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LIST OF ABBREVIATIONS

AG - Auditor General

COVID 19 - Coronavirus 2019

DMAs - District Metered Areas

FY - Financial Year

KIWASCO - Kisumu Water and Sewerage Company
NRW - Non-Revenue Water

PFM Act - Public Finance Management Act

PICPAC - Public Accounts and Investment Committee
PSASB -Public Sector Accounting Standards Board
WASREB - Water Services Regulatory Board
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1.0 CHAIRPERSON’S FOREWORD
Hon. Speaker,

On behalf of the Public Accounts and Investments Committee (PICPAC), and Pursuant to
Kisumu County Assembly Standing Orders 188, I wish to present to this House the report
of the Committee on the audited financial statements of Kisumu County Water and
Sanitation Company Limited, financial year 2020/2021.

The County Assembly exercises oversight over County Government entities/investments
and their expenditure Pursuant to Article 185(3) of the Constitution of Kenya 2010,
through the Public Accounts and Investments Committee which, in turn, derives its
mandate from the County Assembly Standing Orders.

It's instructive that Article 229 (8) of the Constitution of Kenya, 2010, requires the County
Assembly, within three months after receiving an audit report, to debate, consider the
report and take appropriate action.

The Committee held 3 sittings during which it received both written and oral evidence
from the Accounting Officer on audit queries raised by the Auditor-General on the
financial statements of KIWASCO.

Honorable Speaker, I wish to register my appreciation to fellow Honorable Members of
the Committee, the Offices of the Speaker and the Clerk of the Assembly, Committee
Secretariat and the Office of the Auditor General for facilitation and technical support
that made the production of this report possible.

I also thank the management of KIWASCO for honoring committee invitations and timely
submission of responses.

Special appreciation goes to the Hansard department for ensuring that all our meetings
with Accounting Officers are broadcasted live.

Honorable Speaker, on behalf of the Public Accounts and Investments Committee, I now
wish to table the report on the consideration of the Auditor General’s report on the
Financial Statements of the Kisumu Water and Sanitation Company Limited for the year
ended 30, June 2021 and urge this Honorable House to adopt it.

----------------------------------------------------

Hon. Ken Ouko
Committee Chairperson
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1.1 Establishment and Mandate of the Public Accounts and Investments
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;

i). 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;

ii). Examination of the working of the Public Investments

iii). Examine the reports and accounts of the Public Investments and,

iv).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.

1.2 Composition of the Public Accounts and Investments Committee
The Committee as currently constituted comprises of the following Honorable Members,

Table 1: Committee Membership as at April 2023

NAME POSITION
MEMBERS
1. | Hon. Ken Ouko Chairperson
2. | Hon. Geoffrey Warindu Vice Chairperson
3. | Hon. Seth Okumu Member
4. | Hon. Nancy Matara Member
5. | Hon. Rueben Rakwach Member
6. | Hon. James Were Member
7. | Hon. James Omollo Member
SECRETARIAT
1. | Austine Ochieng Committee Clerk
2. | Chrispine Oguta Clerk Assistant
3. | Patrick Okoyo Hansard
4. | CPA Naboth Odero . Internal Auditor
5. | William Ogada Seargent-at-arm
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2.0 LEGAL FRAMEWORK & GUIDING PRINCIPLES

2.1

Legal Framework

Hon. Speaker,

The Committee was guided by the following legal instruments;

Constitution of Kenya 2010: Article 229 (4) of the Constitution of Kenya, 2010
requires the Auditor General, within a period of six months after the end of each
financial year, to audit and report, in respect of that financial year, on;
i.  The accounts of the National and County governments,
ii. The accounts of all funds and authorities of the National and County
governments,
ili.  Accounts of all courts,
iv. The accounts of every commission and independent office
established by this constitution,
v. The accounts of National Assembly, the Senate and the county
assemblies,
vi. The accounts of the political parties funded from the public funds,
vii.  The public debt and
vili.  The accounts of any other entity that legislation requires the Auditor
General to Audit
Article 229(8) further states that “within three months after receiving an audit
report, parliament or county assembly shall debate and consider the report and
take appropriate action”.

. The Committee also relied on Article 226(5) of the Constitution of

Kenya, 2010 which provides 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.

. Public Audit Act 2015; Section 7 of Public Audit Act 2015 that mandates the

Auditor General to: (i) Give assurance on the effectiveness of internal controls, risk
management and overall governance at National and County Government; (ii)
Undertake audit activities in state organs and public entities to confirm whether or
not public money has been applied lawfully and in an effective way

4. Public Finance Management Act, 2012: Section 149 (1) of the Public Finance

Management Act, 2012 which states that “An accounting officer is accountable to
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the County Assembly for ensuring that the resources of the entity for which the
officer is designated are used in a way that is -

a) (a) Lawful and authorized; and

b) Effective, efficient, economical and transparent”

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.

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. 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

iii). Financial management shall be responsible and fiscal reporting shall

be clear.

2. Obligations of the Accounting officer;

i). Article 262(2) of the Constitution of Kenya 2010 which provides
that; 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). 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 Public 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.
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4. Section 203(1) of the Public Finance Management Act, 2012 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 considered these legal provisions as the basis for holding accounting and

public officers directly and personally liable for any loss of Public Funds that may occur
under their watch.

2.0 REPORT OF THE AUDITOR GENERAL ON THE FINANCIAL

STATEMENTS OF THE KISUMU WATER AND SANITATION COMPANY
LIMITED FOR THE YEAR ENDED 30, JUNE 2021

Hon. Speaker,

Mr. Thomas Odongo, KIWASCO Managing Director and the Accounting Officer appeared
before the Committee on 6th June 2023 at 10.00am to adduce evidence on the Audited
Financial Statements of the Kisumu Water and Sanitation Company Limited for the year
ended 30, June 2021 (The minutes and the submissions from the Accounting Officer are
annexed to this report). The following officials accompanied him;

1. Nicholas Moseti — Head of Finance

2, Jason Ochola- Head Commercial

The following officers represented the Office of the Auditor General in the meeting of 6th
June 2023;

1. Simon Ondigo -Head of Audit
2. Kennedy Ongoi — Deputy Director, Audit
3. Margaret Moronge — Principal Auditor
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2.1  Basis for Qualified Opinion

2.2 Unsupported Property, Plant and Equipment
The statement of financial position reflects property, plant and equipment balance of
Kshs.266, 509,028 and which includes additions during the year of Kshs.26, 849,851 as
disclosed in note 10 to the financial statements. However, the asset register maintained
by the company was not up to date. It did not include identification number of the
asset, location of the asset, cost of each asset, depreciation rate, accumulated
depreciation, depreciation charge for the year and book value of the asset among others.
In the circumstance, the accuracy and completeness of property, plant and equipment
balance of Kshs.266, 509,028 could not be confirmed.

Management Response
An updated detailed asset register was provided as requested by the auditors, a copy is
hereby attached for your review and confirmation.

Committee Observations

Hon. Speaker,

The Committee observed the following in regards to this audit query;

1. The Officers from the Office of the Auditor General confirmed that as at the time of
committee deliberations, they had been provided with the updated asset register
and the details of the assets had been verified.

Committee Recommendations

1. That this matter is resolved

2. That going forward, the management must adhere to the Public Finance
Management Act, 2012, Section 149(2) (0) which requires an accounting
Officer of a County Government entity to maintain an asset register that
is current, accurate and available to the County Treasury or the Auditor
General.

3. That going forward, the KIWASCO management must provide
documents to the auditors as at the time of audit.
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2.3 Provision for Bad Debts

Included in the figure of administrative expenses of Kshs.158, 955, 106 under note 26 to
the financial statements is bad debts provision of Kshs.48, 986,667 owed by seven
hundred and forty-seven (747) customers. The decision to provide for bad debts was
recommended by the finance committee vide Min 2/22/09/2021 dated 22 September
2021. However, the management has not disclosed the basis for the provision given that
the majority are schools. It has also not been indicated for how long the debts have been
outstanding and the measures taken to have the debts collected. In addition, according to
debtors’ age analysis report, the provision included Kshs.573, 823.47 owed by customers
whose accounts were less than 180 days old and management did not provide customer
statements and demand notices to confirm that reasonable steps had been taken to
recover each of the debts.

Management Response

Most of the accounts provisioned were public schools that were under the defunct
Municipal Council of Kisumu. The debts have remained uncollected since the
inauguration of the new constitution and the current budgetary allocation to these schools
for bills (water) is not even sufficient to cover recurring bills. Despite several reminders,
meetings, disconnections and outsource to external debt collectors, the schools are still
not able to pay. The disconnections posed a health challenge during COVID-19 Pandemic
and it was passed that debts be written-off including and as at the date of the W/O to
enable schools get water and also avoid further loss of revenue. This was the basis of the
write-off and the Board of directors agreed with this basis hence approval vide
Min.2/22/09/2021 dated 22 September 2021. The minutes were presented and
confirmed by the Audit team and copy can be availed.

The Kshs.573, 823.47 with debts of less than 180 days provided for write-off were as a
result of standing charges and estimated bills on the disconnected accounts. These were
due to challenges in the billing system and the only remedy was to write them off
irrespective of the duration.

Committee Observations
1. The management as at the time of committee deliberations, had provided to the
Office of the Auditor General, customer statements and demand notices to
confirm that reasonable steps had been taken to recover the debts.
2. The management submitted the minutes to the Auditor General
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Committee Recommendations

1. That this matter is resolved

3.0 REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC
RESOURSES.

3.1 Non-compliance with Public Sector Accounting Standards Board
Requirements

In the audit report of the previous year, several issues were raised. However,
management has not disclosed and resolved the issues or given satisfactory explanation

for failure to adhere to the provisions of the Public Sector Accounting Standards Board
(PSASB) template.

In the circumstances, the annual reports and financial statements are not PSASB
compliant.

Management response

Management responded to all issues that were raised in the previous year as required
during the opening meeting with the auditors and the explanations were captured in
their own minutes. Also, KIWASCO has continually relied on the PSASB templates in
the preparation and presentation of the financial statements and report. The new and
reviewed templates had not been shared with the Management hence it was only
sensible to use the previous template.

Committee observations

1. The Office of the Auditor General confirmed that the new and reviewed templates

had not been shared with the Management of KIWASCO on time/as at the time
they were preparing their financial statements

2. The Office of the Auditor General confirmed that in the subsequent financial
statements, the management has applied the reviewed template by the PSAB

Committee Recommendations
1. That the matter is resolved

3.2 Register of Bank Accounts
It was noted during the audit that the company did not maintain a register of bank
accounts. This is contrary to section 87(3) of the Public Finance Management (County
Government) Regulations 2015 which requires each public entity to maintain a register
of bank accounts. Although eight (8) accounts were disclosed in the financial
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statements, it has not been possible to confirm that those were the only accounts
operated by the company. The company was therefore in breach of the law.

Management Response

The bank register is contained in Note 31 on page 25 of the financial statements and we
confirm that those are the only bank accounts maintained by the company. Bank
confirmation letters were provided by the different banks for audit confirmation. Your
office can write to the same banks for confirmation. Copies of the bank confirmation

letters and a detailed register is hereby attached in soft copy due to its size for your
review.

Committee Observations
1. The Office of the Auditor General confirmed that in the subsequent year, the
management has maintained an updated bank account register

Committee Recommendation

1. That the matter is resolved

2. That going forward, the management must adhere to section 87(3) of
the Public Finance Management (county government) Regulations

2015 which require each public entity to maintain a register of bank
accounts.

3.3 Non-compliance with the Law on Staff Ethnic Composition
Review of the company payroll revealed that out of the three hundred and twenty-seven
(327) permanent employees, two hundred and seventy-six (276) or approximately 84%
were from the dominant ethnic community. This is in contravention of section 7(1) & (2)
of the National Cohesion and Integration Act 2008, which stipulates that all public
establishments shall seek to represent the diversity of the people of Kenya in the

employment of staff and that no public establishment shall have more than one third
of its staff from the same ethnic community.

In the circumstances, the management was therefore in contravention of the Law

Management Response

The company is making progress in managing the ethnicity aspects of staff which stood
at 92 in 2019, 87% in 2020 for the dominant ethnic community respectively to the
current 84% in 2021. When recruitments are being conducted and over 90% of
interviewees are from the local dominant community then it goes without saying that
there is a higher probability that the person recruited will be from majority ethnic
group. In addition, recruitments are done based on competence and skills and not
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