REPORT OF THE AUDITOR-GENERAL ON VETERINARY MEDICINES
DIRECTORATE FOR THE YEAR ENDED 30 JUNE, 2020

REPORT ON THE FINANCIAL STATEMENTS

Adverse Opinion

| have audited the accompanying financial statements of Veterinary Medicines
Directorate set out on pages 1 to 23, 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, because of the significance of the matters discussed in the Basis for
Adverse Opinion section of my report, the financial statements do not present fairly,
the financial position of the Veterinary Medicines Directorate 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 do not
comply with the Veterinary Surgeons and Veterinary Para-professionals Act (The
Veterinary Medicines Directorate) Regulations, 2015 and the Public Finance
Management Act, 2012.

Basis for Adverse Opinion

1. Differences Between the Figures in the Financial Statements and the Trial
Balance

The financial statements reflects current liabilities of Kshs.469,901. This balance
however differ with the figure reflected in the trial balance of Kshs.473,901. No
reconciliations or explanations were provided for the resulting variance of Kshs.4,000

Consequently, the accuracy and completeness of the current liabilities balance could
not be confirmed.

2. Differences Between the Figures in the Financial Statements and
Supporting Schedules

The schedules provided to support the employee costs of Kshs.5,647,108 and use of
goods and services of Kshs.2,092,664 differ with the related account figures of
Kshs.5,617,108 and Kshs.2,562,565 reflected in the financial statements by
Kshs.30,000 and Kshs.469,901, respectively.

In the circumstances, the accuracy and completeness of employee costs and use of
goods and services expenditure could not be confirmed.
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3. Differences Between the Figures in the Statement of Financial
Performance Comparative Figures and Notes to the Financial Statements

The statement of financial performance comparative figures under rendering services
of Kshs.58,626,476, employee costs of Kshs.11,668,135 and council remuneration
of Nil balance differs with corresponding figures in Notes 7, 8 and 9 to the financial
statements of Kshs.58,227,457, Kshs.9,135,932 and Kshs.2,532,203 respectively. No
reconciliation or explanation was provided for these variances.

In the circumstances, the accuracy and completeness of the statement of financial
performance comparative figures could not be confirmed.

4. Differences Between the Figures in the Statement of Financial Position and
Notes to the Financial Statements

The statement of financial position reflects cash and cash equivalents of
Kshs.208,903,459 and current liabilities of Kshs.469,901, while corresponding Notes
14 and 13 to the financial statements reflects balances of Kshs.209,373,360 and
Kshs.473,901, respectively. The resulting differences of Kshs.469,901 and
Kshs.4,000, respectively were not reconciled or explained.

Consequently, the accuracy and completeness of the cash and cash equivalent and
current liabilities in the statement of financial position could not be confirmed.

5. Difference Between the Figures in the Statement of Financial Position and
the Statement of Changes in Net Assets

The statement of financial position reflects total net assets and liabilities of
Kshs.218,541,205. However, this balance differs with an amount of Kshs.219,015,088
reflected in the statement of changes in net assets by Kshs.473,883. The resulting
difference was not reconciled or explained

In the circumstances, the accuracy and completeness of the statements of financial
position and changes in net assets respectively, could not be confirmed.

6. Discrepancies in the Employees’ Costs

The statement of cash flows reflects an amount of Kshs.5,617,108 under employees’
costs and as disclosed in Note 8 to the financial statements. However, the
comparative figure of Kshs.11,672,117 differs with same Note figure of
Kshs.9,135,932 and the statement of financial performance figure of Kshs.11,668,135.
These discrepancies were not reconciled or explained.

In the circumstances, the accuracy and completeness of employee costs of
Kshs.5,617,108 could not be confirmed.
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7. Wrong Treatment of Cash Flows from Financing Activities

The statement of cash flows reflects an amount of Kshs.469,901 under cash flows
from financing activities. However, the amount was treated as a deduction instead of
an addition. No explanation was provided for this anomaly.

Consequently, the accuracy and completeness of the statement of cash flows for the
year ended 30 June, 2020 could not be confirmed.

8. Undisclosed Revenue

The bank reconciliation statement in support of the cash and cash equivalent balance
of Kshs.208,903,459 as at 30 June, 2020 reflects cumulative receipts into the
Directorate’s bank accounts of Kshs.3,910,432 and Kshs.6,531,114 relating to the
Kenya shillings and dollar accounts respectively, for the period between
4 February, 2020 to 30 June, 2020. However, these receipts relate to fees and charges
due to the Directorate and collected through Kentrade but were not recorded as part
of revenue for the year ended 30 June, 2020. No reason was given for failure by the
Directorate to record and disclose the amounts all totalling to Kshs.10,111,546.as part
of the Directorate’s revenues for the year then ended.

Consequently, the accuracy and completeness of the total revenue of
Kshs.105,214,981 could not be confirmed.

9. Unsupported Foreign Exchange Gains

The statement of financial performance and as disclosed in Note 23 to the financial
statements reflects an amount of Kshs.2,074,700 under foreign exchange gains.
However, no workings were provided to show how the amount was arrived at.

Consequently, the validity, completeness and accuracy of the foreign exchange gain
of Kshs.2,074,700 could not be ascertained.

10. Omitted Contribution in Kind by Seconded Employees

The statement of financial performance reflects employee costs of Kshs.5,617,108
and as disclosed in Note 8. Some of the employees of the Directorate are seconded
from the parent ministry, and all their salaries and allowances are paid by the Ministry.
However, their contribution in kind during the year under review was not quantified
and disclosed in the financial statements. No explanation was provided for omission
in this respect.

In the circumstances, the accuracy and completeness of employee costs of
Kshs.5,617,108 could not be confirmed.
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11. Uncaptured Prepaid Training Costs

The statement of financial performance for the year ended 30 June, 2020 reflects
under use of goods and services expenditure totalling Kshs.2,562,565, which as
disclosed in Note 12 to the financial statements includes an amount of Kshs.175,000
relating to training costs.

Available information indicate that the amount was paid to Kenya School of
Government during the year under review but had not been utilized for training as at
30 June, 2020. However, the un-utilized amount was not apportioned and captured
as a prepayment.

Consequently, the accuracy and completeness of the use of goods and services
expenditure of Kshs.2,562,565 as at 30 June, 2020 could not be confirmed.

12. Anomalies in the Bank Reconciliation Statements

A review of the bank reconciliation statements in support of the cash and cash
equivalent balance of Kshs.209,373,360 and as disclosed in Note 14 revealed stale
cheques amounting to Kshs.236,650, that had been outstanding for more than a year.
No reason was given for failure to reverse the stale cheques in the cash books.

In addition, the reconciliation statement reflects total payments amounting to
Kshs.66,620 in bank statements but not yet recorded in the cashbook. Further, the
bank reconciliation statements reflect total receipts of Kshs.13,636,754 appearing in
the bank statements but not yet recorded in the cashbooks.

Under the circumstances, the accuracy and completeness of the cash and cash
equivalents balance could not be confirmed.

13. Lack of an Updated Fixed Assets Register

The statement of financial position and as disclosed in Note 17 to the financial
statements reflects a balance of Kshs.9,029,746 under property plant and equipment
as at 30 June, 2020. However, the Directorate in the year under review, did not
maintain a fixed asset register clearly showing important details of various property,
plant and equipment such as nature of the asset, acquisition date, cost, depreciation
rate, amount, disposals, serial numbers, location and condition. Further, detailed
analysis and ledger supporting the depreciation charge of Kshs.2,817,582 as
disclosed under Note 17 to the financial statements were not provided for audit review.

Consequently, the completeness and accuracy of the property, plant and equipment
balance of Kshs.9,029,746 could not be confirmed.

14. Understatement of Current Liabilities

The statement of financial position reflects current liabilities of Kshs.469,901. However,
this balance does not include an amount of Kshs.790,426 payable to a former Chief
Executive Officer as top up salary and house allowance, and which arose from a Court
Award in respect of Case No0.457 of 2016 delivered in the High Court at Nairobi
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Constitutional and Human Rights Division on 29 September, 2017 Further, no action
appears to have been taken to either appeal the decision of the High Court or settle
the award which is likely to attract interest.

Consequently, the accuracy and completeness of the current liabilities of
Kshs.469,901 could not be confirmed.

15. Undisclosed Pending Litigations

Review of litigation records revealed that the Directorate is involved in several cases.
However, no details were provided disclosing the nature, cause or progress of the
cases in the financial statements. Therefore, any potential impact that these cases
may have on the Directorate could not be ascertained. In addition, no disclosure or
provisions have been made in these financial statements in this respect.

In the circumstances, the completeness and disclosure of the pending litigations in the
financial statements could not be confirmed,

The audit was conducted in accordance with International Standards of Supreme
Audit Institutions (ISSAIs). | am independent of the Veterinary Medicines Directorate
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 adverse 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.

Other Matter

Budgetary Control and Performance

A review of the statement of comparison of budget and actual amounts for the year
ended 30 June, 2020 revealed final total budget of Kshs.51,300,000 against actual of
Kshs.107,289,681 resulting to overfunding of Kshs.55,989,681.Similarly, the
Directorate spent Kshs.11,777,335 against approved budget of Kshs.51,300,000
resulting to under expenditure of Kshs.39,522,665 or 77% of the budget. This is an
indication that the Directorate did not execute most of its intended activities for the
year under review, which in turn implies that the stake holders were denied the much-
needed services.

Further, the detailed budget items provided for audit verification did not match the
actual expense lines and thus it was not possible to perform analytical review on item
basis. In addition, the material variances were not explained by way of Notes under
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the statement of comparative budget and actual amounts as required under the
reporting guidelines issued by the Public Sector Accounting Standards Board.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC
RESOURCES

Conclusion

As required by Article 229(6) of the Constitution, because of the significance of the
matters discussed in the Basis for Adverse Opinion, Basis for Conclusion on
Lawfulness and Effectiveness in Use of Public Resources and Basis for Conclusion
on Effectiveness of Internal Controls, Risk Management and Governance sections of
my report, based on the audit procedures performed, | confirm that public resources
have not been applied lawfully and in an effective way.

Basis for Conclusion

1. Wasteful and Nugatory Expenditure

The Directorate moved to new premises at Pest Control Products Board (PCPB)
building in Loresho in January, 2018 at quarterly rent agreement inclusive of service
charge amounting to Kshs.2,452,113 for a 2-year period.

However, no Board resolution approving the relocation from Directorate of Veterinary
Services premises where the Directorate was paying no rent to the new premises was
provided for audit review. Further, no reason was given by Management to move the
Directorate to the new premises.

Consequently, it was not possible to confirm the regularity and value for money for the
expenditure incurred of Kshs.2,452,113 for the two years rent.,

2. Long Outstanding Imprest

The statement of financial position reflects staff advances of Kshs.608,000 as
disclosed in Note 16 to the financial statements.. A review of the Directorate’s records
revealed that the balance comprised of two imprest amounts of Kshs.482,800 and
Kshs.125,200, issued on 20 November, 2019 and 25 February, 2020, respectively.
The total amount had been issued to one member of staff. No reason was provided
for issuing multiple imprest to the member of staff or for failure to have the imprest
surrendered.

2.1. Irregular Issuance of Group Imprest and to Casuals

Further, a review of imprest records revealed that the Directorate issued group imprest.
An analysis of sampled records revealed that a total of Kshs.2,795,300 was issued as
group imprest while other imprest amounting to Kshs.119,040 were issued to casuals.

The issuance of group imprest means that individuals could be issued with multiple
imprests before surrendering earlier imprests.
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This is contrary to Section 92(4)(b) and (5) of the Public Finance Management
Regulations, 2015 which states that ‘before issuing temporary imprest the Accounting
Officer shall ensure that— the applicant has no outstanding imprest and that a holder
of a temporary imprest shall account or surrender the imprest within 7 working days
after returning to duty station’

The Management is therefore in breach of the Act.

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, because of the
significance of the matters discussed in the Basis for Adverse Opinion, Basis for
Conclusion on Lawfulness and Effectiveness in Use of Public Resources and Basis
for Conclusion on Effectiveness of Internal Controls, Risk Management and
Governance sections of my report, based on the audit procedures performed, | confirm
that, internal controls, risk management and overall governance were not effective.

Basis for Conclusion

1. Lack of Strategic Plan and Key Policy Manuals

The Directorate did not have in place a strategic plan and finance, accounting, ICT
and human resources policy manuals to guide operations during the year under review.

To the extent, the operations of the strategic plans and the effectiveness of key policy
manuals could not be confirmed.

2. Lack of Enterprise Wide Risk Management (ERM)
The Directorate did not have a well-documented Enterprise Wide Risk Management
Policy in place to guide effectively the enterprises risk management processes at large.

In the circumstances, the effectiveness of risk management policy and risk
management processes could not be confirmed.

3. Lack of Internal Audit Function and Audit Committee

The Directorate did not have an internal audit function and audit committee in place
to review and appraise its existing internal controls, with a view to enhancing the
Directorate’s operational efficiency, governance and compliance. As a result, there
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were no internal audit charter and internal audit manual, and internal audit report for
the year under review.

Consequently, the effectiveness of internal controls and risk management could not
be confirmed.

4. Lack of Accounting System and Controls

The Directorate did not operate a petty cash reimbursement system. Cash survey was
not done at the end of the year and thus, no board of survey report was provided for
audit verification.

Further, the ledger accounts were maintained on an excel software hence, susceptible
to errors and manipulations. The accounting, inventory control and human resource
processes are mainly manual and this may also lead to errors and manipulation in the
records.

In the circumstances, the efficiency of the accounting controls and processes of the
Directorate could not be confirmed

5. Other Administrative and Governance Issues

5.1 The current Chief Executive Officer (CEO) of the Directorate has been holding
the position on an acting capacity basis. No reasons were given for the delay in
appointing a substantive CEO. The Directorate has had three acting Chief Executive
Officers (CEQ’s) since its inception in 2018. The first two had been appointed by the
Principal Secretary for State Department for Livestock while the current CEO was
appointed by the Cabinet Secretary Ministry of Agriculture, Livestock, Fisheries and
Cooperatives. It is not clear who between the two had Authority to appoint an CEO.

5.2 The Directorate’s approved organizational structure and staff establishment was
not provided for audit review.

5.3 The Directorate does not have staff of its own despite having an approved staff
cost budget of Kshs.9.8 Million and relies mainly on the Council Members and other
staff on secondment from the parent ministry for operations.

5.4 There are only three permanent staff who are on secondment from the State
Department for Livestock and who report to the Directorate of Veterinary Services
Director, who also doubles up as the Directorate’s Chair.

Consequently, the lack of a substantive Chief Executive Officer and approved staff
establishment may impair staff independence and impartiality in executing their
functions.

6. Lack of Appointment letters for Bank Signatories

A review of approvals for signatories of the Directorates bank accounts revealed that
although the Directorate provided bank forms filled by the identified signatories for the
two bank accounts held with the National Bank of Kenya, there was no record to show
how the current bank signatories were appointed. Further, the Council Members are
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signatories to the bank accounts and perform more of the managerial duties than their
expected oversight and corporate governance roles

In the circumstances, the approval of bank signatories and validity of banking
transactions performed during the year could not be confirmed.

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 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 Council Members

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
Directorate’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 Directorate
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 in compliance with the authorities which govern them, and that public resources
are applied in an effective way.

The Council Members is responsible for overseeing the Directorate’s financial
reporting process, reviewing the effectiveness of how the 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.

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
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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 overall 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 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:

¢ |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.

« Evaluate the appropriateness of accounting policies used and the reasonableness
of accounting estimates and related disclosures made by the Management.
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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 Directorate’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 Directorate to cease to continue to sustain its 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 Directorate 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

08 February, 2022
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