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INTRODUCTION

Background

The Government of Kenya (Gol) in collaboration with the private sector in Kenya
has, with the support from a number of Development Pariners (DPs), developed a
Private Secior Development Strategy (P5DS) including the programme
Impiementation Plan 2007 - 2012. The overall goal of the PSDS was {0 enhance
private sector growth and competitiveness that would contribute lo the country’s
medium term objectives as outlined in the Economic Recovery Strategy (ERS) for
wealth and employment creation. The PSDS gives priority fo sectors defined in
Vision 2030.

The PSDS covered five main goals namely:
> Improving Kenya's business eavironment
#  Accelerating institutional transformation
»  Economic growth through trade expansion
# Improving productivity and competitivenass
»  Supporting  entrepreneurship  and  Medium  and  Smali  Enterprise
(MSE)development

The project established a Donor Co-ordination Unit (DCUD to facilitate funds flows,
initial activities and reviews. The DCU was expecied fo reduce the transaction cosls
for contributing DPs, and support the work of the PSDS Secretariat.

The GoK seeks to ensure that the DP support to Kenya was well coordinated with
the country's needs and with Government piiorities. It also seeks fo minimize
transactions cost by taking a sectoral approach to development linking external

S resource provision to the medium term expenditure framework (MTEF) and the

annual budget cycle.

The project document was signed on 18 December 2007 with project duration of
three years (2008 to 20107,

AUDIT OBJECTIVES

The objective of the audit was to obtain assurance on the adeguacy of management
and oversight of the project and on the use of resources. Specifically, the audif was
to provide assurance toc UNDP, the project management, and other interested
parties that project resources are being managed in accordance with:

= The financial regulations, rules, palicies and procedures that applied to and
have been prescribed for the projects;
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= The project document and the work plans, including activities, managernent
arrangements, expected results, moniforing, evaluation and reporting
provisions;

= The key considerations for management in the areas of management,
administration and finance.

S5COPE CF AUDIT

We conducted our audit in accordance wiith International Standards on Auditing.
The scope of the audit was limited to the implementing partner expenditures which
are defined as including all disbursements listed in the quarterly financial reports
submitted by the impiementing pariner and the direct payments processed by
UNDF at their reguest. The audit covered the period 1 January 2010 to 31
December 2010.

Our audit covered the following areas:-

a3y Audit of the Combined Delivery Repori {CDR)

Our review of the combined defivery report entaiied the following:-

= Verified the mathematical accuracy of the CDR by ensuring that the
expenditures described in the supporiing documentation (the quarterly
financiat reports, the list of direct payments processed by UNDP at the
request of the implementing partner, the list of disbursements made by
UNDP as part of support services and the UN agency expenditure
statements)y are reconciled to the expendiiures in the CDR.

= Reviewed the guarterly financial reports submitted by the implementing
partner and agreed therm to the underlying records

=z Agreed direct payments processed by UNDP at the request of the
implementing partner to support documents on a sample basis and checked
that they were adequately supported, autharized and correctly allocated.

by Review of the overall management of the project’s implementation,
menitoring and supervision
The audit included the review of work plans, progress reporis, project resources,
project budgets, project expenditure, project delivery, recruitment, operational
and financial closing of projects (if applicable), and disposal or transfer of assets.
To this effect, the scope covered the following areas as they were performed at
the level of the project:

Human resources

We reviewed the competitiveness, transparency and effectiveness of the
recruitment and hiring of personnel. Our review included performance appraisal,
attendance control, calculation of sataries and entitlements, payroll preparation

and payment, and management of personnel records.
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We reviewed {he adequacy of the accounting and financiz! operaiions and
reporting systems. Our review included budget conirol, cash management,
certification and approval authority, receipt of funds, and disbursement of funds,
recording of all financial transactions in the expenditure reports, record
maintenance and control.

Procurement

We reviewed the competitiveness, transparency and eifectiveness of the
procurement activities of the project in order to ensure that the equipment and
services purchased met the requirement of efther the ihwp%ementing pariner or
UNDP. Qur review included the foltowing:

= As applicabfe, delegations of authorities, procurement thresholds, call
for bids and proposals, evaluation of Dbids and preposals and
approval/signature of confracts and purchase orders;

# Receiving and inspection procedures to determine the conformity of
equipment with the agreed specifications and, when applicable, the use
of independent experis to inspect the delivery of highly technical and
expensive equipment;

= Evalualion of the procedures established to mitigate the risk of
purchasing equipment that do nof meet specilications or is later proven
to be defective;

7 Management and control over the variation orders.

#  The review of the use of consulting firms and the adeguacy of
procedures to obtain experienced personnel and assessment of their

work before final payment is made.

Assel Management
We reviewed the eguipment (typically vehicles and office equipment) purchazed
for use of the project. Our review included the procedures for receipt, storage,

and disposal of the equipment.

Cash management
We reviewed all cash held by the project and procedures for cash safeguarding.

General Administration
Our review included travel activities, vehicle management, shipping services,

office premises and lease managernent, oifice communications, and records

maintenance.

information system
We reviewed the information and communication systems and control and

security of equipment and data.
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AUDIT METHODOLOGY

The audit was performed using the Ernst & Young Global audit methodology (GAM),
which reguires general planning and identiiication of areas of audit significance, as
well as evaluating risk inherent in significant azcounts, This approach addresses the
established infernal contrel standards of UNDP and International Standards of
Auditing (1SA),

EXECUTIVE SUMMARY
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Statement of expenditure

We verified the expendifure reporisd in the Combined Delivery Report (CDR)
and the direct paymenis processed by UNDP at the request of the
Implementing Partner.

Statement of assets and equipment
We agreed the assets purchased on a sample basis to the supporting
documents and physically verified some of the material assets purchased.

Statement of cash position

Mo advances were given tn the mplementing Partner. All expenditure was
incurred through direct payments processed by UNDP at the request of the
implementiing Partner.

Management leiter
There were no reportable issues during the period under audit.

Foliow up on prior pericd audit recommendations
There are no foliow up actions from pricr year audit,
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in our opinion, the statement of asseis ang equioment prasents fairly, in all material
respecis the inveniory balances of the project amounting to USS 19,576 as at 31

December 2010 in accordance with UNDP recuirements.
3y Certification of Statement of Cash Position
We did nol give an opinion on cash position as ot 31 December 2010 since no

advances were given o ihe implemcnta’ng Partner. All expendilure was incurred
through direct payments processed by UNDP at the request of the Implementing

Partner.

This report is intended sclely for the information and use of UNDP and the
Government of Kenya.

r —
Date of Issuance: . (.;g ’M(;r;’ e

AUDITOR'S MAME: Ernst & Young

AUDITOR'S SIGNATURE: 7m0 ..............................

STAMP AND SEAL OF AUDIT FIRM:

J%&ﬁﬁa\&ma @m

AUDIT FIRM ADDRESS:
Kenva-Re Towers,
Upperhill, Off Ragati Road,
P.O. Box 44286 - 00100,
iairobi, Kenya.

AUDIT FIRM TEL. NO. +254 20 2715300
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STATEMENT OF EXPENDITURE
FOR THE PERIOD ENDED 31 DECEMBER 2010
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in the

accounting |

preparation of the combined
Sasis of accounting

The siatement of expenditure (CDR) has been prepared on a ¢

accounting, Under this hasis of accounting, expenditure is recognize
3 = ¥

for rather than when incurred

roreign currency translation

Transactions denominated in currencies other than the reporting currency are
converted into the US doilars at the UN official exchange rate ruling at the date of
the transaction. The bhalance of the cash position at the end of the period is
translated into the US dollars at the UN official exchange rate ruling at the period
end. Exchange differences arising on the conversions are dealt with in the CDR.

Capital expenditure

Assets and eguipments are expensed in the yvear of acquisition.
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