REPUBLIC OF KENYA

OFFICE OF THE AUDITOR-GENER AL

REPORT

OF

THE AUDITOR-GENERAL

ON

THE FINANCIAL STATEMENTS OF
LAIKIPIA COUNTY EXECUTIVE

FOR THE YEAR ENDED
30 JUNE 2017




LAIKIPIA COUNTY GOVERNMENT

EXECUTIVE

REPORTS AND FINANCIAL STATEMENTS

FOR THE FINANCIAL YEAR ENDED

JUNE 30, 2017

Prepared in accordance with the Cash Basis of Accounting Method under the International Public Sector
Accounting Standards (IPSAS)



LAIKIPIA COUNTY EXECUTIVE GOVERNMENT
Reports and Financial Statements
For the year ended June 30, 2017

Table of Contents Page
. KEY ENTITY INFORMATION AND MANAGEMENT ..oovvvvooocreeese e insessssesssessssssssssssssessrene 2
Il. FORWARD BY THE CEC - FINANCE AND ECONOMIC PLANNING ............coooormrmrrersnnmnnnssssssssenens 5
. STATEMENT OF MANAGEMENT RESPONSIBILITIES ....ocoooovvvionoirosiioiioncsisneesssseesscsssinssnieees 7
IV.  REPORT OF THE INDEPENDENT AUDITORS ON COUNTY GOVERNMENT OF LAIKIPIA.. 9
. STATEMENT OF RECEIPTS AND PAYMENTS .....voooooooieisootmsisssssesmesssssssssssssesesssessnsssssossssseoeeeees 11
I STATEMENT OF ASSETS...cooovommiimmisirmsssssssmmmsmssssesserssssssssisssssssoesssssssiosssssesssssssssesesssssossoess e 12
. STATEMENT OF CASH FLOWS ......oooooiieiiiroosioenensecossiiseesssssesssssssossssseesssssessesssesssese e 13

V. SUMMARY STATEMENT OF APPROPRIATION: RECURRENT AND DEVELOPMENT

V. SUMMARY STATEMENT OF APPROPRIATION: RECURRENT ......cooviiiiiineririeinc e 16
VI.  SUMMARY STATEMENT OF APPROPRIATION: DEVELOPMENT .......oooovrieiniireraneeeenseesinenns 18
VIl.  BUDGET EXECUTION BY PROGRAMMES AND SUB-PROGRAMMES ........cccooouviviiiiiriireinenns 20
V. SIGNIFICANT ACCOUNTING POLICIES........coccoiirirerniiircricnitee et ses et eesssss e sarns 37
IX. NOTES TO THE FINANCIAL STATEMENTS wuscsisisirisnisssinivsaivoisisisesissssasiisssibvaiicsssssentions 41
X. PROGRESS ON FOLLOW UP OF AUDITOR RECOMMENDATIONS.........coovvreiriiisriseeisseenens 58



LAIKIPIA COUNTY EXECUTIVE GOVERNMENT
Reports and Financial Statements
For the year ended June 30, 2017

.  KEY ENTITY INFORMATION AND MANAGEMENT

(a) Background information
The County Government of Laikipia is constituted as per the constitution of Kenya and is
headed by the County Governor, who is responsible for the general policy and strategic
direction of the County. The county has three sub-counties: Laikipia North, Laikipia East and
Laikipia West. It is divided into three constituencies and 15 wards.
Laikipia County borders 7 counties namely Samburu to the North, [siolo to the North East,
Meru to the East ,Nyeri to the South East , Nyandarua and Nakuru to the South West and
Baringo to the West.
Laikipia County covers an area of 9,462 KM2 (2,338,111 acres).
Main economic activities are tourism and agriculture, chiefly grain crops, ranching and
greenhouse horticulture

(b) Key Management
The County Government of Laikipia day-to-day management is under the following key

organs:

No. Designation Name

1.  The Governor Joshua W. Irungu
7. The County Executive Member of County Administration Agnes Keshine

3. The County Executive Member of Finance Management Duncan Mwariri
4. The County Executive Member of Health. Dr. David Njoroge
5. The County Executive Member of Agriculture. Jane Putunoi

6.  The County Executive Member of Infrastructure. Virginia Wambui
7. The County Executive Member of Gender, Sports, Culture. J. B. Akaale

8.  The County Executive Member of Industrialisation and Ann Cheptoo

Enterprise Dev

9. The County Executive Member of Water. Joel Wamichwe

(¢) Fiduciary Management

The key management personnel who held office during the financial year ended 30" June
2017 and who had direct fiduciary responsibility were:

No. Designation Department Name

1. Chief Officer Office of the Governor Peter Ndirangu

2. Chief Officer County Administration Paul Chiuri

3. Chief Officer Finance & Economic Planning Ekwam M. Nabos

4,  Chief Officer Health Dr. Timothy Panga
5. Chief Officer Agriculture Martin Mwangi

6.  Chiel Officer Infrastructure Peter Macharia

7. Chief Officer Education, ICT ,Gender& Sports Veronica Gakenga
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8.  Chief Officer Industrialisation and Enterprise Dev Ekwam M. Nabos
9.  Chief Officer Water David E. Losenge

(d) Fiduciary Oversight Arrangements
County Assembly of Laikipia
1). County Assembly budget committee
ii). County Assembly Public Account Committee and Public Investment Committee
- Senate budget committee in public finance.
- The Controller of Budget.
- Auditor-General
- County Executive Committee
- Development partner oversight activities

(e) Entity Headquarters
P.O. Box 1271 - 10400
Interim County Headquarter Building
Kenyatta Avenue
Nanyuki, KENYA

(f) Entity Contacts

Telephone: (254) 0202352720
E-mail: treasury@laikipiacounty.go.ke
Website:www.laikipiacountygovernment.go.ke

(g) Entity Bankers
1. Central Bank of Kenya, s Equity Bank,

Nyahururu, Kenya.
Haile Selassie Avenue,

P.O. Box 60000 - 00200,
Nairobi, Kenya.

2. Co-operative Bank of Kenya,
P.O.Box 1465-10400,
Nanyuki, Kenya

3.  Co-operative Bank of Kenya,
P.O. Box 307 -20300,
Nyahururu, Kenya.

4.  Family Bank,
Nanyuki, Kenya.
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(h) Independent Auditors

Auditor General
Kenya National Audit Office

_______ — Anniversary Towers, University Way

(@)

P.O. Box 30084
GOP 00100
Nairobi, Kenya

Principal Legal Adviser

The Attorney General
State Law Office
Harambee Avenue
P.O.Box 40112

City Square 00200
Nairobi, Kenya
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II. FORWARD BY THE CEC - FINANCE AND ECONOMIC PLANNING
This County Government of Laikipia Reports and Financial Statement is prepared in accordance with
the Public Financial Management Act, 2012.Sections 164 of the Act provides for the preparation of
the County Government of Laikipia Reports and Financial Statement respectively, by the County

Treasury.

The County Government of Laikipia Reports and Financial Statement presents the recent economic
developments and actual fiscal performance of the FY 2016/2017 and makes comparisons to the
budget appropriations for the same year. It further provides a comprehensive and financial review
with sufficient information to show changes from the projections outlined in the latest County Fiscal

Strategy Paper.

The financial Statements 2016 is prepared taking into account resources required for the
implementation of a devolved government, which, among other things, provides for fiscal
decentralization of resources to the county entities and reforms to several institutions. The ensuing
MTEF resource allocation therefore will be critical in laying the foundation and setting the stage for

full operationalization of the new devolved units within Laikipia County.

The statements also provides an overview of how the actual performance of the FY 2016/2017
affected the compliance with the fiscal responsibility principles and the financial objectives as

detailed in the 2016 county fiscal strategy paper.

The link between policy, planning and budgeting continues being a critical as provided for in the

Constitution and County Government Act. The financial statements play a critical role in the
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preparation of budgets and management of public resources. To strengthen the budget preparation

process, the County government will continue to embrace programme based budgeting and deepen
public financial reforms to increase efficiency and effectiveness in service delivery.

The County is committed in upholding the trend of stable macroeconomic performance and ensure
transparency by relaying performance indicators to the public. This will be realized through

publications as required by the Constitution and the PFM Act.

DUNCAN MWARIRI
CEC-FINANCE AND ECONOMIC PLANNING
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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 receipts 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, 2017. 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, 2017, 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

[
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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 28/09/2017.

CCE N c—
- SE) -

(<]
Chief Officer __ . Head of 'I’rca% , ’ /
Name: Paul Njenga 7~ Name: Daniel K, Ngifhdsigry 7+ /

ICPAK Member Number: §207.
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REPUBLIC OF KENYA
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OFFICE OF THE AUDITOR-GENERAL

REPORT OF THE AUDITOR-GENERAL ON LAIKIPIA COUNTY EXECUTIVE FOR THE
YEAR ENDED 30 JUNE 2017

REPORT ON THE FINANCIAL STATEMENTS
Qualified Opinion

| have audited the accompanying financial statements of Laikipia County Executive set out
11 to 57, which comprise the statement of financial assets as at 30 June 2017, and the
statement of receipts and payments, statement of cash flows and statement of comparative
budget and actual amounts: 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, except for the effects of the matters described in the Basis for Qualified
Opinion section of my report, the financial statements present fairly, in all material respects,
the financial position of Laikipia County Executive as at June 30 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 Public Finance
Management Act, 2012.

In addition, as required by Article 229(6) of the Constitution, based on the audit procedures
performed, except for the matters described in the Basis for Qualified Opinion and Other
Matter sections of my report, | confirm that, 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 Qualified Opinion
1.0 Variances Between Financial Statements and IFMIS

The financial statements for the year ended 30 June 2017 reflect various balances which
are at variance with figures shown in the IFMIS report as detailed below:

Details Amounts as per Amounts as per Variance
financial statements [FMIS report

(Kshs.) (Kshs.) (Kshs.)

Receipts 4,480,872,882 3,717,621,108 763,251,774

Payments 4,352,835,286 4,053,669,931 299,165,355

Cash & bank 128,037,596 (4,097,849,282) 4,225,886,878

Report of the Auditor-General on the Financial Statements of County Executive of Laikipia for the Year ended 30 June

2017
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Receivables - (142,726) (142,726)
Payables - (5,992,657,792) (5,992,657,792)

Consequently, the accuracy, validity and completeness of the balances reflected in the
financial statements cannot be confirmed.

2.0 Receipts
2.1 Variance in Recorded Receipts

The statement of receipts and payments for the year ended 30 June 2017 reflects receipts
figure of Kshs.4,480,872,882. However, the summary statement of appropriation, recurrent
and development combined indicated total receipts balance of Kshs.4,406,575,344 resulting
in unexplained and unreconciled variance of Kshs.74,297,538. Consequently, the accuracy
and completeness of receipts figure of Kshs.4,480,872,882 for the year ended 30 June 2017
could not be ascertained.

2.2 Exchequer Releases

The statement of receipts and payments for the year ended 30 June 2017 reflects exchequer
releases balance of Kshs.3,406,107,269 while the schedules and supporting documents
availed for audit reflected Kshs.3,722,107,269. The resultant variance of Kshs.315,990,000
was neither reconciled nor explained. Consequently, the accuracy and completeness of
exchequer releases balance of Kshs.3,406,107,269 for the year ended 30 June 2017 could
not be confirmed.

2.3 Prior, Year Revenue Balances

The statements of receipts and payments reflects prior year county own generated receipts
balances of Kshs.483,498,889 for 2015/2016 while audited 2015/2016 balance was
Kshs.457,279,691 resulting into unexplained difference of Kshs.26,219,198.

2.4 Unrecorded Revenue

Further, Note 9 reflects County Own Generated Receipts for the year ended 30 June 2017
balance of Kshs 543,756 513 However, verification revealed several long outstanding
unsurrendered receipt books held by Laikipia West sub County with approximate value of
Kshs.78,588,500. Some of the receipts books were issued in 2013 and no effort has been
made by management to recover them. Consequently, the completeness and accuracy of
County Own Generated Receipts balance of Kshs.543,756,513 for the year ended 30 June
2017 could not be confirmed.

2.5 Returned CRF Issues

The statement of receipts and payments for the year ended 30th June 2017 reported
Returned CRF issues balance of Kshs.312,007,433 while the audited financial statements
for the year ended 30 June 2016 reported a bank balance of Kshs.357,115,334 resulting
into unaccounted for unspent balances of Kshs.45107,901 brought forward from the

Report of the Auditor-General on the Financial Statements of County Executive of Luikipia for the Year ended
30 June 2017
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2015/2016 financial year not transferred to County Revenue Fund. Consequently, the
accuracy of Returned CRF issues balance of Kshs.312,007,901 for the year ended 30
June 2017 could not be confirmed.

3.0 Compensation of Employees
3.1 Unreconciled Variances

The statement of receipts and payments for the year ended 30th June 2017 reported
compensation of employees balance of Kshs.1,807,170,524 while schedules availed for
audit reflected a balance of Kshs.1,928,569,663 resulting to unreconciled and unsupported
variance of Kshs.121,399,139. Consequently, the accuracy of compensation of employees
balance of Kshs.1,807,170,524 for the year ended 30 June 2017 could not be ascertained.

3.2 Failure to Comply with 30% Regional Staff Balance

During the financial year under review, the county recruited 176 staff, out which only 25
staff came outside that dominant community in Laikipia County. This was less than the
recommended 30% which would translate to 53 of the recruited staff.

4.0 Use of Goods and Services — Fuel, Oil and Lubricants

Statement of receipts and payments reflects use of goods and services balance of
Kshs.778,426,422 for the year ended 30 June 2017. However, the following were noted:

Note 12 as use of goods and services reflects fuel, oil and lubricants balance of
Kshs.31,709,814 for the year under review. Included in the balance is an expenditure of
Kshs.4,704,000 that had the following anomalies:

i. Fuel of Kshs.3,004,000 was drawn using fuel cards but the payment vouchers were
not supported by the approved detail records. Further, there was no record of
reconciliation of the fuel drawn and the mileage covered by these vehicles.

ii. Further, fuel amounting to Kshs.1,7000,000 were not supported by
appropriate documents i.e. Work tickets, detailed orders, fuel consumption statements.

Consequently, the propriety of the fuel, oil and lubricants expenditure for the year ended
30 June 2017 of Kshs.4,704,000 could not be ascertained.

5.0 Other Grants and Transfers

Note 15 as transfer to other Government entities of Kshs.59,149,480 reflects scholarships
and other educational benefits balance of Kshs.50,564,521 for the year under review.
Included in the balance is bursaries amounting to Kshs.48,500,000 paid to various schools
and colleges during the year under review. However, no confirmations for bursaries of
Kshs.47,796,200 were made to acknowledge receipts of the funds. Consequently, it has
not been possible to ascertain whether the bursaries disbursed reached the intended
beneficiaries and were properly accounted for as at 30 June 2017.

Report of the Auditor-General on the Financial Statements of County Executive of Laikipia for the Year ended 30 June
2017
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6.0 Transfer to Other Government Entities

Statement of receipts and payments reflects transfer to other Government entities balance
of Kshs.419,061,406 for the year ended 30 June 2017. However, the following were noted:

6.1 Current Grants to Government Agencies and Other Levels of Government

Note 14 as transfer to other Government entities reflects current Grants to Government
Agencies and other Levels of Government balance of Kshs.310,141,311 for the year under
review. However, the following anomalies were noted:

6.2 Unrecorded Hospital Equipment

Included in Grants to Government Agencies and other Levels of Government balance of
Kshs.310,141,311 in Note 14 is an expenditure of Kshs.8,342,900 for purchase of medical
equipment’s and linen between Jan-April 2017 for various dispensaries in the county which
were receipted in various counter receipt vouchers (S13). However, the equipment were
not entered in the stock control card (S3) hence it was not possible to confirm the facilities
that received the items. Consequently, the propriety of Grants to Government Agencies
and other Levels of Government balance of Kshs.8,342,900 for the year ended 30 June
2017 could not be ascertained.

6.3 Non Recording of Procured Drugs and Non-pharmaceuticals in the Stock
Control Cards

Included in Grants to Government Agencies and other Levels of Government balance of
Kshs.310,141,311 in Note 14 is procurement of drugs expenditure of Kshs.62,125,692.
However, the following anomalies were noted:

a) Doldol District Hospital

Drugs and non-pharmaceuticals worth Kshs 704,060 procured from KEMSA on
28/01/2017 through delivery note/invoice no EMB-2-204891-2016/2017 for Doldol District
Hospital was not recorded in the stock bin cards. It could not be confirmed how the drugs
were utilized in absence of proper recording in the stock bin cards.

b) Nanyuki Referral and Teaching Hospital

Audit verification revealed that drugs worth Kshs.636,640 purchased on 08/09/2016 from
KEMSA was not recorded in the stock control card and it was not clear how the drugs were
being controlled in absence of stock control cards.

It was also noted that the hospital was running a manual system in the management of
drugs at the dispense section. Considering the level of the activities and the number of
patients involved, it was noted that the internal controls at the dispensing section could not
have been adequate to safeguard the management of drugs at the hospital.

Report of the Auditor-General on the Financial Statements of County Executive of Laikipia for the Year ended 30 June
2017
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c¢) Rumuruti District Hospital

Audit verification revealed that non-pharmaceuticals worth Kshs.528,180 purchased on
08/09/2016 from KEMSA were not recorded in the stock control cards and it was not clear
how the drugs were being controlled in absence of stock control cards.

6.4 Unconfirmed Store Balances

Further, included in Grants to Government Agencies and other Levels of Government
balance of Kshs.310,141,311 in Note 14 is medical equipment expenditure of
Kshs.2,508,000 recorded in the stock control cards (S3) but were not availed for our
physical verification. Consequently, the propriety of Grants to Government Agencies and
other Levels of Government balance of Kshs.2,508,000 for the year ended 30 June 2017
could not be ascertained.

7.0 Cash and Bank Balances

The statement of assets reflects bank balances as at 30 June 2017 of Kshs.128,037,596.
However, as reported in the previous year, the following anomalies were noted:

7.1  Numerous Bank Accounts

Note 21A to the financial statements shows Laikipia Executive operated fifty one (51) bank
accounts during the year under review against the recommended six (6) bank accounts in
various commercial banks and in Central Bank of Kenya. The county is therefore in breach
of the regulation in opening and running of the bank accounts.

7.2 Bank Reconciliation

(a) Out of the fifty one (51) bank accounts held by the county government, twenty nine
(29) bank reconciliation statements and bank confirmation certificates as at 30 June
2017 for these bank accounts were not presented for audit review and therefore
bank balances held in those accounts could not be confirmed.

(b) Further, the County Executive had two Health Services Fund account namely
Laikipia Health Services Fund Account No 1000285858 and Laikipia County Health
Sector Services Fund(HSSF) account No 114136623700 with a balance of
Kshs.24,523,082 and Kshs.3,908,262 respectively. It was not clear the reason for
operating the two bank account by the County for the similar activities.

(c) The bank reconciliation statements were not prepared under IFMIS but were
prepared manually

7.3 Bank Accounts Omitted from Financial Statements
The statement of assets reflects bank balances as at 30 June 2017 of Kshs.128,037,596.

However, the following bank accounts and their respective balances were not incorporated
in the financial statements.

Report of the Auditor-General on the Financial Statements of County Executive of Laikipia for the Year ended 30 June
2017
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Bank account Account Balance

Number Amount-Kshs
Rumuruti collection account Not disclosed 2,004,627
Rumuruti Hospital FIF Account Not disclosed 125,478
Nyahururu Hospital imprest account Not disclosed 10,258,902
Doldol Hospital FIF Account 064000064714 2,683,221
Nanyuki Referral Hospital FIF imprest account | 064000064087 8,220,979
Laikipia County HSSF Account-cash 114136623700 35,000
Laikipia County Deposit Account 1000285834 1,975,265
Total 25,303,472

Consequently, the accuracy and propriety of bank balances of kshs.Kshs.128,037,596 as
at 30 June 2017 could not be ascertained.

7.4 Unreconciled Bank Balances

The following bank balance was not reconciled:

Financial Actual Bank
statement Balance Difference
Account Name Balance(Kshs) (Kshs) (Kshs)
 County Revenue Fund A/C | 11,347,008 1365,297,074 | 353,950,066
1000171626 }

In the circumstance, the accuracy of bank balances as at 30 June 2017 could not be
confirmed.

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. Except for the matters described in
the Basis for Qualified Opinion and Other Matter sections of my report, | have determined
that there are no key audit matters to communicate in my report.

Other Matter
1.0 Acquisition of Assets

Statement of receipts and payments reflects use acquisition of assets balance of
Kshs.1,109,593,303 for the year ended 30 June 2017. However, the following were noted:

1.1 Poor Workmanship in Construction of Thome Dispensary at Salama Ward

Included in construction of building balance of Kshs.1,109,593,303 in Note 17 is an
expenditure of Kshs.4,738,459 paid to Nyonjoro for the construction of Thome dispensary.
The contract was procured and awarded in the financial year. Audit verification revealed

Report of the Auditor-General on the Financial Statements of County Executive of Laikipia for the Year ended 30 June
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