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I.  KEY ENTITY INFORMATION AND MANAGEMENT
(a) Background information
The County is constituted as per the constitution of Kenya is headed by the Coun‘y Governor,
who is responsible for the general policy and strategic direction of the Ceurty.
(b) Key Management
The entity’s day-to-day management is under the following key organs:
- Governor;
B Deputy Governor; and
- County Executive Committee members;

(¢) Fiduciary Management

The key management personnel who held office during the financial year ended 36 June
20XX and who had direct fiduciary responsibility were:

No. Designation Name

1. CEC Member Gregory Mwakanongo

2. Chief Officer Luke Gatimu

3 HOCI- Maurice Okere
Accounting

o

HOCT-Budget James Ngunjiri
HOCT-Revenue Nixon Otieno

(d) Fiduciary Oversight Arrangements

The Nairobi City County Assembly Budget and Appropriations Committee ond Fyblic
Accounts Committee provide oversight on County Financial Management. “he Budge: and
Appropriations committee oversees and monitors budget preparation and implemeniation
while the Public Accounts Committee reviews all reports of the Auditor-general in matters
related to the management of finances. The County is in the process of establishing the audit
committee which will strengthen the independence and the processes around interval
auditing.

(¢) Entity Headquarters.

P.O. Box 30377
City Hall Building
City Hal! way
Nairobi, KENYA
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o (f) Entity Contacts

Telephone: (254) 20224281, (254) 20 2216151

E-mail: info@nairobi.go.ke, clerk@nrbcountyassembly.go.ke

Website: www.hairobi.go.ke

(g) Entity Bankers

. Central Bank of Kenya
Haile Selassie Avenue
P.O. Box 60000
City Square 00200
Nairobi, Kenya

3, Equity Bank
Equity Centre Branch
P.O Box 75104-00200
Nairobi, Kenya

5. National Bank
Kenyatta Avenue Branch
P.O Box 3
Nairobi.

(h) Independent Auditors

(1)

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

Kenya Commercial Bank
Moi Avenue Branch

P.0 Box 30081-00100
Nairobi, Kenya

Co-operative Bank
City Hail Braach

P.C. Box 44805-00100
Nairobi.
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II. FORWARD BY THE CEC

The Repeorts-and Finaneial Statements-for-the year-ended have been prepared-in accordance with
IPSAS cash basis as recommended by the Public Sector Accounting Standards Board. These financial
statements are for the 12 month period ended 30 June 2016 while the comparatives are based on the
consolidated audited financial statements for the year ended 30 June 2015,

These financial statements are for the County executive for the period 1 July 2015 to 30 June 2016.

The County experienced challenges in the implementation of the absorption of the development
expenditure .The underperformance in the uptake of development expenditure wes due to delays in
the procurement process.

The County did relatively well in revenue collection. However, the large amounts of debts inherited
from the defunct City Council of Nairobi continues to be a big impediment in the full
realisation of the budget objectives.

Further, the County Government continues to face a ballooning wage bill on account of the
newly devolved functions and this has been a major drawback in the implementation of budget
priorities:

During this financial year, the County continued with the process of implementaticn of various
modules in IFMIS to improve financial —management. The County worked towarcs improving
IFMIS connectivity, its ICT infrastructure and building the capacities of the County Trezsuries at the
County Assembly, Sub-counties and County Hospitals,

The County intends to continue implementing systems at all levels and continuously improve on
budget execution and monitoring.

Gregory S. Mwakanongo
County Executive Committee Member- 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 reguiies that, at the ead of
cach financial year, the County Treasury shall prepare financial statements of each ZTomaty
Government entity, receiver of receipts and consolidated financial stateraents 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 staiements, 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 adeguate financial
management arrangements and ensuring that these continue te be effective throughout the reporting
period; (ii) maintaining proper accounting records, which disclose with reasonabie 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 tc 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 financiza! statements,
which have been prepared on the Cash Basis Method of Financial Reporting, usirg appropriate
accounting policies in accordance with International Public Sector Accounting Standards ({PSAE), The
CEC member for finance is of the opinion that the County Government’s financiai staiements 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 appliczole}, an< that the
County Government’s funds received during the year under audit were used for the eiigible purposss
for which they were intended and were properly accounted for. Further the CEC membes for finance
confirms that the County Government’s financial statements have been prepared in 2 form that
complies with relevant accounting standards prescribed by the Public Sector Accountiing Standards
Board of Kenya.

Approvall‘of the financial statements

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

County Executive Committee member — Finance
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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 arc free from material misstatements, whether due to error or iraud; (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 eiigitle purposes
for which they were intended and were properly accounted for. Further the CEC member {or 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 Acceunting 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 2017.

County Executive Committee member — Finance
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REPORT ON THE FINANCIAL STATEMENTS
Disclaimer of Opinion

| have audited the accompanying financial statements of Nairobi City County Executive set
out on pages 7 to 49, which comprise the statement of assets as at 30 June 2017, and the
statement of receipts and payments, statements of cash flows and summary statements
of appropriation: 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.

| do not express an opinion on the accompanying financial statements. Because of the
significance of the matters described in the Basis for Disclaimer of Opinion section of my
report, | have not been able to obtain sufficient appropriate audit evidence to provide a
basis for an audit opinion on these financial statements.

In addition, as required by Article 229(6) of the Constitution, | have not been able to obtain
sufficient appropriate audit evidence to confirm that public money has been applied lawfully
and in an effective way.

Basis for Disclaimer of Opinion
1. Inaccuracies in the Financial Statements

1.1. Discrepancy between Ledger and Financial Statements

The statement of receipts and payments reflects payments totalling Kshs.24,962,045,715.
However, eighteen expenditure items amounting to Kshs.7,925,600,412 included in the
financial statements differs with the related ledger figures totalling Kshs.6,105,945,419 for
the items. The resulting in a difference of Kshs.1,819,654,993 between the ledger and the
financial statements has not been reconciled or explained. In the circumstances, the
accuracy of reported expenditure of Kshs.24,962,045,715 cannot be confirmed.

1.2. Variations between Balances in the Statement of Receipts and Payments and the
Actual Payments - Acquisition of Assets

The statement of receipts and payments reflects expenditure totalling Kshs.1,762,711,478
in respect of acquisition of assets. However, a comparison of the balances presented
against the IFMIS payments report revealed material variances. Further verification of
payments in the IFMIS payments report against the bank statements revealed that most of

Report of the Auditor-General on the Financial Statements of Nairobi City County Executive for the year ended
30 June 2017
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the payments were not reflected in the bank statements. The variations are as analyzed

below:
Variance (Financial
Figure as Payments Statements Vs
per Figure as| Verified in| Verified Payments
Financial per IFMIS Bank in Bank
Statements payment | Statements Statements)
Item (Kshs.) (Kshs) (Kshs) (Kshs.)
Construction of Buildings 67,693,935| 165,133,835| 35,413,575 32,280,360
Refurbishment of 72,838,053 26,328,742| 7,053,867 65,784,186
Buildings
Construction of Roads 596,741,989 | 246,011,460| 24,426,003 572,315,986
Construction and Civil 499,729,375| 192,956,311| 6,300,000 493,429,375
Works
Overhaul and 148,214,401| 60,617,776 0 148,214,401
Refurbishment of
Construction and Civil
Works
Purchase of Specialized 190,981,271| 88,080,008 0 190,981,271
Plant, Equipment and
Machinery
Total 1,503,005,579

In view of the above variances, the accuracy of acquisition of assets expenditure of
Kshs.1,762,711,478 for the year ended 30 June 2017 cannot be confirmed.

1.3. Unauthorized Budgetary Reallocation

As disclosed in Note 6 to the financial statements, the statement of receipts and payments
reflects an amount of Kshs.6,462,971,486 against use of goods and services for the year
ended 30 June 2017. Included in this amount is a reallocation of Kshs.225,557,043 without
the formal approval of the County Assembly, hence unauthorized expenditure.
Consequently, the validity of the unauthorized expenditure amounting to Kshs.225,557,043
cannot be confirmed.

1.4. Un-Supnorted Balance for Acauisition of Assets

Although Note 10 to the financial statements reflects expenditure totalling to
Kshs.1,762,711,478 in respect of acquisition of assets, only an amount of Kshs.61,174,422
was verified as paid. There was no documentary evidence of the balance of
Kshs.1,701,537,056 as having been paid. Verification of the expenditure items revealed
that the figures were extracted from the trial balance and the appropriation accounts. The
breakdown of the figures as per the individual ledger transactions was however not
provided to support the consolidated amounts. The accuracy of the expenditure totalling
Kshs.1,762,711,478 on acquisition of assets cannot therefore be confirmed.

Report of the Auditor-General on the Financial Statements of Nairobi City County Executive for the year ended
30 June 2017
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2. Pending Accounts Receivables

Records reviewed indicate that accounts receivables as at 30 June 2017 amounted to
Kshs.307,697,852,532, an increase of Kshs.98,689,356,423 (47%) from
Kshs.209,008,496,109 reported in 2015/2016. Contrary to the guidelines issued by the
Public Sector Accounting Standards Board, no disclosures have been made in the notes to
the financial statements for the accounts receivables balance of Kshs. 307,697,852,532 as
at 30 June 2017.

2.1. Outstanding Rates

Outstanding rates as at 30 June 2017 amounted to Kshs.305,367,800,145, equivalent to
99% of the total outstanding accounts receivables, which is an increase of
Kshs.97,780,672,110 (47%) from Kshs.207,587,128,035 reported in 2015/2016 financial
year. The significant increase in outstanding receivables and in particular outstanding rates
is an indication that the County Government has not put adequate measures in place to
collect and clear the outstanding rates. Further, supporting schedules for wayleave fees
balance of Kshs.752,140,672 were not presented for audit review while a 100% movement
of urban development debtors from Kshs.79,469,229 as at 30 June 2016 to a nil balance
as at 30 June 2017 was not explained. As noted in the previous year, the likelihood of
collecting the outstanding rates from the defaulters appears to be too low. This is indicative
of significant impairment on the outstanding rates balance of Kshs. 305,367,800,145 as of
30 June, 2017. Further, ageing analysis for the outstanding rates balance has not been
made available for audit review.

2.2. Outstanding Imprests

The statement of assets reflects accounts receivable balance on account of outstanding
imprests of Kshs.74,147,605 as at 30 June 2017 (2015/2016 Kshs.25,199,363). However,
the outstanding imprests were not supported by an updated imprest register. Consequently,
the completeness and accuracy of the imprests balance of Kshs. 74,147,605 as of 30 June
2017 cannot be confirmed.

2.3. Loading Zones

Outstanding loading zones balance amounted to Kshs. 559,080,800 as at 30 June 2017
representing an increase of Kshs. 95,180,000 from the previous year balance of
Kshs.463,900,800. Further, included in vehicle parking fees of Kshs.2,025,471,174
disclosed in Note 4 to the financial statements is revenue from loading zones of
Kshs.268,384,100 while the schedule presented has a figure of Kshs.223,140,000. The
resulting to difference of Kshs.45,244,100 has not been explained. In addition, no
explanation has been provided for the perennial non-collection of loading zone debts.

3. Cash and Cash equivalents

The statement of assets reflects overdrawn bank balances of Kshs.499,972,132 as at
30 June 2017 and as disclosed in Note 14A to the financial statements. This represents a
decrease of Kshs.776,902,731 from the previous vyear's negative balance of
Kshs.1,276,874,863. However, examination of individual bank balances revealed the
following anomalies:

Report of the Auditor-General on the Financial Statements of Nairobi City County Executive for the vear ended
St June 2017
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3.1. Inaccurate Balances

(i) Note 14A to the financial statements reflects Central Bank of Kenya-Revenue
A/C No: 1000171863 balance of Kshs.191,921,490 but the respective cash book
reflects a balance of Kshs.259,528,989 resulting in unreconciled difference of

Kshs.67,607,499.

(ii) Further, the following balances reflected in the Note to the financial statements
are the bank statement balances instead of the cash book balances resulting in
unreconciled differences as detailed below:

Cashbook Reported
Name of Bank, Account No. & Balance Balances Difference
currency B ___ (Kshs) (Kshs) (Kshs.)
Cooperative Bank Imprest Account- | (4,119,777,707) | (891,961,441) | (3,227,816,266)
01141232396601 e B
Cooperative Bank Solid Waste (169,059,799 ) 1,600,305 | (167,459,494)
Management Account-
01141232396606 _
Pumwani Hospital Account - 7,829,103 9,967,662 (2,138,559)
National Bank Account
No0.102100895400 -
Mama Lucy Kibaki Hospital - KCB - 30,460,569 (30,460,569)
Acount No.1133233864 ]
| Mutuini Dagorretti Sub County - 14,154 | (14,154)
District Hospital -National Bank -
Account No.102100895400 o I .
(4,281,008,403) | (849,918,752) | (3,431,089,651)

The misstatements as analyzed above resulted to an overstatement of cash and cash
equivalents balance by Ksh. 3,431,089,651.

(iiiy Further, analysis for the following reconciling items were not provided for audit

verification;

Bank Account

Payments in cash book not yet
recorded in bank statement (Un
Presented Cheques)

(Kshs.)

Deposits in the Bank
Statement not in the
cashbook

(Kshs.)

Cooperative Bank-
Revenue A/C No:
01141232396600

201,445,104.02

Cooperative Bank-Imprest
A/C No: 01141232396601

1,053,098,522

2,174,717,744.08

Cooperative Bank-Solid 45,352,461 125,307,642.97
waste management A/C

No: 01141232396606

Report of the Auditor-General on the Fim_mcia/ Statements of Nairobi City Countv Executive for the vear ended
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(iv) Reconciliation statement for Cooperative Bank-Kenya Roads Board A/C No:
01141232396604 reflects bank balance of Kshs. 24,827,964 but the bank
confirmation certificate reflects nil balance as at the same date. No explanation has
been provided for this anomaly.

3.2. Non-Disclosure of Nairobi Ward Fund Account Balances

The Nairobi City County Executive operated a Ward Development Fund Account
No0.0082120378001 at Chase Bank. The Account had a balance of Kshs.4,984,545 as at
30 June 2017 with available balance of Kshs.992,300 as at the same date. The difference
of Kshs.3,992,245 was being held under moratorium due to the receivership status of the
bank. However, this information was not disclosed in the financial statements of the County
Executive as at 30 June 2017. Consequently, the cash and cash equivalents position of the
County Executive as reported in the financial statement is misleading and not fairly stated.

3.3. Weak Controls on Bank Reconciliation

Note 14A to the financial statements indicates that Nairobi City County Executive operated
twenty-three operational bank accounts during the year under review with a closing balance
of negative Kshs. 499,972,132. None of the accounts had the reconciliation statements
reviewed by relevant senior officers. It was further noted that all the bank reconciliations did
not indicate the officers who prepared them and also the date the reconciliation was done.
As a result, it is not possible to confirm whether the County Executive was in compliance
with regulation 90 (1) of Public Finance Management (County Government)
Regulations, 2015.

3.4. Overdrawn Accounts

Nairobi City County Executive had four (4) overdrawn accounts as at 30 June 2017 as
tabulated below:

Account Name Azr}?:::;
Equity Bank-General collection A/C No: 0810263520904 11,112
Equity Bank-General collection A/C No: 0810271586663 256,092
Cooperative Bank-Imprest A/C No: 01141232396601 891,961,441
Kenya Commercial Bank-current A/C No: 1159076065 3,790,179
Total 896,018,824

No reasons were given for overdrawing the accounts contrary to Section 119(4) and (6) of
the Public Finance Management Act 2012.

3.5. Non-Maintenance of Cash books and Bank Reconciliation Statements

Cash books and bank reconciliations for the following bank accounts for the year under
review were not maintained:

Report of the Auditor-General on the Financial Statements of Nairobi City County Executive for the vear ended
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