REPORT OF THE AUDITOR-GENERAL ON KENYA MARINE AND FISHERIES
RESEARCH INSTITUTE FOR THE YEAR ENDED 30 JUNE, 2020

REPORT ON THE FINANCIAL STATEMENTS
Qualified Opinion

| have audited the accompanying financial statements of Kenya Marine and Fisheries
Research Institute set out on pages 1 to 25, which comprise the statement of financial
position as at 30 June, 2020, and the statement of financial performance, statement of
changes in net assets, statement of cash flows and statement of comparison of budget
and actual amounts for the year then ended, and a summary of significant accounting
policies and other explanatory information in accordance with the provisions of Article
229 of the Constitution of Kenya and Section 35 of the Public Audit Act, 2015. | have
obtained all the information and explanations which, to the best of my knowledge and
belief, were necessary for the purpose of the audit.

In my opinion, except for the effect of matters described in the Basis for Qualified Opinion
section of my report, the financial statements present fairly, in all material respects, the
financial position of the Kenya Marine and Fisheries Research Institute as at 30 June,
2020, and of its financial performance and its cash flows for the year then ended, in
accordance with International Public Sector Accounting Standards (Accrual Basis) and
comply with the Science and Technology Act, Cap 250 of the Laws of Kenya and the
Public Finance Management Act, 2012.

Basis for Qualified Opinion

1. Property, Plant and Equipment
1.1 Un-Surveyed Land and Lack of Ownership Documents

The Institute owns un-surveyed land located in Baringo, Sangoro and Mtwapa,
measuring 2.35 hectares, 0.7 hectares, and 13.4 acres, respectively. However, as
previously reported, the properties have not been valued or included in the reported
property, plant and equipment balance of Kshs.1,770,216,144 as at 30 June, 2020.
Further, other than allotment letters for the 2 parcels of land in Baringo, ownership
documents for the land parcels were not provided and Management reported that the
land in Mtwapa was encroached on before the transfer from the Kenya Agricultural
Research Institute (KARI) was complete.

1.2 Sale of the Kongowea Land

As previously reported, the Institute on 26 January, 2007 sold the Kongowea parcel of
land LR No. 6034/1/MN-Kongowea Mombasa, measuring approximately 1.998 hectares
valued at Kshs.22.8 million to a private developer at a price of Kshs.15,020,000. However,
the title was transferred to the purchaser before the Institute received full amount of the
sale price. In addition, the lawyer who received the money on behalf of the Institute on
26 March, 2009 did not remit the same to the Institute until 2010/2011 financial year when
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he transmitted Kshs.13,444,923, leaving a balance of Kshs.1,575,077 and any interest
accrued for the period the funds were held. Further, the selling price of Kshs.15,020,000
was below the market value of Kshs.22,800,000, resulting to a probable loss of
Kshs.7,780,000. As at 30 June, 2020, the balance of Kshs.1,575,077 had not been
remitted to the Institute.

No explanation was provided for the transfer of property before receiving full
consideration and also why the property was sold below market value.

1.3 Loss of Deep-Sea Observatory Rover

As disclosed in Note 22 to the financial statements, the reported property, plant and
equipment balance of Kshs.1,770,216,144 includes an amount of Kshs.531,106,878 in
respect of research vessels. The research vessels included a deep-sea observatory
rover acquired at a cost of Kshs.13,242,599 in 2018/2019 financial year. However, the
equipment was not physically verified as it was reportedly lost in the deep sea and the
loss reported at a local police station on 16 July, 2019. As of February, 2021, the
equipment had not been traced.

Under the circumstances, the accuracy, existence and completeness of property, plant
and equipment balance of Kshs.1,770,216,144 could not be confirmed.

2. Cash and Cash Equivalents

The statement of financial position reflects cash and cash equivalents balance of
Kshs.418,024,098 which, as disclosed under Note 19 to the financial statements,
includes cash in hand of Kshs.306,247. However, the cash in hand balance included
Kshs.165,112 being cash held at Baringo station which differed with the nil balance
reflected in the cash count certificate. Although Management explained that the money
was stolen from the station’s cash office, no evidence of the action taken against the
officer responsible or that the incident was reported to the Police was provided for audit
verification.

In the circumstances, the accuracy and existence of the reported cash in hand balance
of Kshs.306,247 could not be confirmed.

3. Doubtful Receivables from Former Staff

The statement of financial position reflects a balance of Kshs.241,983,352 under
receivables from non-exchange transactions which, as disclosed in Note 20 to the
financial statements, includes medical advances amounting to Kshs.5,248,071. However,
the medical advances includes an amount of Kshs.1,455,416 in respect of advances to
staff who have since left the Institute and could not be traced. Management indicated that
the officers passed on before recoveries were made.

Consequently, recoverability of the receivables from non-exchange transactions balance
of Kshs.1,455,416 from former staff could not be confirmed.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the Kenya Marine and Fisheries Research
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Institute Management in accordance with ISSAI 130 on Code of Ethics. | have fulfilled
other ethical responsibilities in accordance with the ISSAI and in accordance with other
ethical requirements applicable to performing audits of financial statements in Kenya. |
believe that the audit evidence | have obtained is sufficient and appropriate to provide a
basis for my qualified opinion.

Key Audit Matters

Key audit matters are those matters that, in my professional judgment, are of most
significance in the audit of the financial statements. There were no key audit matters to
report in the year under review.

Other Matter
1. Budgetary Control and Performance

The statement of comparison of budget and actual amounts reflects a final revenue
budget and actual revenue on comparable basis of Kshs.1,723,162,292 and
Kshs.2,252,784,212 respectively resulting to an over-funding of Kshs.529,621,920 or
31% of the budget. Similarly, the Institute had an approved expenditure budget of
Kshs.1,701,167,292 against an actual expenditure of Kshs.2,219,171,201, resulting to
an overall over expenditure of Kshs.518,003,909 or 30%. The over-funding and over-
expenditure occurred mainly due to receipts of Kshs.618,257,500 from the State
Department of Fisheries and the Blue Economy to undertake marine stock assessment,
an expenditure item which had not been provided for in the budget for 2019/2020
financial year.

2. Unresolved Prior Year Audit Matters

As disclosed under the progress on follow up of auditor's recommendations section of
the financial statements, several matters reported in the prior year remained unresolved
as at 30 June, 2020.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC
RESOURCES

Conclusion

As required by Article 229(6) of the Constitution, based on the audit procedures
performed, except for the matters described in the Basis for Conclusion on Lawfulness
and Effectiveness in Use of Public Resources sections of my report, | confirm that,
nothing else has come to my attention to cause me to believe that public resources have
not been applied lawfully and in an effective way.

Report of the Auditor-General on Kenya Marine and Fisheries Research Institute for the year ended 30 June, 2020
3



Basis for Conclusion
1. PV Doria Operationalization Expenses

As reported previously, records provided for audit review indicated that in the financial
year 2018/2019, the Institute had a budget of Kshs.627,597,545 for research
programmes, out of which a total of Kshs.116,594,000 was budgeted for PV Doria
operationalization expenses. However, an amount of Kshs.37,886,770 of the funds were
transferred to the State Department for Fisheries under unclear circumstances and
expenditure returns from the State Department of Fisheries were not provided for audit
verification.

Consequently, the propriety of the expenditure and compliance with Section 54(1) of the
Public Finance Management (National Government) Regulations, 2015, which prohibits
payments made out of funds earmarked for specific activities for purposes other than
those activities, could not be confirmed.

2. Construction of Shimoni Office and Laboratory Block - Use of Force Account

As previously reported, in 2018/2019 financial year, an amount of Kshs.12,058,463 was
incurred on the construction of Shimoni office and laboratory through force account
method. Records indicated that the Institute tendered and awarded the works to a
contractor but the contract was later cancelled and the works done by casuals. This was
done contrary to Section 109 of the Public Procurement and Asset Disposal Act, 2015
which states that, ‘a procuring entity may use force account by making recourse to the
state or public officers and using public assets, equipment and labour which are
competitive and where quantities of work involved are small and scattered or in remote
locations for which qualified construction firms are unlikely to tender at reasonable price
and the quantities of works cannot be defined in advance.’

There was no justification for use of force account as Shimoni is not a remote area and
several firms had responded to the advertisement and were willing to work in the area.
Although the Management has indicated that the contract was cancelled because the
guotes received were high, the conditions for use of force account method were not met
including supervision of the work by the Engineers from the Public Works Department.

3. Procurement of Research Vessels Equipment

As reported in the previous year, the statement of financial position as at 30 June, 2019
reflected a balance of Kshs.1,734,161,109 under property, plant and equipment which,
as disclosed in Note 20 to the financial statements, included an amount of
Kshs.281,613,777 in respect of research vessels equipment bought during the financial
year 2018/2019. However, a review of the procurement documents revealed the
following anomalies:
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3.1 Use of Wrong Tender Documents

The Institute issued International Competitive Bidding (ICB) tender document instead of
National Competitive Bidding (NCB) as per the advertisement placed in a local daily
newspaper dated 16 January, 2019 and the Kenya Marine Fisheries Research Institute
website, contrary to Section 58(1) of the Public Procurement and Asset Disposal Act,
2015 which requires public entities to use the standard documents from the Public
Procurement Regulatory Authority.

3.2 Omission of Confidential Business Questionnaire Form

The Confidential Business Questionnaire Form as per the standard documents issued
by the Public Procurement Regulatory Authority was missing in the tender documents.
Instead, the Management used a form titled ‘bidders’ information form’ which does not
provide information on the nature of business, registration certificate, value of business,
names of directors and their nationalities.

3.3 Excess Payments on Inland Transportation

Instructions to bidders Clause 15.7 (Price Schedule) included cost of inland
transportation and other services required in the purchaser’s country to convey the goods
to their final destination. However, records availed for audit review indicated that the
Institute incurred unexplained additional expenditure of Kshs.2,433,627 on inland
transportation and other services. Consequently, the validity of expenditure of
Kshs.2,433,627 on inland transportation could not be confirmed.

In view of the foregoing matters, the Management was in breach of the law.

The audit was conducted in accordance with ISSAI 4000. The standard requires that |
comply with ethical requirements and plan and perform the audit to obtain assurance
about whether the activities, financial transactions and information reflected in the
financial statements are in compliance, in all material respects, with the authorities that
govern them. | believe that the audit evidence | have obtained is sufficient and
appropriate to provide a basis for my conclusion.

REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT
AND GOVERNANCE

Conclusion

As required by Section 7(1)(a) of the Public Audit Act, 2015, based on the audit
procedures performed, | confirm that, nothing has come to my attention to cause me to
believe that internal controls, risk management and overall governance were not
effective.

Basis for Conclusion

The audit was conducted in accordance with ISSAI 2315 and ISSAI 2330. The standards
require that | plan and perform the audit to obtain assurance about whether processes
and systems of internal control, risk management and overall governance were operating
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effectively, in all material respects. | believe that the audit evidence | have obtained is
sufficient and appropriate to provide a basis for my conclusion.

Responsibilities of Management and the Board

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with International Public Sector Accounting Standards (Accrual
Basis) and for maintaining effective internal control as Management determines is
necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error and for its assessment of the effectiveness
of internal control, risk management and overall governance.

In preparing the financial statements, Management is responsible for assessing the
Institute’s ability to continue to sustain it services, disclosing, as applicable, matters
related to sustainability of services and using the applicable basis of accounting unless
Management is aware of the intention to terminate the Institute or to cease its operations.

Management is also responsible for the submission of the financial statements to the
Auditor-General in accordance with the provisions of Section 47 of the Public Audit Act,
2015.

In addition to the responsibility for the preparation and presentation of the financial
statements described above, Management is also responsible for ensuring that the
activities, financial transactions and information reflected in the financial statements are
in compliance with the authorities which govern them, and that public resources are
applied in an effective way.

The Board of Management is responsible for overseeing the Institute’s financial reporting
process, reviewing the effectiveness of how the Institute monitors compliance with
relevant legislative and regulatory requirements, ensuring that effective processes and
systems are in place to address key roles and responsibilities in relation to governance
and risk management, and ensuring the adequacy and effectiveness of the control
environment.

Auditor-General’s Responsibilities for the Audit

The audit objectives are to obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement, whether due to fraud or error,
and to issue an auditor’s report that includes my opinion in accordance with the provisions
of Section 48 of the Public Audit Act, 2015 and submit the audit report in compliance with
Article 229(7) of the Constitution. Reasonable assurance is a high level of assurance, but
is not a guarantee that an audit conducted in accordance with ISSAIs will always detect
a material misstatement and weakness when it exists. Misstatements can arise from fraud
or error and are considered material if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions of users taken on the basis
of these financial statements.
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In addition to the audit of the financial statements, a compliance audit is planned and
performed to express a conclusion about whether, in all material respects, the activities,
financial transactions and information reflected in the financial statements are in
compliance with the authorities that govern them and that public resources are applied in
an effective way, in accordance with the provisions of Article 229(6) of the Constitution
and submit the audit report in compliance with Article 229(7) of the Constitution.

Further, in planning and performing the audit of the financial statements and audit of
compliance, | consider internal control in order to give an assurance on the effectiveness
of internal controls, risk management and governance processes and systems in
accordance with the provisions of Section 7(1)(a) of the Public Audit Act, 2015 and submit
the audit report in compliance with Article 229(7) of the Constitution. My consideration of
the internal control would not necessarily disclose all matters in the internal control that
might be material weaknesses under the ISSAIs. A material weakness is a condition in
which the design or operation of one or more of the internal control components does not
reduce to a relatively low level the risk that misstatements caused by error or fraud in
amounts that would be material in relation to the financial statements being audited may
occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions.

Because of its inherent limitations, internal control may not prevent or detect
misstatements and instances of hon-compliance. Also, projections of any evaluation of
effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the
policies and procedures may deteriorate.

As part of an audit conducted in accordance with ISSAIs, | exercise professional
judgement and maintain professional skepticism throughout the audit. | also:

e Identify and assess the risks of material misstatement of the financial statements,
whether due to fraud or error, design and perform audit procedures responsive to
those risks, and obtain audit evidence that is sufficient and appropriate to provide a
basis for my opinion. The risk of not detecting a material misstatement resulting from
fraud is higher than for one resulting from error, as fraud may involve collusion,
forgery, intentional omissions, misrepresentations, or the override of internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by the Management.

e Conclude on the appropriateness of the Management'’s use of the applicable basis of
accounting and, based on the audit evidence obtained, whether a material
uncertainty exists related to events or conditions that may cast significant doubt on
the Institute’s ability to continue to sustain its services. If | conclude that a material
uncertainty exists, | am required to draw attention in the auditor’s report to the related
disclosures in the financial statements or, if such disclosures are inadequate, to
modify my opinion. My conclusions are based on the audit evidence obtained up to
the date of my audit report. However, future events or conditions may cause the
Institute to cease to continue to sustain its services.
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e Evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent the
underlying transactions and events in a manner that achieves fair presentation.

e Obtain sufficient appropriate audit evidence regarding the financial information and
business activities of the Institute to express an opinion on the financial statements.

e Perform such other procedures as | consider necessary in the circumstances.

| communicate with the Management regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies
in internal control that are identified during the audit.

| also provide Management with a statement that | have complied with relevant ethical
requirements regarding independence, and to communicate with them all relationships
and other matters that may reasonably be thought to bear on my independence, and
where applicable, related safeguards.

SRS Sty

CPA Nancy Gathungu CBS
AUDITOR-GENERAL

Nairobi

16 November, 2021
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