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YEAR ENDED 30 JUNE, 2024

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

A. Report on 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 the 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 the
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, risk
management environment and internal controls, developed and implemented by those
charged with governance for orderly, efficient and effective operations of the entity.

A Qualified Opinion is issued when the Auditor-General concludes that, except for
material misstatements noted, the financial statements are fairly presented in accordance
with the applicable financial reporting framework. The Report on Financial Statements
should be read together with the Report on Lawfulness and Effectiveness in the Use of
Public Resources, and the Report on Effectiveness of Internal Controls. Risk
Management and Governance.

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 55 which comprise of the statement of financial position as at
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30 June, 2024 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.

Basis for Qualified Opinion
1. Long Outstanding Receivables
1.1 Un-Surrendered Imprest

The statement of financial position reflects receivables from exchange transactions
amount of Kshs.87,315,934 as disclosed in Note 23 to the financial statements. Included
in the balance is amounts of Kshs.36,760,733, Kshs.27,226,029 and Kshs.18,742,232
all totalling Kshs.82,728,994 for zonal control account for development and recurrent and
temporary imprest. All these amounts had not been surrendered or account for the
individual expenditure amounts and were not expended under their respective
expenditure items

In the circumstances, accuracy and completeness of the receivables of Kshs.82,728 994
could not be confirmed

1.2 Long Outstanding Receivables

The statement of financial position reflects receivables from exchange transactions
amount of Kshs.1,996,915,786 as disclosed in Note 22 to the financial statements. The
amount includes Kshs.371,778,783 which has been outstanding for more than one year
and no recent demand letters for settlement of the debts or any action taken were
provided for audit.

In the circumstances, accuracy, completeness and recoverability of the receivables
amounting to Kshs.371,778,783 could not be confirmed.

2. Outstanding VAT Liability

The statement of financial position reflects withheld taxes amount of Kshs.1,742,245,763
as reflected in Note 33 to the financial statements. This is an decrease of
Kshs.396,611,469 when compared with the previous year amount of
Kshs.2,138,857,232. However, the interest accruing from the non-remittance of the taxes
has not been included in the amount.

In the circumstances, the accuracy and completeness of the withheld taxes amount of
Kshs.1,742,245,763 could not be confirmed.
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sewer line through Ngong forest. The license was granted but the works were halted due
to stakeholder complains. The amount was not refunded to the Agency and has not been
disclosed as a liability.

In the circumstances, the accuracy and completeness of the trade and other payables
from exchange transactions balance of Kshs.462,072,146 could not be confirmed.

The audit was conducted in accordance with International Standards for Supreme Audit
Institutions (ISSAls). | am independent of the Kenya Forest Service (KFS)Management
in accordance with ISSAI 130 on the Code of Ethics. | have fulfiled 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.

Emphasis of Matter

Budgetary Control and Performance

The statement of comparison of budget and actual amounts reflects final receipts budget
and actual receipts on comparable basis of Kshs..10,495,300,000 and
Kshs.10,222,413,125 respectively resulting to an under-funding of Kshs.272,886,875 of
the budget. Similarly, the Service spent Kshs.10,003,333,536 against actual receipts of
Kshs.s.10,222,413,125 resulting to an under-expenditure of Kshs.219,079,589 of the
actual receipts.

The under-funding and under-expenditure affected the planned activities and may have
impacted negatively on service delivery to the public.

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. report. There were 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 on the Report on the
Financial Statements, Report on Lawfulness and Effectiveness in Use of Public
Resources and Report on Effectiveness of Internal Controls, Risk Management and
Governance. However, Management has not resolved the issues by 30 June, 2024 or
provided reasons for the delay in resolving the outstanding issues as required by the
Public Sector Accounting Standards Board Reporting template.
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Other Information

The Management is responsible for the other information set out on page iii to xxviii which
comprise of Key Entity Information and Management, Key Management Team,
Chairman’s Statement, Report of the Chief Conservator of Forests, Statement of
Performance Against Predetermined Objectives for the year, Corporate Governance
Statement, Management Discussion and Analysis, Environmental and Sustainability
Reporting, Report of the Directors, Statement of Directors Responsibilities. The Other
Information does not include the financial statements and my audit report thereon.

In connection with my audit on the Institute’s financial statements, my responsibility is to
read the other information and in doing so, consider whether the other information is
materially inconsistent with the financial statements or my knowledge obtained in the audit
or otherwise appears to be materially misstated. If based on the work | have performed, |
conclude that there is a material misstatement of this Other Information, | am required to
report that fact. | have nothing to report in this regard.

My opinion on the financial statements does not cover the Other Information and
accordingly, | do not express an audit opinion or any form of assurance thereon.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN THE USE OF PUBLIC
RESOURCES

Conclusion

As required by Article 229(6) of the Constitution, based on the audit procedures
performed, except for the effect of the matters described in the Basis for Conclusion on
Lawfulness and Effectiveness in the 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. Delay in Roll Out of Financial Management Services

Review of the rollout of the system revealed that the account receivables payment system
to be integrated to the Financial Management System was to be rolled out to thirty-six
(36) forest stations. To date, only ten (10) of the targeted stations have been integrated
to the financial system and it is not clear how long the system will take to be fully rolled
out as outlined below;

i. Whereas there was finance work flow procedures and finance and accounting
manual, there was no documented and approved procedure specifically for
electronic funds transfers in the work flow procedure or in the finance procedure
manual.
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ii. Atthe closure of financial years, there are several un-surrendered items evidenced
by the balances in the Zonal Control Account for both development and recurrent
running balance from previous years. There is no strict guideline /deadline set on
how long the financial management system should remain open after the closure
of the financial year. This reduces the time available to prepare financial statement
and to review befare the submission deadline

iii. Inadequate mechanism to monitor cash management in field office bank accounts
for one hundred and fifteen (115) bank accounts held by AIE holders in the field
offices. Monthly bank reconciliations are submitted to finance and accounts
department on monthly basis alongside cash book extract and bank statement.
There was no evaluation of information in the bank reconciliation in relation to the
zonal control account held in the financial management system. No analysis of
bank reconciliations and documents attached as dash board of field financial
operations to inform the finance manager on the cash management status in the
field offices to enable ease of decision making.

Iv. Underutilization of Financial Management System (FMS) and bank online platform
for efficiency the service operates online banking for all the bank accounts held in
the headquarters. bank statements are obtained from the bank online and the
Service maintains financial management system cash book. Bank reconciliations
are still done manually which leads to delays. Further, data capture of all
expenditures incurred for both the integrated stations and non-intergraded as at
the year ended 30th June 2024, had not been finalized three months down the
line.

In the circumstances, value for money on the delayed finalization of the end year closure
procedures and non-rollout of the financial management system could not be confirmed.

2. Unfair Dismissal of Staff

Review of the human resource documents provided for audit revealed that there were
thirty-six (36) cases of staff dismissals. Thirteen (13) members of staff were reinstated
after the disciplinary committees of the board and the ministry ruled that the dismissal
was unprocedural. However, there was no evidence of due diligence done on the part of
the Service’s human resource and legal departments to determine the legality in the
dismissal of some of the reinstated staff. Additionally, there were other three (3) cases in
court over unfair dismissal

In the circumstances, there is possibility of incurring expenditure as compensation in the
event the court rules in favour of the dismissed staff and the capacity of the human
resource and legal departments to advice the Management on the processes of dismissal
of staff could not be confirmed.
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3. Unsustainable High Wage Bill

The statement of financial performance reflects employee costs amount of
Kshs.5,686,606,439 as disclosed in Note 13 to the financial statements. Comparison of
the Service payroll amounting to Kshs.5,686,606,439 against revenue amount of
Kshs.9,339,875,989 revealed that the Service wage bill was at 61% instead of the
recommended 35%. This was contrary to Regulation 26 (1) (a)(b) of the Public Finance
Management Regulations, 2015 which stipulates National Government Entities
compensation of employee’s expenditure should not exceed a maximum of thirty-five

percentage of revenue.

4. Long Outstanding Legal Cases, Arbitration and Compensation Packages

Note 12 to the financial statements under use of goods and services reflects an amount
of Kshs.3,077,687,944 which includes legal dues, arbitration and compensation
packages amount of Kshs.24,037,056. In the financial year under review, a total of one
hundred and seventy-nine (179) legal cases were reported. Some of the cases date far
back to year 2008 with ten (10) cases which are sixteen (16) years old still unresolved.
The cases range from evictions from forest land, unauthorized settlement on forest land,
irregular gazettement of community land, sale of land marked as forest area, court orders
and injunctions, accidents involving KFS vehicles among others.

In the prevailing circumstances, the Legal Department of the Service has not clearly
outlined policies, approaches and ways of countering some of the cases with the intention
of getting them cleared fast enough to enable the operations of the Service to be carried
on without much interference. Further, all fees payable to the external counsel or
consultant paid were not approved and authorized by the Attorney General.

5. Irregular Expenditure on Legal Expenses

The statement of financial performance reflects use of goods and services amount of
Kshs.3,077,687,944 as disclosed in Note 12 to the financial statements. Included in the
amount is Kshs.24,037,056 incurred on legal expenses, out of which an amount of
Kshs.8,175,009 was incurred on payment to the affected persons (plaintiff) for cases
whereby the Service did not appear in court to argue against the plaintiff.

In the circumstances, the regularity and value for money of the amount incurred amount
of Kshs.8,175,009 could not be confirmed.

The audit was conducted in accordance with ISSAI 3000 and ISSAI 4000. The standards
require 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 comply 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.
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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 effects of the matter 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 governance were not effective.

Basis for Conclusion

Understaffing in the Service

Review of the approved staff establishment provided for audit revealed that the
approved staff establishment provides for the optimal staff level at eight thousand, two
hundred and seventy-nine (8,279), however the staff available are six thousand, six
hundred and thirty-two (6,632) leading to a shortage of one thousand, six hundred and
forty-seven (1,647). Further, the staff were unevenly placed as some positions or
departments had excess number of staff while others had fewer than required number of
staff.

In the circumstances, efficiency and effectiveness in delivery of services to the public
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 controls, 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 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 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 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 applicable basis of accounting unless
the Management is aware of the intention to terminate the Service or to cease its
operations.
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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
comply 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 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.

Auditor-General’s Responsibilities for the Audit

My responsibility is to conduct an audit of the financial statements in accordance with
Article 229(4) of the Constitution, Section 35 of the Public Audit Act, 2015 and the
International Standards for Supreme Audit Institutions (ISSAls). The standards require
that, in conducting the audit, | obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatements, whether due to fraud or error
and to issue an auditor's report that includes my opinion in accordance with Section 48
of the Public Audit Act, 2015. Reasonable assurance is a high level of assurance but is
not a guarantee that an audit conducted in accordance with IFPP will always detect a
material misstatement 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 conducting the audit, Article 229(6) of the Constitution also requires that | express a
conclusion on whether or not 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 addition, |
consider the entity's control environment 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.

Further, | am required to submit the audit report in accordance with Article 229(7) of the
Constitution.
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Detailed description of my responsibilities for the audit is located at the Office of the
Auditor-General's website at: https://www.oagkenya.go.ke/auditor-generals-
responsibilities-for-audit/. This description forms part of my auditor’'s report.

FCP;%MA. cBS

AUDITOR-GENERAL

Nairobi

30 December, 2024
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