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REPORT OF THE AUDITOR GENERAL ON NATIONAL QUALITY CONTROL 
LABORATORY FOR THE YEAR ENDED 30 JUNE, 2023 

 
PREAMBLE 
 

I 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  
 

Adverse Opinion 
  
I have audited the accompanying financial statements of National Quality Control 
Laboratory set out on pages 26 to 105, which comprise of the statement of financial 
position as at 30 June, 2023, and the statement of financial performance, statement of 
changes in net assets, statement of cash flows and the 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. I 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 National Quality Control Laboratory as at 30 June, 2023, and of its 
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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 Public Finance Management Act, 2012 and Section 35D of the Pharmacy and 
Poisons Amendment Act,1992. 
 

Basis of Adverse Opinion  
 

1.  Inaccuracies in the Financial Statements 
 

The financial statements presented for audit had the following presentation inaccuracies; 
 

1.1 The statement of financial performance reflects use of goods and services amount 
of Kshs.27,403,011 while the trial balance reflects Kshs.22,995,189 resulting to 
unreconciled variance of Kshs.4,407,822; 
 

1.2 The statement of financial position reflects total net assets balance of 
Kshs.3,519,469,271 while casting revealed Kshs.3,584,669,085 resulting to 
unexplained variance of Kshs.65,199,814; 

 

1.3 The statement of cash flows reflects cash and cash equivalent balance as at                          
30 June, 2023 of Kshs.6,139,602 while casting revealed Kshs.1,257,653 resulting 
to unreconciled variance of Kshs.4,881,949 and 

 

1.4 Note 33 to the financial statements on property, plant and equipment reflects Kshs. 
Nil opening net book value as at 1 July, 2022 while the 2021/2022 financial year 
audited financial statements reflects Kshs.55,836,318 resulting to unexplained 
variance Kshs.55,836,318.  

 

In the circumstances, the accuracy and completeness of the above balances included in 
these financial statements could not be confirmed. 
 

2. Inaccurate Recognition of Transactions 
 

The statement of financial performance reflects use of goods and services amount of 

Kshs.27,403,011 out of which Kshs.6,894,532 relates to chemicals and Kshs.567,425 

relates to general expenses incurred in previous years but disclosed in the current year 

while current year general expenses of Kshs.1,801,886 have been omitted. This was 

contrary to the accrual accounting principles, which requires transactions and events to 

be recognized when they occur, and not necessarily when cash is received or paid.  

 
In the circumstances, accuracy and completeness of use of goods and services amount 
of Kshs.27,403,011 could not be confirmed. 
 
3. Unconfirmed Receivables From Exchange Transactions Balance 
 

The statement of financial position reflects receivables from exchange transactions of 
Kshs.38,956,694 as disclosed in Note 29(b) to the financial statements. However, the 
following unsatisfactory matters were noted; 
 



Report of the Auditor General on National Quality Control Laboratory for year ended 30 June, 2023 

3 
 

i. Review of the debt movement schedule for sixty-two (62) debtors revealed 
receivables balance of Kshs.34,742,630 while the disclosed balance was 
Kshs.33,126,793 resulting to unreconciled variance of Kshs.1,615,837;  
 

ii. Two (2) debtors with a payable balance of Kshs.474,325 were disclosed as 
receivables at Kshs.644,200 resulting to unreconciled and explained variance 
Kshs.1,118,525; 

 

iii. The receivable balance includes Kshs.4,449,104 for three (3) debtors while 
confirmation through circularization revealed Kshs.746,440 resulting to 
unreconciled and explained variance Kshs.3,702,664; 

 

iv. Receivables from exchange transactions includes Kshs.18,900,233 which was not 
supported by invoices, certificates of analysis and customer ledgers indicating the 
services rendered. 
 

In the circumstances, the accuracy, completeness and recoverability of receivables from 
exchange transactions balance of Kshs.38,956,694 could not be confirmed. 
 

4. Unconfirmed Inventories Balance 
 

The statement of financial position reflects inventories balance of Kshs.42,067,221 as 
disclosed in Note 31 to the financial statements. However, stock cards indicating receipts 
and issuance of each stock item were not maintained and the inventories balance was 
not supported by signed inventory stock take report.  
 

In the circumstances, the accuracy and completeness of the inventories balance of 
Kshs.42,067,221 could not be confirmed. 
 
5. Unsupported Revalued Assets Balance 
 

Note 33 (b) to the financial statements reflects property, plant and equipment balance of 
Kshs.3,532,121,156 out of which Kshs.3,500,000,000 relates to two parcels of land 
measuring 9.558036 acres. It was noted that in the valuer’s assumptions each acre was 
valued at Kshs.450,000,000 translating to Kshs.4,301,116,200 but a final value was given 
at Kshs.3,500,000,000 resulting to unexplained variance of Kshs.801,116,200.  Further, 
the values of office furniture, equipment and intangible assets of Kshs.32,121,156 were 
not supported by valuation report and assumptions on how values were arrived at. This 
was contrary Paragraph 92 (c) of International Public Sector Accounting Standards 
(IPSAS) 17 which states that if a class of property, plant and equipment is stated at 
revalued amounts, the methods and significant assumptions applied in estimating the 
assets’ fair values shall be disclosed. 
 

In the circumstances, the accuracy and completeness of property, plant and equipment 
balance of Kshs.3,532,121,156 could not be confirmed. 

 

6. Unconfirmed Payments Received in Advance-Analysis Fee Balance 
 

Note 36 to the financial statements reflects payments received in advance – analysis fee 
balance of Kshs.33,820,334 out of which Kshs.16,241,121 was not supported by client 
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ledgers or evidence to show that the amount was received in the Laboratory’s bank 
account. Further, four (4) customers with a balance of Kshs.4,014,440 were circularized 
and confirmed a balance of Kshs.875,700 resulting to an unexplained variance of 
Kshs.3,138,740.  
 

In the circumstances, the accuracy and completeness of payments received in advance 
– analysis fee balance of Kshs.33,820,334 could not be confirmed 
 

The audit was conducted in accordance with International Standards of Supreme Audit 
Institutions (ISSAIs). I am independent of the National Quality Control Laboratory 
Management in accordance with ISSAI 130 on Code of Ethics. I 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. I believe 
that the audit evidence I have obtained is sufficient and appropriate to provide a basis for 
my adverse opinion. 
 

Emphasis of Matter 
 

Material Uncertainty Relating to Going Concern 
 

The statement of financial performance reflects a deficit of Kshs.12,651,885 from a deficit 
of Kshs.1,085,488 reported in financial year 2021/2022 leading to a decline in the revenue 
reserves by Kshs.13,737,373. In addition, the Laboratory has been reporting deficit for 
the last three (3) consecutive years and if the trend continues into the foreseeable future, 
the Laboratory may not be able to meet its obligations as and when they fall due.  
 

In the circumstances, the Laboratory’s sustainability of examining and testing health 
products is heavily dependent on continued support by the Government, donors and 
creditors.  
 

My opinion is not modified in respect of this matter. 
 

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 Audit Matters 
 

In the audit report of the previous year, several issues were raised under the Report on 
Financial Statements, Report on Lawfulness and Effectiveness in Use of Public 
Resources, and Report on Effectiveness of Internal Controls, Risk Management and 
Governance. However, the Management has not resolved the issues or given any 
explanation for failure to adhere to the provisions of the Public Sector Accounting 
Standards Board reporting templates. 



Report of the Auditor General on National Quality Control Laboratory for year ended 30 June, 2023 

5 
 

 

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 and Basis for Conclusion on 
Lawfulness and Effectiveness in Use of Public Resources sections of my report, based 
on the audit procedures performed, I confirm that public resources have not been applied 
lawfully and in an effective way.  
 

Basis for Conclusion  
 

1. Unapproved Over Expenditure  
 
The statement of comparison of budget and actual amounts reflects total expenditure of 
Kshs.65,374,815 against an approved budget of Kshs.51,300,000 resulting to 
unapproved over expenditure of Kshs.14,074,815. This was contrary to Regulation 43 (b) 
of the Public Finance Management (National Government) Regulations, 2015 which 
states that, “An Accounting Officer shall ensure that public funds entrusted to their care 
are properly safeguarded and are applied for purposes for only which they were intended 
and appropriated by the National Assembly;” 
 

In the circumstances, Management was in breach of law. 
 

2. Expired Inventories 
 

During the year under review, it was noted that expired chemicals amounting 
toKshs.2,119,247 were still being held in the stores, some having expired twelve (12) 
years back. This was contrary to Regulation 140(1) of the Public Finance Management 
(National Government) Regulations, 2015 which states that ‘Accounting Officer shall be 
responsible for the proper custody, care and use of government inventories under their 
control’. 
 
In the circumstances, Management was in breach of law. 
 
 
 
 
3. Long Outstanding Receivables 
 

Note 29 (b) to the financial statements reflects receivables from exchange transactions 
balance of Kshs.38,956,694 out of which Kshs.6,013,120 is owed by Kenya Medical 
Supplies Authority (KEMSA). The amount has been outstanding for more than sixteen 
(17) years but has not been recognized in KEMSA books of accounts. In addition, 
Kshs.25,598,599 are receivables outstanding for more than two (2) years with no agreed 
payment plan.  This was contrary to Regulation 83(2)(g) of the Public Finance 
Management (National Government) Regulations, 2015, which states that it is the 
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responsibility and duty of the accounting officer to pursue debtors with appropriate 
sensitivity and rigour to ensure that amounts receivable by the government are collected 
and banked promptly. 
 

In the circumstances, Management was in breach of law. 
 

4. Delayed Release of Tested Samples 
 

The statement of financial performance reflects rendering of services amount of 
Kshs.51,780,907 which is generated from testing samples and issuing certificates of 
analysis. The sample receiving register included four hundred and fifty-six (456) samples 
which were tested and certificates issued after the required timelines, with delays ranging 
from forty-eight (48) days to four hundred and seventy-seven (477) days. An additional 
ten (10) samples had not been tested for over one year after receipt. This was contrary 
to Paragraph 2.1 of the Guidelines for Submitting Samples to the National Quality Control 
Laboratory, 2017 which requires samples be tested within forty-two (42) working days 
from the date of receipt. 
 

In the circumstances, Management was in breach of law. 
 

5. Irregular Cash Purchases 
 

The statement of financial performance reflects use of goods and services amount of 
Kshs.27,403,011 as disclosed in Note 16 to the financial statements. The amount 
includes consumables of Kshs.1,563,675 being cash advanced to employees to purchase 
various items and which did not meet the set criteria on low value procurement. This was 
contrary to the second schedule (Threshold matrix under low value procurements) of the 
Public Procurement and Asset Disposal Regulations, 2020 which sets the maximum low 
value procurement at Kshs.50,000 per item per financial year.  
 

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

6. Lack of Assets Register 
 

Note 33 (b) to the financial statements reflects property, plant and equipment balance of 
Kshs.3,532,121,156 out of which Kshs.1,387,000 was for various assets which were 
aggregated without giving details of the individual asset name, tag number and specific 
asset location. It was therefore not possible to identify specific assets for physical 
verification. In addition, the property, plant and equipment balance excludes a list of one 
hundred and thirty (130) medical equipment of unknown value. Further, Management did 
not maintain an asset register detailing all assets contrary to Regulation 143(1) of the 
Public Finance Management (National Government) Regulations, 2015 which requires 
an Accounting Officer to maintain a register of assets under his or her control.  
 

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

7. Lack of an Imprest Register 
 

Note 16 to the financial statements reflect use of goods and services amount of 
Kshs.27,403,011. Included in this amount is travel, subsistence and other allowances of 
Kshs.6,807067 which relates to temporary imprests issued to staffs on different 
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occasions. However, during the year under review, the Laboratory did not maintain an 
imprest register indicating the staff details, imprest amount issued, date issued, due date, 
surrendered amount and the amount outstanding.  This is contrary to Regulation 91, 92 
and 93 of the Public Financial Management (National Government) Regulations, 2015 
which requires imprest be issued to employees which is to be surrendered within 7 days 
after return from the official duty. 
 

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

The audit was conducted in accordance with ISSAI 4000. The standard requires that I 
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. I believe that the audit evidence I 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 and Basis for Conclusion on 
Effectiveness of Internal Controls, Risk Management and Governance sections of my 
report, based on the audit procedures performed, I confirm that internal controls, risk 
management and governance were not effective.  
 
Basis for Conclusion  
 

Lack of Board of Directors 
 

The statement of financial performance reflects total expenses of Kshs.87,320,375. 
However, during the year under review the Laboratory operated without a Board of 
Directors which was revoked vide Gazette Notice No.8095 of 16 October, 2020 and no 
new board has been appointed for the last three (3) years. 
 

In the circumstances, the functions spelt out in Section 35G of the Pharmacy and Poisons 
Act Cap 244 were not performed and operations were undertaken without a supervisory 
organ.  
 
The audit was conducted in accordance with ISSAI 2315 and ISSAI 2330. The standards 
require that I 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. I believe that the audit evidence I 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 
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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 
Laboratory’s ability to continue 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 Laboratory 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, revenue 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 Laboratory’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. 
 

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 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 review of 
compliance, I consider internal control in order to give an assurance on the effectiveness 
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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 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 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 
policies and procedures may deteriorate. 
 

As part of an audit conducted in accordance with ISSAIs, I exercise professional 
judgement and maintain professional scepticism throughout the audit. I 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.  
 

 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 
Laboratory’s ability to continue to sustain its services. If I conclude that a material 
uncertainty exists, I 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 
Laboratory 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 Laboratory to express an opinion on the financial statements. 

 

 Perform such other procedures as I consider necessary in the circumstances. 
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I communicate with 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.  
 

I also provide Management with a statement that I have complied with relevant ethical 
requirements regarding independence and communicate with them all relationships and 
other matters that may reasonably be thought to bear on my independence and where 
applicable, related safeguards.  
 

 
 
FCPA Nancy Gathungu, CBS 
AUDITOR-GENERAL 
 
Nairobi 
 
06 February, 2024 


