REPORT OF THE CONTROLLER AND AUDITOR
GENERAL ON THE APPROPRIATION ACCOUNTS,
OTHER PUBLIC ACCOUNTS AND THE ACCOUNTS OF
THE FUNDS OF THE REPUBLIC OF KENYA FOR THE
YEAR ENDED 30 JUNE, 2003

INTRODUCTORY AND GENERAL

This Report covers the financial year 2002/2003 and is issued in accordance with
the requirements of section 105 (2) (c) of the Constitution of Kenya.

EXCHEQUER ISSUES

All issues from the Consolidated Fund were authorized by me as required by
Section 105(2)(a) of the Constitution of Kenya.

STAFF

1. Staffing difficulties continued to impact adversely on the performance of
the Audit office and the timely completion of audit reports. As a result and as
was the case for 2001/2002 the completion of the audit of the Accounts for
2002/2003 has been delayed. However, with the enactment of the Public Audit
Act 2003, which became operational with effect from 09 January 2004 as well as
the establishment of the Kenya National Audit Commission under the same Act,
staffing difficulties are expected to ease as the terms and conditions of service of
the KENAO staff have been improved with effect from 1 July 2004. The Office
now has not only the capacity to hire and retain qualified and competent staff, but
will also equally be able to motivate them. | have, therefore, every reason to
belief that with the enhanced terms and conditions of service of the staff, the
office will be strengthened resulting in more timely audits and audit reports. It is
also noteworthy to mention that arrears of audits in Central Government
Divisions have been contained as currently we are auditing the 2003/2004
financial year.

GOVERNMENT FINANCIAL POSITION AS AT 30 JUNE 2003

2. The overall Government Financial Position as at 30 June 2003 was a net
surplus of Kshs.23,859,977,225.10 as compared to a net surplus of
Kshs.24,250,153,101.80 as at 30 June 2002.

3. The total issues from the Consolidated Fund (CF) for both Recurrent and
Development services in 2002/2003 totalled Kshs.277,410,379,084.00 against



total receipts of Kshs.277,334,430,976.80 resulting in a deficit of
Kshs.75,948,107.20. However, after taking into account Exchequer surplus of
Kshs.2,594,179,922.30 for  2001/2002, short term  borrowing  of
Kshs.69,477,280.00 in the form of Tax Reserve Certificates and a deficit of
Kshs.897,797,000.00 arising from a long outstanding loan owing from Cereals
and Sugar Finance Corporation, the result on the Exchequer Account was a net
surplus of Kshs.1,689,912,095.10. When the net surplus of
Kshs.1,689,912,095.10 is added to an overall Paymaster General Account
balance of Kshs.22,170,065,130.00 the result is overall Government Cash
Position of Kshs.23,859,977,255.10 as at 30 June, 2003, compared to
Kshs.24,250,153,101.80 as at 30 June, 2002.

4. Although as stated above the overall Government cash position has been
arrived at after taking into account short term borrowings in form of Tax Reserve
Certificates of Kshs.69,477,280.00 and a deficit of Kshs.897,797,000.00 arising
from a loan owing from Cereals and Sugar Finance Corporation, no documentary
evidence was produced in support of both the short term borrowings or the loan.
In addition, no explanation has been provided for the failure to clear or to write off
these long outstanding balances. Further, the Cereals and Sugar Finance
Corporation appears to have been dormant for a long time and questions arise
as to whether the outstanding loan of Kshs.897,797,000.00 is recoverable and
whether the Corporation is serving the purpose for which it was created.

ADVANCES FROM CIVIL CONTINGENCIES FUND

5. As has been stated in the previous years’ reports, the Civil Contingencies
Fund was created to fund only urgent and unforeseen expenditures for which no
provision existed in the approved estimates. A review of the position of
advances from the Fund during 2002/2003 revealed that the Fund advanced a
total of Kshs.130,000,000 to State House and the Ministry of Tourism and
Information to finance expenditure which could have been foreseen and provided
for in the respective estimates for 2002/2003.

6. Although all the above advances were repaid during the year, it is still a
matter of concern that the Fund continues to be used to finance expenditure,
which is not contingent in nature and which could be foreseen for inclusion in the
approved estimates.

OUT TURN OF EXPENDITURE FOR 2002/2003

7. During the year 2002/2003 a net underexpenditure  of
Kshs.17,220,979,071 was recorded compared to an overexpenditure of
Kshs.11,963,821,759 recorded in 2001/2002. The net underexpenditure of
Kshs.17,220,979,071 is arrived at as follows:-



RECURRENT

GROSS AlA NET UNDER
Kshs Kshs Kshs Kshs

Estimated 182,248,626,921 21,856,639,666 160,391,987,255
Actual 171,105,405,615 16,109,483,551 154,995,922.064 -
Under(Over) 11,143.221.306 5.747,156,115 5,396,065,191 5,396,065,191
DEVELOPMENT
Estimated 49,735,616,460 29,302,667,882 20,432,948,578
Actual 32,529,594.082 16,548.838.784 15,980,755.298 -
Under(Over) 17,206,022.378 12,753.829.098 4,452,193,280 4,452,193.280
C.F.S
Estimated 110,466,607,799 110,466,607,799
Actual 103.093,887,199 103,093,887,199 -
Under(Over) £.372,720,600 1.372,720,600  7,372,720,600

Net over all position

EXCESS VOTES

17.220,979,071

8. During the year 2002/2003, an amount of Kshs.85,666,650.95 was spent
without parliamentary approval compared to Kshs.575,729,976 in 2001/2002.
The Excess Votes were incurred as follows:-

Recurrent Vote

R.02 State House

R.20 Water Resources
Sub Total

Development Vote

D.04 Foreign Affairs
D.21 Environment
Sub Total

Grand Total

Amount
Kshs

3,608,849.00
26,106,620.90

29.715,469.90

19,492,757.20
36,458,423.85

55,951,181.05

85.666.650.95

9. However, there were pending bills totalling Kshs.6,682,373,999.07 relating
to 2002/2003 and previous financial years which remained unpaid at the close of
2002/2003 financial year. Had such bills been paid, the total excess expenditure
incurred during the year without the authority of Parliament would have
amounted to kshs.5,099,846,083.52 as follows:-



Recurrent Vote

State House
Transport & Com.
Health

D.O.D

Local Government
Water Resources
Home Affairs
Agriculture

Public Works
Culture & Social
TOTAL

Excess Vote
Kshs.

3,608,849.00

26,106,620.90

29.715.469.90

Development Vote

Foreign Affairs
Environment
Education

Local Government
TOTAL

GRAND TOTAL

Excess Vote
Kshs.

19,492,757.20
36,458,423.85

55,951,181.05

Surplus
Kshs.

8,567,998.55
43,032,410.00
27,303,087.70
22,347,855.50

223,067,856.00
276,272,455.60
537,461,945.00

Excess Vote
Kshs.

Pending Bills
Kshs.

54,339,337.45 57,948,186.45
91,871,019.10 83,303,020.55
420,878,528.20 377,846,118.20
1,418,575,619.80 1,391,272,532.10
478,671,313.50 456,323,458.00
288,068,401.15 314,175,022.05
346,173,464.97 123,105,608.97
641,355,681.85 365,083,226.25
637,206,000.85 99,744,055.85

72,855,986 82.834,098.55 9,978,112.55
1.210,909,594.35 4,459,973,465.42 3,278,779,340.97
Surplus Pending Bills Excess Vote

Kshs. Kshs. Kshs.

300,172,044.00
157,112,928.05
457,284.972.05

- 19,492,757.20

289,598,585.90 326,057,009.75
1,400,032,305.10 1,099,860,261.00
532,769,642.65 375,656,714.60
2,222.,400,533.65 1,821,066,742.55

89,666,650.95

1.668,194,566.40

£6.682,373,999.07 5.099,846.,083.52

REVENUE COLLECTION

10. During the year 2002/2003 revenue shown as received was
Kshs.196,900,808,395 out of which Kshs.187,652,784,466 was collected under
Recurrent Revenue Heads and Kshs.9,248,023,929.82 under Development
Revenue Heads against the estimated Income of Kshs.209,407,358,244. There
was therefore an overall revenue shortfall of Kshs.12,506,549,849 of which
Kshs.9,848,737,535 was inrespect of Recurrent Revenue and
Kshs.2,657,812,314 for Development Revenue. Reasons for shortfalls are give
in footnotes to the respective Revenue Statements.

COLLECTION OF APPROPRIATIONS-IN-AID

11. A total amount of Kshs.51,159,307,548 was estimated to be received as
Appropriation In Aid consisting of Kshs.21,856,639,666 under Recurrent and
Kshs.29,302,667,882 under Development. However, out of this amount only
Kshs.32,658,322,335 was collected comprising of Kshs.16,109,483,551 from
Recurrent and Kshs.16,548,838,784 from Development. There was therefore an
overall under collection of Appropriations In Aid of Kshs.18,500,985,213.
Reasons for shortfalls are given under respective Appropriation Accounts.



DEVELOPMENT REVENUE — HEAD DR.1

12. The Statement of Revenue for Head DR.1 for the year ended 30 June 2003
reflects actual receipts of Kshs.5,535,958,299.15 against the estimated receipts
of Kshs.7,400,607,744.00. The actual receipts of Kshs.5,535,958,299.15,
however, include revenue totalling Kshs.844,877,868.00 which was received
under five (5) revenue items against which no receipts had been estimated to be
received. Consequently, the actual receipts were, Kshs.4,691,080,431.15
against the estimated total of Kshs.7,400,607,744.00 resulting in a shortfall of
Kshs.2,709,527,312.85 or 36.6% of the estimated amounts. Further, no revenue
was received from some twenty one (21) items against which receipts totalling
Kshs.796,587,600.00 were estimated as receivable during 2002/2003.

13. Like in the previous years the reasons provided for non-collection of the
budgeted revenue include slow implementation of projects, delay in receiving
reimbursements from donors as well as suspension of disbursements by donors
due to failure by line Ministries to fulfil conditions on accountability. Although the
same reasons have been given persistently to explain shortfalls in the collection
of revenue in the previous years, the Treasury does not appear to have taken the
necessary action to address the underlying causes for the unsatisfactory
performance.

PAYMASTER GENERAL'S ACCOUNT

14. In the report for 2001/2002, it was stated that the statement of assets and
liabilities as at 30 June 2002 in respect of the Paymaster General's Account
reflected cash at bank balance of Kshs.22,484,292,899.50 which represented the
balances in the Recurrent, Development, Consolidated Fund Services and
Deposits Accounts. Although this figure was in agreement with the Central Bank
of Kenya positive net balance of Kshs.22,484,292,899.50 as at 30 June 2002, it
was not reconciled with the individual ministries’ cash book balances for various
voted funds and deposits. This was mainly because the individual ministries’
bank reconciliation statements were in arrears and the monitoring systems for
such reconciliation’s were ineffective.

15. For the year 2002/2003 the statement of assets and liabilities for the
Paymaster General's Account as at 30 June 2003 reflects cash at bank of
Kshs.22,170,065,130.00 representing balances in the Recurrent, Development,
Consolidated Fund Services and Funds and Deposits Accounts.

16. Although this figure has been confirmed as being in agreement with the
Central Bank of Kenya positive net balance of Kshs.22,170,065,130.00 as at 30
June 2003, it has not, as in previous years, been reconciled with various
ministries’ cash book balances for Votes, Funds and Deposits. This is mainly
because most of the individuals ministries’ Bank Reconciliation Statements were



in arrears and partly because monitoring systems for such reconciliations were
still ineffective.

17. The Funds and Deposits Account also reflects a credit balance of
Kshs.3,189,301,476.50 made up of Funds and Deposits Accounts from
Ministries, Departments and Pay Master General Special Accounts after taking
into consideration the Government Overdraft Account balance of
Kshs.4,318,912,817.85 as at 30 June 2003.

18. The Government Overdraft increased substantially during the year from
Kshs.71.15 as at 30 June 2002 to Kshs.4,318,912,817.85 as at 30 June 2003.
The cause of the very significant increase of Kshs.4,318,912,746.70 has not
been explained.

19. The Management Report from Central Bank of Kenya reflects other credit
balances amounting to Kshs.2,864,806,590.15. This balance includes
Kshs.7,557,720.95 in respect of World Bank Special Account representing
interest accrued from World Bank special off shore accounts as at 30 June 2003.
Although Treasury requested the Central Bank of Kenya to ensure that interest
earned on special accounts is remitted to Exchequer before the end of each
financial year for inclusion in the respective Revenue Statements, the interest
had not, as in the previous years, been remitted by 30 June 2003 and no
explanation has been given for the omission. Similarly, no reason has been
provided for not paying the Treasury Bonds Account balance of
Kshs.2,857,248,869.20 to the Exchequer as at 30 June 2003.

20. In addition, the Management Report reflects another credit balance of
Kshs.354,211,775.65 under Account No0.01-010-E312 - Revenue Deposit
Account. Again, it has not been explained why the amount is held in the deposit
account with Central Bank of Kenya instead of being surrendered to the
Exchequer.

STATEMENT OF PUBLIC DEBT

21. In the report of the previous year, reference was made to the magnitude of
public debt in respect of which it was observed that balance of public debt had
increased from Kshs.454,726,435,582 as at 30 June, 2001 to
Kshs.659,315,299,426 as at 30 June 2002. A review of the position during
2002/2003 showed that public debt balance decreased from
Kshs.659,315,299,426 as at 3 June 2002 to Kshs.578,118,116,687 as at 30
June 2003, representing a net decrease of Kshs.81,197,182,739 or 12%.

22. The Statement however, reflects an increase in the sale of Treasury Bonds
where the outstanding figure increased by an amount of Kshs.55,223,909,008 or
51% from Kshs.106,332,997,204 in 2001/2002 to Kshs.161,556,906,212 in
2002/2003. The outstanding Treasury Bonds figure of Kshs.161,556,906,212 as



at 30 June 2003 included special Treasury Bonds worth Kshs.7,473,056,211.95
which were issued to contractors to clear pending bills. However, and as stated
in previous reports, some of these bills had been found not to be properly due by
professional firms of auditors appointed by Treasury to authenticate all such
pending bills. In addition, these Special Bonds were not properly reported to
Parliament and as such any expenditure so far charged on the Consolidated
Fund for their redemption and interest payments has been incurred without
parliamentary authority.

C.F.S. PUBLIC DEBT—- STATEMENT OF EXPENDITURE

23. The Statement of Expenditure on Public Debt for the year ended 30 June,
2003 reflects actual expenditure of Kshs.90,190,541,195 against estimated
expenditure of Kshs.95,963,366,155 resulting in an underexpenditure of
Kshs.5,772,824,920.

24. The  Statement also  reflects Exchequer Issues  totalling
Kshs.91,400,019,470 against actual expenditure of Kshs.90,190,541,195
resulting in an Over-Issue of Kshs.1,209,478,275. No documents were,
however, made available to confirm surrender of the Over-lssue of
Kshs.1,209,478,275 or indication given as to how the money was utilized.
Further, the Exchequer Issues of Kshs.91,400,019,470 differs by an amount of
Kshs.813,732,251 from the balance of Kshs.92,213,751,721.00 reflected in the
Exchequer records. No reconciliation or explanation has been provided for the
difference between the two sets of records.

25. In the report for 2001/2002, it was stated that the expenditure on Head
946-Internal Funded Debt - Redemption, included an amount of
Kshs.1,980,831,393.30 incurred on redemption of Special Treasury Bonds
issued in payment of Government pending bills which as observed above had not
all been confirmed as properly due.

26. A review of the position in 2002/2003 indicated that expenditure amounting
to Kshs.33,678,338,030 was incurred against Head 946 — Internal Funded Debt-
Redemptions during the year, out of which an amount of Kshs.1,705,796,143
related to redemption of Special Treasury Bonds, issued in payment of
Government pending bills, which as already stated have not been confirmed as
properly due. In addition interest payment of Kshs.281,866,195 in respect of the
same Bonds was paid and charged against Head 943 — Internal Unfunded Debt-
Interest during the same period.

27. The expenditure of Kshs.33,678,338,030 incurred under Head 846 -
Internal  Funded Debt - Redemption includes an amount of
Kshs.7,723,154,613.55 incurred against item 457 — Redemption of Treasury Bills
Shortfall. No details have, however, been provided to explain how the shortfall of
Kshs.7,723,154,613.55 was realised.



28. In addition, the expenditure of Kshs.33,678,338,030 also includes an amount
Kshs297,549,273.00 representing a payment made to Kenya Post Office Saving
Bank in March 2003 in respect of losses made by the Bark during the years
1999 and 2000 and which losses are recoverable from the Consolidated Fund
pursuant to Section 13(1) of the Kenya Post Office Savings Bank Act. Records
available however indicate that although the payment to the Bank was made
from the Fund in March 2003, no exchequer issue to cover the expenditure was
authorized during the year or at any other time and therefore the source of the
finance was not clear.

29. The Statement also shows expenditure of Kshs.25,680,389,016 in respect
of Head 943-Internal Unfunded Debt-Interest. This amount includes a credit
balance of Kshs.3,445,264.10 against Item 189 — Transfer from SDR -
Allocation. The amount of Kshs.3,445,264.10 has however not been analysed
and therefore it has not been possible to ascertain its correctness. It has also not
been explained what the credit balance of Kshs.3,445,264.10 represents in the
Statement of Expenditure for Public Debt.

C.F.S. SALARIES, ALLOWANCES AND MISCELLANEOUS
SERVICES — STATEMENT OF EXPENDITURE

30. In the report for 2001/2002, mention was made of expenditure which
Government had continued to incur on Loan Interest and Loan Redemption
payments in respect of loans it had guaranteed on behalf of various
organisations and parastatals without such organisations and parastatals
reimbursing the Government the expenditure so incurred.

31. A review of the position during the 2002/2003 indicates that this
unsatisfactory situation continued to persist and as a result the Statement of
Expenditure for the Consolidated Fund Services — Salaries, Allowances and
Miscellaneous Services for the year ended 30 June 2003 reflected expenditure
totalling Kshs.2,050,843,289.95 as having been incurred under Loan Guarantee
Act. This expenditure comprised of payment of Kshs.1,502,040,868.20 in
respect of Loan Redemption and Kshs.548,802,421.75 in respect of Loan
Interest.

32. As in the previous years, the organisations and parastatals did not reimburse
Government the amounts paid on their behalf. As a result such unreimbursed
expenditure increased from Kshs.14,514,510,061.35 as at 30 June 2002 to
Kshs.16,993,517,993.62 as at 30 June 2003. No indications have so far been
given by the various organisations and parastatals as to when the
reimbursements will be made. In addition the expenditure shown in the
statement differs from the expenditure reflected in the Ministry’s ledger in respect
of three sub heads by a net of Kshs.2,556,666.60. No reconciliation or
explanations has been provided for the difference.



33. The Statement also reflects actual expenditure of Kshs.3,390,350,062.70
against estimated expenditure of Kshs.2,718,098,720 resulting in excess
expenditure of Kshs.672,251,342.37. The Statement further shows that the
actual expenditure of Kshs.3,390,350,062.37 exceeded actual Exchequer Issues
during the year of Kshs.1,353,536,140.00 by Kshs.2,036,813,922.37.

34. According to information available, the excess expenditure of
Kshs.672,251,342.37 was attributed to an increase of salaries and allowances for
holders of Constitutional Offices in July 2001 and arrears which were paid in
2002. No explanation has been given for the under issue of
Kshs.2,036,813,922.37 and no indication has been given as to how the excess
expenditure of Kshs.672,251,342.37 was financed.

SUBSCRIPTIONS TO INTERNATIONAL ORGANISATIONS

35. In the reports for the previous years, reference was made to failure by the
Treasury to fully pay subscriptions due to International Organizations even
though necessary provisions had been made in the estimates for those years. It
was also stated that Government appeared to have been falling into arrears in
payments of subscriptions due to the International Organizations although the
extent of the arrears could not be ascertained due to lack of up to date records
showing amounts due and when due.

36. A review of the position during 2002/2003 revealed a similar state of affairs
in that only two subscriptions amounting to Kshs.42,566,162.75 were paid to two
International Organizations against an approved estimate of
Kshs.115,000,000.00. Subscriptions amounting to kshs.17,609,700 payable to
the three organizations were not made.

37. No explanation has been provided for non-payment of subscriptions to the
above Organizations. Further, in the absence of up to date records showing the
subscriptions due and when due it was not possible to ascertain whether
Government was in arrears on subscriptions to International Organization and if
so the extent of such arrears.

CFS PENSIONS AND GRATUITIES-STATEMENT OF
EXPENDITURE

38. The Statement of Expenditure for the year ended 30 June 2003 reflects total
expenditure of Kshs.9,470,429,778.85 against Exchequer Issues of
Kshs.9,450,000,000 resulting in excess expenditure of Kshs.20,429,778.85 over
and above the Issues. No reconciliation has been provided for the difference of
Kshs.20,429,778.85 and no explanation has been provided as to how the excess
expenditure was funded.



MINISTRY OF FINANCE

UNDER EXPENDITURE AND UNDER COLLECTION OF
APPROPRIATIONS IN AID - VOTE R.07

39. The Appropriation Account for Vote R.07 — Ministry of Finance for the year
ended 30 June 2003 reflects actual expenditure of Kshs.6,908,879,062.55
against approved estimates of Kshs.8,016,350,950.00 resulting in an under
expenditure of Kshs.1,107,471,887.45 or approximately 14% of the estimated
amount. The Appropriation Account similarly reflects collection of Appropriations
— In-Aid of Kshs.1,360,304,205.50 against estimated receipts of
Kshs.1,957,840,000.00 resulting in an under-collection of Kshs.597,535,794.00
or about 30% of the estimated receipts. The reasons provided in the footnotes
for the under expenditure include suspension of procurement activities by the
Government, cancellation of some tenders by Ministerial Tender Board and
under estimation while those given for the under collection of Appropriation In Aid
range from over estimation, reduced demand for Government Information
Technology Services to reduced inspection fees as a result of low imports.

40. No indication has been given as to how the Ministry is addressing these
challenges which have clearly resulted in failure by the Ministry to provide some
of the services for which funds had been provided for by Parliament.

UNDER EXPENDITURE AND UNDER COLLECTION OF
APPROPRIATIONS-IN-AID — VOTE D.07

41. The Appropriation Account for Vote D.07 — Ministry of Finance for the year
2002/2003 reflects gross under expenditure of Kshs.208,248,844.00 against
approved gross estimate of Kshs.8,452,243,702.00 and a deficiency in
Appropriations-In-Aid of Kshs.183,842,016.00 against estimated receipts of
Kshs.4,870,934,020.00. Although the under expenditure and under collection
represents only a small percentage of the total gross estimated expenditure and
appropriations-in-aid the amounts involved are significant in absolute terms. The
under-expenditure and under collection occurred in all four Sub-Votes under Vote
D-07 and was mainly attributed to delay in processing and awarding of various
tenders as a result of suspension of procurement officers, suspension of major
contracts by Government, nonreceipt of expenditure documents from donors
and delay in signing of consultancy agreements during the year.

UNVOUCHED EXPENDITURE
42. The Development Appropriation Account for Vote D-07 for the year

2002/2003 reflects gross expenditure of Kshs.8,243,994,858.00. This amount
includes expenditure of Kshs.4,829,026,351.60 in respect of which supporting
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payment vouchers and other relevant documents have not been made available
for audit review. No explanation has been provided for failure to make available
the vouchers and other relevant documents. In the absence of these records, it
has not been possible to confirm the propriety of the expenditure of
Kshs.4,829,026,351.60 constituting approximately 59% of the total expenditure of
Kshs.8,243,994,858 recorded against Vote D-07.

COMPUTERIZATION OF GOVERNMENT DEPARTMENTS

43. In the report for the year 1998/99, reference was made to the unsatisfactory
and irregular manner in which a contract agreement between Ministry of Finance
and a private firm for the computerization of the Customs and Excise Department
of the Kenya Revenue Authority (KRA) was handled. The report indicated that
by 30 June 1994, the firm had been paid a total of US$4,030,715 in foreign
currency and Kshs.70,080,096.00 in local currency. Despite these substantial
payments however, the project stalled in 1993 as a result of a disagreement
between the Customs and Excise Department and the firm over some software
amendments which the Department wanted introduced within the scope and
price of the contract while the firm claimed that such amendments were not part
of the contract.

44. The project was re-launched in 1996 under a revised programme with the
expectation that it would be completed and commissioned by December 1998.
Arising from delay by the firm in delivering outstanding software, the project was
not however, completed until April 2001, twelve years after it was started.

45. A review of the position during the year 2002/2003 revealed that although
the project was completed in April 2001, the completed project displayed
vulnerabilities related to transmission of data between some stations because of
incompatibility between some of the equipment installed and the Telkom
telephone lines. Besides, the user Department in its various reports on the
system and as would be expected of a System twelve years old when completed,
indicated that the system was slow and did not have the capacity to carry heavy
workload.

46. Clearly therefore, and in the light of the foregoing, Government did not
obtained full value for money spent on the project totalling US$6,818,662.29 (for
foreign component) and Kshs.129,643,633.00 (for local component) as at 30
June 2003.

47. Additional information show that a further sum of Kshs.51,495,090.75
representing full and final payment for the local component was paid to the firm
on 16 June 2004 raising the total expenditure on the local component to
Kshs.181,138,723.75.
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48. As is evident from various Annual Reports to Parliament, the
computerization of the Customs and Excise Department project is just one of
several problematic projects in the computerization of Government departments
as highlighted in reports for 1995/96, 1998/99 and 1999/2000.

49. Itis evidently clear that Government has over the years spent colossal sums
of money on computerization projects without the expected benefits being
realized or only being partially realized. The problem appears to be rooted in the
haphazard and uncoordinated manner in which such projects have been
conceived, contracts awarded and implemented. Clearly there has been lack of
comprehensive computerization needs analysis and evaluation of existing
systems before new systems are conceived and implemented.

OVEREXPENDITURE ON PERSONAL EMOLUMENTS AND
HOUSE ALLOWANCE

50. The Appropriation Account for Vote R.07 for the year ended 30 June 2003
reflects over expenditure of Kshs.30,260,474.75 and Kshs.14,656,629.85 against
Personal Emoluments and House Allowance ltems under various Heads. The
reasons provided in the footnotes to the Account for the over expenditure include
underestimation and posting of additional staff to the other Departments. These
reasons do not however appear to be plausible considering that the staff
establishment is well known at the start of every financial year and therefore
provisions for Personal Emoluments and House Allowance can be estimated
within reasonable margins of error.

LOANS TO MIWANI SUGAR COMPANY

51. In the Report for 2001/2002, reference was made to loans totalling
US$13,351,250 and Kshs.25,000,000 which Miwani Sugar Company had
received from three foreign banks and one local bank respectively before it was
put under liquidation in 1990. The report further indicated that the loans were
secured against all the company’s undertakings and assets. The company could
not however service the loans consequent upon which the lenders put it under
liquidation in 1990. The report further referred to Government intervention in the
matter in April 1990 when it signed agreements with the four banks for the
outright purchase of the company by Government. In accordance with the
agreements, the purchase price was agreed at US$14,221,843.69 to be paid and
apportioned between the three foreign banks and Kshs.24,558,444.34 to be paid
to the local bank.

52. The agreements further provided for Government to pay the vendors in
twelve (12) equal annual consecutive instalments with the first such instalment
becoming due on 1 September 2002 and last instalment being due in September
2003. Government was also required to execute and deliver to the receivers as
agents for vendors on or before the completion date as evidence of
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Government’s obligation to pay the purchase price and interest to accrue
thereon, promissory notes for the respective vendors. Information then available
indicated that the promissory notes signed were due from 1 March, 1990 up to 1
September 2003 and stipulated the total amounts due to the three foreign banks
as US$14,221,843.69 and US$10,854,904.39 in respect of capital repayments
and interest respectively. For the local bank, the promissory notes were for
Kshs.24,558,444.34 and Kshs.37,574,414.86 in respect of capital repayment and
interest respectively.

53. The agreements between Government and the Banks also provided that
in the event of a default in the payment of any amount due, Government was to
pay penalty at the rate of 1% over and above the interest stipulated in the
agreements, calculated on daily balances and compounded on monthly calendar
basis.

54. A review of the position during the year 2002/2003 shows that the principal
amount outstanding for these loans excluding interest on capital and penalties
stood at Kshs.155,901,697.35 as at 30 June 2003. Available information further
indicates that the debt owed to one of the banks was re-scheduled under Paris
Club although details of the rescheduling have not been made available for audit
review, while the debt owed to another foreign bank was re-scheduled under the
London Club to be paid up to 30 December 2003 at reduced interest rate of 5 %
per annum.

55. As similarly observed in 2001/2002, although the loans were acquired under
the External Loan and Credits Act, the arrangement has not been reported to
Parliament as required by Section 5 of the Act.

CONSTRUCTION OF ACCESS ROAD - TREASURY ESTATE

56. In the reports for the previous years, reference was made to the take-over
by Government of the construction of Access Road Project, a private project
which had been started on a self help basis. Apart from the fact that the basis
and justification for the take-over of the project and the resultant financial outlay
was not clear, the contract sum of Kshs.41,642,776.50 had been exceeded by
Kshs.10,733,385.20 to stand at Kshs.52,376,161.00 as at 30 June 2000.
Further, the expenditure on the project also included an overpayment of
Kshs.529,383.50 in 1997 in respect of interest on delayed payments.

57. Additional payments of Kshs.7,600,611.80 and Kshs.4,641,953.05 were
made to the contractor during the years 2000/2001 and 2001/2002 respectively,
thus increasing the total payments made to the company to Kshs.64,618,726.55
as at 30 June 2002.

58. A review of the position during the year 2002/2003 revealed that a further
payment of Kshs.3,430,285.60 in respect of retention money was made to the
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company on 30 June, 2003 yet again increasing the total payments to the
company to Kshs.68,049,012.15 as at 30 June, 2003. An amount of
Kshs.539,383.56 representing an overpayment made to the company in 1997
does not appear to have been recovered from the retention money as would
have been expected. Separately, the consultants for the project were, during the
same period paid a sum of Kshs.3,369,030.14 in respect of supervision and
consultancy services on the Project.

59.  Although, available information indicate that the project was completed
and handed over by the Ministry to Nairobi City Council for adoption and
maintenance in June, 2003, it is nevertheless a matter of concern that a road
project covering a stretch of only 2.20 km and which was initially meant to take
only six (6) months, took over six years to complete and at a substantial cost of
Kshs.68,049,012.15 as at 30 June 2003.

PURCHASE OF LANDROVER VEHICLES

60. In the Report for the previous year reference was made to a Loan
Agreement for USD19,640,089.42 signed in September 1998 between the Office
of the President and a foreign firm for supply of 522 Land Rover Vehicles to the
Government. Pursuant to the Agreement, the Government was to repay the loan
in seven (7) equal instalments over a period of 5 years. Available information
indicated that the first instalment for repayment was to fall due in February, 2003.
The loan was also to be repaid according to various Promissory Notes at an
interest rate of 6.56% of the principal amount.

61. As observed in the Report however, The Internal Loans Act (Cap 420) and
the External Loans and Credit Act (Cap 422) stipulate that only the Ministry for
Finance is authorised to raise loans within and outside the country and to
negotiate credit facilities. The Regulations further require that after a loan or
credit has been arranged or obtained under the Acts, the Minister for Finance
should lay before Parliament a report on the transaction, the parties, the
circumstances giving rise to transactions, the currency in which the amount or
value is expressed, the terms and conditions of repayment. As far as | have
been able to establish, a report on the transaction has not yet been laid before
Parliament in contravention of the Acts.

62. Available information further indicates that as a result of Government’'s
failure to adhere to the original repayment schedule, a Rescheduling Agreement
was negotiated and that in May 2003, the Minister for Finance and the Standard
Bank London Ltd signed a Loan Rescheduling Contract Agreement whereby both
parties agreed and confirmed the revised repayment terms for the loans as
follows:

USD3,248,064.28 already paid and applied in reduction of overdue
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63.

Promissory Notes.

USD2,173,809.93 to be paid by 30 March, 2003. These Funds to
be applied in full repayment of interest element of Promissory
Notes N0.2478/B1 through to F2478 GI up to the original Maturity
date of the Promissory Notes at the contract interest rate of 6.56%.

Overdue Interest at the Current Contract rate of 6.56% on all
overdue Promissory Notes up to 30 June, 2003( based on forecast
to be provided separately by Standard Bank London Ltd) to be
repaid in full by 30 June, 2003.

The remaining Promissory Notes to be rescheduled for repayment
in four instalments. On each Promissory Note maturity date (30
September, 2003, 30 December, 2003, 30 March, 2004 and 30
June, 2004) all interest accrued up to such maturity date at the
contract rate of 6.56% will be paid in full.

Interest will be calculated on daily basis on all due Promissory
Notes that are not already repaid.

As already stated, no evidence has been seen of this loan having been
reported to parliament as required under the External Loans and Credits Act.

PAYMENTS TO STATE CORPORATIONS

64. The Development Appropriation Account for Vote D-07 for the year ended
30 June 2003 reflects actual expenditure of Kshs.3,315,432,278.00 against Sub -
Vote 070, Head 135 — Headquarters Administrative Services, representing
payments made to five (5) State Corporations as shown below:-

65.

Name Approved Actual

Estimates Expenditure

Kshs. shs.

Agricultural Finance Corporation 260,000,000.00 260,000,000.00

Kenya Meat Commission 100,000,000.00 47,000,000.00
Kenya National Assurance

Company (2001) 1,700,000,000,00  1,588,032,298.00

Kenya Ferry Services Ltd 13,400,000.00 13,400,000.00

Kenya Railways Corporation 1,407,000,000.00  1,406,999,980.00

3.480,400.000.00  3,315,432.278.00

Payments totalling Kshs.3,268,432,278.00 have been confirmed in the
unaudited Accounts for 2002/2003 for Agricultural Finance Corporation, Kenya
National Assurance Company (2001), Kenya Ferry Services and Kenya
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Railways Corporation as having been received by the parastatals while in the
case of the Kenya Meat Commission, a payment of Kshs.47,000,000.00 could
not be confirmed as having been received by the Commission as its Accounts for
2002/2003 have not been seen.

GOVERNMENT DEBT WITH KENYA COMMERCIAL BANK (KCB)

66. In the Reports for the past two years, it has been stated that the Treasury
and Kenya Commercial Bank (KCB) signed a loan agreement in April 1998
whereby Treasury took over the servicing and payment of a number of overdrafts
and outstanding loans owed to the Bank and totalling Kshs.2,143,865,711.00.
This amount included a shortterm loan of Kshs.399,933,055.00 related to
payment of security equipment the Department of Defence was importing, a sum
of Kshs.1,643,493,182.35 which was a loan and interest advanced to Kenya
Railways in 1990 to finance research work on proposed Nyayo Car Corporation
which later became the Numerical Machining Complex and a further loan of
Kshs.100,439,473 which related to external lines of credit the bank had
advanced to local investors in the 1980s. By February 2002 Treasury , had
spent a total of Kshs.2,551,025,242.05 in servicing the loans with the KCB but
the outstanding loan balance still stood at Kshs.2,209,082,937.30 as at 30 June
2002 apparently because of accumulation of interest. It was further observed
that the expenditure of Kshs.2,551,025,242.05 which the Treasury had incurred
on servicing the loans was unconstitutionally charged directly on the Paymaster
General Account for Consolidated Fund Services (CFS) and that no
Parliamentary approval for the loan had been given as required by Section 5(i) of
the Guarantee (Loan) Act Cap.461. Apart from the fact that no reason was given
as to why Government took over the debts, no indication has been given as to
whether the loans taken over would eventually be recovered from Kenya
Railways and local investors who were the actual debtors.

67. A review of the position during 2002/2003 indicates that following additional
information regarding composition of the original loan of Kshs.2,143,865,711.00
received at the Treasury during the year the composition of the loan was as
follows:-

Kshs.
Kenya Railways 1,643,493,182.35
Ministry of Finance (Defence Equipment) 399,933,055.65
USAID/IFC Loan (Foreign Exchange
Compensation) 100,439,473.00
Total 2,143,865,711.00

68. It is not clear as to what is represented by the USAID/IFC loan (Foreign
Exchange Compensation) balance of Kshs.100,439,473 or how it relates to the
original loan of the same amount previously described as external lines of credit
which the bank had advanced to local investors in the 1980s.
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69. Nevertheless, Treasury requested KCB to disaggregate the Loan Account
and credit the Kenya Railway’s Account with the amount of
Kshs.2,551,025,242.05 already paid to the bank and charged against the
consolidated Fund as a loan repayment. This request resulted in loan Account
as at 31 December 2002 being restructured as follows:-

Kshs.

Kenya Railways 1,124,251,877.53

Ministry of Finance (Defence Equipment) 1,141,678,117.10
USAID/IFC loan (Foreign Exchange

Compensation) 286,721,833.01

2,552,651,827.64

70. Subsequently, in May 2003, Treasury made a payment of Kshs.900 million
to KCB under Recurrent Vote 07 - Ministry of Finance. Although it is not clear as
to which of the three loan Accounts the payment of Kshs.900 million was
credited, it is nonetheless evident that the disaggregation was meant to enable
Government continue servicing the residual loan in respect of Ministry of Finance
(Defence Equipment) and USAID/IFC (Foreign Exchange Compensation) and
totalling Kshs.1,428,399,950.11 as at 31 December 2002 as a Government
obligation which could then be accommodated under normal budgetary process
without having to be subjected to the provision of Section 5(i) of the Guarantee
(Loan) Act.

71. The above restructuring notwithstanding, and in the absence of any
evidence of Parliamentary approval for the Loan, the total payments made by
Treasury in contravention of the Guarantee (Loan) Act stood at
Kshs.3,451,025,250.05 as at 30 June 2003.

PENSIONS DEPARTMENT

Bank Reconciliation Statements

72. In the Report for 2001/2002, reference was made to the fact that the
Pensions Department of the Ministry of Finance had not been preparing and
submitting for audit monthly bank reconciliation statements and that the last bank
reconciliation statements prepared and submitted for audit were for December
1997 and June 1998 for the Recurrent and Deposits Cashbooks, respectively. A
review of the position in 2002/2003 revealed that the position reported in the
Report for 2001/2002 had not changed. Consequently in the absence of the
bank reconciliation statements, it has not been possible to reconcile the
cashbook credit balance of Kshs.258,270,142.80 with the credit balance of
Kshs.1,532,058,331.55 shown in the bank certificate as at 30 June 2003.
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Monthly Pension Payrolls

73. In the Report for 1999/2000, it was stated that payrolls for total pension
payments of Kshs.93,204,120.00 that had been sent to various District
Commissioners and District Officers for payment to pensioners had not been
returned to the Pensions Department for reconciliation. A review of the position
during the year 2002/2003 indicates that out of payrolls for a total of
Kshs.93,204,120 which had not been returned to the Department, payrolls for
Kshs.76,031,981 had been received and accounted for leaving a balance of
Kshs.17,172,139 still outstanding. No explanation has been provided for the
failure by the respective District Commissioners and District Officers to account
for the unreturned payrolls.

Stores and Equipment not Accounted for

74. In the Report for 2001/2002, reference was made to the unsatisfactory
manner in which stores and equipment purchased over the years were handled
in the Pensions Department. It was stated that equipment and consumable
stores worth Kshs.2,449,080.00 and Kshs.5,029,139.00 respectively procured
during that year remained unaccounted for.

75. A review of the position during 2002/2003 indicates that posting of stores
Ledger Cards was in progress and had been done up to the year 1999. It was
however noted that stores worth Kshs.3,773,200.00 purchased during the year
although receipted and taken on charge in the stores ledger cards, could not be
accounted for as no Issue Vouchers were made available for audit review. The
total value of unaccounted for stores during 2001/2002 and 2002/2003 therefore
stood at Kshs.8,802,509.00 as at 30 June 2003. No reasons have been provided
for this unsatisfactory state of affairs.

Payment of Pensions through Post Bank

76.  In the report for 2001/2002 reference was also made to a memorandum of
understanding which was signed in February 2002 between the Ministry of
Finance and Kenya Post Office Savings Bank whereby both parties agreed to an
arrangement for disbursement and payment of Government Pensioners monthly
pension through Kenya Post Office Savings Bank. In that Report various
unsatisfactory matters which adversely affected the smooth payment of pensions
were raised but as far as | have been able to ascertain such matters have not so
far been resolved. Records available indicate that during the year 2002/2003 an
amount of Kshs.935,477,890.30 was paid to the bank on diverse dates between
July 2002 and June 2003, being advances for pensions covering the period
commencing July 2002 — June 2003.

77. It was however observed that the Bank had not, as at 30 June 2003,
prepared and submitted to the Pensions Department monthly Statements of
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amounts of pensions actually paid, pension held in the Pensions Reserve
Account and particulars of any unpaid pensioners contrary to Section g(iii) of the
Memorandum of Understanding thus making it difficult to reconcile the records
maintained by the bank and the Pensions Department's figure of
Kshs.935,477,890.30.

78. Available information indicate that during the years 2001/2002 and
2002/2003 the Pension’s Department paid a total of Kshs.159,452,400.00 in the
form of commission and expenses payable to the Bank. In the absence of
financial reports by the Bank as indicated above and a review to ascertain the
efficiency and effectiveness of the system it has not been possible to confirm
whether it is adequately addressing the challenges for which it was created and
indeed whether the expenditure of Kshs.150.00 for every pension processed by
the bank represents a fair and reasonable charge against public funds.

UNCOLLECTED REVENUE ON TRANSIT GOODS DIVERTED TO
HOME USE

79. A Nairobi firm lodged Transit Entry (Inward) No.087 dated 15 January 1998
in respect of a consignment of assorted goods from a Dar-es-salaam firm which
were purported to be in transit to Bukavu, Congo. The consignment was secured
under Security Bond No.GB.NDB.0125/98 for Kshs.442,232.00 and Road Transit
Declaration Entry dated 22 