REPORT OF THE AUDITOR-GENERAL ON KENYA FOREST SERVICE FOR THE
YEAR ENDED 30 JUNE, 2022

PREAMBLE
| draw your attention to the contents of my report which is in three parts:

A. Report on the Financial Statements that considers whether the financial statements
are fairly presented in accordance with the applicable financial reporting framework,
accounting standards and the relevant laws and regulations that have a direct effect
on the financial statements.

B. Report on Lawfulness and Effectiveness in Use of Public Resources which considers
compliance with applicable laws, regulations, policies, gazette notices, circulars,
guidelines and manuals and whether public resources are applied in a prudent,
efficient, economic, transparent and accountable manner to ensure Government
achieves value for money and that such funds are applied for the intended purpose.

C. Report on Effectiveness of Internal Controls, Risk Management and Governance
which considers how the entity has instituted checks and balances to guide internal
operations. This responds to the effectiveness of the governance structure, the risk
management environment and the internal controls, developed and implemented by
those charged with governance for orderly, efficient and effective operations of the
entity.

An unmodified opinion does not necessarily mean that an entity has complied with all
relevant laws and regulations and that its internal controls, risk management and
governance systems are properly designed and were working effectively in the financial
year under review.

The three parts of the report are aimed at addressing the statutory roles and
responsibilities of the Auditor-General as provided by Article 229 of the Constitution, the
Public Finance Management Act, 2012 and the Public Audit Act, 2015. The three parts of
the report, when read together constitute the report of the Auditor-General.

REPORT ON THE FINANCIAL STATEMENTS
Qualified Opinion

| have audited the accompanying financial statements of Kenya Forest Service set out
on pages 1 to 49, which comprise of the statement of financial position as at
30 June, 2022, and the statement of financial performance, statement of changes in
equity, 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
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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, the financial position
of the Kenya Forest Service as at 30 June, 2022, 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 Forest Conservation
Management Act, 2016 and the Public Finance Management Act, 2012.

Basis for Qualified Opinion
1. Property, Plant and Equipment

The statement of financial position and as disclosed in Note 25 to the financial statements
reflects property, plant and equipment balance of Kshs.1,680,267,343 . However, the
following anomalies were noted in the balances;

(i) As previously reported the financial statements reflect property, plant and equipment
balance of Kshs.1,632,319,276 out of which a balance of Kshs.890,201,139 relates
to the value of buildings owned by the Service in various locations. However, the
amount excludes unspecified value of rangers’ houses that were constructed and
donated to the Service by China Roads and Bridges Company. Further, contrary to
the requirements of IPSAS 17, the land on which these buildings are erected had not
been valued and disclosed separately in the last seven years.

(i) Kenya Forest Service acquired all the assets of the former Forest Department
including land vide legal notice No.151 of 2008 published in the Kenya Gazette
Supplement No. 28 of 28 November, 2008. However, out of the two hundred and
sixty-five (265) gazetted forest blocks owned by Kenya Forest Service with an
acreage of 2,585,526.44 hectares, only seventy-seven (77) blocks have title deeds
while the rest lacked title deeds.

(i) Included in the acreage of land of 2,585,526.44 hectares is land of an undetermined
acreage with ongoing ownership court cases between the Service and private parties.

(iv) There was illegal encroachments and excisions on forest land in various parts of the
country of which a total of 555.9 hectares were illegally acquired by private parties in
Kipkabus, Tingwa and Ngong forest. Further, in Uasin Gishu County, 29.5 hectares
of land had unlicensed operational installations while other parcels of land though
licensed remain unpaid by five institutions namely: Ministry of Energy, Kenya Airports
Authority, Nabkoi Water Project, Kapsaret Water Project and County Cemetry.
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(V) The Service has not valued its assets as required by IPSAS 17 Section 31 which
requires that revaluations should be carried out regularly, so that the carrying
amount of an asset does not differ materially from its fair value at the balance sheet
date.

In the circumstances, the accuracy, valuation and completeness of the property, plant
and equipment balance of Kshs.1,680,267,343 could not be confirmed.

2. Inaccuracies in the Statement of Changes in Net Assets

The statement of changes in net assets reflects capital fund balance of
Kshs.86,390,193,425 which includes fair value adjustments of biological assets amount
of Kshs.6,538,885,800 as the total changes in carrying amount of biological assets. This
is contrary to the provisions of IPSAS 27 paragraph 30 which requires changes in the
carrying amount of biological assets to be reported in the statement of financial
performance. Further, the capital funds balance of Kshs.86,390,193,425 includes capital
additions amount of Kshs.290,908,449 out of which an amount of Kshs.10,010,725
relates to assets procured in the year 2020/2021 and prior years which has been
erroneously included as additional capital during the year under review.

In the circumstances, the accuracy of the capital funds balance of Kshs.86,390,193,425
could not be confirmed.

3. Unsupported Receivables from Exchange Transactions

The statement of financial position and as disclosed in Note 21 to the financial statements
reflects receivables from exchange transactions balance of Kshs.605,449,477 which
includes long outstanding debts balance of Kshs.75,024,727 which are owed by
Government Agencies and Media houses whose transmitters are located within the
Service’s land. However, the license charges had not been paid as the license fee is said
to have been paid to the Government owned Kenya Broadcasting Corporation (KBC).

Further, the balance excludes amounts receivable from the defunct Ministry of Sports and
Kenya National Highways Authority of Kshs.10,000,000 and Kshs.77,666,204,
respectively. However, both KENHA and defunct Sports Ministry have not recognized the
receivables as payables in their respective financial statements.

In addition, and as previously reported, the statement of financial position reflects
plantation balance of Kshs.1,221,251,092 as debt on harvested forest plantation which
has not been disclosed in the financial statements thus understating the receivables from
exchange transactions.

In the circumstances, the accuracy and completeness of the receivables from exchange
transactions balance of Kshs.605,499,477 could not be confirmed.

4. Inaccuracies in Cash and Cash Equivalents

The statement of financial position and as disclosed in Note 20 to the financial statements
reflects cash and cash equivalents balance of Kshs.330,519,562 held in various banks.
However, certificates of bank balance, reconciliation statements and cashbooks
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presented for audit revealed amounts of Kshs.1,096,425, Kshs.5,120,264 and
Kshs.2,521 in respect of KFS Water Tower Donor Account, KFS Water Tower Euro
Account and KFS JICA — Cadep Account respectively which differed significantly with the
amounts reflected in the respective projects’ account balances of Kshs. Nil,
Kshs.4,554,065 and Kshs.52,526, respectively.

Further, two bank accounts held by the Service reflect over drawn balances of
Kshs.1,145,662 and Kshs.204,091, contrary to Regulation 82(7) of the Public Finance
Management (National Government) Regulations, 2015.

In the circumstances, the accuracy and completeness of cash and cash equivalents
balance of Kshs.330,519,562 could not be confirmed.

Unsupported Expenditure on Drilling of Boreholes

The statement of financial position as disclosed in Note 25 to the financial statements
reflects property, plant and equipment balance of Kshs.1,680,267,343 which includes
roads, boreholes and civil works amount of Kshs.106,742,373 out of which an amount of
Kshs.10,530,231 relates to drilling of boreholes in three (3) Counties. However, Board
minutes to confirm the approval, progress reports and expenditure support documents
were not provided for audit.

In the circumstances, the accuracy and completeness drilling of boreholes expenditure
amounting to Kshs.10,530,231 could not be confirmed.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the Kenya Forest 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
Unresolved Prior Year Issues

In the audit report of the previous year, several issues were raised in the Report on
Financial Statements, Report on Lawfulness and Effectiveness in Use of Public
Resources and Effectiveness of Internal Controls and Risk Management. However, the
Management has not resolved all the issues or given any explanation for failure to adhere
to the provisions of the Public Sector Accounting Standards Board and the National
Treasury Circular Ref. AG.3/88/ Vol. Ill (21) dated 11 May, 2022 on year end closing
procedures.
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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, 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
1. Long Outstanding Imprests

The statement of financial position reflects receivables from non-exchange transactions
balance of Kshs.41,641,117 which further includes temporary imprest balance of
Kshs.5,670,925. Review of imprest records revealed that imprest amounting to
Kshs.4,456,985 were not surrendered by the end of the financial year. This is contrary to
Regulation 93(5) of the Public Finance Management (National Government) Regulations,
2015 which states that a holder of a temporary imprest shall account or surrender the
imprest within 7 working days after returning to duty station.

In the circumstances, Management was in breach of the law.
2. Non-Compliance with the Public Finance Management Regulations, 2015

Note 6(b) to the financial statements reflects an amount of Kshs.71,573,515 recognized
in the Capital Fund which includes additional assets balance of Kshs.10,085,627 which
were committed after 31 May. This is contrary to Regulation 51(1) of the Public Finance
Management (National Government) Regulations, 2015 which states that all
commitments for supply of goods or services shall be done not later than 31 May each
year except with the express approval of the accounting officer in writing. No written
approval from the accounting officer was provided for audit.

In the circumstances, Management was in breach of the law.

3. Employees Acting for More Than Six Months

The statement of financial performance and Note 13 to the financial statements reflects
an amount of Kshs.4,331,803,024 in respect of employee cost. Included in the employees’
cost is an amount of Kshs.2,907,134 paid as special duty allowance and Kshs.661,505
being acting allowance. Further, the Service incurred expenditure totalling to
Kshs.1,531,386 as acting and special duty allowance on seven (7) employees who had
acted for more than six months.

This is contrary to Section 34(3) of the Public Service Commission Act, 2017 which states
that an officer may be appointed in an acting capacity but not exceeding a period of six
months.

Report of the Auditor-General on Kenya Forest Service for the year ended 30 June, 2022
5



In the circumstances, Management was in breach of the law.
4. Breach of Agreement

The Service entered into an agreement with the Friends of Karura Community Forest
Association (FKCFA) on 1 February, 2013 for a period of 5 years. The primary purpose
of the agreement was to conserve the forest and allow non-consumptive and limited
consumptive sustainable uses of the forest in accordance with the strategic management
plan. In the year 2016, the Kenya Forest and Conservation Act, 2005 was amended which
necessitated drawing up an agreement to conform with provisions of the Act. In line with
the Act, a new agreement was signed dated 26 April, 2021 for a period of 20 years.
According to the Section 13 (c) of the Agreement all surplus revenue as per the annual
financial statements less funds committed to on-going or planned projects shall be
remitted to KFS at the end of the year. Review of documents revealed that the surplus as
per FKCFA audited financial statements amounted to Kshs.8,943,147 and
Kshs.4,736,105 for the year ended 31 March, 2021 and 31 March, 2022 respectively.
However, KFS did not receive the surplus.

In the circumstances, the value for money obtained from the agreement could not be
confirmed.

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

Weak Internal Controls on Revenue Collection System

Review of the Service revenue collection revealed that there was no integration between
revenue collection invoicing and receipting. Revenue is collected through M-pesa and
bank accounts. However, a system walkthrough revealed that receipts are manually
keyed in the system and the revenue recognition invoices are generated after receipting.
Further, a report from the system invoice did not disclose the original invoiced an amount
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of Kshs.2,006,660 but the system generated receipts revealed eight (8) transactions that
did not have receipt numbers.

In the circumstances, the effectiveness of the internal controls on revenue collection 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 effective
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 Board of Directors

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 controls 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 controls, risk management and overall governance.

In preparing the financial statements, Management is responsible for assessing the
Service’s ability to continue to sustain its services, disclosing, as applicable, matters
related to sustainability of services and using the International Public Sector Accounting
Standards - Accrual 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
in compliance with the authorities which govern them, and that public resources are
applied in an effective way.

The Board of Directors is responsible for overseeing the Service’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 controls 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 controls would not necessarily disclose all matters in the internal controls 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 controls 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:

¢ 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 controls.
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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 Service
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 Service to cease to
continue to sustain 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 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 controls 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

21 June, 2023
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