REPORT OF THE AUDITOR-GENERAL ON KENYA PLANT HEALTH
INSPECTORATE SERVICE FOR THE YEAR ENDED 30 JUNE, 2020

REPORT ON THE FINANCIAL STATEMENTS
Qualified Opinion

| have audited the accompanying financial statements of Kenya Plant Health Inspectorate
Service set out on pages 1 to 38, 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 the 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 Kenya Plant Health Inspectorate Service 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 Kenya Plant Health Inspectorate Service Act, 2012, Public Finance
Management Act, 2012 and the State Corporations Act, Cap 446 of the Laws of Kenya.

Basis for Qualified Opinion

1. Property, Plant and Equipment

Property, plant and equipment balance of Kshs.1,130,631,000 reflected in the statement
of financial position as at 30 June, 2020 includes eleven parcels of land valued at
Kshs.264,666,000 situated in Nakuru, Muguga, Kitale, Kabete, Embu, Karen and Kisumu.
Except for the parcels of land in Karen, Embu, Kabete and Kisumu, the Inspectorate
Service does not possess ownership documents for the other parcels.

As previously reported, out of the 125.3 hectares of land in Kitale held by third parties,
the Inspectorate Service has so far recovered 34.09 hectares while a balance of 91.21
hectares is still held by private developers or occupied by squatters.

Further, although the management has initiated the process of transferring the ownership
of Nakuru and Muguga parcels of land from KARLO (formerly KARI) to KEPHIS, it is not
clear when title documents will be obtained.

In the circumstances, the fair statement of property, plant and equipment balance of
Kshs.1,130,631,000 as at 30 June, 2020 cannot be confirmed .
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2. Long Outstanding Debtors

The statement of financial position reflects an amount of Kshs.115,951,000 under
receivables from exchange transactions and as disclosed under Note 21 to the financial
statements. The amount is net of a provision of Kshs.16,695,000. However, an aged
debtors’ analysis provided for audit reflects an amount of Kshs.28,317,115 as being over
a year and above, with some of the debtors being over three years old.

No reason was provided for failure to recover from the debtors as their accounts remain
active to date. The validity of the balances exceeding one year therefore remains doubtful.

In the circumstances, the recoverability of debtors amounting to Kshs.28,317,115 could
not be confirmed.

3. Unsupported Increase in Provision for Doubtful Debts

The statement of financial performance reflects an amount of Kshs.2,989,000 under
increase in the provision for doubtful debts, and as disclosed in Note 28 to the financial
statements. The amount includes Kshs.2,028,000 relating to additional provision in
doubtful debts in the year. However, no basis was provided for the additional provision in
doubtful debts.

Consequently, the accuracy of the financial statements could not be confirmed.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of Kenya Plant Health Inspectorate Service
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 judgement, are of most
significance in the audit of the financial statements. There were no key audit matters to
report in the year under review.

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 matter described in the Basis for Conclusion on Lawfulness and
Effectiveness in Use of Public Resources section of my report, | confirm that, nothing else

Report of the Auditor-General on Kenya Plant Health Inspectorate Service for the year ended 30 June, 2020
2



has come to my attention to cause me to believe that public resources have not been
applied lawfully and in an effective way.

Basis for Conclusion
Restriction of KEPHIS Inspections at the Entry and Exit Ports

The Government issued a circular intended to enhance efficiency and reduce duplication
of roles at the ports of entry and exit of Kenya. The Government Agencies and other
entities and stakeholders like importers, exporters and clearing agents, who had been
operating at the ports were grouped into five categories and a description of the process
of clearing imports and exports described.

Kenya Plant Health Inspectorate Service (KEPHIS) was grouped in Category 3:
Intelligence-led Operators. Category 3: Agencies undertake cargo related intervention
after making a formal request to the Head of the Lead Agency (Kenya Ports Authority) in
Category 2 using the Port of Entry Accountability Form.

This administrative arrangement may compromise the food safety measures as their
inspection is only possible if approved by the Kenya Ports Authority. The likelihood of
other agencies not prioritizing the flagging of consignments of phytosanitary concern is
very high because the mandate of protection of the country’s agriculture against pests
through phytosanitary certification do not fall within their jurisdiction.

Continued failure to include KEPHIS under Category 2 agencies creates the dangers
listed below to the Country;

(i) Exposure of the country to plants pests posing threat to agriculture and food
security that may lead to losses in yield, high costs of management, enhanced
international market phytosanitary restrictions among others.

(i)  Inadequate implementation of KEPHIS mandate.
(i)  Exposure of the phytosanitary risks associated with the plants, plant products.

(iv)  Risk of market loss upon trading partners realizing our weak system in regulating
imports and exports.

(v)  The Country could be in breach of the WTO-SPS agreement where Kenya is a
party to, thereby exposing the country to trade complaints where Phyto-certification
has not been issued by a duly certified competent authority.

(vi) Enhanced inspection regimes whenever Kenya's agricultural produce arrive in
foreign country may be put in place and restrictions on Kenyan produce may be
implemented.
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Further, Kentrade System give inadequate information on the consignment and cannot
be able to display content of the consignment in advance before clearance by category 2
Agencies. Previously, the Service could use Information from KWATOS, SIMBA and
ICMS that were able to give full details of the consignment before arrival of the ship.

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 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 governance were operating
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 those Charged with Governance

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 governance.

In preparing the financial statements, Management is responsible for assessing the ability
of Kenya Plant Health Inspectorate Service to sustain 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 Service or to cease
operations.
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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.

Those charged with governance are responsible for overseeing the financial reporting
process, reviewing the effectiveness of how the entity 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 ISSAIls 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.

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 ISSAIls. 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
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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 non-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 I|dentify 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 going concern 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 ability of Kenya Plant Health Inspectorate Service 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 Inspectorate to cease sustaining its services.

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 Kenya Plant Health Inspectorate Service 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.
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| 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.

CPA Nancy Gathungu, CBS
AUDITOR-GENERAL

Nairobi

26 January, 2022
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