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1.0 PREFACE

1.1 Background
Hon. Speaker,

The Office of the Auditor General is established in the Constitution of Kenya, 2010 under
Article 229. Article 229(4) mandates the Office to Audit and Report On the following; the
accounts of the national and county governments; (b) the accounts of all funds and
authorities of the national and county governments; (c) the accounts of all courts; (d) the
accounts of every commission and independent office established by this Constitution;
(e) the accounts of the National Assembly, the Senate and the county assemblies; (f) the
accounts of political parties funded from public funds; (g) the public debt; and (h) the
accounts of any other entity that legislation requires the Auditor-General to audit.

With the objective of making their work effective, the Office of the Auditor General is
working close with the County Assemblies Public Accounts and Investments Committees
to ensure that the County Assemblies, who are the first point of call for oversight have
enough capacity to consider the audit reports.

Hon. Speaker,

It is in this regard that the Office of the Auditor General invited members of the Public
Accounts and Investments Committee for a Capacity Building Workshop in Nakuru from
13th December, 2022 to 16th December, 2022

Scanned with CamScanner



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;

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;

Examination of the working of the Public Investments
Examine the reports and accounts of the Public Investments and,

Examine in the context of the autonomy and efficiency of the public investments, whether
the affairs of the public investments, are being managed in accordance with sound
financial or business principles and prudent commercial practices

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

NAME POSITION

1. Hon. Ken Ouko Chairperson

2. Hon. Geoffrey Warindo Vice Chairperson
3. Hon. Seth Okumu Member

4. Hon. Kelvin Oraro Member

5. Hon. Zackaria Okoyo Member

6. Hon. Nancy Matara Member

7. Hon. Mildred Ajumbo Member

8. Hon. Tom Nyaoke Member

9. Hon. Rueben Rakwach Member

Committee Secretariat

1. Austine Ochieng Committee Clerk

2. Crisphine Oguta Clerk Assistant

3. Geoffrey Omollo Accountant

4. Patrick Okoyo Hansard

5. Faith Judith Seargent-at-arm

6. Raphael Juma Legislative Research
4
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1.4 Acknowledgement
Hon. Speaker,

May | take this opportunity to thank all members of the Public Accounts and Investments
Committee for their availability and input during the induction exercise. The Committee
also takes this opportunity to thank the offices of the Speaker and the Clerk for their
respective approvals and facilitation to enable the committee participate in the induction
exercise.

We must also thank the Office of the Auditor General for appreciating the need to ensure
that members of the Public Accounts and Investments Committee are well capacitated
towards consideration of the Auditor General Reports.

Lastly, we appreciate the secretariat attached to this Committee for their support that
made this exercise a success.

It is now my privilege to table this report of the Public Accounts and Investments
Committee on the induction of the members by the Office of the Auditor General for
consideration and adoption.

HON. KEN OUKO
COMMITTEE CHAIRPERSON
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2.0. TOPICAL AREAS COVERED DURING THE INDUCTION/TRAINING
Hon. Speaker,

I.  Understanding of the legal mandate of the Office of the Auditor General and the
County Assembly Public Accounts and Investments Committee.
II.  Public Sector Auditing. The Committee was made to appreciate the role of Public
Sector Auditing in the Public Expenditure Management.

III.  The Audit process
IV. Reports of the Auditor General- Audit opinions

V. Developing Committees calendar
VI. Effective communication between committees, auditors and clients

VII. Report writing
VIII. Oversight Committee recommendations
IX. Tracking up and reporting on implementation of committee recommendations

5.1 Understanding the Legal Mandate of the Office of the Auditor General.
Hon. Speaker,

The Office of the Auditor General is an independent office established under Article 229
of the Consitituion of Kenya, 2010.

Section 229(4) states that ;

Within six months after the end of each financial year, the Auditor-General shall audit
and report, in respect of that financial year, on—

(a) the accounts of the national and county governments;

(b) the accounts of all funds and authorities of the national and county governments;

(c) the accounts of all courts;

(d) the accounts of every commission and independent office established by this
Constitution;

(e) the accounts of the National Assembly, the Senate and the county assemblies;
(f) the accounts of political parties funded from public funds;

(g) the public debt; and

(h) the accounts of any other entity that legislation requires the Auditor-General to audit.
Section (6) further directs that an audit report shall confirm whether or not public money
has been applied lawfully and in an effective way and Section (7) requires the Office of the
Auditor General to submit the audit reports to Parliament or the relevant County

Assembly.
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Section 8 stipulates that Within three months after receiving an audit report, Parliament
or the county assembly shall debate and consider the report and take appropriate action.

2.2 Objectives of Public Sector Auditing
Hon. Speaker,

To borrow from the words of the Wilson Committee, 1930, “the need for financial
accountability has existed ever since it became necessary for one individual to entrust the
care of his possessions or business to another.”

The following reasons justifies the need for Public Sector Auditing;

i. To provide assurance to Parliament/County Asembly and the Public that the
Government entities are operating and accounting for the perfomance in
accordance with the Act of Parliament, the relevant regulations and Public Interest

ii.  Public Sector Auditing is the watchdog for public sector accountability
lii.  Public Sector Auditing promote governance responsibilities of oversight, insight
and foresight on management of public resources
iv.  Enhances integrity and transparency
v.  Public Sector Auditing promotes the 3Es in management of Public Resources. The
3Es are Economy, Efficiency and Effectiveness

2.3 The Audit Cycle
Hon. Speaker,

The Committee was taken through the audit process as follows;

1. Letter of Understanding: The Audit cycle starts with the Office of the
Auditor General issuing a Letter of Understanding to the entity. The letter of
understanding is accompanied with a list of all the documents required and
timelines for their submission.

2. Entrance meeting: An Entrance meeting, chaired by the Accounting
Officer is held to deliberate on the scope of the financial audit between the Auditor
General and the accounting officer. The financial statements to be audited should
have been signed by the accounting officer and the substantive head of that entity.

3. Audit Queries: At this point, the team of auditors share the audit queries to the
management

4. Exit meeting: An Exit meeting is held at which the Auditor-General shall
submit a draft management letter which shall include findings and
recommendations to the accounting officer.
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i.  Public Audit Act 2015
ii.  Public Finance Management Act 2012
ili.  Public Finance Management Regulations (NG) 2015
iv.  Public Finance Management Regulations (CG) 2015
v.  Public Procurement and Assets Disposal Act 2015
vi. Salaries and Remuneration Act 2013
vii. Commission on Revenue Allocation Act 2011
viii.  Constituency Development Fund Act 2013
ix.  Controller of Budget Act 2016
x.  Political Parties Act 2011 as amended in 2012
xi. Public Finance Management Act State Officers and Public Officers
Motor Car Loan Scheme Fund Regulations 2015
4. IT Audit: The process of collecting and analyzing evidence in an IT environment
in order to conclude against pre- defined audit objectives. Over the years the use
of IT based solutions has become pervasive in our auditees. This has changed the
way the organizations process, record and report their information. Error in
Systems have become an issue. Constant monitoring is required to ensure
investment on IT systems are safeguarded, systems maintain data integrity and
systems will operate effectively.
Methodology and Approach in IT audit involves; (i) Understanding the business
and the environment, (ii) Assessing the complexity of the IT environment, (iii)
Deciding on which areas of material risk are (iv)Planning the audit of IT controls,
(v) Carrying out the analysis and testing, (vi) Conclusion and (vii) Report writing
5. Forensic Audit: “The Auditor-General may, upon request by Parliament,
conduct forensic audits to establish fraud, corruption or other financial
improprieties” — Section 37 of the Public Audit Act.

6. Procurement Audit: A procurement audit refers to the process of a business
reviewing all its different supplier agreements and contracts to ensure that they're
constantly adding value to the firm. Conducting an audit helps to understand
whether the procurement process in place is complete, efficient, and accurate

7. Special Audits: An Audit other that the annual audit of the accounts of an entity
called in special circumstances.
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2.5 Developing a Committee Calendar
Hon. Speaker,

A committee calendar is simply a work plan. The induction emphasized on the need for
work plans to be clear in regards to timelines to help the committee accomplish both
short term and long term goals. The committee was reminded of the importance of

committee work plan which includes;

1.

ii.

iii.

1v.

Planning provides a guide for action. It is through the work plan that the
committees make decisions on what actions to take in regards to activities to be
carried out

Plans can direct everyone's actions toward desired outcomes. Prepared plans can
drive committee members and members of the secretariat towards the desired
goals

Planning improves resource utilization —Time, Human and Finance are resources
whose utilization can be improved by proper planning

Plans provide motivation and commitment.

In creating a calendar or work plan, the following steps should be followed;

1.

ii.

iii.

iv.

V.

Step 1; Set goals. The main goal should be to ensure that all audit reports are acted
upon within the period stipulated by the constitution.

Step 2: Lay out objectives and deliverables. To deliberate on the six audit reports
submitted by the Auditor General on County Government entities and table the
reports for adoption within two months.

Step 3: List resources. The resources includes; finance, Public Accounts and
Investments Committee Secretariat, support from the Office of the Auditor
General

Step 4: Identify obstacles. This includes the various challenges faced by the
committee for example attendance, capacity and resources

Step 5: Create a step-by-step plan. At this stage, liaise with the office of the Auditor
General to create a timetable which includes witness hearing dates and report
writing

Step 6: Execute and evaluate. To ensure all goals and objectives are met

10
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2.6 Reports of the Auditor General- Audit opinions

Hon. Speaker,

The committee was also taken through the various types of Auditor General’s opinions
which was noted to be broadly categorized into two; modified opinion and Unmodified

opinion.

It was clarified that Modified opinions can further be classified into Qualified, Adverse
and Disclaimer opinions, as explained below;

Qualified opinion: Qualified opinion implies that “except for matters described
in the basis of opinion”, the financial statements of the institution/company
presents the true and fair view of the financial position of the institution/company.
Qualified opinion is written in much the same way as the clean report/unqualified
opinion with the exception that the Auditor state the reasons they are not able to
present a clean report. Listed below are some of the major causes of qualification;

1.

ii.

iil.

Unsupported expenditure: This is spending that lacks adequate
documentation, such as: approvals, authorizations, receipts vouchers
etc. it is important to note that this is often equated to “unaccounted for”
spending, that is not always the case. In some cases, it is very clear what
the spending went for, but it was not authorized properly. A transaction
is also unsupported where there are goods and services that cannot be
verified as received. For sanctions on the same, the officers responsible
should be subjected to the full implementation of Section 116 and 199 of
the PFM Act, 2012

Pending Bills: Consist of unpaid liabilities at the end of a financial year
arising from contracted goods or services during the year under review
or in past years. This is an audit query because it implies mandatory
allocation of funds to offset the pending bills in the following financial
year. Bills carried forward pose a challenge because they must be
budgeted for in the subsequent year, yet spending agencies do not have
authority to make their own budgets for future years. Only Parliament/
County Assemblies are legally mandated to approve appropriation of
public funds. Failure to settle bills during the year in which they occur
distorts the preceding year’s budget. The person responsible should be
subjected to Section 199 of the PFM Act on penalty and offences.
Outstanding imprest: Imprest is an advance amount to government
officers to help facilitate them in the discharge of government business.
The amount should be accounted for at the end of the assignment. This
should be surrendered within seven (7) days after returning from the
assignment

11
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iv. Lack of value for money: In many occasions this is occasioned by
abandoned or deserted projects, stalled projects; and incomplete
projects

v. Over expenditure: This means spending over and above what was
approved by the National Assembly or County Assembly

2. Adverse Opinion: This is a form of modified opinion in which the Auditor
reports that the financial statements of the Company/ institution/entity does not
present fairly the financial position of the company/institution/entity. In this
opinion, the auditor is not satisfied with the financial statements/discover a high
level of material misstatements/irregularities in the financial statements. It is
important to note that adverse opinions scare away potential investors.

3. Disclaimer of opinion: The Auditor gives a disclaimer of opinion if he/she is
unable to obtain sufficient and appropriate audit evidence due to an uncertainty or
scope of limitation which is both material and pervasive.

The above explanations on the various types of audit opinions can be summarized as
follows;

Audit opinion Comment
Unqualified- the | A clean opinion
financial statements
present fairly in all
material aspects
Qualified opinion- | There are specific material misstatements, such as an
except for a few issues | incorrect accounting policy, debtors which are not

the financial | recoverable, an undisclosed fraud or insider loan.
statements present

fairly the financial

position

Adverse opinion There are so many fundamental misstatements in the

accounts that they are completely wrong and misleading

Disclaimer opinion | There are so many missing documents or explanations that
Auditor do not have enough information to form an opinion

12
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2.7 Types of Recommendations for the Public Accounts and Investments
Commiittee
Ho. Speaker,

The committee was inducted on the manner in which it can craft good recommendations
for purposes of implementation of the committee resolutions on audit issues. It was
observed that recommendations are important because they are the means through which
committees execute their mandates.

i.

ii.

1ii.

iv.

Corrective: A corrective recommendation serves the entity audited to fix a failure
in its system to ensure that it does not crop again. It can also be used to request the
entity to address a non-conformity raised during an audit. To bring about
corrective action, the committee should have the power to make recommendations
and do so in practice, require the entity to respond to the recommendations and
follow up on the implementation of the same.

Referral: Is a recommendation that refers a specific audit issue to other oversight
bodies like the Ethics and Anti-Corruption Commission and the Director of
Criminal Investigations and the National Land Commission.

Sanction: To sanction is to impose a disciplinary action against a particular
person(s).

Surcharge: This may come in form of a formal legal action

Reprimand: the committee can also make recommendations to reprimand
specific officers based on specific findings

Recovery - the committee can recommend for recovery of the amount/asset that
is lost

Hon. Speaker, while drafting committee recommendations, members were reminded of
some key characteristics of good committee recommendations to include the following

features;

i.
ii.
iii.
iv.
vi.

vil.
viil.

Time Bound: A good recommendation should be time bound. The implementers
should be given a specific timeline upon which they should act.

Constructive: A good recommendation should offer solution/translate to
improvement and advancement in regards to a particular audit finding

Specific: The implementer of an audit recommendation should clearly be
mentioned in the recommendation

Measurable: A good recommendation should be noticeable and achievable
Actionable: Ability to be acted upon easily/implementable

Clear and understandable. A good recommendation should be understood easily
Fair/balanced/sensitive

Identify and carefully place specific responsibilities and specific officers or party

13
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2.8 Follow-up on implementation of audit recommendations
Hon. Speaker,

The committee was also trained on the importance of conducting follow-ups on
Committee Recommendations. It was noted that the benefit from audit and committee
work is not in the recommendations made, but in their effective implementation.
Important measures of an audit organization’s/Public Accounts and Investments
Committee effectiveness are the type of issues it tackles and the changes/improvements
it is able to effect. Tracking, follow up and reporting on audit recommendations is one of
the essential components for effective management and use of public resources. The
facilitators emphasized on the need for the Public Accounts and Investments Committee
to make follow ups on their own recommendations even if a different committee is
mandated to track the implementation of the County Assembly Resolutions.

Hon. Speaker, It was further noted that Section 31(1) of the Public Audit Act, 2015
stipulates that within three months after Parliament or County Assembly has debated and
considered the final audit report of the Auditor General and made recommendations, a
state organ or a public entity that has been audited shall, as a preliminary step, provide a
report on how it has addressed the recommendations and findings of the previous year
audit.

Section 53(1) of the same Act states that “the relevant accounting officer of a state organ
or a public entity shall within three months after parliament has considered and made
recommendations on the audit report either take the relevant steps to implement the
recommendations of Parliament on the report of the Auditor General or give explanations
in writing on why the report has not been acted upon.

The Committee was taken through the following tool to help it follow up on its own
recommendations;

14
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Hon. Speaker, the following tool was adopted to help the committee follow up on its

recommendations;

Table 1: Sample tracker that will be used to track the implementation status of the
committee recommendations

Name of the | ISSUE | COMMITTEE/OBSER | RESPO | STATUS OF
Report VATIONS/RECOMM | NSIBLE | IMPLEMEN
ENDATION AND | OFFICE | TATION
TIMELINES R)
Auditor General’s | Unsuppo | Supporting schedule not  CEC Pending
Report on the | rted provided during audit Finance
Financial receivabl | The one provided in the | OAG
Statements of the | es response is not for the
County Trade financial year in question
Fund FY Special Audit
2018/2019 recommended in not
more than 3 months
Unexplai | Mismatch between the | CEC Pending
ned statements audited and | Finance
variance | management responses | OAG
in cash | Special Audit
and cash | recommended in not
equivalen | more than 3 months
ts
Auditor General’s | Cash and | Irregular banking CEC Pending
Report on The | Cash Going forward, banking @ Finance
County Executive | equivalen | should be done regularly Fund
‘Car Loan and  ts irrespective of Administ
' Mortgage Fund circumstances rator
15
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2.9 Effective communication between Committees, Auditors and clients

Hon. Speaker,

The importance of effective communication between the public Accounts and
Investments Committees, auditors and clients cannot be underestimated.

From the presentations, County Assemblies who have shown glimpses of success 1n
interrogating the reports of the Auditor General have reported the following in regards to
communication between the three parties;

The rapport between the clients. It is important for the County Assembly, Public
Accounts and Investments Committee to establish a good working relationship. This
means that when invited or asked to respond to queries, the clients would do so and within
the required timelines.

Timely information to the Office of the Auditor General. The office of the Auditor
General should be represented in committee interrogation of the reports of the Auditor
General. The report is the document of the Auditor General and as such, the office must
be represented in the committee deliberations. The office of the Auditor General should
be informed on time to assist with their officers during the interrogation process.

16
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