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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 2021/2022.

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 FY 2021/2022.

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.

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 2022 and urge this Honorable House to adopt it.

Hon. Ken Ouko
Committee Chairperson



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 September, 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.  Wyclife Owade : Research

4. Patrick Okoyo Hansard

5. CPA Naboth Odero Internal Auditor

6. Faith Judith Seargent-at-arm



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.

3. 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 considers 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.



3.0 REPORT OF THE AUDITOR GENERAL ON THE FINANCIAL
STATEMENTS OF THE KISUMU WATER AND SANITATION
COMPANY LIMITED FOR THE YEAR ENDED 30, JUNE 2022

Hon. Speaker,

Mr. Thomas Odongo, KIWASCO Managing Director and the Accounting Officer appeared
before the Committee on 315t August 2023 at 11.00am to adduce evidence on the Audited
Financial Statements of the Kisumu Water and Sanitation Company Limited for the year
ended 30, June 2022. 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 31st
August 2023;

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

3.1 Basis for Qualified Opinion

3.11 Inaccuracies in the Financial Statements

The Statement of profit or loss account and other comprehensive income reflects
maintenance expense amount of Kshs. 191,002,457 as disclosed in Note 13 to the
financial statements which differs with the ledger balance of Kshs. 191,785,467 resulting
to an unexplained and unreconciled variance of Kshs. 116,990

Management Response:

Total maintenance expense is Kshs. 191,902,457 as has been correctly observed and
explained in note 13 of the amended financial statements. The figures have been
supported and derived from the ledger balances hence there are no differences in the
figures presented.



Committee Observations
The Management had corrected the inaccuracy in the amended financial statements.

Committee Recommendations

1. That this matter is resolved

2. That going forward, the management must put in place appropriate
measures to avoid recurrent of the same audit issue

3. 12 Non-recognition of tax liability from operations

The statement of financial performance reflects a profit before taxation amounting to
Kshs.90, 456,704. The company is a trading entity and therefore subject to taxation. The
last time the company declared income tax was the financial year 30 June 2020. In the
circumstances, the accuracy and completeness of the profit for the year amounting to
Kshs.90, 456,704 could not be confirmed.

Management Response:

The company realized operational loss in the period hence could not recognize tax
liability. Taxes are declared based on operational profits not on losses. The profits
realized as observed below were as a result of Conditional Liquidity Support Grants
from the Government of Kenya through the Water Sector Trust Fund towards priority
areas for short-term COVID-19 emergency response interventions in informal and low-

income settlements. Article 4 and 5 of the Grant Agreement shows the purpose of the
grant.

Committee Observations

That during the financial year 2021/2022, the company realized operational losses and
could therefore not recognize tax liability

Committee Recommendations

That this matter is resolved

" 3.13 Unsupported Write-offs of Bad Debts

The statement of financial position as disclosed in note 28(a) to the financial statements
reflect a balance of Kshs.270,661,636 which includes a provision of doubtful receivables
of Kshs.24,378,040. However, in the movement in the provision reflects a write-off in
provision of Kshs.48, 986,667 all related to prior year provision. The write-off was not

supported by approval from County Executive Committee member — Finance of the
County Government of Kisumu.



In the circumstances, the regularity of the write-off of the doubtful receivables
amounting to Kshs.49, 986,667 could not be confirmed.

Management Response:

As rightfully observed, the Kshs.24,378,040 reflects specific bad debts provision for the
year 2022 while Kshs.48,986,667 (not Kshs.49,986,667) relates to last financial year
ended June 2021 amount which was approved by the Board of Directors of the
Company. The amounts were approved for write-off by the Finance and Commercial

committee of the Board and the full Board of Directors as per attached minutes dated
215t September 2022 and 28th September 2022.

It is worth noting that the County Executive Committee Member (CECM) for Finance is
a member of the Board of Directors of Kisumu Water & Sanitation Company and was
part of the approval of the same. However, we were not aware of this requirement but

have since requested for the said letter from the CECM — Finance and will present it to
you once we have obtained it.

Committee Observations

1. That writing off of bad debts amounting to Kshs 48, 986,667 by Management was
approved by the Finance and Commercial committee of the Board and the full

Board of Directors

That the Management failed to provide evidence of approval of write-off of bad

debts by the County Executive Committee member for Finance and Economic
Planning.

3. That the Management admitted that they did not sort for approval from the
County Executive Committee Member (CECM) for Finance and Economic

Planning because the CEC member was at that time a member of the board which
resolved the write off of the bad debts amounting to Kshs 48, 986,667

Committee Recommendations
1. That this issue is resolved

2. That going forward, the Management must ensure that any write off of

bad debts is approved by the County Executive Committee member for
Finance, Economic Planning and ICT

3.14 Tax Recoverable (VAT)

The statement of financial position and as disclosed in Note 29 of the financial
statements reflect a balance of Kshs.28,761,122 relating to tax recoverable (VAT) which

has been outstanding for more than four years. The management has not explained the
efforts to recover the amount and could not be confirmed.
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Management Response:

The VAT recoverable above was as a result of Input VAT from February 2018 to June
2018 when Water services were zero-rated. This however changed with the Finance Act
of 2018 that reviewed the status of water and sewerage services from Zero-rated to
Exempted. The Company has been making efforts directly and indirectly through our
Tax Consultant to recover the VAT refundable to no avail. The Public Sector Division of
Kenya Revenue Authority (KRA) have been involved in the audit of the claim in the year

2020 and 2021 but to date no response has been given despite assurance that the claim
was genuine and recoverable.

Attached are copies of the claims and our correspondences with KRA on the efforts

made to recover the debts including communications from our Tax Auditors, M/S
Otieno & Associates.

Committee Observations

1. The management provided evidence of communication to the Kenya Revenue

Authority to initiate the recovery of the amount of Kshs.28,761,122 relating to tax
recoverable (VAT)

2. The Kenya Revenue Authority was yet to provide any response on the same as at
the time of committee deliberations

Committee Recommendations

1. That the Management continue making efforts to recover the amount of

Kshs.28,761,122 relating to tax recoverable (VAT) from the Kenya
Revenue Authority

2. That this issue remains unresolved

3.15 Unsupported Customer deposits

The statement of financial position and as disclosed in Note 39 of the financial
statements reflect trade and other payables — noncurrent liabilities balance of
Kshs.168,083,250 out of which a balance of Kshs.141,422,854 was in respect of

customer deposits. However, no detailed analysis of who owed what amounts has been
provided for audit.

In the circumstance, the accuracy and completeness of the customer deposit balance of
Kshs.141, 422,854 could not be confirmed.

Management Response:

We provided all the details and schedules of the customer deposits totaling to
Kshs.141,422,854, additions during the year totaling to Kshs. 19,510,958 and the total
refunds to customers totaling to Kshs. 6,229,704 resulting in to a net increase of
Kshs.13,281,254 in the year under review as shown in the statement of cash flows.
Ledger KWSC: oo5a (hard copy) and List KWSC: 0o5b (Soft copy)
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Committee Observations

1. Asat the time of committee deliberations, the balance of Kshs. 141,422,854 had
been supported with the details showing the amounts owed to individuals.

Committee Recommendations
1. That this matter is resolved

2. That going forward, the management must ensure that supporting
documents are provided as at the time of audit to avoid committing an
offence Pursuant to Public Audit Act Section 62(b) and (c)

3.16 Unsupported County Government Contribution

The statement of financial position and as disclosed in Note 39 of the financial
statement reflects trade and other payables — noncurrent liabilities balance of Kshs.168,
083,250 out of which a balance of Kshs.26, 660,396 is in respect of the County

Government contribution. However, the details of what the amount relates to were not
provided for audit.

In the circumstance, the accuracy and completeness of the County Government
contribution balance of Kshs.26, 660,396 could not be confirmed.

Management Response:

The liability was as a result of indebtedness reconciliation between Kisumu Water &
Sanitation Company Ltd and the County Government of Kisumu in the year 2017. The
liability has been crystalizing over time the latest being a setoff reconciliation done in
the year 2017 between the two entities as shown in the attached report. Additionally, we
have attached the signed minutes of the indebtedness reconciliation meeting and a letter
from the then County Executive Committee Member for finance and Economic planning
dated 7th July 2017 confirming the liability of Kshs.26,660,396. This figure has therefore

remained as a long-term liability to the company as the County Government had
considered capitalizing the amount.

Committee Observations

1. The Management failed to provide the documents to support the County
Government Contributions during the time of audit

2. The documents had been provided as at the time of committee deliberations

Committee Recommendations
1. That the issue is resolved

2, That going forward, the management must ensure that supporting
documents are provided during the time of audit
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settlement of Kshs.3, 000,000 during the year under review. However, lease
expenditure for the current year has not been accounted for in the financial statement.

In the circumstances, the accuracy and completeness of the lease fees payable balance of
Kshs.21,793,650 could not be confirmed.

Management Response:

The lease fees to the County Government of Kisumu was noted to be contravening
Section 131(2) of the Water Act 2016 as indicated by the attached communication
(KWSC: 008) from the Regulator (WASREB). The lease expenditure was therefore
abolished as advised by the regulator following the implementation of Water Act 2016
hence not accounted for in the current year ended June 2022 and the previous year
2020/2021. What is shown in Note 43 is the outstanding liability of Kshs.21, 793,650
and not the fee as shown in the attached schedule.

Committee Observations
That the management did not account for lease fees during the financial year in question
because it was contravening Section 131(2) of the Water Act 2016.

Committee Recommendations
That this matter is resolved

3.18 Inaccuracies in Property, Plant and Equipment

The statement of financial position reflects an amount of Kshs.304, 445,566 under
property, plant and equipment as disclosed in Note 20 to the financial statements.
However, although the assets register was maintained, it had not been updated to
include the accounting code of the Asset, Identification number of the asset, location of
the asset, Insurance certificate number of the insurable assets, cost of each item of asset,
depreciation rate, accumulated depreciation, depreciation charge for the year and net

book value of the asset. The net book values reported could not therefore be reconciled
with the asset register.

In addition, Leasehold improvements were reported at a net book value of Kshs.707,
113. However, no register was maintained nor a listing provided to help ascertain the
make-up of assets under this category.

In the circumstances, the accuracy and completeness of the property, plant and
equipment balance of Kshs.304, 445,566 could not be confirmed.

Management Response

We have provided an updated fixed asset register for your review which contain
reasonable details as per the treasury template with figures reconciling with the Net
Book values. The details include; the asset class, code, date of purchase, Asset Tag

number, department (location), insurance policy number, cost, accumulated
depreciation and Net book values.
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List of leasehold improvement are the capitalized cost of rehabilitations and
improvements on leased buildings handed over to the Company at the inception of the
company from the defunct Municipal Council of Kisumu. These improvements were
done in Kajulu Water Treatment Plant in the year 2003 when the company begun
operations.

Committee Observations

As at the time of committee deliberations, the management had provided the updated
register with reasonable details as per the treasury template with figures reconciling
with the net book values

Committee Recommendations
That this issue is resolved

4.0 REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE
OF PUBLIC RESOURCES

4.1 Accounting for Non-Revenue Water

Review of Water Production and consumption by the Company revealed that the
company produced 10,497,618 cubic meters of water valued at Kshs.230, 941,596
but only billed 7,196,567 cubic meters of water resulting to a loss of 3,301,051 cubic
meters of water at a cost of Kshs.72, 623,122 which represent 31% of the total
production.

The non- revenue water amount quantity is above the 25% loss allowable by the Water

Services Regulatory Board. In the circumstance, the management was in breach of
the law.

Management Response

In the KIWASCO strategic plan (2017-2022 revised to bridging period 2022-2023)
strategic priority No.2 “Operational Efficiency” has includes Non-Revenue Water
(NRW) management. This was initially to reduce NRW from 37% to 20%. Strides
have been made and the system loss reduced to 31%, which complies with the
Gazetted Tariff condition on service delivery for the year 2021/2022. See attached
Tariff on KWSC 002 page 6797. The company has identified the following strategic
initiatives to manage NRW but are not limited to:

e Active leak detection

Pressure management

Enhance speed and quality of works and repairs

Enhance asset management

Network asset management plan

Improve customer meter accuracy

Manage Illegal consumptions

DMA management

Eliminate Data handling and accounting Errors
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