REPORT OF THE AUDITOR-GENERAL ON KENYA NATIONAL LIBRARY SERVICE
FOR THE YEAR ENDED 30 JUNE, 2020

REPORT ON THE FINANCIAL STATEMENTS
Qualified Opinion

| have audited the accompanying financial statements of Kenya National Library Service
set out on pages 1 to 51, 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, in my opinion 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 the Kenya National Library 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 National Library Service Board Act, Cap 225 of the Laws of Kenya.

Basis for Qualified Opinion
1. Inaccuracies in the Financial Statements

The financial statements presented for audit on 30 September, 2020 were later revised
and presented on 13 May, 2021. However, the movement for some account balances
between the first set and the revised set of financial statement resulted to variances that
were not explained or supported by journals as shown below.

Amended

Financial Statements 2020 | Financial Statements 2020 Variances
Account ltem (Kshs.) (Kshs.) (Kshs.)
Employees Cost 622,568,973 623,108,973 (540,000)
General Expenses 108,794,066 108,894,476 (100,410)
Receivables From Non- 5,361,698 5,356,898 4,800
Exchange Transactions
Accumulated Fund 1,413,867,899 1,409,593,715 4,274,184

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

2. Property, Plant and Equipment

Note 26 to financial statements reflect property, plant and equipment balance of
Kshs.7,551,219,788 as at 30 June, 2020. However, the following unsatisfactory matters

were noted;
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() Included in the balance of Kshs.7,551,219,788 is an amount of
Kshs.3,250,508,500 in respect of land. However, the value of land excludes
amounts for 38 parcels of land of unknown value with partial or no ownership
documents.

(i)  The amount for buildings of Kshs.1,554,628,219, excludes buildings valued at
Kshs.203,601,300.

(i)  Kenya National Library Service (KNLS) Board was allocated a plot for library
development in Malindi in 1996 vide letter of allotment N0.149519/32 dated
12 June, 1996. After registration of the lease at Land Registry, Mombasa and
acquiring a duly registered land, L.R N0.10723 through Grant No. |.C 35584, it was
established that there were Jua Kali vendors who had encroached the land and
put up temporary structures on the site. Despite the Board writing an eviction order
to the Town Clerk, Malindi Municipality to remove those who had encroached the
land, no evictions had been done as at 30 June, 2020. The Library was operating
from rented premises.

(iv)  The Kibera Community Library received a complaint from Ministry of Lands on
14 February, 2012 to the effect that land allocated to them vide letter of allotment
Ref: 209163/1X/56 dated 29 December, 2006 was not fully built up, thereby
encouraging illegal occupation where bars and posho mills had been erected
becoming a nuisance to the Community and the Library. The activities also partially
blocked vehicles access to the library itself. As at 30 June, 2020, the illegal
occupants had not yet been evicted.

(v) The Service had not tagged its assets as a measure to safeguard them against
misappropriations and therefore it was not possible to identify assets belonging to
the institution. Instead the Service had resorted to mark its assets using a marker
pen.

Under the circumstances, the completeness and accuracy of property, plant and
equipment amount of Kshs.7,551,219,788 could not be confirmed. The security of the
encroached land was also doubtful.

3. Undepreciated Book Stock

The statement of financial position reflects stock of books amounting to
Kshs.1,069,391,350 which in turn include Kshs.88,220,238 being donations of 74,250
books. However, as previously reported, the Service did not subject the books (assets)
to depreciation charge in line with the requirements of IPSAS 17.

Further, the figure of withdrawn books of Kshs.6,664,299 could not be verified as no board
of survey was constituted for stock take but instead the Library relied on data from
respective heads verification exercise that was not supervised.

Consequently, the authenticity of the stock of books worth Kshs.1,069,391,350 could not
be confirmed.
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4. Receivables
4.1. Unconfirmed Receivables from Exchange Transactions

Note 22 to the financial statements reflects Kshs.10,684,753 being receivables from
exchange transactions. Included in this amount is Kshs.12,618,090 in respect of trade
debtors out of which Kshs.4,332,414 had been outstanding for over 365 days. The
Service did not avail evidence that efforts were being made to recover these debts.

Further, included in receivables amount of Kshs.12,618,090 is Kshs.707,590 being
outstanding rental income from facilities. However, it was noted that the entity has no
policy which outline rates to be used on hiring/renting out halls for their branches and
therefore, the debt of Kshs.707,590 could not be measured accurately and reliably.

The rental debt of Kshs.10,684,753 as disclosed on Note 22 to the financial statements
is exclusive of Kshs.37,185,480 being amount owed by the State Department for Culture
and Heritage for office space they occupy on 4% floor, 5™ floor and 6™ floors at the rate of
Kshs.3,098,790 per month.

In the circumstances, the accuracy and completeness of the receivables from exchange
transactions balance of Kshs.10,684,753 as at 30 June, 2020 could not be confirmed.

4.2. Doubtful Receivables from Non-Exchange Transactions

The statement of financial position as at 30 June, 2020 reflects an amount of
Kshs.5,356,898 in respect to receivables from non-exchange transactions. Included in
this amount is Kshs.4,739,682 related to staff debtors out of which an amount of
Kshs.3,232,024 relates to imprest, salary overpayment, and salary advance held by
officers who had since left the organization and they were outstanding for over 365 days.
No plausible explanation was given as to why the Service could not recover the debts
while these officers were still in service.

In the circumstances, the recoverability of debts amounting to Kshs.3,232,024 is doubtful.
5. Trade Payables from Exchange Transactions

Note 29 to the financial statements reflects trade payables from exchange transactions
amount of Kshs.255,360,810. Included in this amount is Kshs.789,519 payables to a
communication company that was supposed to install biometrics for the entity in Buruburu
Library. The Biometric was installed in June, 2016 but had not been commissioned due
to non-integration with the human resource management information system software as
per the specifications therein. However, the installation process was not completed
according to the contract agreement and the project has delayed for over three years. No
reasonable explanation was given as to why the completion has been delayed.

In the circumstances, the accuracy and completeness of the trade payables from
exchange transactions balance of Kshs.251,091,428 as at 30 June, 2020 could not be
confirmed.
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The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the Kenya National Library 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 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 for combined recurrent and
development reflected actual receipts of Kshs.1,759,998,348 against budgeted amount
of Kshs.1,761,991,550 resulting to under collection of Kshs.1,993,202.

Similarly, the statement of comparison of budget and actual amounts reflected actual
expenditure of Kshs.1,389,957,037 against budgeted amount of Kshs.1,761,991,550
resulting to under expenditure of Kshs.372,034,513 or 21%, an indication that goals and
objectives of the Service were not achieved as planned. It was explained that the under
expenditure was due to the effects of COVID-19.

2. Unresolved Prior Year Matter - Delayed Project-Completion of National Library
and Headquarters

As previously reported, the construction of the proposed National Library and
Headquarters was awarded to building and civil engineering contractors on 2 March, 2012
at contract sum of Kshs.2,055,200,200 and was to be completed by April, 2016. The
completion date was later revised to 20 March, 2020. On 30 May, 2017, a project financial
appraisal No.3 was performed by Consultants revised the final costs of the project to
Kshs.2,409,876,499 due to delayed completion of the project which led to increase of the
contract sum by Kshs.354,676,299 or 17%. A review of the progress report as at 30 June,
2020 revealed that the cost had escalated to Kshs.2,568,172,544 resulting to a variation
of Kshs.512,972,344 or 24.9% and the project was yet to be completed.

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, | confirm that, nothing has come to my attention to cause me to believe that
public resources have not been applied lawfully and in an effective way.
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Basis for Conclusion

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 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 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
Service’s ability to continue 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.

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
following the authorities which govern them, and that public resources are applied in an
effective way.

Those charged with governance are responsible for overseeing the Service’s financial
reporting process, reviewing the effectiveness of how the entity monitors compliance with
relevant legislative and regulatory requirements, ensuring that effective processes and
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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.

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
Service 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:

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

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 Service’s
ability to continue to sustain 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 Service to cease to
continue to sustain services .

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.

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

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

04 April, 2022
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