible for the preparation and presentation of the County Government’s financial statements,
which give a true and fair view of the state of affairs of the County Government for and as at the end
of the financial year ended on June 30, 2016.This responsibility includes: (i) maintaining adequate
financial management arrangements and ensuring that these continue to be effective throughout
the reporting period; (ii) maintaining proper accounting records, which disclose with reasonable
accuracy at any time the financial position of the County Government; (iii) designing,
implementing and maintaining internal controls relevant to the preparation and fair presentation
of the financial statements, and ensuring that they are free from material misstatements, whether
due to error or fraud; (iv) safeguarding the assets of the County Government; (v) selecting and
applying appropriate accounting policies; and (vi) making accounting estimates that are
reasonable in the circumstances.

The CEC member for finance accepts responsibility for the County Government’s financial
statements, which have been prepared on the Cash Basis Method of Financial Reporting, using
appropriate accounting policies in accordance with International Public Sector Accounting
Standards (IPSAS). The CEC member for finance is of the opinion that the County Government’s
financial statements give a true and fair view of the state of the County Government’s transactions
during the financial year ended June 30, 2016, and of its financial position as at that date. The CEC
member for finance further confirms the completeness of the accounting records maintained for the
County Government which have been relied upon in the preparation of the its financial statements as
well as the adequacy of the systems of internal financial control.

The CEC member for finance confirms that the County Government has complied fully with
applicable Government Regulations and the terms of external financing covenants (where
applicable), and that the County Government’s funds received during the year under audit were used
for the eligible purposes for which they were intended and were properly accounted for. Further the
CEC member for finance confirms that the County Government’s financial statements have been
prepared in a form that complies with relevant accounting standards prescribed by the Public
Sector Accounting Standards Board of Kenya.

Approval of the financial statements

The County Government’s financial statements were approved and signed by the CEC member for
finance on 24™ February 2017.

Ol

County Execufive Committee member —Finance & Economic Planning
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1V. REPORT OF THE INDEPENDENT AUDITORS ON THE ENTITY (specify entity
name)

We have audited the accompanying (consolidated) financial statements of (name of entity) for the
year ended June 30, 2016, which comprise: (i) a statement of receipts and payments; (ii) a
statement of financial assets and liabilities: (iii) a statement of comparative budget and actual
amounts; (iv) a statement of pending bills as at June 30, 2016; and (v) a summary of significant
accounting policies and other explanatory information.

Management’s responsibility for the financial statements

The entity’s Management is responsible for the preparation and fair presentation of the financial
statements in uccordance with International Public Sector Accounting Standards, and for such
internal control as the management determines is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to (raud or error.

Auditors’ responsibility

Our responsibility is to express an opinion on the financial statements based on our audit. We
conducted our audit in accordance with the International Standards on Auditing. Those standards
require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditors®
judgement, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the entity’s preparation and fair presentation of the financial statements
in order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of
accounting estimates made by management, as well as evaluating the overall presentation of the
financial statements. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit opinion.

Opinion

In our opinion, the accompanying financial statements present fairly, in all material respects, the
financial position of the entity as at June 30, 2016, and its receipts and payments, as well as cash
flows for the year then ended in accordance with International Public Sector Accounting
Standards.

Auditor General Date
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REPORT ON THE FINANCIAL STATEMENTS

| have audited the accompanying financial statements of County Executive of Elgeyo
Marakwet set out on pages 7 to 34, which comprise the statement of assets as at 30 June
2016, 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.

Management’s Responsibility 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 the management determines is necessary to
enable the preparation of financial statements that are free from material misstatement,
whether due to fraud or error.

The 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.

Auditor-General’s Responsibility

My responsibility is to express an opinion on these financial statements based on the
audit and report 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. The
audit was conducted in accordance with International Standards of Supreme Audit
Institutions. Those standards require compliance with ethical requirements and that the
audit be planned and performed to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgement, including the assessment of the risk of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of

Report of the Auditor-General on the Financial Statements of County Executive of Elgeyo Marakwet for the year
ended 30 June 2016

Promoting Accountability in the Public Sector



the County Executive’'s internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting
estimates made by the management, as well as evaluating the overall presentation of the
financial statements.

Because of the matters described in the Basis for Disclaimer of Opinion paragraph,
however, | am not able to obtain sufficient appropriate audit evidence to provide a basis
for an audit opinion.

Basis for Disclaimer of Opinion
1.0 Inaccuracies in the Financial Statements

1.1 Difference between Financial Statements and IFMIS Records

The financial statements availed for audit review reflect various balances which are at
variance with the figures indicated in the IFMIS report with a total net variance of
Kshs.2,840,937,685 as detailed below:

Description Financial IFMIS Report Variance

Statements Figure Kshs

Figure Kshs
Kshs

Receipts 3,531,625,693 - -3,531,625,693
Payments 2,999,530,907 2,973,644,227 -25,886,680
Cash and bank 842,371,675 356,279,201 -486,092,474
Receivables 2,218,940 87,994,317 85,775,377
Payables 22,886,072 6,821,653,227 6,798,767,155
Total 7,398,633,287 10,239,570,972 2,840,937,685

Consequently, the validity, accuracy and completeness of the balances in the financial
statements for year ended 30 June 2016 could not be confirmed.

1.2 Compensation cf Employees

The statement of receipts and payments for the year ended 30 June 2016 disclose
compensation of employees of Kshs.1,533,304,733 while the Integrated Personnel
Payroll Database (IPPD) indicate an amount of Kshs.1,485,613,474 and therefore
resulting in unexplained variance of Kshs.47,691,259.

Consequently, the validity, accuracy and completeness of the compensation of
employees balance of Kshs.1,533,304,733 for the year ended 30 June 2016 could not be
confirmed.

Report of the Auditor-General on the Financial Statements of County Executive of Elgeyo Marakwet for the year
ended 30 June 2016
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2.0 Use of Goods and Services

2.1 Unsupported Domestic Travel Expenses

Note 13 to the financial statements reflects use of goods and services balance of
Kshs.288,172,770 which include domestic travel and subsistence expenditure of
Kshs.42,501,605. Records made available for audit review revealed that an expenditure
of Kshs.2,661,901 was incurred by various staff members of the County Executive in
respect of daily subsistence allowance and accommodation allowance. However, the
expenditure was not supported with relevant documents such as copies of invitation
letters, workshop and activity programs, evidence of means of travel and attendance
register.

Under the circumstances, the propriety of Kshs.2,661,901 expenditure on domestic
travel expenses for the year ended 30 June 2016 could not be confirmed.

2.2 Insurance Expenses

Included in the use of goods and services total expenditure of Kshs.288,172,770 in the
statement of receipts and payments as disclosed in note 13 to the financial statements is
insurance costs amounting to Kshs.7,087,498 out of which a balance of Kshs.4,631,715
was incurred on motor vehicle and medical insurance cover. However, no evidence has
been provided to show that the insurance covers were competitively procured. Further,
policy documents were not availed for audit verification.

Consequently, the propriety of insurance expenses of Kshs.4,631,715.20 for the year
ended 30 June 2016 could not be confirmed.

3.0 Acquisition of Assets

3.1 Proposed Construction of Governor’s Residence

Included in the construction of buildings expenditure of Kshs.144,889,650 as disclosed
in note 18 to the financial statements is an amount of Kshs.13,873,301.50 paid to a
construction company in respect of proposed construction of Governor's residence at
Kamariny. Available information indicate that the tender was awarded to the firm at a
tender sum of Kshs.52,739,518 .

A physical verification of the project on 14 December 2016 revealed that the site was
deserted and the project had stalled due to a pending court case filed by the locals that
they were not involved in public participation and that the County Executive utilised the
land designated for a stadium for construction of Governor’s residence. Materials on site
and structure continue to deteriorate. Consequently, the County did not obtain value for
money for Kshs.13,873,301.50 incurred towards the project.

Report of the Auditor-General on the Financial Statements of County Executive of Elgeyo Marakwet for the year
ended 30 June 2016
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3.2 Proposed Construction of a Pavilion at Kamariny Stadium

Included in the Rehabilitation of Civil Works of Kshs.150,867,734 as disclosed in note 18
to the financial statements is an amount of Kshs.29,995,468.00 paid to a construction
company in respect of proposed construction of a pavilion at Kamariny stadium. The
contract sum for the proposed construction of a pavilion at Kamariny stadium was
Kshs.46,843,155. A physical inspection of the project on 14 December 2016 revealed
that concrete pillars were used in walling instead of steel plates as indicated in the bill of
quantities. No explanation has been provided for the changes and the cost implications
arising from these variation to the bill of quantities. Consequently, the propriety of the
expenditure of Kshs.29,995,468.00 incurred in the construction of a pavilion at Kamariny
stadium for the year ended 30 June 2016 could not be confirmed.

4.0 Accounts Receivable — Outstanding Imprest

The statement of assets as at 30 June 2016, discloses accounts receivable-outstanding
imprests of Kshs.2,218,940. However, information available revealed that an amount of
Kshs.10,996,720, issued as imprest to various staff during the year under review had
not been surrendered as at 30 June 2016. No reason has been provided for not recording
the same in the imprest register and failure to include the same in the statement of assets
as at 30 June 2016. It was also observed that out of the imprests of Kshs.10,996,720 an
amount of Kshs.7,712,020 was in respect of multiple imprests issued to forty seven (47)
employees of the County Executive contrary to Section 93(4) of the Public Finance
Management (County) Regulations, 2015 which requires officers to surrender or account
for previous imprest before being issued with another and that the imprest is recorded in
the imprest register.

Consequently, the accuracy, validity and completeness of outstanding imprest of
Kshs.2,218,940 in the statement of financial assets as at 30 June 2016 could not be
confirmed.

5.0 Pending Accounts Payable

Annexure 1 to the financial statements reflects pending accounts payable figure of
Kshs.805,056,690.00 and as disclosed in note 26.1 for the supply of goods and services
as detailed below:

Item Kshs
Construction of buildings 255,330,945.50
Construction of civil works 338,860,006.00
Supply of goods 25,562,606.75
Supply of services 185,303,131.75
Total 805,056,690.00

However, supporting documents such as copies of advertisement, evaluation minutes,
contract agreements, local purchase orders (LPO), suppliers’ invoices, delivery notes,
inspection and acceptance committee reports confirming the quality and quantity,

Report of the Auditor-General on the Financial Statements of County Executive of Elgeyo Marakwet for the year
ended 30) June 2016
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demand notices or suppliers statements were not availed for audit verification. Further,
available information indicate that out of the total pending bills of Kshs.805,056,690.00
an amount of Kshs.271,438,173 relate to commitments for which no goods and services
had been made and management has not explained their inclusion as pending bills.
Consequently, the accuracy, existence and completeness of the pending accounts
payable balance of Kshs.805,056,690.00 as at 30 June 2016 could not be confirmed.

6.0 Fixed Assets

6.1 Fixed Assets Register

Annexure 4 to the financial statements reflects a summary of fixed assets register figure
of Kshs.955,534,961 and which is at variance with the acquisition of assets total amount
of Kshs.421,120,842 during the year and therefore resulting in unexplained and
unreconciled variance of Kshs.534,414,119. In addition, there was no updated fixed
assets register contrary to Section 149 (2) of the Public Finance Management Act, 2012
which requires the County to maintain a system of tracking the assets owned by the
County. Consequently, the validity, accuracy and completeness of the acquisition of
assets figure of Kshs.421,120,842 for the year ended 30 June 2016 could be confirmed.

6.2 Assets and Liabilities from the Defunct Local Authorities

As reported in the previous year, annex 4 to the financial statements reflects a summary
of fixed assets of Kshs.955,534,961 as at 30 June 2016. However, management has not
explained why assets from former local authorities such as land, buildings, motor
vehicles, computers, and equipment have not been included in the County’s fixed assets
register.

Consequently, the accuracy and completeness of the fixed assets of Kshs.955,534,961
as at 30 June 2016 could not be confirmed.

7.0 Compensation of Employees

The statement of receipts and payments reflects compensation of employees figure of
Kshs.1,533,304,733 which is 43% of the total revenue of Kshs.3,531,625,693 thereby
exceeding the recommended percentage of 35% stipulated in Section 25(1b) of the Public
Finance Management (County Government) Regulations, 2015. The County Executive
therefore contravened the law governing personnel costs.

8.0 Budgetary Controls and Performance

8.1 Budget performance

During the year under review, the County Executive had a total budget of
Kshs.3,850,303,971 comprising of Kshs.1,433,235430 for development and
Kshs.2,417,068,541 for recurrent expenditure. Further, the total budget reflected overall
under absorption of Kshs.850,773,064 or 22% as summarized below;

Report of the Auditor-General on the Financial Statements of County Executive of Elgeyo Marakwet for the year
ended 30 June 2016
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