REPORT OF THE AUDITOR-GENERAL ON BANDARI MARITIME ACADEMY FOR
FOURTEEN MONTHS PERIOD ENDED 30 JUNE, 2020

REPORT ON THE FINANCIAL STATEMENTS
Qualified Opinion

| have audited the accompanying financial statements of Bandari Maritime Academy
set out on pages 36 to 75, which comprise of the statement of financial position as at
30 June, 2020, 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 period 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 effects of the matter 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 Bandari Maritime Academy as at 30 June, 2020,
and of its financial performance and its cash flows for the period then ended, in
accordance with International Public Sector Accounting Standards (Accrual Basis) and
comply with the State Corporations Act, Cap 446 and the Public Finance Management
Act, 2012.

Basis for Qualified Opinion
1. Unsupported Service Fees (Tuition Fees)

As disclosed in Note 7 to the financial statements, the statement of financial
performance for the fourteen (14) months period ended 30 June, 2020 reflects revenue
from exchange transactions balance of Kshs.26,119,518 out of which an amount of
Kshs.24,092,150 relates to service fees (tuition fees). However, the tuition fees was
not supported detailed students list.

Further, information available indicated that the Kenya Ports Authority collected fees
amounting to Kshs.19,729,000 which was disclosed in the Authority’s financial
statements for the year ended 30 June, 2020 but the same was not disclosed in the
Academy’s financial statements. This is contrary to Legal Notice No. 233 Paragraph
22 which provides that, ‘all funds which immediately before the coming into operation
of the order which were held on behalf of Bandari College shall by virtue of the sub
paragraph be vested in the academy.’

In addition, admission records provided for audit indicated that twenty-three (23)
students were admitted for long-term courses during the period under review. However,
caution fees amount of Kshs.10,000 paid by each student amounting to Kshs.230,000
was classified as service fees revenue instead of refundable deposits.

Consequently, the accuracy and completeness of services fees (tuition fees) of
Kshs.24,092,150 for the fourteen (14) months period ended 30 June, 2020 could not
be confirmed.
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2. Unsupported Employee Costs

As disclosed in Note 9 to the financial statements, the statement of financial
performance for the fourteen (14) months period ended 30 June, 2020 reflects
employees’ costs amounting to Kshs.29,778,910 which constitutes a balance of
Kshs.1,156,518 paid as casual wages. However, examination of records revealed that
the Academy engaged twenty-four (24) casual workers but signed attendance register
indicating details of the casual workers and when they were engaged were not
provided for audit review.

Further, the balance includes daily subsistence allowances amounting to
Kshs.17,338,926 out of which an amount of Kshs.6,794,700 was not supported by
invitation or approval letters to attend activities or meetings, details or purpose of the
official travels, evidence of travel, workplans and reports or minutes of meetings.

Consequently, the propriety and validity of expenditure amounting to Kshs.7,951,218
included under employees’ costs for the fourteen (14) months period ended
30 June, 2020 could not be confirmed.

3. Bandari Maritime Academy Expenditure

The statement of financial performance for fourteen (14) months period ended
30 June, 2020 reflects total expenses balance of Kshs.177,206,146. Information
available indicated that Kenya Ports Authority had also spent an amount of
Kshs.191,008,710 in respect of the Academy’s operations during the same period.
However, the expenditure had not been recognized in the Academy’s books of
accounts.

Consequently, the accuracy and completeness of total expenses of Kshs.177,206,146
fourteen (14) months period ended 30 June, 2020 could not be confirmed.

4. Unsupported Inventories

As disclosed in Note 14 to the financial statements, the statement of financial position
reflects inventories balance of Kshs.5,233,077 as at 30 June, 2020. However, the
balance was not supported by a stock-take certificate indicating the specific stock
items, quantity, value and location of the inventories as at 30 June, 2020. Further, the
supporting general ledger indicated inventories balance of Kshs.5,589,735 resulting to
a variance of Kshs.356,658 between the two sets of records which has not been
explained or reconciled.

Consequently, the existence and accuracy of the balance Kshs.5,233,077 reflected in
the statement of financial position as at 30 June, 2020 could not be confirmed.

5. Property, Plant and Equipment

As disclosed in Note 15 to the financial statements, the statement of financial position
as at 30 June, 2020 reflects property, plant and equipment balance of
Kshs.1,489,773,937. However, examination of records revealed that assets valued at
Kshs.1,526,964,840 were donated by Kenya Ports Authority to the Academy but
handing over reports were not provided for audit review to confirm the assets donated
to the Academy. No documentary evidence was provided for audit review to show how
the values were determined.
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Further, available information indicated that ownership documents for the donated
assets have not been surrendered to the Academy but the assets continue to be
disclosed in the Authority’s financial statements. It could not be ascertained whether
the assets acquired through a non-exchange transaction were initially measured at
their fair value as at the date of acquisition.

Under the circumstances, the accuracy, completeness and ownership of property,
plant and equipment balance of Kshs.1,489,773,937 as at 30 June, 2020 could not be
confirmed.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the Bandari Maritime Academy 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
Budgetary Control and Performance

The statement of comparative budget and actual amounts reflects final receipts budget
and actual on comparable basis of Kshs.285,500,000 and Kshs.275,372,866,
respectively resulting to an under-funding of Kshs.10,127,134 or 4% of the budget.
Similarly, the Academy expended Kshs.177,206,146 against an approved budget of
Kshs.285,500,000 resulting to an under-expenditure of Kshs.108,293,854 or 38% of
the budget, an indication that the Academy did not undertake some of the planned
activities during the period under review and may therefore not have realized its
anticipated objectives and strategic goals.

The underperformance affected the planned activities and may have impacted
negatively on service delivery to the public.

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 section of my report, | confirm that,
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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.

Basis for Conclusion
Operations Without an Approved Budget

The statement of comparison of budget and actual amounts for the year under review
reflects a revenue budget of Kshs.285,500,000 and total expenditure budget of the
same amount. However, no documentary evidence to show the approval of the budget
was provided for audit review. This is contrary to Section 68(2)(j) of the Public Finance
Management Act, 2012 which requires an accounting officer of a National Government
entity to submit estimates of a public entity which is a state corporation to the Cabinet
Secretary responsible for that state corporation who, after approving it, shall forward
it to the National Secretary

Consequently, 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, except for the matters described in the Basis for Conclusion
on Effectiveness of Internal Controls, Risk Management and Governance section of
my report, | confirm that, nothing else has come to my attention to cause me to believe
that internal controls, risk management and overall governance were not effective.

Basis for Conclusion
Weaknesses in Internal Controls

Audit review of the Academy’s organizational and governance structure revealed that
Management had not established an Internal Audit Unit as required by Section 73 (1-
a) of the Public Finance Management Act, 2012 which states that, ‘every national
government entity shall ensure that it complies with this Act and (a) has appropriate
arrangements in place for conducting internal audit according to the guidelines of the
Accounting Standards Board.
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Further, although the Board of Directors has established an audit committee as
required by Section 73 (5) of the Public Finance Management Act, 2012, it has not
established the internal audit functions to ensure that there is an effective risk-based
audit plan and approved an internal audit charter for the Academy.

In addition, Management has not developed a risk management policy to guide on the
development of a risk management strategies, which include fraud prevention
mechanism; as well as a system of risk management and internal control that builds
robust business operations.

In the circumstances, the existence of strong internal controls and policies to guide the
Academy operations could not be established.

The audit was conducted in accordance with ISSAI 2315 and ISSAI 2330. The
standard requires that | plan and perform the audit to obtain assurance about whether
effective 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 the Board of Directors

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with International Public Sector Accounting Standards
(IPSAS) 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
effectiveness of internal control, risk management and overall governance.

In preparing the financial statements, Management is responsible for assessing
Academy’s ability to continue to sustain its 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 Academy or to cease
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
follow the authorities which govern them, and that public resources are applied in an
effective way in line with Article 229(6) of the Constitution of Kenya, 2010.

The Board of Directors is responsible for overseeing the Academy’s financial reporting
process, reviewing the effectiveness of how Management 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.
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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.

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 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 Identify and assess the risks of material misstatement of 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
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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 Academy’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 Academy to cease to continue 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 Academy 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.

CPA Nancy Gathungu, CBS
AUDITOR-GENERAL

Nairobi

08 February, 2022
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