COUNTY ASSEMBLY OF KISUM

THE COUNTY ASSEMBLY OF KISUMU

_ 3" ASSEMBLY

DATE: P Time: 02.36(
23 {w« 23 [pay: luduny

TABLED ‘

D T Koo Ol

CLERK AT THE [ Moomon— :
TABLE M \ ;

THIRD ASSEMBLY — SECOND SESSION

PUBLIC ACCOUNTS AND INVESTMENTS COMMITTEE

rryr

S ——

COMMITTEE REPORT

ON

THE CONSIDERATION OF THE ANNUAL FINANCIAL STATEMENTS FOR
THE KISUMU COUNTY EXECUTIVE CAR LOAN AND MORTGAGE SCHEME

FUND FOR THE YEAR ENDED 30, JUNE 2022

PRESENTED BY;
HON. KEN OUKO
COMMITTEE CHAIRPERSON

FEBRUARY, 2023

Scanned with CamScanner



TABLE OF CONTENTS

1.0 PREAMBLE....ccccciatececcetconcescancanances cestssasscnsnsuauressenis cseessssessessessnsasacare 3
1.1  BacKground......cccceceiereieeiiereeneeecssessnsisnsnsnssssssssssisissssssssannnasess S .3
1.2 Establishment and Mandate of the Committee ......ccceeuueieerinecceeraennnane 3
1.3 Committee Membership........cccoiiiiiiiiininiiiiissssssssisissnsnessssssccsssenennnnceces 4
1.5 Acknowledgement....ccccciiiiieiuieieiiiimmmmeeeeeeiiiiiiniiaiiiiisieennnsanee R 5
2.0 LEGAL FRAMEWORK & GUIDING PRINCIPLES.....cccccoceeeeeennnnanansssces 6

2.1 Legal Framework ......... eeeesssesesesesssssenssansesstessestassrsessasassestrssnsassens 6

2.2 Guiding Principles.....ccccciiiiieiiisisssinnsnsnsssssnnnnannnanassnansessssasanansssesssnses 7

3.0 Summary of the Financial Status of the fund for the financial year

ended 30, June 2022 .....cceee SR R= s Sausns teeeeesesesessensasesessessssrasasesasansassssssssanas 9
Financial Position of the fund as at 30" JUNe 2022 ..cccieeeeenecaarecceannsnonoccoes 10
Cash Flows for the year ended 30, JUNE 2022...ciueeecrerereccannanssseerennonascooees 11

Key Committee Findings/concerns, Fund administration responses and

Committee recommendationsS.....ccccecerransiannaossseeensscasanessannosssssanassssacscess 11
4.0 SUMMARY OF COMMITTEE OBSERVATIONS/FINDINGS.......cccceeeee 17
5.0 General Committee RecommendationsS....ccccieeseccsscsesaescassrsresaecessecanccnss 19
6.0 CONCLUSION ....cveveeereeesessssmnsessssssnmmesssssssssssssessasasassssssssssnsisssssssssssseses 20

Scanned with CamScanner



1.0 PREAMBLE

1.1 Background
Hon. Speaker,

The Kisumu County Car Loan and Mortgage Scheme is a revolving fund established
pursuant to the Salaries and Remuneration Commission (SRC) circular number
SRC/TS/WH/3/14 of 14th February 2014 with a vision to provide affordable, accessible
and sustainable car and mortgage loans to staff.

Pursuant to Section 167(1) of the PFM Act 2012, the fund administrator of a public fund
is mandated to prepare annual financial statements and reports on public funds. This
section further demands that the financial statements prepared by the fund administrator
have the financial and non -financial performance of the fund.

Hon. Speaker,
The Kisumu County Executive Car Loan and Mortgage Scheme Fund Financial

Statements for the year ended 30, June 2022 was submitted to this Assembly on 3oth

September 2022.
The Reports and Financial Statements were committed to the Public Accounts and

Investments Committee for scrutiny and reporting.

1.2 Establishment and Mandate of the Committee

Hon. Speaker,

The Public Accounts and Investments Committee is established under Standing Order

No. 188 of the Kisumu County Assembly Standing Orders and is mandated to undertake

the following functions;

a. Examination of the accounts showing the appropriations of the sum voted by the

County Assembly to meet the public expenditure and of such other accounts laid

before the House as the committee may think fit;
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Examination of the working of the Public Investments

Examine the reports and accounts of the Public Investments and,

d. Examine in the context of the autonomy and efficiency of the public investments,

1.3

whether the affairs of the public investments, are being managed in accordance

with sound financial or business principles and prudent commercial practices.

Committee Membership

The Committee as currently constituted comprises of the following Honorable Members,

NAME

[
.

© ®N OO A PR

Hon. Ken Ouko

Hon. Geoffrey Warindo
Hon. Seth Okumu

Hon. Kelvin Oraro

Hon. Zackaria Okoyo

Hon. Nancy Matara

Hon. Mildred Ajumbo

Hon. Tom Nyaoke

Hon. Rueben Rakwach

POSITION

Chairperson
Vice Chairperson
Member

Member

Member

Member

Member

Member

Member
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Committee Secretariat

1. Austine Ochieng Committee Clerk

2. Crisphine Oguta Clerk Assistant

3. Geoffrey Omollo Accountant

4. Naboth Odero Internal Auditor

5. Patrick Okoyo Hansard

6. Faith Judith Seargent-at-arms

7. Raphael Juma Legislative Research

1.5 Acknowledgement
Hon. Speaker,

May 1 take this opportunity to thank all members of the Public Accounts and Investments
Committee for their input and valuable contributions throughout the period of
consideration of the financial statements. The Committee also takes this opportunity to

thank the offices of the Speaker and the Clerk for providing a conducive environment.

We also appreciate the Kisumu County Executive Car Loan and Mortgage Scheme Fund
Management for their cooperation throughout the process. Lastly, we would like to

appreciate the secretariat attached to this Committee for their endless contributions in
regards to this activity.
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It is now my privilege to table this report of the Public Accounts and Investments
Committee on the consideration of the financial statements of the Kisumu County

Executive Car Loan and Mortgage Scheme Fund for the year ended 30th June 2022 for
consideration and adoption.

HON. KEN OUKO
COMMITTEE CHAIRPERSON

2.0 LEGALFRAMEWORK & GUIDING PRINCIPLES

2.1 Legal Framework

Hon. Speaker,
The Committee was guided by the following legal instruments;

1. Public Finance Management Act, 2012; Section 167 of the Public Finance
Management Act 2012 speaks to annual reporting by Administrators of Public
Funds. Section 167(1) specifically states that © the administrator of a public fund
established by the Constitution, an Act of Parliament or county legislation shall
prepare financial statements for the fund for each financial year in a form

prescribed by the Accounting Standards Board “
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1) Public Finance Management Act, 2012: Section 149 of the Public Finance
Management Act, 2012 outlines the responsibilities of Accounting Officers for the
County Government and it categorically states that; “An accounting officer is
accountable to the County Assembly for ensuring that the resources of the entity
for which the officer is designated are used in a way that is; Lawful and authorized,;
and Effective, efficient, economical and transparent. This section of the Act
primarily provides for the effective management of public finances by the national
and county governments; the oversight responsibility of Parliament and county

assemblies; the different responsibilities of government entities and other bodies.

Hon. Speaker,

Further to the above legal framework, Article 226(1) (5) of the Constitution of Kenya, 2010
stipulates that:- “If the holder of a public office, including a political office, directs or
approves the use of public funds contrary to law or instructions, the person is liable for

any loss arising from that use and shall make good the loss, whether the person remains
the holder of the office or not”.

2.2 Guiding Principles
Hon. Speaker,

In the execution of its mandate, the Committee was guided by core Constitutional and
Statutory principles on Public Finance Management as well as established customs,

traditions, practices and usages. These principles include the following;

1) Constitutional Principles on Public Finance

Article 201 of the Constitution of Kenya 2010 provides for fundamental principles aimed

at guiding all aspects of Public Finance in the republic. It states that the principles are;
inter alia;

i). Openness and Accountability including public participation in financial
matters;

ii). Public money shall be used in a prudent and responsible way; and
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iii). Financial management shall be responsible and fiscal reporting shall be

clear.
2) Obligations of the Accounting officer
Article 262(2) of the Constitution provides, inter alia, that;

i). The Accounting officer of a national public entity is accountable to the national
assembly for its financial management, and the accounting officer of a county
public entity is accountable to the county assembly for its financial
management.

ii). Subsequently, section 149(1) of the Public Finance Management Act 2012
provides that; an accounting officer is accountable to the County Assembly for
ensuring that the resources of the entity for which the officer is designated are
used in a way that is; (i) Lawful and authorized and; and (ii) Effective, efficient
and transparent

3) Direct Personal Liability

Article 226(5) of the Constitution is unequivocal that, if the holder of a Pubic Office or a
political office, directs or approves the use of Public Funds contrary to the law or
instruction, the person is liable for any loss arising from that use and shall make good,
the loss, whether the person remains the office holder or not, Consequently, Section
203(1) of the Public Finance Management Act, 2015 enacts that; a public officer is
personally liable for any loss sustained by a County Government and is attributed to; (i)
The fraudulent or corrupt conduct, or negligence of the officer or, (ii) The officer’s having

done any act prohibited by Sections 196, 197, and 198

The Committee considers this constitutional and legal provisions as the basis for holding
Accounting Officers and other public officers directly and personally liable for any loss of

Public Funds that may occur under their watch.
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3.0 Summary of the Financial Status of the fund for the financial year
ended 30, June 2022
Hon. Speaker,

It is important to note that in as much as the major role of the fund is to give loans to staff
for purposes of car and mortgage, there were no loans advanced during the financial year

in question. The major activity that revolved around the fund during the financial year

was loan recoveries.

The Statement of Financial Perfomance for the year ended 30, June 2022 reflects an
interest income of Kshs. 360,622. This represents the revenue earned by the fund

during the financial year. Comparatively, this was Kshs. 141,224 more than the interest
income during the previous financial year.

The interest income above was attributed to interest income from Mortgage loans and

Interest income from Car loans of Kshs. 267,825 and Kshs. 92,797 respectively.

During the previous financial year (2020/2021), interest income from mortgage loans

amounted to Kshs. 122,057 while interest income from car loans amounted to Kshs.
97,342 )

Below is an illustration of this comparision;

Description:

Interest income from loans

(Mortgage loans)
Interest income from | 92,797 97,342
loans(Car loans)
360,622 219,398
9
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Financial Position of the fund as at 30" June 2022
Hon. Speaker,

The Financial position of the fund is determined by the amount of Cash and Cash
equivalents at any given time. As at 30th June, 2022, the fund management reported Cash
and Cash equivalents of Kshs. 16,273,150 as compared to previous financial year in
which Kshs. 7,894,339 was reported. This increment of 8,378,811 was attributed to

recoveries of long outstanding debts owed by former the County Executive Committee
members.

The statement of financial position further indicates that the fund had total assets
valued at Kshs. 21,615,448 as at 30th June 2022.

This is illustrated as shown below;

Assets FY FY 2020/2021
2021/2022 Kshs.)

Current Assets (Kshs.)

Cash and Cash equivalents 16,273,150 7,894,339

Current portion of long term receivables from | 1,887,616 3,503,829

exchange transactions

Non-current assets 1,887,616 3,503,829

Property, Plant and equipment

Long term receivables from exchange | 3,454,682 10,000,729

transactions

TOTAL ASSETS 21,615,448 | 21,398,897

Net Assets

Revolving fund 32,295,000 | 32,295,000

Accumulated (deficit) (10,679,552) | (10,896,103)

Total net assets and liabilities 21,615,448 21,398,897

10
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Cash Flows for the year ended 30, June 2022
Hon. Speaker,

The statement of Cash flows in the financial statements reflects an interest of Kshs.
360,622 as the only receipts for the fund. This figure was adjusted in the Cash flow for a
decrease in accounts receivable and prior year adjustment in cash and cash equivalent at
Kshs. 228,742 and Kshs. 144,071 respectively.

Hon. Speaker, a simple arithmetic on this gives Kshs. (12,191) as the Net Cash flows
Operating activities. Comparatively, the Net cash flows for the previous financial year

was Kshs. 219,398.

In terms of Cash flows from investing activities, there were proceeds from loan principal
payments amounting to Kshs. 8,390,999.

Key Committee Findings/concerns, Fund administration responses and Committee
recommendations

Hon. Speaker,

After a number of meetings deliberating on the financial statements of the Kisumu
County Executive Car Loan and Mortgage Scheme Fund for the year ended 30, June
2022, the Committee made a number of observations that required more information
from the fund management. The Committee therefore resolved to invite the fund
administrator to a committee meeting on 17th November 2022 to respond to the

concerns raised by the committee on the financial statements for the fund (See annex 1-
invitation letter)

1. Long overdue outstanding loans.

Hon. Speaker,

In this case, loans that were advanced to the former regime County Executive Committee
members were not recovered in full by the end of their period in service. The fund

management resolved to recover the balances through gratuities due to the County
Executive Committee members.

11
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Management Response

The Management response indicates that a total of Kshs. 5,825,347 had been recovered
from four gratuity accounts and banked while a payment voucher for balance of Kshs.

2,216,164 had been done and awaiting submission. (See Annex 2- Bank Statement
provided in support of the response)

This is illustrated in the figure below;

Loan Gratuity Loan Status
balance due balance
Secured Loans
Mrs. Alice Moraa Onserio 1,400,562 | 1,500,562 |- Voucher done
awaiting transmission
Mr. John Obiero Ogone 815,602 11,471,473 |- Voucher done
awaiting transmission
Total 2,216,164
Unsecured loans
Mr. GeE)rge Ongaya 1,504,435 | 3,079,462 |- Fully recovered o
Mrs. Elizabeth Ogajah 1,661,661 | 2,835,453 |- Fully recovered i
Mrs. Jeniffer Atieno Kerre 1,703,359 | 2,904,243 |- Fully recovered
Mr. Steven Orot 955,892 1,009,050 | 500,083 | Partially recovered
Total 5,825,347
Grand total 8,041,511

Committee Observations

Hon. Speaker,

In its analysis of the above response and documents supporting the same, the committee

noted the following issues;

12
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i) Non-Uniformity on the Bank Statement

The first page of the bank statement has the family bank Logo at the top right corner and

contact address at the bottom left corner, while the rest of the pages have no Logo or
contact address.

1) Overall Net Variance of Kshs 6,229,784.30

Hon. Speaker,

An Analysis of the Bank statement as a whole gives an unexplained net variance of Ksh
6,229,784.30.

A Further, page-by-page analysis revealed a Zero net variance on the first page, an
overcast net variance of Ksh 1,063,097 on the second page, a net undercast variance of
Kshs 4,836,295 on the third page and an overcast of Kshs 307,863 on the fourth page.
(See Annex 3 — table showing the overall and page by page variance)

iii) Loan Recovery from Gratuity

Even though credit entries of Kshs 1.504.435, Ksh 1,661,661 and Kshs 1,703,357 were seen
in the bank statement provided, committee could not establish that the credit entries were
from the mentioned County Executive Committee members. Further, partial recovery of

Kshs. 455,809 from Mr. Steven Orot could not be traced in the bank statement provided.
iv) Inconsistency with the cash flow in the financial statements page 9

The bank statement does not support the cash and cash equivalent reported of Kshs
7,894,339 as of June 2021 and Kshs 16,273,150 as of 30t June 2022. (See annex 4-

disclosure on the cash flows)

Committee Recommendations
Hon. Speaker,
Based on the above observations on this particular issue, the committee recommends as

follows;

13
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» That the fund management ensure that the remaining balances if any be recovered
fully in not more than 60 days upon adoption of this report and a report and
evidence of recovery be submitted to this Assembly.

» The Committee recommends that going forward, the fund management must

ensure that all loans are completely recovered by the end of the term someone is
in office.

High Interest Rates
Hon. Speaker,

In the disclosure under the Statement of Changes in Net Assets as at 30, June 2022 (See
Annex 5 pg. 14), interest on the amounts disbursed were charged at 11%, much higher
than what the regulations of the SRC Circular number SRC/TS/WH/3/14 of February
2014 stipulates. This regulation stipulates that the loans should be advanced at a
maximum of 3%. Hon. Speaker, the committee sought for both written and verbal

responses on the above matter to which the fund administrator responded in the

following manner.

Management Response

The Fund Administrator informed the Committee that the high interest rate of 11% was
being charged by the Diamond Trust Bank as a result of failure by the County Executive
to honour their agreement. The 11% that was charged was therefore from the Diamond

Trust Bank and not the County Executive of Kisumu Car Loan and Mortgage Fund.

Committee Recommendations

» The Committee recommends that in future, the County Government of Kisumu

and the fund administration must honor agreements between them and the bank

managing the fund.

> That going forward, the fund administration must adhere to the regulations of the
SRC Circular number SRC/TS/WH/3/14 of February 2014

Consistent Negative assets in the financial statements

14
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Hon. Speaker,

The Statement of Changes in Net Assets as at 30, June 2022 reveals that the fund had a
balance of Kshs. (10,179,873) as at 1st July 2020. The balance was Kshs. (10,896,106),

Kshs. (10,179,873) and Kshs. (10,679,552) for the next three consecutive years
respectively.

Hon. Speaker,

This means that the sustainability of the fund is questionable.

Management Responses

Hon. Speaker,

When put to task to account for the fund’s consistent operations at a loss, the fund
administrator informed the committee that the fund started incurring losses as a result of
an agreement between the County Executive and the Diamond Trust Bank that was not
honored.

As per the agreement, the County Executive was to deposit an amount of Kshs. 60 million.
The management of the funds would be a responsibility of the bank which would also
disburse the funds to the employees.

The then County Executive failed to honour this agreement and failed to deposit the 60
million with the Diamond Trust Bank, depositing Kshs. 32,295,000 instead and in
installments. The Diamond Trust Bank went ahead and started disbursing the loans
charging interests at the rate of 11%, against the SRC Circular which stipulates that Car
Loan and Mortgage loans can only be advanced at a maximum rate of 3%. The losses have

therefore been arising as a result of the 11% interest charged by the Diamond Trust Bank.
(See annex 6- a sample of the agreement)

Committee Recommendation

Hon. Speaker, the committee recommends the following on this matter;

-

> That going forward, the County Executive and the fund management must honour

agreements made with banks to manage the Car Loan and Mortgage Scheme fund
to avoid losses by the fund and the County at large

15
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The Compliance Matrix
Hon. Speaker,

T i : ]
he Committee considered the compliance of the fund to various basic laws and

regulations governing its operations. This is illustrated in the compliance matrix below;

An Accounting Officer of

observed the law

consistent adherence to

. s Article |Recommendations
Provision / Observations ; AT
s Policy : Find
That; Public The Committee |
Finance [The fund management [recommends for i

for a county public
fund, the
administrator shall
ensure that the report
contains information
on the financial and
non-financial
performance of the
fund.

However, non-financial
information did not form
part of the financial
information.

The Committee observed
that whereas this section
provides for inclusion of
non-financial
information, the template
provided by the
Accounting Standards

this.

Board was not sensitive to

Manage . .
the County Government - this section of the law
Entities to do annual Act
reporting by preparing |5, 1,2 -
financial statemeflts .in Sect.164
respect of the entityin  |()
formats to be prescribed
by the Accounting
Standards Board.
(2) In preparing a PFM Act [The reports and financial The Committee
financial statement Section  statement submitted had recommends that going
167(2) financial information. forward, the fund

admistrator should ensure
that the financial reports
are accompanied with the
on-financial
information.

16
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