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Mr. Patrick Gichohi, C.B.S.,
Clerk of the National Assembly,
Parliament Building,
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Dear Hon. Gichohi,

SPECIAL AUDIT REPORT OF THE AUDITOR-GENERAL ON THE
PURPORTED SUPPLY OF EARTHQUAKE DATA MEASURING
EQUIPMENTS WORTH KSHS.31,245,7OO.OO - MINISTRY OF TRANSPORT
FINANCIAL YEAR 2OO9/2010

Yours sincerely,

Edward R.O.' Ouko
AUDITOR-GENERAL

Hon R. Njeru Githae, EGH, MP.,

Minister for Finance,
Ministry of Finance/Treasury,
P.O.'Box 30007-00100,
NAIROBI.
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Enclosed, please find four (4) copies of the Special Audit Report of the Auditor General
on the purported supply and payment for Earthquake Data Processing Equipments
worth Kshs.31 ,245,700.00 in the financial year 200912010 for laying before the National

Assembly in accordance with Article 229(7) of the Constitution of Kenya.

I have also submitted a copy of the Report to the Minister of Finance in accordance

with Section 11 of the Public Audit Act, 2003.
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Abbreuirl.tiorts

AO -Accounting Officer

AIA -Appropriation in Aid

CID -Criminal Investigation Department

EFf - Electronic Funds Transfer

KACC -Kenya Anti Corruption Commission

K-FS - Kenya Ferry Services
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MOT - Ministry of Transport

OAG - Office of the Auditor General
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l" Executiue Surntnc,rA

r.7 Introcluctiort

We have, following information received by the Office, conducted a special
audit on two expenditures totaling Kshs.3r,z45,7oo.oo reflected in
Development Appropriation Account of the Ministry of Transport (MOT) for
the year ended 3o June zoto. The expenditure was shown in the Ministry,s
records as having been incurred on purchase of an earthquake data-measuring
equipment for use by the Shipping and Maritime Affairs Department of the
Ministry. The audit also examined several other transactions made by the
Ministry between the zoo6/zoo7 and the 2oogl2oto financial years and which
appeared to have laid the groundwork for the expenditures.

7"2 B ac k g r ound b tfornto.ti ott

The Ministry of Transport made payments totaling Kshs.3r,z45,7oo to four
firms purportedly contracted to supply the Ministry with earthquake data
measuring equipment. The payrnents were preceded by a series of related
transactions spanning three financial years from zoo6/zoo7 to 2oog/2o1o.
The transactions related to budgeting, procurement, accounting and reporting
and were all effected in the development appropriation vote and in the
statement of assets & liabilities for deposits of the Ministry. The purpose of our
audit investigation was to establish whether the pal,rnents were valid and
whether transactions effected by the Ministry prior to and in relation to the
paFnents were made with due regard to Government financial regulations and
procedures.
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This report sets out the work done and key findings from the audit, and is
aimed at assisting the Public Accounts committee (pAC) in their review thereof.
This Executive summary should be read in together with the full report:



1.3 Sutnrnarg of ourfindings and conclusions

we have through the audit found that the expenditures totaring toKshs.3t,z45,7.o.oo reflected- in. the lrlin;siry;. d"r"lop_ent appropriationaccount financiar statements for the year 
"ndei 30 June 2010 were fraudurentand that they were preceded by sererar ,rrn*oi".n" effected by the Ministry inan irregular and un_procedural manner as ,r__u.irua U"to*,

i. In the financial year ended 30 June zoo7, the MeteorologicalDepartment, which was, th"n unde. the Ministry of Transport, 
-was

allocated a sum of KShs.c'6 o,5oo,ooo.oo to procure various categories ofspecialized equipments. However, two merchant, .ort.u.tJ to. ,"rpf,equipments valued at KShs.3r,z45,7rr.zo failed to supply 
"qrlp_iit"even though the 

_ 
Ministry had, contrary to government financialregulations, paid them^in advance. T*o yea.s after the palrnents, theKenya Arti-Corruption- Commission compjled the suppliers to return themoney to the Ministry but upon receivinj the refunds on z4 March zoo9,the Ministry did not credit the nror,"y to-t}r" d;r"br;;;'O'oC;;.

Account as Governm.ent financial regulations require. It instead put thefunds in a suspense deposit account 
"r 

r,ri"-"* of assets & liabirities forfunds and deposits.

ii. During the zoog/ro financiar year, Treasury included a sum or.KShs.3t,z4S,7oo.oo 
,. 

in the Ministry,s supplementary estimates(development expenditrrre) for the year 
'published 

in March zoro. Thesum, which was all but identicai to ihe deposit suspense 
";_- ;;Kshs'3r,e45,7r r.zo in the zool/zoog statement of assets & Iiabirities forfunrls and deposits, was shown in the estimates, as a provision forpurchase of earthquake data_measuring .nrJir", for use by the Shippingand Maritime Department of the Minisiry. The purchase was crassified asan Appropriations-in_Aid (AIA) item to be funded f.o_ u a"po.it;,d ;;the Ministry. The inclusion of tfr" urrrorrrt in the supplementaryestimates creared the way for the Ministry to transfer the refund from thefunds and deposits account to the develojment vote cashbook.

iii' we have also estabrished that two months before the close of the financialyear on z9 April 2o1o, the Ministry granted the Kenya f"r.y i"J"*
9o.r:nl (KIS) a grant of KShs.3 ,,ia{,7oo.oo, an amount similar to thedeposited sum to buy five (S) n"* i"i.y 

"ngrrru" 
that would replace the
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existing ones which were reported to have become inefficient to run and
costly to maintain due to old age. The sum was paid to the Company on r7
May zoro as a normal grant item budgeted by the Ministry.

I\I At the close of the financial year on 28 June 2o1o, the Ministry made
payments totaling KShs.3r,z45,7oo.oo to four (+) suppliers purportedly
for delivery of earthquake data measuring equipment to the Shipping and
Maritime Department of the ministry. 'I'he payments r.r,ere charged to the
provision amounting to Kshs.3r,z45,70o.oo made in the revised
supplementary estimates for the year.

fte following conclusions follow frorn the obser-vations that we made in
he audit:

Payments totaling KShs.3r,z45,7oo.oo shown in the Ministry of Transport
books as having been made to four merchants to supply of earthquake data
measuring equipments were fraudulent. About one-half of the payments were
not supported with any documentary evidence while proof provided for the
balance was invalid as explained below.

Expenditures totaling to KShs. 15,685,700.oo were not supported with any
documentation.
Documentation provided by the Ministry in support of expenditures
totaling KShs. 15,56o,oo0.00 were for equipments previously delivered to
the Kenya Meteorological Department (KMD). In addition, the
documentation showed that the goods paid for were delivered in June
2oo9. Further, the Ministerial Tender Committee Minutes shown to have
deliberated and awarded the contract for supply of the equipments related
to the award for supply of aviation equipments during the zooT/zoo8
financial year. In any case, it was irregular for Ministry of Transport to
have procured equipments on behalf of a fully-fledged parastatal.

Payment to Kenya Ferry Services of grants totaiing KShs.3t,z45,7oo.oo for
the procurement of five (5) new ferry engines that would replace the existing
ones was irregular, as the sum had not been included in the annual or revised
estimates of the Ministry for the financial year zoog/ro. It is evident that the
payment was made to conceal the intention to misappropriate the returned
cash.
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lll Palanent to suppliers of goods worth KShs.3r,245,7lt.2o not delivered in the
financial year zoo6fzooT was irregular and contravened Government
financial regulations and procedures, which do not allow processing and

payment of forged and invalid vouchers.

l\/ The action of the Ministry of Transport to deposit the sum of
KShs.3r,z45,7rt.zo returned to the Ministry on 24 March zoog in 'its

statement of assets and liabilities for deposits account instead of a suspense

account of the development appropriation account was irregular as

Government financial reg-rlations and procedures, stipulate that, such refunds

be surrendered back to Treasury at the close of each financial year. Further,
the inclusion of the sun-r of KShs.3r,z45,7oo.oo in the supplementary
(development vote) estimates of the Ministry for year 2oo9/2o1o was

irregular as the Accounting Officer of Ministry did not formally indude the
sum in its request for additional funds when submitting its supplementary
estimates proposals to Treasury. Available evidence suggests that there was

collusion betr,veen some officers in the Ministry of Transport and Treasury on

the matter.

7.4. Responsibilitu tutul culpr:bili|g

We have established that the following individuals may have been compromised
an<i7or participateri in the potentiaiiy criminai activities, which irave ieti iu tLc
loss of public funds totaling Kshs.3r,z45,7oo.oo.

The AO should take personal
responsib ity for the actions of the
Ministry ofTransport staff invo)ved

Pa rt ies Findings on wrongdoing and,/or
irregularities

Conclusion artd next steps

The Accounting officer,
Dr Cyrrs Njiru

For aut-horizing grants to Kenya
Ferry Services totaling
Kshs.3r,z45,7oo.oo to procure 5
new ferry engines ttrat had not been
provided for in the printed estimates

For failure to put in place financial
controls or otherwise to avert
misappropriation of public funds
lotaling to KShs.3r,245,7oo.oo,

6
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Mr. Jeremiah Matoke an

Accounts Officer in MOT.

He acted contrary to instructions
given by The Ag. PinciPal Accounts
Controller by expensing
Kshs.3r,z45,7oo.oo to normal grants
alc o\17-222o2o7 instead of
Shipping & Maritime head 572-ooo-
31111OO.

It's alleged that he approached the
Treasury Desk officer, Mr. Onderi
Ontweka and requested him to
irregularly include the
Kshs.31,245,70o.oo in the
supplementary estimates

The Accounts Officer should be
investigated by CID and the Ethics
and A-nti Corruption Commission
on his role in the irregularitY and
various offences including abuse of
office.

Treasury staff should be
'investigated to assess whether there
are grounds to bring charges in
relation to negligence in the
performance of official duties.

Mr. Ontweka should be investigated
and charged with various offences
including abuse of office.

Treasury officials in the
Budget Department
and/or Mr. Onderi
Onnveka,

The vouchers of KShs.3r,z45,7oo.oo
were supported by an Authority
Letter Ref: ES glt4lot (r5) dated zq

March zoro and signed bY Mr.
Onderi Ontweka, the Ministry's Desk

Officer at Treasury, where il was

indicated that Treasury had approved

a request by the PS, MOT to revote

the amount that was returned bY the

suppliers.

1. Interscope Tech &
Services

z. Firstling Supplies Ltd,

3. Ragstone Merchants

4. Interpon

For illegally receiving public funds
totaling IGhs.30,7o4,8oo.oo

The Ethics and Anti Cornlption
Commission should liaise with CID
to i<ienti{y and freeze the assets the
companies and their directors.

The then OAG Branch
head-MOT

Did not respond/act to audit query
raised on the accountability of
Kshs.31,245,70o.oo expenditure.

The Office has initiated disciplinary
against the staff member.

,/)

Edward R.O. Ouko
AUDITOR-GENERAL
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, Objectiues antd scope of the o:udit

The objective of this engagement was to conduct an investigative audit on

allegati"ons of irregliar financial management practices at the Ministry of

Traisport (MOT) headquarters in Nairobi' The purpose and focus of the audit

was to establish;

i. whether payments totaling to totaling Kshs'3r,245,7oo'oo shown in the

Ministry'i 2oog f 2o7o annual Development Vote (D-r4) financial

Statementsashavingmadetofourmerchantsforsupp)yofspecialized
earthquake data monitoring equipments were valid; and

ii.whetherseveralbudgetingandaccountingtransactionseffectedbythe
Ministry prior to oi in relation to the payrnents were in line with

established government financial regulations'

The investigations were conducted between March zorz and May zorz and

covered the period between the zoo6/zoo7 and zotolzorr financial years'

which is the period during which the payments and transactions examined

occurred.

a, I Work done and sources of o.udit euiclence

We obtained audit evidence from various sources which including:
Various individuals that we interviewed'

Reviews of documents obtained from the Ministry'

We obtained documentation from the following sources'

Tender committee minutes approving the contracts'

Pal,rnent vouchers, accounting records including bank statements'

Review of the procurement process.

Printed estimates and correspondences'

Relevant legislation, regulations and circulars'

Meetings with various MOT officials including,

Secretary, Head of Accounting Unit and the

Procutement.
We used the interviews and document reviews to obtain information

about the transactions under examination, to understand the related

allegations, and to verifY facts.
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S" Findings of the o.udit

g.t. Irregular oLnd inuo'lid pagrnents u)ere rnc.de to four
rnerchantts for supplg of eo.rthquo.ke rneasuring
equiptnent

3.r.r.We have established that on zB June zoro, the accounts department ofthe

Ministry of Transport transferred cash totaling to Kshs 3r,z45,7oo from the

statement of asset and liabilities and deposits account to development vote bank

account no. 1-572-oooo- 1450 10 1 through pa)T nent voucher No. o79 and receipt

voucher No. oz3 of 3o-6-zoro. A narration in the accounts of the Ministry

explained the transfer as a "receipt of funds from the deposits account being

funds returned by M/S Kenya Auto Electrical Ltd. after failing to deliver

equipment to the Kenya Meteorological Department (KMD)'. The transfer of
funds uas supported by an authority letter Ref: ES 3lUlot (rs) dated z9 March

zoro signed by Mr. Onderi Ontweka, t}te Ministry's Desk Officer at the Treasury'

3.1.2. Out of the total sum Kshs.3r,z45,7oo transferred, palT nents totaling

Kshs.3o,7o4,Boo.oo were made to four suppliers through the Electronic Funds

Transfer (EFT) system. The Ministry explained the palrnents as having been

made on account of several equipments purchased on behalf of the I(MD. About

one haif of the paymenis - iGir.r5,56o,ooo.oo- '"t€re supPoited 
""ith

documentary evidence while the rest amounting to Kshs.l5,r44,Boo.oo were

not supported with any proof at all as detailed below:

Pavments Su ooorted
PV # Payee Details Ks hs.

5 514

551-2

5 511

5 513

Firstlings Supplies Ltd

lnterpon Kenya

lnterscope Tech & services

Flagstone Merchants

Receiver & Radio Modem Link

Digital ThermohyBoBraph

Wind Speed Sensors

Transmitter, receiver modem

5,988,000

2,460,000

4,860,000

2,252,OW

15,560,000

Paym ents N!ot Supported
140

1,42

147

1,43

Flagstone Merchants

FirstlinBs Supplies Ltd

lnterscope Tech & services

lnterscope Tech & services

Surge Arrestors

UTA Sonic Wind

Wind Direction sensors

wind data

4,480,800

2,868,000

2,936,000

4,860,000

15,144,800

Total

9

30.704,800



3.r.3. The documentary evidence presented by the Ministry to support the

payrnents totaling to Ksh.t5,56o,ooo.oo made to the three merchants; M/S
Flagstone Merchants, M/s Firstlings Supplies I-tcl and M/s IntelScope 'Iech &

services Ltd had the following material discrepancies :

All the l,ocal Purchase Orders (LPO) relaterd to

3oo/zoo7-og of the year 2oo7l2oog and were

Accountant -In-Charge Vote Book Control (VBC).

one
not

quotatron
signed by

No.
the

ll

l-

lv

Ail the invoices, delivery notes and counter receipt vouchers (Sr3) related

to year 2oo9l2oog while the payments made related to financial year

2oogf 2o7o, an indication that they may have been used before.

The meeting of the Ministerial Tender Committee (MTC) No. 4lt4lzooz-
2oo8 that discussed Quotation No. 3oo/zoo7-o8 was held on 14 May
2oo8, i.e. during the 2oo7/2oo9 financial year. The Minutes of the

meeting show the Committee discussed the supply of Aviation Control

Instruments and not earthquake data equipment for the Shipping and

Maritime Affairs Department of the Ministry. Further, all the equipments

shown as having been purchased by the Ministry were to be delivered to
the Airport while payments made were charged to the Shipping and

Maritime Department's Account Number- r-572-oooo-31r 1117. Thus, the

documents presented in support of the paynnents did not relate to the

earthquake data measuring equipment budgeted for in the revised

estimates for the 2oogf2o7o financial year.

AII the invoices presented were hand written and reflected gross payments

devoid of Value-Added-Tax( VAT) deductions required in tax legislation.

Furthermore, no documentary evidence was presented for proof of the

sum of Kshs.4,z35,r34.oo shown in the Ministry's records purported to
have been paid to the Commissioner of Domestic Tax as VAT.

The counter requisition and issue vouchers (Srr) availed to support the

receipt and issue from the stores of the supposedly procured equipments

indicated that the equipments were issued to the KMD in August 2oo9,

nine months before the pa].T nents were made.

\,'l There was no evidence of physical receipt of the equipment in question

10



3.1.4. It is evident that the documentation presented by the Ministrl' to support

the pal.rnents were for a different contract. The documents were fabricated to

support the invalid payments totaling to IGhs. t5,56o,ooo.oo.

3.r.5. We in addition noted that the un-supported pa1'rnents tota'ling to

IGhs.r5,r44,Boo.oo were recorded in the cashbook on 16 June 2o1o while the

pa)rynents totaling to Kshs.15,56o,000 supported with fake documents had not

been recorded in the cashbook as at 30 .Iune 2o1o-

3.1.6. We further observed that the Department of the Registrar General's

records show Mr. James Thuita Nderitu, as the majority shareholder of M/s

Firstling Supplies Ltd (go% shares) and the sole proprietor of M/S Interscope

Tech & Services. The registered office and location of these two companies are

the same. The tw'o companies lvere paid Kshs.l8,644,oo0.00 out of the total

palnnents totaiing to IGhs.3o,7o4,Boo.oo made by the Ministry.

the mandate or authority under which the MOT purchased equipment on

behalf of KMD, a fully fledged department that had moved to Ministry of

Environment & Minerai Resources;

why the above purported procurements do not relate to earthquake data
!:-- -l:--r- I :- tL- ^^^^ /^^'^ -^,;^^.1 ^-+i|n-+6c.measurlllg cqulplllcllL llluluaLcu tLt Lttv z.wvy/ zv -rrJ rcvrolu

why equipments meant for Airports as shown in the Ministry Tender

Committee minutes were charged to Shipping and Maritime Department

and shown delivered to KMD; and;

ll

l

i\' why items invoiced and delivered in the year 2oo9l2oog rvere paid in

2oogf2o7o contrary to laid down Government financial regulations and

procedures.

11

3.r.7. The Ministry of Transport has not provided justification as to:



A Senes of imegular trantsactions o'nd.preceded
payntents

The audit further revealed that before the pa)'ments totaling to
Kshs.3o,7o4,Boo.oo were made to the four merchants, the Ministry effected
several transactions over a period ofthree financial years, which in our view laid
the groundwork for the successful execution of the fraudulent pay,rnents. The
transactions, which were all irregular, involved creating invaiid deposits of funds,
obtaining unauthorized supplementary funding and granting one of its
corporations a development grant that had not been budgeted for in the
Ministry's printed estimates as:

.Irregular deposit created frorn refnnd received from a
cornpulsory refund received from Merchants who failed to
deliver goods

During the 2006/2007 financial year, the Meteorological Department, which
was, then under the MOT, was in the Appropriations Act of the year, allocated
Kshs.z6o,5oo,ooo.oo under the development appropriation vote 14, Item
3 r r rroo-Purchases of specialized piant and equipment. Of the total allocation, a
sum of Kshs.3t,z45,7oo.oo was to be used for purchase of earthquake data
measuring equipment.

The entire sum of Kshs.3t ,24;,7oo.oo was expensed in that financial year when
two suppliers, M/S Kenya Auto Electrical Ltd and Eiectro Technologies Ltd were
contracted to supply the department with the equipments. The Ministry paid the
suppliers the aggregate sum of Kshs.3 r,z45,7rr.oo before they delivered the
equipments. However, the suppliers failed to deliver equipments worth
Kshs.z7,oo4,33r.9o and Kshs.4,z4r,37g.33 respectively, or Kshs.3r,z 4;3t7.oo
in aggregate. The firms were later on compeiled by the Kenya Arrti-Corruption
Commission to return the money in after the matter was reported to the
Commission.

On rr March zoo9, Dr. Joseph Mukabana, Director KMD Ministry of
Environment and Mineral Resources vide letter ref: METlzltt/zl6z forwardeiL
two cheques namely No's o45614 and o456t5 of Kshs.z7,oo4,33t.9o and
4,247,579.3o respectively, or Kshs.3r,z45,711.oo in total to the permanent
Secretary -Ministry of Transport. Upon receipt of the cheques at the Ministry on
z7 March 2oo9, the funds were banked in the statement of assets and liabilities

12



for funds and deposits bank account No. 4.264.000 o.732o2o7 and credited to a
suspense account.

We observ'ed the Financial Management Act, 2oo1 Sec z5 (l) (b) stipulates that
any appropriated amounts that have been withdrawn from the Exchequer
Account but not expended at the end of the financial year shall be paid into the
Exchequer. In addition, Sec 5.4.29 of the regulations that prohibit a suspense

account being used for carrl,ing forward unspent balances of Parliamentary
Grants from one year to the other was violated. Further Government Financial
Management Act Sec 25(, G) that that stipulate appropriated amounts that
have been withdrawn from the Exchequer Account but not expended at the end
ofthe financial year be paid back to exchequer account was violated.

Article 5.5.13 of the regulations which stipulates that pa).Tnents should be
processed for settlement of goods and services which have been
supplied/rendered to the Government in accordance with valid regulations,
scales, tariffs, contracts or agreements and which are supported with Local
Purchase and Service Orders (LPO/LSO), invoices, receipts, receipted bilis dully
confirmed by the receiving officers or Authority-to- Expenditure (AIE) holders
was violated.

The Ministry has not explained why it paid the suppliers in contravention ofthe
Government financial regulations and procedures, which lay dou,n standard

..-^^^.1---^^ +L^+ J:^^l'l^,., ^-l -^^,-:-^ n^a'-^h+.,^,,^L^--
PaJrrrcrrLPr\JUcuu1C-JtrralurDalrvYvar,urU9ulIU
to be supported with valid and sufficient documentation.

Further, the Ministry has not explained

Why it took the KMD more than rwo years to have the money returned by
the suppliers; and

Why the refunds were placed in a deposits suspense account in the
statement of assets and liabilities for funds and deposits and not credited
back to the suspense of the development appropriation account pending
return to the Exchequer as required under Government financial
regulations and proced u res.

1t

The returned cash in question therefore did not meet the basic principle ofbeing
applied as an Appropriation in Aid.



.2.z.Treasury made a provision of Kshs.3r,24;,7oo.oo in the
Ministry's Supplementary estirnates development expenditure
for the Year zoog/eoro without the Accounting Officer's having
requested for it:

The revised supplementary estimates of the Ministry of Transport for the
financial year 2oogf2oro reflected a provision of Kshs.3r,z45,7oo.oo under
Head 572 -oooo-31111oo -Shipping and Maritime Department - expenditure of
specialized plant and equipments for procurement of earthquake data measuring
equipments. The purchase was to be financed through Appropriations-in-Aid,
Head 572, Item r45oloo, "Receipts not classified elsewhere". The funds were to
be realized from the deposit account.

However, the Accounting Officer in his submission to Treasury for the Revised
Estimates of zooglzoro made vide letter Ref No. /FIN/z/3 (ro) of rB January
2o1o did not request for the supplementary sum of Kshs.3t,z45 ,7oo.oo. In spite
of the Accounting Officer not having requested for the sum, Treasury included
the figure in the revised estimates for the year zoogf zolo.

Authority for MOT to incur expenditure on the re-voted amount is contained the
letter Ref ES 3l14/@tl(15) titled -supplementary Estimates zoogf zoto-
Kshs.3 r,z45,7r t.10 from the PS, Office of the Deputy Prime Minister and Minister
of Finance, signed by Mr. Onderi N. Ontweka on behalf of the permanent
Secretary.

It reads; "Reference is made to Aour letter No: MO'fiC/ACCTS/9/6 VoI.W/tto)
dated tB* March zoto reg arding the aboue mentioned.lt rs not clear to us tohy
the suppliers u;as paid Kshs3t,z45,7t1.1o before deliuering the equipment
required. Your request to reuote the amount has been apptotsed.. Houeuer, ute
emphasize that your Ministry should adhere to the laid doun financial
regulaions and Public Procurement lau to auoid such a situation"
The MOT quoted Reference letter MOTC/ACCIS 1916 Yol.N/tlo) was not
availed for audit review.

Section 6.3 of the Government financial regulations and procedures is clear on
the classes of revenue, which the Treasury has allowed Accounting Officers to use
as Appropriations-in-Aid. The said sum did not fulfill the criteria since it was a
refund of voted funds and not fees collected by the Ministry, which the
regulations may have sanctioned as Appropriations-in-Aid.
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No exp'lanation has been provided by the Ministry or Treasury as to why the sum

of Kshs.3r,z45,7oo.oo was included in the revised estimates without the

Accounting Officer having requested for it and failure by Trcasury to comply with

relevant legislation pertaining to government financial management

3.28. Grcrnts of Kshs.3t, 245,7oo.oo paid to Kenga FerrA Seruices

According to a letter dated z9 April zoo9, Ref No. MOT/C/SM/VoI'II (+o) and

titled ,Grant of Kshs.3r,z45,7oo.oo to Finance Procurement of New Engines for

the Five Ferries, and signed by Mrs. P. B. Koech, (Mrs) EBS on behalf of the

Permanent Secretary, the Managing Director of the Kenya Ferry Services, Mr'

Musa Hassan Musa, was informed of the Ministry's intention to release to his

Corporation a sum of Kshs.3r,z45,7oo as Grant. Curiously, the sum was similar

to the sum held in the Ministry's deposit account after merchants who failed to

supply equipments were compelled by the KACC to return the money' The letter

ad"Led him to initiate the process of purchasing thc five new engines that would

replace the existing ones and in order to ensule standardiz.ation of vessels in the

KFS establishment the replacement engines should be similar to those of the ti*'o

nerv ferries being imported from Germany. The Kshs.1St,z4;7oooo amounts

toas to be used to purchase equiprnents for the Shipping an<l Maritime

Deportment as per the printed estimates.

^L ^ r,r:-:^+-.r ^.,^-r-,.11., ,lichrrrcarl sr^nts tntaling tOnuwrvtsl, tllc rtrlrrrr(rj ( rLrr(uurrJ o_*'_-_

Kshs.98,z46,7oo.oo to the KIS. The sum was accounted for in the books of the

Ministry through pa).Tnent voucher No. lz7 dated 17 May zolo and remitted

through an Electronic Funds Transfer (EFI) transaction made on 4 June 2o1o.

The disbursement amount was made up of a sum of Kshs'3t,246,7oo earmarked

for procurement of the five (S) new ferry engines and Kshs'67,ooo,ooo for

purchase of ferries, construction of ramps and expansion of the existing jetties

for use by new ferries procured by t}re KFS.

We have established that the revised(printed) estimates of the Ministry for the

year 2oogf2o:ro under the KI'S provided for grants amounting to

Kshs.49o,ooo,ooo.oo to the Coporation. The Srants were for the construction of

ramps and expansion of the existing jetties for the new ferries

(xshs.z4z,ooo,ooo.oo) and settlement of the final balance

(IGhs.z4B,ooo,ooo.oo) due on purchase of ferries.

15



The procurement of five new ferries as a grant palment was not included in the
MOT 2oo9 /2oro revised estimates for KFS. We therefore recommend that the
Kenya Ferry Services be investigated by the Ethics and Anti-Corruption
Commission and the CID on the receipt and accountability of these funds.

Conclusions

Arising from the findings ofthe audit, there is sufficient evidence to believe that
fraud and irregularities were committed in relation to the sum of
Kshs.3r,z45,7oo ostensibly paid by the Ministry of Transport to the four
merchants for purported supply of earthquake data measuring equipments. The
evidence that we obtained during the audit indicates that the paJrments were not
valid as they were either supported by fabricated documentation or none at all.
Further, there is no evidence to show that the Ministry or the KMD received the
equipments paid for. Therefore, we consider the payments to be nugatory
expenditures that resulted in the theft of public funds.

The fraud was hatched between the zoo6/o7 - zooT/o8 financial years,
nurtured in zoo8/o9 2008/09 and finally executed in zoogfzoro.

We have, in addition, confirmed that the sum of Kshs.3r ,241,7oo.oo returned to
the Ministry of Transport by the two merchants whom the Ministry had paid in
advance but who failed to deliver the goods due, and who were eventually
compelled by the KACC to refund the money to the Ministry, was wrongfully
accounted for in the boo]<s of the Ministry by being deposited in the statement of
assets and deposits for ftlnds and deposits instead of being surrendered to the
Exchequer as Government financial regulations require. The sum was thereafter
irregularly included in the Ministry's Supplementary Estimates for zoogf zoro
and in the end fraudulently paid out to the four other merchants as highlighted
above.

The audit has in addition confirmed that the sum of Kshs.3r,24;,7oo granted by
the Ministry of Transport to the Kenya Ferry Services Company Limited to
procure five (5) new ferry engines was irregularly paid from the MOT budget and
misappropriated for the benefit ofthe company.

The KShs.3r,z 4;,7oo.oo expenditure reflected in the financiai year zoog/zoro-
MOT Development Vote Dr4 audited financial statements is therefore
questionable.
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