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OFFICE OF THE AUDITOR-GENERAL

REPORT OF THE AUDITOR-GENERAL ON COUNTY GOVERNMENT OF
NAKURU FOR THE YEAR ENDED 30 JUNE 2015

REPORT ON THE FINANCIAL STATEMENTS

| have audited the accompanying financial statements of Nakuru County
Government of Nakuru set out on pages 7 to 38, which comprises the statement of
assets as at 30 June 2015, and the statement of receipts and payments statement of
cash flows and summary statement of appropriation: recurrent and development for
the period 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 8 of the Public Audit Act, 2003.

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 management determines is
necessary to enable the preparation of financial statements that are free from
material misstatements, 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 4 of the Public
Audit Act, 2003.

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 9 of the Public Audit
Act, 2003 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 (ISSAls). 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 risks of material misstatement
of the financial statements, whether due to fraud or error. In making those risk
assessment, the auditor considers internal controls relevant to the entity's
preparation and fair presentation of the financial statements in order to design audit
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procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the County Government'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 Revenue /Receipts Analysis

According to the statement of receipts and payments , the County Government
received a total of Kshs.9,644,738,420 compared to budget estimate of
Kshs.10,178,797,646.81. This was an achievement of about 95%.

Budgeted Actual Collection Variance
Revenue Item (Kshs) (Kshs) (Kshs)
Local Revenue 2,103,101,816.00 1,600,420,287.00 502,681,529.00
FIF 652,822,673.00 505,779,098.00 147,043,575.00

Loans And Grants CRA

22,880,000.00

22,880,000.00

Conditional C.R.A

317,840,196.81

179,038,452.00

138,801,744.81

C.R.A Equitable Share

7,082,152,961.00

7,220,954,706.00

(138,801,745.00)

Total

10,178,797,646.81

9,644,738,420.00

534,059,226.81

However, the local revenue under performed by Kshs.502,681,529, or 24 % which
implies that the County Government could not implement all of its programmes. The
under collection of the local revenue was affected by the failure of the County
Government to update the valuation roll.

2.0 Under- collection of Flower Cess Revenue

The County Government budgeted to collect a sum of Kshs.51,000,000 from farms
within its jurisdiction as Cess during the year. However, only Kshs.8,277,187 was
collected, implying an under-collection of Kshs.42,722,813 (or 83.77%). Further, the
County Government did not have an updated data base of flower farms within its
jurisdiction.

In the circumstance, the .County Government may not maximize on revenue
collection from that particular source.

3.0 Compensation of Employees

The County Government spent Kshs.4,429,938,345 on 'employee- cost out of the
total actual expenditure of Kshs.8,600,306,712 in -one year.- This expenditure
translate to 51.5%) of the total expenditure or 64% of the recurrent expenditure.
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Without a staff establishment structure, the County Government may not determine
the optimum staffing level to achieve its goals and the wage bill may escalate
beyond sustainable levels.

4.0 Car Loan and Mortgage Interest

The Nakuru County Assembly Board entered into an agreement with the Family
Bank to manage its car loan and mortgage scheme. In the year under review, the
scheme realized an interest of Kshs.9,735,093, out which the County Assembly was
to earn a share of 75% (or Kshs.7,301,320) in accordance with clause 6 (b) of the
agreement. However, the amount was not disclosed in the statement of receipts and
payments. Therefore, the receipts balance of Kshs.9,644,738,420 in the
consolidated financial statements was understated by the undisclosed income of
Kshs.7,301,320.

5.0 Use of Goods and Services

The County Government spent Kshs.2,412,398,083 on use of goods and services,
which was an increase of Kshs.1,126,663,891 (or 88%) above the balance of
Kshs.1,285,734,192 in the previous financial year 2013.2014. The notable items
whose expenditure increased significantly are as shown below:

Difference %
Item 2014/2015 2013/2014 (Kshs)
Domestic Travel and
Subsistence 234,544,006 | 193,134,220 41,409,786 21
Training Expenses
191,462,085 | 87,758,624 103,703,461 118

Specialized Materials and
Services 458,379,583 | 77,359,536 381,020,047 493

Other operating expenses
645,883,827 | 231,107,915 414,775,912 179

Routine maintenance — 100
other assets 186,031,115 1 186,031,115

These expenditure items are of recurrent nature and may not yield much economic
value to the county. It is advisable that the expenditure on use of goods and services
are scaled down to free more funds for development expenditure.

6.0 Acquisition of Assets

The acquisition of assets or development expenditure for the year amounted to
Kshs.1,642,008,330 or 19% of the county budget. This was below the threshold
given by Section 107 (2) (b) of the PFM Act 2012, which requires a County
Government to allocate a minimum of 30% of its budget to development
expenditure. Although the management explained that other works had been
completed at the close of the financial year, and upon payment, would meet the
required threshold of 30%, no evidence of those works was provided for audit
confirmation.
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Further, the explanatory note 18 on acquisition of assets gives a sum of
Kshs.1,210,550,818 which is at variance with the balance of Kshs.1,642,008,330 in
the Statement of Receipts and Payments by Kshs 431,457, 512.

The County Government was therefore in breach of Fiscal Responsibility Principle

7.0. Cash and Cash Equivalent
7.1. Outstanding Imprest

The financial assets balance of Kshs.2,102,684,105 in the statement of assets
includes outstanding imprest balance of Kshs.543,318. However, no evidence was
provided to specify the imprest holders, the warrant numbers and the date on which
the imprest was taken among other details. Further, paragraph 11.1 of this report
has indicated that Kshs.7,488,062 as unaccounted for imprest under the Ministry of
Trade. The County Government has not established an updated imprest register to
consolidate all outstanding imprests in different departments.

In the circumstance, the accuracy of the outstanding imprest reported in the financial
statements for the year could not be confirmed.

7.2 Fund Balance

The statement of assets reflected a net financial position of Kshs.2,102,684,105 as
at 30 June 2015 and which was tabulated as follows:

2014-2015 2013-2014
Represented By Kshs Kshs
Fund Balance b/fwd 2,068,650,570 257,768,288
Surplus/(Deficit) for the year 1,044,431,708 1,810,882,282
Prior year adjustment (1,010,398,173) -
Total 2,102,684,105 2,068,650,570

Although the statement of assets indicated a prior year adjustment of
Kshs.1,010,398,173, there was no clarification under the respective note 26 for the
adjustment. Further, no journal vouchers were provided to show the nature of the
adjustments that were effected. Considering the materiality of the adjustment, it
could appear that the figure was inserted to balance the accounts.

In the circumstance therefore, the accuracy of the assets could not be confirmed.

8. Accounts Receivable

The total financial assets balance of Kshs.2,102,684,105 includes Kshs. 543,318 in
respect of accounts receivable. However, the county government did not disclose
revenue debts totaling to Kshs.3,524,607,252 that it was owed as at 30.6.2015. The
details of the debts are as shown below:

Item Amount (Kshs)
Rates 3,380,123,443
Plot Rent 32,525,812
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House Rent 100,813,682
Market stalls rent 5,649,935
Containers 176,500
Kiosks 317,880
Tea Cess 5,000,000
Total 3,524,607,252

Therefore, the financial worth of the county government was understated to the
extent of the revenue debts totaling to Kshs.3,524,607,252 that was not disclosed.
Further, an age analysis of these debts was not provided for audit review. Given that
the balance includes debts that were inherited from the defunct local authorities, it is
advisable that the county government introduces policies that will enhance its
revenue collection.

9.0 Pending Accounts Payable

Annex 1 on pages 33, 34 and 35 of the financial statements provided an analysis of
pending accounts payable, totaling to Kshs.2,457,198,628. The balance of
Kshs.2,457,198,628 had increased by Kshs.1,168,912,420 (or 91%) from
Kshs.1,288,286,208 reported in the financial year 2013/2014 as illustrated below:

Debt Amount Increase %
Year (Kshs) (Kshs) increase
2014/2015 2,457,198,628 1,168,912,420 91
2013/2014 1,288,286,208 287,898,554 29
Inherited debt 1,026,871,335

Therefore the reported pending accounts payable balance do not give an accurate
position of the liabilities of the County Government.

10.0 Transfer of Development funds to Recurrent Expenditure

During the year under review, the County Government spent Kshs.83,171,146 to

pay salaries and other payroll deductions from the development funds as detailed

below:

Amount

Date Ref No | Payee Details (Kshs)
deduction sept

3/10/2014 | 00527 | Kenya commercial bank | 2014 10,333,977.00
income tax payee deduction sept

3/10/2014 | 00528 | account 2014 66,000,467.00
income tax payee deduction sept

3/10/2014 | 00529 | account 2014 891,283.00
deduction sept

3/10/2014 | 00530 | Faulu Kenya limited 2014 5,945,419.00

Total 83,171,146.00

County Government of Nakuru — Reports and Financial Statements for the year ended 30 June 2015

5




However, it was noted that the county treasury did not seek for authority and
approval from the County Assembly as required by the PFM Act No 18 of 2012
section 154 (1).

11.0 Retention Funds

During the year under review, the County Government awarded several contracts
and made payments totaling Kshs.1,051,550,818 in respect of development
expenditure as tabulated below:

Item Amount (Kehs)
Constriction of buildings 343,190,917
Refurbishment of buildings 98,771,892
Construction of roads 267,860,447
Overhaul and refurbishment of construction and civil works 28,545,090

Overhaul of vehicles and other transport equipment -

Purchase of household furniture and institutional equipment 514,750
Purchase of office furniture and general equipment 55,761,984
Purchase of ICT Equipment 101,696,010
Purchase of specialized plant, equipment and machinery 14,192,432
Rehabilitation and renovation of plant Machinery and equipment 37,813,000
Purchase of certified Seeds, Breeding stock and Live animals 22,906,091
Research, studies, project, preparation, design& supervision 80,298,205
Total Payments made 1,051,550,818
Total Retention @ 10% o o i} ) 105,155,081

For each payment made, the County Government withheld 10% as retention funds.
The withheld funds were supposed to be banked in the deposits account and only
paid after the expiry of the defect liability period for each contract. Although a
deposits account number 1000 238 356 was opened at the Central Bank of Kenya
for retention funds, it had a balance of Kshs.2,978,000 as at 30 June 2015.
However, it was not clear which contractors were owed this amount since the
County Government does not maintain a deposit ledger for contractors whose
payments are retained.* Under the circumstances, the retention monies can be
irregularly paid.

12.0 Ministry of Roads
12.1 Budget Analysis

During the year under review, total of Kshs.1,046,272,881 was approved in the
Supplementary budget to undertake development projects under the Ministry of
Roads. However, analysis of requisitions (i.e. actual expenditure) on individual
projects indicated that only Kshs.473,700,099.78 was spent leading to a variance of
Kshs.572,5672,781.22. Further, two hundred and eleven (211) projects budgeted at
Kshs.518,776,733 were not requisitioned for as analyzed below:
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