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1.0

INTRODUCTION

I am required by Article 163(3) of the Constitution of the Republic of Uganda and

Section 13 and 19 of the National Audit Act 2008 to audit and report on the Public

Accounts of Uganda and of all public offices including the Courts, the Central and
Local Government Administrations, Universities and Public Institutions of like
nature and any Public Corporations or other bodies established by an Act of

Parliament.

Under Article 163 (4) of the Constitution, | am also required to submit to
Pariament by 31% March annually a Report of the Accounts audited by me for the
year immediately preceding. | am therefore issuing this report in accordance with

the above provisions.

This is Volume two of my Annual Report to Parliament and it covers financial
audits carried out on Central Government Ministries, Depatments, Agencies,
Universities, Uganda Missions abroad and the GOU Consolidated Financial
Statements. It also includes special audits undertaken upon requests by

Parliament and Cabinet.

In this introduction, | give an overview of the financial audit work carried out,
status of completion of the audits, and a summary of the audit opinions issued on

the financial statements of the entities audited.

Part 1l of this report presents the major general observations and cross cutting

issues arising from the results of the audits carried out.

In Part Ill, | present my findings and audit opinion on Government of Uganda
Consolidated Financial Statements and all the significant findings made on the
other audited entities i.e. Ministries, Agencies, Universities, Referral Hospitals and

Uganda Missions abroad.



1.1 STATUS OF COMPLETION OF AUDITS

1.1.1 Einancial audits
The Directorate of Central Government is responsible for the audits of 22
Ministries, 21 Departments, Commissions, Agencies; 28 Uganda Missions abroad;
7 Public Universities; 13 Referral Hospitals; Uganda Revenue Authority and the
Consolidated Government of Uganda Financi al
financial statements for the year ended 30" June 2009 were audited and audit

reports issued separately on each of them.

The status of completion of the audits is shown in the table below: -

Total Number of Accounts Audited
Accounts
Ministries 22 22
Departments, 21 21
Commissions, Agencies.
Missons/Embassies abroad | 28 28
Referral Hospitals 13 13
Public Universities 7 7
Uganda Revenue Authority | 1 1
GoU Consolidated Financiall 1 1
Statements
TOTAL 93 93

Out of 93 entities audited, 37 entities had unqualified opinions, 54 had qualified

opinions, 1 disclaimer of opinion and 1 had an Adverse opinion.

The table below provides a breakdown of the audit opinions issued. The basis
used to arrive at the audit opinion is described in the separate reports issued on
individual Ministries, Departments, Agencies, Missions/Embassies, Referral

Hospitals and Public Universities.



UNQUALIFIED OPINION

1 | Ministry of Internal Affairs 21 | Riyadh Mission
2 | Ministry of Energy and Mineral |22 | Geneva Mission
Development
3 | Ministry of Information and | 23 | Berlin Mission
communication technology

4 | Ministry of Tourism, Trade & Industry 24 | CanberraSydney

5 | Ministry of East Africa Affairs 25 | Gulu Referral Hospital

6 | Ministry of Public Service 26 | Soroti Referral Hospital

7 | Office of the President 27 | Mbarara Referrd Hospital

8 | Inspectorate of Government 28 | Kabale Referral Hospital

9 | Department of Public Prosecutions 29 | Masaka Referral Hospital

10 | Parliamentary commission 30 | Butabika Referral Hospital

11 | Health Service Commission 31 | Uganda Land Commission

12 | Judicial Service Commission 32 | Uganda Human Rights
Commission

13 | Public Service Commission 33 | Uganda Law Reform
Commission

14 | Local Govt Finance Commission 34 | NARO

15 | Uganda Blood Transfusion Services 35 | National Environment
Management
Authority(NEMA)

16 | Uganda Industrial Research Institute 36 | Education Service
Commission

17 | Uganda Aids Commission 37 | Beijing Mission

18 | Uganda Management Institute

19 | Mbarara University

20 | Makerere University Business School

QUALIFIED OPINIO N - EXCEPT FOR

1 | Ministry of Works and Transport 28 | Paris Mission

2 | Ministry of Foreign Affairs 29 | Tehran Mission

3 | Ministry of Lands and Housing 30 | New York Mission




4 | Ministry of Local Government 31 | Washington Mission

5 | Ministry of Justice 32 | London Mission

6 | Ministry of Gender, Labour and Social| 33 | Addis Abbaba Mission
Devt

7 | Ministry of Finance, Planning and| 34 | Lira Referral Hospital
Economic Development

8 | Ministry of Defence 35 | Mbale Referral Hospital

9 | Ministry  of  Agriculture,  Animal | 36 | Jinja Referral Hospital
Industry& Fisheries

10 | Ministry of Ethics and Integrity 37 | Arua Referral Hospital

11 | Ministry of Education & Sports 38 | Fort Portal Referral Hospital

12 | Ministry of Health 39 | Hoima Referral Hospital

13 | State House 40 | Mulago Hospital

14 | Office of the Prime Minister 41 | Water and Environment

15 | Uganda Police 42 | UNRA

16 | Uganda Prison 43 | Electoral Commission

17 | Judiciary 44 | Uganda Revenue Authority

18 | Tokyo Mission 45 | Treasury

19 | Tripoli Mission 46 | Makerere University

20 | Copenhagen Mission 47 | Kyambogo Uniersity

21 | Nairobi Mission 48 | Gulu University

22 | Dar-es-Salaam Mission 49 | Busitema University

23 | Abuja Mission 50 | Khartoum Mission

24 | Brussels Mission 51 | Kigali Mission

25 | Kinshasa Mission 52 | Moscow Mission

26 | Pretoria Mission 53 | Cairo Mission

27 | Ottawa Mission 54 | Juba Mission

DIS CLAIMER OF OPINION

1

New Delhi Mission

ADVERSE OPINION

1

Rome Mission
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1.2

Special Audit_s
Under Section 13 (2) and (3) of the National Audit Act, 2003, the President acting

in accordance with the advice of Cabinet; and Parliament or the Minister may

request my office to carry out special audits.

During the period under review, | carried out 8 special audits and these include;

¢ Relocation exercise of Uganda Broadcasting Corporation

e Implementation of 1 Phase Information and Communication Technology ICT
Backbone Project

¢ Review of the Makerere University Business Systems

¢ Uganda Police Force Estates Construction Projects and

¢ Review of the GOU Integrated Financial Management System (IFMS).

These were completed and reports issued. The findings have been incorporated in
the reports of their respective entities. The special audits relating to pension
arrears, Refund to Southern Range Nyanza, Police Payroll and the Unit Cost Study
of Education in Public Universities in Uganda were on-going and reports will be

issued in due course.

[T Audit (IEMS)

During the period under review, | also carried out a review of the GOU Integrated
Information Financial Management System (IFMS). The audit objective was to
evaluate the adequacy of the IFMS application controls and to determine the
extent of reliance that could be placed on them as an integral part of the financial
audit process. The second objective was to make a follow-up of the
recommendations made from the previous IFMS audits and to review the controls
and management of the database system supporting the IFMS application. A
separate report containing constructive comments and recommendations

regarding improving the controls was issued to the Accountant General.

PARTICIPA TION IN PUBLIC ACCOUNTS COMMITTEE MEETINGS

This office attended Public Accounts Committee meetings in which the Honorable
Members of the committee discussed my reports for the financial year ended 30™
June 2007 and 2008. In addition, from October 2009, t his office attended PAC



meetings where discussions relating to issues raised in my special audits (Financial
and Value for Money) on CHOGM activities wereheld. By the time of this report,
the CHOGM PAC meetings were still ongoing.
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21.2

GENERAL OBSERVATIONS
PROCUREMENT
The PPDAAct and Regulations 2003 together with the guidelines issued from time

to time by the Authority (PPDA) prescribe procedures for government entities to
follow while undertaking procurement and disp osal functions. Although compliance
with the procurement procedures has improved, the following areas require

further attention and improvements: -

Procurement planning

Regulation 96 of the Public Procurement and Disposal of Public Assets Regulations
requires a user department to prepare a multi annual, rolling work plan for
procurement based on the approved budget, which shall be submitted to the
procurement and disposal unit to facilitate orderly execution of annual
procurement activities. However, it was noted that a number of entities still lacked
approved procurement plans while others had the plans that were not
comprehensive. In addition according to a report by the PPDA, 47 entities under
Central Government had not submitted procurement plans for 2008/09 as at 28"
April, 2009.

As stated in my previous report, weaknesses in procurement planning increase the
risk of application of inappropriate procurement methods and unnecessary delays
in the procurement process which may lead to loss of public funds. Entities were
advised to strengthen their procurement planning systems to ensure that all
foreseeable procurement needs are adequately provided for within the annual

budgets to enhance the efficiency and effectiveness of the procurement function.

Correction of errors during bid Evaluation

Evaluation of bids is one of the critical stages of the procurement cycle in
government entities. The PPDA Regulations allow the evaluation committee to
correct any non conformity or omission in the bid that does not constitute a
material deviation and such omission may be quantified and the bid price adjusted

for evaluation purposes to reflect the price of the missing item(s). A review carried

7
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out on the correction of errors undertaken by the Evaluation Committees re vealed
that in some instances, correction of errors during bids evaluation led to
substantial increases in bid prices. In some cases, corrections resulted in bid prices
exceeding t he eorthé bidipece By sebstantialnamaduets(in some
instances more than 100%) and the bidders ended up still winning the contracts

awards.

Although the regulations allow the evaluation committee to correct errors on bids
during the evaluation, there is no limit provided beyond which the bid price cannot
be varied. It was noted that lack of guidance on this limit renders the practice

prone to abuse resulting in loss of public funds.

The Public Procurement and Disposal of Assets Authority (PPDA) should address

this matter.

Contract management
Section 259 (1) of the PPDA regulations 2003 requires the user departments to

nominate a member of staff with appropriate skills and experience to be contract
manager on any contract procured by the Entity. The contract manager is
charged with the responsibility to manage and supervise the contract, ensure
compliance with the regulations and keep proper records on contract performance.
It was however, noted that most entities do not adhere to this requirement and in
some instances there was no documentation being kept on contract performance.
This practice has often led to the execution of contracts contrary to the agreed
contracts terms, delayed contract implementation and stale ment/ abandonment of

projects.

Accounting Officers have been advised to adhere to the law by having contract
managers properly appointed and tasked with the requisite responsibilities in

accordance with the PPDA Act and Regulations.

Use of Restricted and Direct Procurement Methods
A number of entities continued to use Direct and Restricted methods of

procurement in civil works, citing emergency situations. In some of these cases,



2.2

the reasons advanced do not justify the use of such procurement methods, while
in others; the emergencies cited could be avoided with proper planning. For
example, where the procurements were for road works it was noted that some of
the roads had been left to deteriorate to the extent of completely becoming
impassable. The table below highlights examples of restricted and Direct

procurement methods: -

Contract Ministry Contract sum
Emergency opening of Riwo- Muimet- | Ministry of Works | 1,025,089,688
Kapnandi road 22km and Transport

Consultancy  services for the| Ministry of Works 116,400,000

development of design standards and
manuals for construction and
maintenance of urban roads

and Transport

Redevelopment of a Palace. Ministry of Works | 4,023,043,433
and Transport

Urgent repairs of Pabbo-Atiak-Nimule | Uganda National 3,323,572,500

road Roads Authority

Emergency Repairs to Hoima | Uganda National | 7,542,596,600

Parajwoki-Buseruka-Kabaale Roads Authority

Kaseeta Sebagoro/Kaiso road

(85.2km)

Urgent repairs of Malaba and Busia| Uganda National | 2,329,309,209

Parking yards Roads Authority

The use of these methods of procurement does not encourage competition and

may not guarantee Value for Money.

RISK MANAGEMENT IN GOVERNMENT

It was noted that a number of Government entities have developed long term
strategic plans to guide them towards fulfilling their respective mandates. Best
practices require management to periodically identify and assess risks associated
with their organizations and find appropriate measures to mitigate them.
However, during my reviews, it was noted that although most entities have
elaborate strategic plans, no management framework has been put in place to
manage risks. In the absence of such a framework, it becomes difficult to monitor

the risks that can prevent them from achieving their strategic goals and therefore
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devise strategies to mitigate them. As a result, entities currently handle effects of

risks on a reactive basis rather than trying to mitigate them.

The Ministry of Public Service has been advised to come up with a strategy of

introducing the concept of risk management in managing government entities.

GOVERNMENT POLICIES

Government issues policies to guide Government institutions in the execution of

their respective responsibilities. Policies also provide a basis for enactment of

legislation and strategic planning. However, it has been noted that a number of

key areas that would require strategic direction by way of government policy are

lacking. Areas that came to my attention during the year were;

The Immigration Directorate is responsible for issuing entry/work permits and
control immigration within the country. However, my interaction with the
Ministry of Internal Affairs revealed that Government has no Immigration
Policy to provide guidance on immigration matters. There is need for
government to come up with such a policy particularly in view of the public

outcry on foreigners who enter the country illegally.

The process of drafting a National Land Policy to provide guidance on land use
in Uganda has not been completed. In the recent past, there ha s been land
disputes and government has on various occasions made attempts to resettle
people in some areas but met resistance from regional authorities. The
demand for land needed for investment is also on the rise. This calls for the

process of development of the land policy to be expedited.

To date, the development of a Housing Polcy has not been finalized.
Consequently, the housing sector especially in urban centres has continued to
grow without the guidance of a housing policy. A number of areas have turned
into slums with uncontrolled population growth, unplanned infrastructure with
no provision of access roads and other problems associated with unplanned

settlements. Government risks incurring huge costs in compensations in future.

10



It is recommended that the development of the National Housing Policy be

expedited.

The Ministry of Foreign Affairs has also indicated that the country does not
have a documented foreign policy. Such a policy is needed to provide
guidance in promoting Uganda national interests abroad and guide the Ministry
and Missions in strategic planning. The Accaunting Officer indicated that the
Human Resource department in consultation with the Ministry of Public Service
and the Ministry of Justice and Constitutional Affairs was in the process of

developing the national foreign policy.

Of recent, the construction Industry has had a number of challenges where
several structures under construction have <col |l apsed and
been lost. A number of causes including among others, substandard/inferior
materials used during construction and poor supervision of sites by unqualified
Engineers have been cited. However, Government does not have a policy and
strict regulations to guide and regulate the construction industry. | have also
noted that professional bodies have not taken stern action to discipline
members of their profession. In order to address this, government should

develop a policy that will address among other things the following: -

U Strengthen and enforce strict monitoring of the activities of the National
Bureau of Standards.

U Require the responsble ministries/agencies to set up clear standards
required of any materials to be used in the construction industry.

U Require all factories in the business of producing construction materials to
obtain and file annual certification that their products meet the required
standards.

U0 Require mandatory registration of contractors with a professional body in
the country.

U All contractors to obtain certificates from factories where the materials are

procured confirming that they meet the required standards.

11
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2.4

It is important that government identifies all critical areas that lack national

policies with a view of formulating them to enable proper strategic planning for

the country.

NUGATORY EXPENDITURE

It was noted that huge amounts of public funds are spent every year by

government in settlement of claims for interest on delayed payments on civil

works contracts and compensation arising from cancellation of contracts

government has entered into. With proper planning and sound management

practices, some of these costs can be avoided. Here below I highlight some of the

claims observed during the audit.

A company was awarded a mining lease of 21 years in January 2007. Six
months later (June 2007), the lease was cancelled in favour of new investment
proposal submitted by another company, in the best interest of the country.

In May 2008 (one year later), the company whose lease had been cancelled
instituted a legal suit against government seeking compensation quantified at
US$ 103.4 million. Through mediation, government subsequently entered into
a consent judgement in the amount of US$14,000,000 as compensation,
US$2,000,000 (general damages), 2.5% of the whole amount as legal costs,

all payable at 8% interest from the date of the consent judgement.

In 2004, GOU signed an agreement with a foreign contractor for the
rehabilitation of Jinja-Bugiru Road (72.8 km). The contract was financed
through a grant from the European Development Fund. Ten (10) months later
in December, 2004, the contractor reportedly terminated t he contract on the
grounds that GOU had delayed to pay VAT amounts that fell due, make timely
decision regarding modification of material specifications, provide
compensation for change in the VAT law among others. Following advice from
the Solicitor General, GOU terminated the contract. The contractor later sued
Government claiming 018 million.
advanced to the tribunal in support of the termination of the contract, the
tribunal ruled against government. Government later reached a negotiated

settlement of Euro 13 million.

12
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2.5

2.6

e The Ministry of Health had accrued interest on a claim of Shs.1,821,399,303 of
which Shs.1,200,000,000 was paid leaving a balance of Shs.621,399,303
outstanding. Claims for interest on delayed payments against other ministries
include UNRA €hs.521,037,434), Ministry of Works (Shs.129,348,213 and US
$ 1,247,205.35) and Judiciary (Shs586,000,000).

These expenditures can be avoided if Government adheres to contractual
obligations entered into. For contracts for civil works, it is recommended that
funding for such contracts once committed be a protected budget item in order to

address the constraints in financing them.

CAPITAL EXPENDITURE IN REFERRAL HOSPITALS

Following the decentralization of the Capital Development Budget for Ministry of
Health, some of the referral hospitals now receive substantial funding for capital
development meant for construction and maintenance of hospital infrastructure.
Some of the funding is used for construction of new buildings, wards and
laboratory facilities. However, it was observed that proper guidelines have not
been developed for prioritization and standardization of the infrastructural
developments being undertaken. This may lead to resource wastage and

inappropriate facilities.
The Ministry of Health should develop and disseminate guidelines for utilization of
capital development allocations and standardization of the new facilities being put

up at the referral hospitals.

REPRESENTATION ALLOWANCES TO HEA DS OF MISSIONS

Circular standing instruction no. 4 of 1989 provides for representation allowances
whose rates are set by the Ministry of Foreign Affairs in liaison with the various
missions. Currently, the heads of missions are paid representation allowance
equivalent to one third of their monthly salaries. This allowance is paid to enable
the officers settle expenses that accrue out of their representational role in the
respective countries of accreditation. However, it was noted that the mission s and

embassies also pay entertainment expenses incurred by the same officers. The

13
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2.8

two kinds of expenditure serve the same purpose as far as the activities of the
heads of the missions are concerned. Hence the payment of the entertainment

allowance in addition to the representation allowance may be deemed irregular.

The Ministry of Foreign Affairs should provide further guidance to all Accounting

Officers of Missions on the matter.

LOCAL SERVICE TAX

Local Service Tax was introducedduring the Financial Year 2008/09. The tax was
to be collected by local governments as part of local government revenue in
replacement of the graduated tax which was abolished by government earlier. In
order to implement the collection of this tax, government was required to put in
place an enabling law (Local Service Tax Act) and in addition issue guidelines to

Local Governments on their implementation.

A review of the payroll payments made to civil servants through the Straight
Through Process (STP) revealed that the Ministies make deductions of unspecified
amounts of money at source in form of local service tax to be remitted to Local

Governments (Districts and Urban Councils).

However, at individual Ministries, Departments and Agencies, there is no evidence
in form of feedback from the benefiting Local Governments that money was
received and the individual tax payers (civil servants) are not issued with
receipts/tickets, as was the case with the previous graduated tax system.
Although some guidance was provided by the Ministry of Local Government on
local service tax implementation, further guidance on accountability to the

individual tax payers is still lacking.

OQUTSTANDING ADVANCES
During the financial year under review, a total of Shs.12,120,726,148 and
US$32,723.14 remained unaccounted for contrary to financial regulations which

require all advances to be accounted for by the year end.

14



Delays in accounting for advances are caused by laxity by Accounting Officers to
enforce timely accountability and strengthen controls over advances. The delays
may lead to falsification of accountability and loss of government funds. In the
absence of accountability, | was unable to ascertain that those funds were applied
on the intended activities. The Accounting Officers have been advised to enforce
strict controls provided in the Treasury Accounting Instructions regarding
management and accountability of advances such as enforcing the requirements
of not advancing more funds before accounting for the previously advanced

monies and eventual recovery on failure to account.

The advances are detailed in the individual reports and accounts of the entities

and are summarized in the following table:

MINISTRY/DEPARTMENT TOTAL
1 Department of Public Prosecutions 41,681,000
2 Kyambogo University 1,360,110,214
3 Ministry of Local Government 11,553,000
4 Mbarara University 37,523,091
5 East African Affairs 85,960,000
6 Foreign Affairs 83,910,100
7 Parliament 511,492,500
8 Judiciary 222,850,000
9 Uganda Prisons 50,000,000
10 Parliamentary Commission 511,492,500
11 Gender, Labour and Social Development 65,150,237
12 Makerere University 3,038,468,966
13 Office of the Prime Minister 3,666,518,965
15 Works 445,000,000
16 Health 427,714,818
17 Education 524,304,000
18 Agriculture 322,941,310
19 Public Service 60,914,470
20 Police 143,150,000

15
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21 Water and Environment 509,990,977
21 Juba $6,073.14
22 Uganda High Commission, Nairobi $4,960
23 Makerere University Institutional Support $21,690

TOTAL: Shs12,120,726,148

US$32,723.14

EXCESSS EXPENDITURE

According to the financial statements submitted by Accounting Officers, 26 entities
incurred expenditure to the tune of Shs.130,419,256,935 which exceeded their
approved budgetary provisions. This is attributed to either weaknessesin controls
over budgetary expenditure or weaknesses in record keeping and inappropriate
application of the prescribed accounting policy regarding NTR, donor funding and
Appropriation in Aid (AlA). This results into inconsistencies in amounts disclosed
in the GOU Consolidated Financial Statements. This reported excess expenditure
should be reconciled with the respective votes. Any amounts in excess of the
approved budget should be regularized in accordance with the requirements of the
Public Finance and Acountability Act, 2003. In addition, Accounting Officers are
advised to ensure that activities are properly budgeted for and spending is within
the allocated resoures. The details relating to the various entities and the amounts

spent beyond the budgetary provisions are indicated below:

Vote Budget Actual Excess
Expenditure Expenditure

Mulago Hospital 48,926,631,081 49,979,788,053 1,053,156,972
Khartoum Embassy 803,500,000 992,455,091 188,955,091
Kinshasha Mission 983,198,001 1,257,276,131 247,078,130
Moscow Embassy 857,000,000 1,118,749,835 261,749,835
Tehran Embassy 827,582,761 1,076,568,581 248,985,820
Tripoli Embassy 984,000,000 1,109,150,613 125,150,613
Paris Embassy 1,772,600,000 2,000,579,733 227,979,733
Uganda High Commission, 1,452,609,000 1,648,381,021 195,772,021
Nairobi

Dar es Salaam High Commission 847,119,000 970,961,710 123,842,710
Brussels Embassy 2,282,390,897 2,372,989,960 90,599,063
Copenhagen Embassy 1,633,000,000 1,961,340,875 328,340,875
Makerere University 115,518,833,960 124,013,195,479 8,494,361,500
Addis Ababa Embassy 874,385,000 1,080,335,763 205,950,763
Uganda Prisons 47,325,337,910 50,617,664152 3,292,326,242
Washington Mission 1,351,062,000 2,170,447,635 819,385,635
Beijing Embassy 1,996,545,579 2,067,110,535 70,564,956
Police 143,426,908,168 154,315,668,296 11,048,578,878

16
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Uganda Human Rights 7,190,496,572 7,241,187,271 50,690,699
Commission

New York 3,245,085,000 6,925,237,509 3,680,152,509
Cairo 652,162,000 856,273,441 204,111,441
State House 90,095,980,808 188,854,570,859 98,758,590,051
Jinja Hospital 5,575,739,218 5,864,098,798 288,359,580
Mbarara Regional referral 3,488,940,595 3,667,040,901 178,100,306
Hospital

Mbale Regional Referral Hospital 5,841,655,000 5,880,527,285 38,872,285
Lira Regional Rekrral Hospital 4,114,793,660 4,312,394,887 197,601,227

TOTAL

130,419,256,935

OVER EXPENDITURE

During the year under review, 6 entities incurred expenditure over and above the
amounts approved for various items of expenditure. There was no evidence that
the Accounting Officers sought for relevant authority to reallocate /vire funds to

those items. This practice is irregular and contravenes the Public Finance and

Accountability Act, 2003.

| have advised the Accounting Officers to always spend within the appropriated

amounts and where necessary, authority should be obtained for virements or

reallocations. The Summary of the entities appear in the table below:

Primary Education

Vote Item Approved Actual Over
budget Expenditure Expenditure

Abuja Employee costs 338,000,000 411,878,577 73,878,577
Mission
Kigali Goods and Services 428,000,000 672,000,503 244,000,503
Mission
Gender, Domestic Arrears 1,437,500,000 2,916,475,514 1,478,975,514
Labour and
Social
Development
Tokyo Employee costs 712,000,000 904,843,143 192,843,143
Embassy

Consumption of 0.00 3,782,520 3,782,520

property, plant and

equipment

Domestic arrears 0.00 24,430,375 24,430,375
Busitema Employee costs 1,508,709,372 1,978,197,517 469,488,145
University

Goods and Services 974,950,800 1,951,752,756 976,801,956

Social Benefits 136,264,017 150,823,336 14,559,319
Education Pre primary and | 21,878,439,000 21,934,969,335 56,530,335
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2.11 DOMESTIC ARREARS

¢ Non Employee Costs

There has been minimal progress in curbing accumulation of arrears. During the
period under review, the arrears (excluding employee costs and finance costs)
increased by Shs.15,363,517,206 from Shs.157,916,608,553 (2007/08) to
Shs.177,280,125,759 (2008/09). Although funds have been released to clear the
arrears over the years, many votes diverted some of the funds meant for arrears
to clear current bills. The current position in comparison to the 3 previous financial

years is as indicated in the table and graph below:

2005/2006 2006/2007 2007/2008 2008/2009
Amount
(Shs) 100,872,974,795 | 100,749,349,607 | 157,916,608,553 173,280,125,759
Domestic arrears (non employee costs)
200
180
160 -
g 140 -
Z 120 -
-g 100 - ¢
3 80 1
£ 60 -
40 -
20 4
0 T T T )
2006 2007 2008 2009
Financial Years
MINISTRIES 2007 -2008 2008 -2009
Office of the President 51,241,934 2,459,575,913
State House 2,160,003,674 98,737,133,346
Office of the Prime Minister 499,030,457 363,405,596
Ministry of Defence 15,256,288,975 12,989,743,476
Ministry of Public Service 219,774,156 80,833,340
Ministry of Foreign Affairs 7,514,728,023 3,059,754
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Ministry of Justice & Constitutional Affairs - 112,221,219
Ministry of Finance, Planning & Economic 481,299,099 -
Development

Ministry of Internal Affairs 3,102,691,982 -
Ministry of Agriculture, Animal Industry 35,843,410 -
and Fisheries

Ministry of Local Government - 1,489,754
Ministry of Lands and Housing 18,432,611,815 542,491,000
Ministry of Education and Sports 1,211,530,318 517,497,727
Ministry of Health 1,833,436,180 427,217,042

Ministry of Tourism, Trade and Industry

986,272,916

6,230,783,682

Ministry of Works, Transport and

Communication

47,447,581,472

14,473,079,554

Ministry of Energy and Minerals

Development

4,101,363,842

Ministry of Gender, Labour and Social
Devt

3,801,041,521

906,895,017

Ministry of Water & Environment

4,367,517,148

748,173

Ministry of Communication & ICT

53,128,000

Ministry of East African Affairs

29,501,703

2,731,081

Judiciary

4,117,547,655

1,222,310,799

Electoral Commission

577,586,847

Inspectorate of Government

399,852,184

732,032,013

Parliamentary Commission

Law Reform Commission

Uganda Human Rights Commission

55,213,602

48,973,573

Uganda Aids Commission

National Planning Authority

Uganda Industrial Research Inst

Directorate Of Ethics & Integrity

63,560,106

Uganda National Roads Authority

5,802,398,992

Accountant Generals Office

Office Of The Auditor General

Education Service Commissio

Directorate Of Public Prosecutions

127,566,110

Health Service Commission

49,613,848

National Agricultural & Research Org.

1,152,431,336

Uganda Burreau Of Statistics

Police

31,847,761,540

13,363,622,189

Prisons

3,965,840,406

2,739,552,297
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Public Service Commission 129,495,120 -
Local Govt Finance Commission 726,420 416,000
Judicial Service Commission 4,209,450 97,283,550
National Environment Mgt Authority

(Nema) - 371,327,339
Uganda Blood Transf Service - -
National Agriculture Advisory Services

(Naads) - -
Public Procurement & Disposal Of Assets 584,531,085 -
Uganda Land Commission 1,016,920,303 534,798,819
External Securty Organisation - 900,980,000

Mulago Hospital

1,703,983,068

6,180,660,527

Butabika Hospital

Arua Hospital 22,542,098 -
F/ Portal Hospital - 370,633,503
Gulu Hospital 90,956,181 197,254,629
Hoima Hospital 39,320,086 91,280,908
Jinja Hospital 42,997,505 107,217,753
Kabale Hospital 71,173,080 -
Masaka Hospital 251,334,154 366,399,897
Mbale Hospital 153,213,457 138,828,313
Soroti Hospital 697,551,890 123,522,104
Lira Hospital 33,574,215 -
Mbarara Reg Hospital 201,030,382 161,255,136
Uganda Mission At The Un, NewYork 18,176,228 -
Uganda High Commission In The Uk - -
Ugandahigh Commission In Canada - -
Uganda High Commission In India 43,382,719 -
Uganda High Commission In Egypt - -
Uganda High Commission In Kenya 33,067,902 2,890,982
Uganda High Commission In Tanzania 5,316,566 41,119,740
Uganda High Commission In Nigeria - -
Uganda High Commission In South Africa - -
Uganda Embassy In The Us - -
Uganda Embassy In Ethiopia 2,419,050 84,858,954
Uganda Embassy In China - -
Uganda Embassy In Rwanda 3,986,969 12,720,000

Uganda Embassy In Switzerland
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Uganda Embassy In Ja@an

24,430,375

6,327,482

Uganda Embassy In Libya

13,583,483

Uganda Embassy In Saudi Arabia

Uganda Embassy In Denmak

Uganda Embassy In Belgium

Uganda Embassy In Italy

80,116,048

322,537,091

Uganda Embassy In Drc Knshasha

Uganda Embassy In SudarKhartoum

Uganda Embassy In Paris

Uganda Embassy In Berlin

Uganda Embassy In Tehran

Uganda Embassy In Moscow

25,443,750

91,284,205

Uganda Embassy In Canberra

Uganda Embassy In Juba

GRAND TOTAL

157,916,608,553

173,280,125,759

Employee Costs

Arrears relating to employee costs (pension and gratuity) totaled

Shs.104,296,313,696 as summarized below:

to

Entity

Amount (Shs)

Ministry of Public Service

102,471,939,472

Uganda Human Rights Commission

24,374,224

External Security Organisation

1,800,000,000

Total

104,296,313,696

The Accountant General explained that the net increase in domestic arrears was

due to uncontrollable costs such as court awards, workman compensation, bills

accruing on utilities such as water and electricity and other contr actual obligations

including rent and contributions to international organizations.

| advised the Accountant General to consider elimination of the domestic arrears

by;

Undertaking a review of the arrears settlement strategy to identify and address

existing challenges in its implementation.

Provide a cut off on the debts with a view of eliminating the existing arrears.
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2.12

e Excluding the item for domestic arrears in the budget like many of the
countries have done.

e Consider transferring (centralizing) payment of arrears.

LOSSES

During the year under review losses relating to cash and stores valued at
Shs269,049,746 and US$ 114,160 were reported by various Ministries,
Departments, agencies and Institutions. Of these, a loss amounting to
Shs.56,800,566 was not reflected in the Ministry Education and Sports accounts
and therefore not captured in the Statement of Losses forming part of GOU

Consolidated Financial Statements.

The bulk of the reported losses relate to loss of cash and stolen motor vehicles.
These losses should be investigated to their conclusion and properly dealt with in

accordance with Public finance and Accounting Act, 2003 and the attendant

regulations.
Ministry/Agency Items lost Amount in | Amounts in
Shs. uUsD
Foreign Affairs - 114,160
Bujumbula
Education and Double cabin Suzuki 56,800,566
Sports
Defence Cash sol de 91,729,495
Gender, Labour and | Motor vehicle 75,000,000
Social Development
Judicial Service Key board, mouse 4,050,000
Commission and UPS
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New Delhi Mission Cash 290,134

Pretoria Mission cash 41,179,551

Ministry of water: Four motor cycles
Farm Income
Enhancement and
Forest Conservation

and Project

Total 269,049,746 114,160

2.13 BOARD OF SURVEY
S 84(1) of the Public Finance and Accountability Regulations, 2003 require the

Accountant General to appoint a Board of Survey for each Ministry, Department
and Agencies (MDAs) of the Government to survey the cash, bank balances, stores
and non-current assets held by the Accounting Officers at the end of the financial

year.

The consolidated report of the Board of Survey issued by the Accountant General
for the period under review highlighted a number of weaknesses such as
inadequate storage facilities, poor stores record keeping, untimely disposal of
scrap assets includng hazardous expired medical drugs e.t.c., that were

recommended for urgent attention as per details below:

Entity Remarks

Office of the President -lnadequate space in Store room
and items not well arranged

Public Service Commission -inadequate space in store room

and items not well arranged.
-No proper records.

Ministry of Internal Affairs -No accountability for used visa
stickers
-ltems for board off.
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Ministry of Health

-Incomplete asset register.
- Boarding off assets still in store
room

Min of Finance, Planning and Econ
Dewvt

-The ministry keeps redundant
NPART items that could be put to
alternative use.

- Outdated and irrelevant records
still  being stored, like bank
statements, payrolls and appraisal
forms.

Ministry of Information and

Communication Technology.

- CHOGM computers are kept in
stores and only used for
international  conferences.  High
chances of getting damaged

Ministry of East African affairs

- The Ministry has no store

Ministry of Tourism, Trade and |- Boarding off items still in store.
Industry.

Ministry of Works, Transport and | -The roof of the store at Entebbe
Housing leaks and there are no light bulbs.

- Inventory not organized

Ministry of Water and Environment

-Boarding off items still in store

-No proper stores records

- Some items in store are not
engraved

-Store is untidy and disorganized

The Electro Commission

- Limited space in storeroom.
-Faulty computers and cameras.

Directorate of Ethics and Integrity

-ltems recommended for sale in the
last Board of Survey are still in the
store.

Health Service Commission

Inappropriate sores that acts as SOS
office.

Kyambogo University

- Medical store is small with poor
ventilation.

-Some items need to be boarded off
- Items from UNISE like Computers,
furniture mattresses are stored and
not being put to use.

Uganda Bureau of Statistics

- Disorganized store.

Uganda Police

- Store lacks ventilation.
- Items cleared for board off still in
stores.

Uganda Blood Transfusion

- Drugs cleared for destruction off
still in stores.

Uganda Coffee Development Authority

- Drugs cleared for destruction off
still in stores.

Mulago Hospital Complex

- Lacks adequate storage facilities
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2.14

- Most hospital assets are not
engraved

Jinja Hospital - Expired drugs kept in the same
store with unexpired
-Most items are not engraved

Kabale Hospital -
- Items cleared for board off last
year still in stores.

Masaka Hospital -store has a leaking roof.
-Store is congested

Hoima Hospital - Stores building is in a very poor
state

- Items cleared for board off last
year still in stores.

Lira Hospital - Stores records are not upto-date.
-A number of items are expired and
need to be dispoded off.

- Items cleared for board off last
year still in stores

Mbale Hospital - Drugs cleared for destruction off
still in stores.
Mbarara Regional Hospital - Food store leaks

- No lights in the stationary store

- No fire extinguishers in the store

- Drug store is congested

- Items cleared for board off last

year still in stores

In addition, the report indicate d that various entities had incomplete asset
registers. These include; State House, Internal Affairs, Education and Sports,
Health, Gender, Judiciary, Electoral Commission, UNRA, Uganda Cancer Institute,

Cotton Development Organisation, Mulago and Butabika Hospitals.

Accounting Officers have been advised to implement the recommendations therein

in accordance with the Public Finance and Accountability Act, 2003.

GROSS TAX SYSTEM
In order to control government expenditure on government imports, all import
taxes incurred by accounting officers are paid for centrally by Accountant General

through the Gross Tax system. During the period under review, it was noted that
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although the system was valuable in reducing on delays of tax payments to URA,

weaknesses sill exist in the implementation of the system as explained below;

2.14.1 Budgeting
In the year under review , a total of shs.382 billion was budgeted for under gross

tax payments. Actual expenditure was only Shsd4 billion reflecting 12%
utilization. It was noted that 17 votes had NIL percentage utilization (as
indicated below).  Appropriating funds for activities/expenses whose likelihood of

occurrence is remote provides avenues for diversions.

Ministry Percentage %
Budget Amount Utilisation

Foreign Affairs 150,000,000 0%
LANDS & URBAN Development 70,000,000 0%
Uganda Law Reform Commission 20,000,000 0%
Uganda Human Rights Commission 78,000,000 0%
National Planning Authority 225,000,000 0%
Busitema Universty 1,000,000,000 0%
Education Service Commission 10,000,000 0%
Makerere University 700,000,000 0%
Uganda Revenue Authority 575,000,000 0%
Local Government Finance 10,000,000 0%
Commission

Judicial Service Conmission 7,000,000 0%
Gulu University 50,000,000 0%
Uganda Blood Transfusion Services 330,843,000 0%
Uganda Land Commission 9,000,000 0%
External Security Organization 50,000,000 0%
Fort Portal Hospital 90,000,000 0%
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2.14.2 Tax Payments in Excess of Appropriation

2.15

It was also noted that four (4) entities spent beyond their approved budget for
Gross Tax as indicated below. This points to weaknesses in controls over

budgetary expenditure.

VOTE APPROY¥D BUDGET | AMOUNT SPENT | % SPENT

NARO 4,679,000 9341%
437,067,693

WATER 815,000,000 178%
1,446,925,510

STATE HOUSE 600,000,000 144%
865,760,899

Ethics & Integrity 260,000,000 132%
342,595,341

The Accountant General explained that with the new guidelines, releases of funds
for Gross tax will now be based on projections from Accounting Officers and that

such an anomaly may never recur in the future.

PAYMENT OF UTILIES IN GOVERNMENT INSTITUTIONS

Government introduced a system whereby the budget lines for utility expenditure
are protected to avoid possible diversion of funds by MDAs. Funds are released
guarterly by the Ministry of Finance and paid by Ministries directly to the utility
companies. Under this arrangement, a number of MDAs made payments of
substantial amounts to UMEME and National Water Sewerage Corporation but in a
number of cases, the paying entities did not receive acknowledgment receipts
from these service providers. It was further, noted that the entities did not make
the necessary reconciliations to ascertain their indebtedness or establish the
amount owed by the service providers in form of prepayments. In some cases,
MDAs shared mdres and outstanding bills were being apportioned amongst
different entities. This practice made reconciliations at individual Ministry level
difficult.

Further, MDAs were making payments to the service providers without furnishing

them with the details required by the providers to post the payments to the
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2.16

2.17

relevant accounts. Such funds were possibly posted to suspense accounts of the

service providers and the bills of the paying entities continued to accumulate.

It is important that a system of ensuring proper reconciliations with these

institutions is instituted to avoid loss of public funds.

VALUATION OF GOVERNMENT PROPERTIES

It was established that there is lack of clarity as to who is responsible for the
valuation of government properties. Although t he chief government valuer is
responsible for valuing all government properties, it was established that for motor
vehicles that responsibility was under the chief mechanical engineer. It was also
noted that a number of Ministries, Departments and Agencies have not disposed

of old and unserviceable motor vehicles because they have not been valued.

There is need to have a clear understanding regarding the responsibility of

valuation of government properties.

TERTIARY INSTITUTIONS

The Universities and Other Tertiary Institutions Act requires all tertiary institutions

to prepare financial statements annually which should be audited by the Auditor
General. The Ministry of Education puts the number of tertiary institutions at
approximately two hundred (200). Inspections carried out revealed that a number
of these institutions do not prepare financial statements, a problem the Ministry of
Education attributes to capacity gaps in staffing and accounting skills. It was also
noted that there is no standardized financial reporting guidelines for these
institutions and as a result there are disparities in the basis, format and
presentation of their financial statements. Lack of standardization renders review
and comparison of performance difficult. The Ministry of Education should work
closely with the Office of the Accountant General to put in place a proper strategy

to improve financial reporting for tertiary institutions.

This will involve development of a standardized financial reporting guide for

tertiary institutions similar to the one developed for Universities and staff training.
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The Accountant General explained that a consultant has been sourced by the
Ministry of Education and Sports to develop guidelines together with templates
and training materials for use in capacity building for the tertiary institutions. The

exercise is underway and the guidelines will be completed by December 2010.

2.18 |IMPLEMENTATION OF DONOR FUNDED PROJECT REPORTS
During the year under review, several ministries and agencies continued to
implement donor funded projects. | have issued separate audit reports on the
project financial statements as required under the respective Funding Agreements.

The following general observations were noted: -

2.18.1 Counterpart funding
According to the funding agreements, the GoU committed itself to providing

counterpart funding towards implementation of project activities. However, in
several instances, it was noted that GoU counterpart funding was not forthcoming.
Some of the projects that experienced shortfalls in counterpart funding included

the following: -

Ministry Project

Ministry of Water and | Farm Income Enhancement And Forest Conservation

Environment Project

Joint Water And Sanitation Sector Programme
Support (JWSSPS)

Small Towns Water Supply And Sanitation Project

Ministry of Agriculture | Fisheries Development Project

Animal Industry and | National Livestock Productivity Improvement Project

Fisheries Farm Income Enhancement and Forest Conservation

Project

Northwest Smallholder Agricultural Development

Project

Ministry of Health Global Fund Project

Ministry  of  Local | District Livelihoods Support Programme (DLSP)

Government
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Ministry of Works and | The East Africa Trade And Transport Facilitation
Transport Project (EATTFP)

It was further noted that in several instances, the counterpart funding provided
was utilised by the line ministries on non project related activities. This is contrary
to the funding agreements and can lead to failure of Projects to achieve their

objectives.

2.18.2 Implement _ation delays
It was noted that several projects failed to implement all project activities

according to the approved workplans/budgets. Several projects had low absorption
capacity for funds provided. This ultimately necessitates extension of the project
lifetime and hence more administrative costs. It also leads to delays in attaining

the project objectives. Examples of such projects included the following: -

Ministry Project

Ministry of Agriculture | Northwest Smallholder Agricultural Development

Animal Industry and | Project

Fisheries National Livestock Productivity Improvement Project

Creation Of Sustainable Tsetse And Trypanosomiasig

Free Areasi Uganda Component (STATFA) Project

Farm Income Enhancement And Forest Conservation

Project

Fisheries Development Project

Ministry of Water and | Joint Water And Sanitation Sector Programme

Environment Support (JWSSPS)
Farm Income Enhancement And Forest Conservation
Project

Ministry of Health Support to the Health Sector Strategic Plan Project Il

Ministry of Energy and | Bujagali Interconnection Project

Mineral Development Sustainable Management Of Mineral Resources

Project
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Ministry of Local | Community Agricultural Infrastructure Improvement

Government Programme 1(CAIIP-1)

District Livelihoods Suport Programme (DLSP)

Ministry of Works and | The East Africa Trade And Transport Facilitation
Transport Project (EATTFP)

| advised the accounting officers to ensure that all planned project activities are

implemented according to the approved workplans.

2.18.3 Monitoring and Evaluation

It was noted that most projects provide for monitoring and evaluation of activities
so as to ensure that implementation progress is according to plan. However, in
certain instances, it was noted that there was inadequate measures on monitoring

and evaluation actually undertaken. Examples of such projects included:-

Ministry Project

Ministry of Agriculture | Northwest Smallholder Agricultural Development
Animal Industry and | Project

Fisheries

Ministry of Health Global Fund

Ministry of Works and | The East Africa Trade And Transport Facilitation
Transport Project (EATTFP)

As such, the monitoring and evaluation could not act as an early warning system
to identify risks and challenges that could hinder the attainment of project
objectives. This has in turn slowed down implementation progress. | advised the
accounting officers to institute strong monitoring and evaluation mechanisms so as

to ensure timely attainment of project objectives.
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PART Il

3.0

REPORT AND OPINION OF THE AU DITOR GENERAL ON THE
GPVERNMENT OF UGANDA CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 ™ JUNE, 2009

| have audited the financial statements of the Consolidated Fund as set out on
pages 11 to 75. These financial statements comprise of the Statement of Financial
Position, Statement of Financial Performance, Statement of Changes in Equity,
Cash flow Statement together with other accompanying statements, notes and

accounting policies.

Management Responsibility

Under Article 164 of the Constitution of the Republic of Uganda and Section 8 of
the Public Finance and Accountability Act, 2003, the Accounting Officers are
accountable to Parliament for the funds and resources of the Votes/Entities under
their control. The Accountant General is also responsible for the preparation and

fair presentation of Consolidated Financial Statements in accordance with the
requirements of the Public Finance and Accountability Act 2003, and Generally
Accepted Accounting Practice, and for such internal control as is determined to be
necessary to enable the preparation of financial statements that are free from

material misstatement whether due to fraud or error.

Auditorés Responsibility

My responsibility as required by Article 163 of the Constitution of the Republic of
Uganda and Sections 13 and 19 of the National Audit Act, 2008 is to audit and
express an opinion on these statements based on my audit. | conducted the audit
in accordance with International Standards on Auditing. Those standards require
that | comply w ith the ethical requirements and plan and perform the audit to
obtain reasonable assurance whether the financial statements are free from

material misstatement.

An audit involves performing audit procedures to obtain evidence about the
amounts and disclosures in the financial statements as well as evidence supporting

compliance with relevant laws and regulations. The procedures selected depend
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on t he Audi tor 6s judgment including t he a ¢
misstatement of financial statements whether due to fraud or error. In making

those risk assessments, the Auditor considers internal control relevant to the
entityds preparation and fair presentation of
audit procedures that are appropriate in the circumst ances but not for purposes of
expressing an opinion on the effectiveness
audit also includes evaluating the appropriateness of accounting policies used and

the reasonableness of accounting estimates made by management as well as

evaluating the overall presentation of the financial statements. | believe that the

audit evidence | have obtained is sufficient and appropriate to provide a basis for

my qualified audit opinion.

Part A sets out my qualified opinion on the fi nancial statements. Part B which
forms an integral part of this report presents in detail all the significant audit
findings made during the audit which have been brought to the attention of

management.

Basis for Qualified Opinion

e Cash and Cash Equivalen t
Cash balances amounting to Shs.110,499,883,723 were not reported in the

Consolidated Financial Statements, hence understating cash position as at
balance sheet date. It was also noted that internal controls to ensure proper
custody and efficient utilization of government cash deposits are still

inadequate.

e Receivables
Included in the receivables (Shs.1,045,767,517,791) is Shs.371,444,817,423 in
respect of loans to State Enterprises, private enterprises and agencies whose

recoverability is still uncertain.

Qualified Opinion

In my opinion, except for the effects of the matters described in the Basis for

Qualified Opinion paragraph;
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The financial statements fairly present in all material respects the financial
position of the Government of Uganda as at 30™ June, 2009 and the results of
its operations and cash flows for the year then ended, and comply in all
material respects with the Public Finance and Accountability Act, 2003 and the

modified cash basis of accounting described under the accounting policy 2(a).

The expenditure and receipts have been applied in all material respects for the

intended purpose.

Emphasis of Matter

Without qualifying my opinion further, attention is drawn to the following

additional matter which is also included in Part B of this report and my annual

report to Parliament.

Non -Performing Loans i Foreign Debt

14 loans of contracted amounts totaling Shs.680,279,105,736 financing various
government projects either have minimal or no disbursements at all yet they
have expired or are nearing expiry. The failure to absorb committed credit
results into wasteful spending in terms of commitment fees, mobilization costs,
and other sunk-costs. It may also lead to failure to achieve the desired

social/economic benefits.

Consolidation o f Project Accounts

Although donor funded projects constitute a sizeable proportion of government
operations, project accounts are not being consolidated in the GOU Financial
Statements. This is in line with the current policy regarding consolidation of
donor funded project expenditure. The proposed strategy for consolidation of

such expenditure should be expedited.

John F.S. Muwanga
AUDITOR GENERAL
KAMPALA

237" MARCH, 2010
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PART "B"
DETAILED REPORT OF THE AUDITOR GENERAL
This Section outlines the detailed audit findings, management response, and my

recommendations in respect thereof.

3.1 Cash and Cash Equivalent
Cash balances amounting to Shs.110,499,883,723 held on several governments

accounts in the BoU as at 30" June, 2009 were not reported in their resp ective
votesd financi al statements and also the GOl
hence understating cash position. It was also noted that a number of the
accounts on which these balances are held ar
inadequate controls (e.g. periodic bank reconciliations, internal audit reviews e.t.c)

to ensure proper custody of deposits to these accounts.

Furthermore, in many instances these balances have been held redundant on the
suspense accounts for unduly long period. For instance Shs.16,045,667,638 in
respect of unclaimed salaries for the period 2007/08 is still held on EFT SALARY
A/c 001.276074.1. This practice severely constrains government effort to finance
fiscal requirements which often results into unilateral across the board budget-

cuts. Below are some of the suspense accounts reviewed;

3.1.1 EFT Salary Accounts
The Government of Uganda implemented the Electronic Funds transfer (EFT) as a

principal method for effecting all payments from July 1%, 2007. For the period
ended 30™ June, 2008, salary payments for all votes including LGs were cleared
through one BoU EFT salary Account No. 001.276074.1. With effect from 1% July,
2008, Government fully migrated to Straight Through Process (STP). Accordingly,
separate EFT sdary accounts were opened in BoU for all votes. Funds are

transferred from the TGAs to the EFT salary accounts.
As at 30" June, 2009, Shs.24,349,515,036 in respect of unapplied EFTs was still

held on 108 EFT salary accounts (included is an EFT salaryaccount 001.276074.1
with Shs.16,045,667,638 CR balance). These funds are yet to be returned to the
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UCF. I n tHyea nebaosgeo oU (@, &54,237,234 ©r Balance), there

were several unexplained Debits and Credits that require further investigation.

In addition, it was also noted that 34 EFT accounts were overdrawn to a tune of
Shs.18,057,507,250. Some of the overdraws (Sampled) were a result of non
transfer of TGA salary release to Rofte& suspen:

Ministry of Internal Affairs and Mulago Hospitalé 6 .

Management explained that although these bank accounts were envisaged to have
zero balances with minimum reconciliations, this has not been possible. They also
indicated that guidelines issued by Ministry of Public Service at the beginning of
the implementation required all Accounting Officers to reconcile their respective

EFT salary accounts but this was not done.

To avert the risk of diversion of these funds, | have advised the Accountant

General to have these accounts properly reconciled.

The Accountant General 6s Office promised to
with the aim of transferring all the unutilized balances to the Consolidate Fund

Account.

3.1.2 EFT Cash Accounts
It was also noted that votes also mai ntain suspense accounts in respect of petty
cash operations. It was explained that when an EFT is issued for cash drawing on
the TGA, the cash is credited to the EFT Cash Suspense Accounts. Cashiers can
then collect cash (drawn on these accounts) from th e BoU banking hall in amounts
and times of their convenience. As at 30" June, 2009, Shs.5,386,508,048 cash
was held on 31 bank accounts as uncollected. Also noted were 10 such petty cash

accounts overdrawn to a tune of Shs.2,489,030,822.
Management explained that Bank of Uganda is under instruction to ensure that

EFT cash accounts do not hold funds beyond 48 hours and that any such balance

should be transferred to the paying TGA after the 48 hour deadline. They further
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3.1.3

3.14

explained that the accounts will be reviewed for the financial year with the aim of

transferring any balances to the consolidated account.

EFT General Transfer Account

During the period under review, a sum of Shs.324 billion was moved from several
TGAs to EFT General Transfer(suspense) account No. 001.276075.1 in the BoU.
Withdrawals from this account are based on instructions to the BoU in form of
memos issued by Accounting Officers. As of 30" June 2009, the balance on this
account was Shs.36,679,608,613. Before the advent of EFT gstem, such
transactions were operated on RTGS/UNIST UNAPPLIED FUNDS account No.
001.276070.1. As at 30™ June 2009, this account had a credit of
Shs.1,035,737,104.

It was observed that Accounting Officers do not carry out regular reconciliations of

the amounts paid through this arrangement.

The Accountant General explained that although individual Votes were expected to
immediately follow up any transfer onto this account with instruction to Bank of

Uganda to transfer the funds to the beneficiaries, thi s has however not been
complied with hence the huge cash balance that has accumulated on the account.
He added that BoU together with Treasury will reconcile the account and transfer
the balances to UCF. He also promised that in the next financial year, a separate
bank account to be managed by the respective Accounting Officer will be opened

for all such payments.

Deposit Accounts for LCs
It is a requirement for all unexpended cash balances at close of financial year to

be returned to the UCF. However, a number of votes operated deposit accounts
(disguised as LC account) in the BoU on which such unspent balances were
transferred towards the end of the year. Deposits on these accounts are
expensed at the time of transfer of funds from TGAs although actual expenditure

occurs much later (in the subsequent financial year). At the end of the financial
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year under review Shs.17,606,467,707 was still held on 5 deposit accounts in the

BoU as at 30" June, 2009 as indicated below:-

ENTITY BALANCE
BUTABIKA HOSPIAL LLC DEPOSIT A/C 001.245041.1 36,373,789
UGANDA NATIONAL BUREAU OF STANDARDS LLC

DEPOSIT A/C 001.245040.1 2,585,177,229
OFFICE OF THE PRIME MINISTER LLC DEPOSIT A/C

001.245192.1 7,936,571,108
ELECTORAL CMMISION LLC DEPOSIT A/C

001.245039.1 6,446,930,166
INSPECTORATE OF GOVERNMENT LLC DEPOSIT A/(

001.245031.1 601,415,415
TOTAL 17,606,467,707

On opening the deposit accounts, the Accountant General was clear in his
communications that letters of credit in the names of the contractors and or

suppliers will be issued upon completion of the procurement processes and finally
when contracts are awarded however, the Accounting Officers acted differently.
Except for Electoral Commissionwhere funds were still on the account unutilized,
in all the other instances, no letters of credit were opened despite suppliers being

paid.

This practice weakens controls regarding unspent balances by the Accounting

Officers.

Expired Letters of cred it

Shs.28,051,204,322 in respect of letters of credit opened under various votes have
been abandoned (by their rightful beneficiaries) or have had their performance

dates expired. These funds are still held up on various LC accounts in the BoU.
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YEAR OF

EXPIRY AMOUNT
2009 22,239,695,325
2008 3,425,547,599
2007 1,224,750,381
2006 678,035,196

2005 Below 483,175,821
TOTAL 28,051,204,322

The Accountant General explained that he had written to all the Accounting

Officers concerned requesting them to reconcile and provide status of each LC.

To address the matters highlighted above, | have advised the Accountant General

to ensure that;

a review of cash management is done to validate all government bank

accounts and identify opportunities for minimizi ng unutilized balances.

e procedures are put in place to ensure that all suspense accounts operated by
accounting officers are adequately controlled. This will involve reconciliation of
the accounts.

e unapplied balances on these accounts should be promptly dentified and made
available for government use through transfers to the UCF.

e the reported cash and cash equivalents balances in the financial statements

are adjusted to properly reflect the cash balances held.

Receivables

The receivables of Shs.1,045,767517,791 include loans to State Enterprises,
private enterprises and agencies amounting to Shs.371,444,817,423 which have
been in arrears for a very long time without any repayments and hence rendering

its recoverability uncertain. Recognition of such amounts in the financial
statements without providing for bad debts distorts the financial position in the

accounts.
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A recommendation to pursue the write off of these amounts has not registered

much progress.

| advised the Accountant General to undertake a review and assessment of the

recoverability of these amounts and take appropriate action.

Foreign Debt i Non Performing Loans
In my annual report to Parliament for the year ended 30 ™ June 2005, | pointed

out some weaknesses in the management of government foreign debt portfolio.
Although a number of strategic interventions have since been implemented to
enhance debt performance, their impacts have not been tangible. A review of the
foreign debt portfolio as at 30 ™ June, 2009 revealed that 13 loans of contracted
amounts totaling Shs.669,062,465,577 either have minimal or no disbursement at

all yet they have expired or are nearing expiry.

AMT %
LOAN AMOUNT CLOSE | DATES Undisbursed % Time
NAME (Shs) DATE IGN (Shs) Disb Elap
Creation Of Sustainable
Tsetse & Trypanasomiasis
Free Areas 21,188,857,000 | Dec-11 May-05 18,439,709,169 | 13% 62%
2nd Environmental
Capacity Building 30,084,942,000 | Nov-11 | Oct-08 28,561,910,121 5% 23%
E.A Trade And Transport
Facilitation 58,875,908,000 | Sep-11 | Apr-06 53,533,799,317 9% 59%
Sustainable Mgt Of
Mineral Resources 10,028,314,000 | Jun-11 | Oct-08 10,028,314,000 0% 26%
Kampala Inst Support. &
Infrastructural Dev 71,168,680,000 | Dec-10 | Feb-08 67,310,385,145 5% 47%
Farm Income
Enhancement & Forest
Conservation 14,667,000,000 | Dec-10 | Mar-06 13,052,747,047 | 11% 69%
Farm Income
Enhancement & Forest
Conservation 102,127,055,800 | Dec-10 | Jan-05 65,297,614,244 | 36% 75%
Rural Finandal Service
Programme 44,965,666,000 | Oct-10 | Oct-03 26,408,673,143 | 41% 81%
Second Private Sector
Competiveness 154,953,626,000 | Jul-10 Feb-05 97,050,038,384 | 37% 80%
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Fisheries Development

Project 70,946,207,936 | Jan-10 Nov-02 22,105,908,531 | 69% 92%

Sustainable Mgt Of

Mineral Resources 17,600,400,000 | Dec-09 May-05 13,214,727,752 25% 89%

Roads Development Prog.

Ph.11 22,644,580,000 | Jun-09 May-01 17,676,624,413 22% 100%

Bridges In N.&N.Eastern

Uganda 14,606,480,000 | Dec-08 Oct-05 14,473,598,550 1% 115%
669,062,465,577 447,154,049,817

The failure to absorb committed credit not only results into wasteful spending in
terms of commitment fees, mobilization costs, sunk-costs e.g. feasibility studies
consultancies but also leads to failure to achieve the desired social/economic

benefits. In addition, it erodes creditor goodwill.

Management has promised to take up the matter with the Aid Liaison Department
of Ministry of Finance, Planning and Economic Development and the respective

Accounting Officers.
| advised management to revisit the debt strategy with a view of enhancing debt
absorption in order to mitigate the costs and risks associated with low absorption

capacity.

Consolidation of Project Expenditure

In my previous annual reports to Parliament, | pointed out the need to have
project expenditure consolidated in the GOU Financial statements. To-date the
policy regarding consolidation of project expenditur e still remains consolidation of
expenditure to the extent of government funding for all projects. Under this
accounting policy, all donor funded expenditure is still not consolidated in the GOU

financial statements.

In view of the fact that a sizeable proportion of the GoU budget is externally
funded, the GOU consolidated financial statements prepared using this policy are
not only inconsistent with generally accepted accounting practice but also provide

incomplete information required for budgeting an d financial planning. In the past,
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several roadmaps have been drawn by the Accountant General to stream this

shortcoming, however little progress has been made.

The Accountant General explained that The IFMS Donor financed projects solution
is planned for implementation soon and this will bring on board donor financed
expenditures through project support. According to his plan, pilot implementation
on two selected projects shall be done by close of this financial year after which a

rollout to most of the donor financed projects will be undertaken.

| await the result of this implementation.

Resolution of UCBL

In my report to Parliament for the period ended 30 ™ June 2008, | indicated that
Shs.26,000,000,000, being proceeds from the sale of UCBL was stillheld by the
BoU. In October 2008, an instruction was made to BoU to transfer the funds to
the UCF. However, this instruction was later reversed and the proceeds
transferred to a newly opened PU Divestiture Fund Account. Accordingly
Shs.21,994,000,000 has since been transferred to the Divestiture Account and
used to settle terminal benefits for former employees of UCBL, Shs.7,835,187,443
(pursuant to High Court Civil Suit No. 1017 of 2000 in the case of Lubega Samuel
and H. Mulindwa and 907 others Vs UCR) and Diary Corporation Ltd (DCL),
Shs.10,215,185,303. Shs.4,006,000,000 is still held by BoU on UCBL resolution

accounts while Shs.3,943,627,254 is held on a PU divestiture fund account.

@) Terminal Benefits to (DCL)

In 2002, some employees of the DCL were retrenched. Their terminal
benefits were duly paid after verification by my office. The employees
however objected to the method of computation of the terminal benefits
and subsequently sought further benefits claiming that the terms and
conditions of service had erroneously been interpreted. On the basis of
this contention, the employees filed 4 (four) civil suits in court.
Subsequently management of DCL executed consent judgments with the
claimants (employees) in respect of the suits for the entire s ums claimed

with interest at 25 percent and costs at 8 percent of the judgment
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amount s. Attempts by the Attorney Gener e
judgments overturned in court on grounds that the key stakeholders (i.e)
the Privatisation Unit, Ministry of Finance and Attorney General had not

been consulted were not successful.

Later the Attorney General appointed a Committee on Compensations and
Court Awards (CCCA) with the responsibil
lawyers to establish the total and final figures of the claims. On 10"
February, 2009 the CCCA agreed a total payable amount of
Shs.10,214,366,302 which had been approved by the Divesture and

Reform Implementation Committee (DRIC) on 3™ February, 2009.

| have explained to PU Managemern that the process through which the
consent judgement was entered was flawed as it did not involve the
responsible authorities. In addition although my office had the benefit to
verify the first claim in respect of DCL terminal benefits before payments
were effected, Shs.10,214,366,302 was paid without any verification.
Besides, payment schedules have not been availed to enable me carry out

a detailed verification of the authenticity of the transactions.

Management explained that their effort to hold the cl ai mant 0s I aw
accountable for the Shs.10,214,366,302 has not been successful. They
explained that on 24" February, 2009 DCL Cl ai mantds
PUb6s VLegal Team and agreed to execute an
provide lists of claimants entitled, amounts due, taxes payable, if any and

to provide periodic reports on progress. However, the lawyer later

petitioned the Attorney General who directed the PU to settle the claims.

(b) PAYE

It was also noted that although Privatization Unit (PU) was obliged to
deduct PAYE on all terminal benefits, Shs.10,214,366,302 was paid in
entirety to the <cl aimantods | awyers wi t h
deduction causing a loss to government. Management explained that

deducting PAYE was not possible becase they were denied the
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opportunity of ascertaining taxes due from each claimant. Nonetheless, PU

made effort to invite the URA to foll ow

L

| awyer in order to collect the taxes paya

progress made by URA on this matter.

Proceeds from Liquidation of closed private commercial banks
During the nineties, four private banks i.e., Cooperative Bank, Greenland Bank,

Teefe Trust Bank and International Credit Bank were wound up by the Central
Bank Upon closure, the depositors of the 3 banks were paid in full (using funds
from four sources: Government of Uganda, Deposit Protection Fund (DPF), Bank
of Uganda and Cooperative funds and Assets) accordingly subrogating their claims

on all liquidation proceeds.

According to audited statements of the affairs of the closed banks as at December

31%, 2005 the gross <customer deposits of t he
amounted to Shs.101,073,471,321. Of this, Shs.57,747,956,190 was made
availableon 6 P-r at a Paymentsdé for BoU, GoU and DPF
claims by the fully paid depositors. GoU was entitled to Shs.22,522,813,044 after

adjusting for Shs.2,059,134,339 paid in respect of additional depositors by the

BoU. The GoU obligation was discharged by BoU the official liquidators of the

closed banks as follows: Shs.12,522,813,044 credit to the UCF, vide TF 1001X

Serial No. 00025940 of November 04", 2008 while Shs.10,000,000,000, according

to explanation (not verified) obtained from BoU management, was paid to

government in two installments of Shs.5,000,000,000 each.

Nonetheless, a review of the government bank accounts at the BoU has shown
that the respective closed banks Loan Recoveries Accounts, Assets Accounts and
Special Clearing Acounts are still holding substantial amount of paid deposits as

at December 31%, 2009 as shown below:

Greenland Banki Loan Recovery/Collection 12,735,411,546
ICBT Memo A/C 192,268,571
ICB - Loan Recovery/Collection 2,078,961,416
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Teefe - Loan Recovery/Collection 700,000
Teefe - Other Commercial Banks 37,471,142
Coop - Loan Recovery/Collection 3,233,784,453
18,278,597,128

| advised management to review the balances of the recovery accounts at the end

of the liquidation exerci se with the view of det er mi

liquidation proceeds.
Management explained that the liquidation exercise (process of winding up the
commercial banks) is still ongoing. There are still outstanding creditors to be paid

out of t he loan recovery/collection accounts.

Gross Tax System

In order to control government expenditure in respect of import duties on
government imports, all import taxes incurred by accounting officers are paid for
centrally by AG through the Gross Tax system. However, during the period under
review, it was noted that although the system was valuable in reducing on delays
of tax payments to URA, some flaws which the system had intended to eradicate
have persisted. Instances were noted where votes have continued to divert funds
appropriatedesfoaurrcednadamxes?o. During
Shs.3,136,250,000 in respect of non-resource taxes for the Ministry of Defense
was used to clear PAYE (Shs.444,494,129) while Shs.2,691,754,871 was

transferred to a forex deposit account in the BoU for unknown activities.

Management explained that the Permanent Secretary/Secretary to Treasury issued
a revised guideline for managing Gross Tax which is meant to streamline the

processes of operation, recording, accourting and reconciliation of the Gross Tax.

| advised management to consider the following measures

e To review the non-resource taxes payment business process with a view of

eliminating movement of cash.
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e The non-resource taxes receipts and payments operations between the UCF,
MALGs and URA be coordinated by the Accountant General by use of manual

journal entries.

Idle Cash GRAs and GPAs

In several of my cash management audits, | have indicated that keeping huge
balances on deposit accounts negatively affects government operations. It causes
shortages of cash required to finance urgent fiscal requirements; sometimes not
only occasioning across the board budget cuts but also perpetual indebtedness on
the UCE. On June 30", 2008 the two gross tax accounts held sums of Shs.461
billion with a closing balance of Shs.627 billion (30™ June, 2009) which have never

been transferred to the UCF todate.

Management explained the whole balance on the Gross tax payment account was
transferred to the UCF on 30" November, 2009 and the account closed thereafter.
In addition, they indicated that Gross Receipts Tax Account will be closed and the
balances transferred to UCF once reconciliation with BoU is complete. The Gross

Tax payments account has also now been placed under the management of URA.

| advised that reconciliations be expeditiously done and have the balances

transferred to the UCF

Management of Unspent Cash Balances

The Appropriation Act 2009, provides that money issued from the consolidated
fund on or before 30th June, 2009 shall be available to an accounting officer until
a date determined by the ST in any case not later than 30th October, 2009 for
making payments which become due during the year ending 30th June, 2009. On
the basis of this, the PS/ST has been authorizing accounting officers to retain
unspent balances on provision of proof of commitments arising from the preceding

period.

1 On June 30", 2009, the UCF was overdrawn to a tune UGX 2.1 trillion, an increase of UGX 0.9
trillion over the June 30", 2008 of UGX 1.2 trillion
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However, it has been noted in some instances that approval to retain funds has
been granted with no proof of com mitment. For instance KCC was allowed to
retain Shs.7,187,811,961 out of which, Shs.5,190,984,598 was supported with
only a schedule of planned activities for the year 2007/2008. It was also noted

that the mechanism of establishing year end cash balances due to the UCF is not
elaborate enough to prevent and/detect non compliance, especially for local

governments.

| advised that all funds to be retained by the Local Government Accounting
Officers should be supported as required by the Law. In addition, Government
should develop a mechanism of establishing year end cash balances due to the

UCF with a view of preventing and/detecting non compliance.

Special Loans
Advance to Ministry of Defence (MoD)

BoU provided an advance of Shs.22,728,660,340 to the Minstry of Defense. To

access the funds, MoD was allowed to overdraw one of its accounts in BoU.
However, | was not able to establish whether the advance followed the prescribed

procedures.

Management explained that these funds were merely advances to Ministry of
Defence by BoU to cater for urgent emergency case; subsequently, Ministry of
Defence did apply and was granted a supplementary budget which they used to

retire the advance.

| have advised the Accountant General to develop suitable procedures for the

proper control, management and accountability of such advances.

Loan to State House

BOU advanced a loan of US $ 48.2 million to finance the acquisition of an aircraft.

State House continues to reflect the loan and its performance in the financial
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statements although such statutory payments are handled centrally by the

Treasury.

| advised the Accountant General to transfer the liability from State House
Accounts to Treasury under public debt and liaise with BoU with a view of

developing revised MoU that will guide the eventual retirement of the loan.

3.11 Review of the Budget Support Holding Accounts
I reviewed the holding accounts operations at both the Accountant General and

BoU and the following matters were noted;
According to records submitted for audit, the total number of budget support

holding accounts as at the time of audit was 18. The audit covered all of the

holding accounts indicated below.

Details of the Holding Accounts

Budget Support Project Account number
1. Poverty Action Fund (PAF) 208.209070.1
2. Education Sector Budget Support Account 208.209079.1
3. SWAP Development 208.209089.1
4. UK/Uganda Poverty Reduction Budget 208.209092.1
Grant

5. Netherlands Extra Assistance 208.209096.1
6. NAADS Budget support 208.209099.1
7. NAD (Norwegian Association of the 208.209101.1
Disabled)

8. Danish Budget Support 208.209103.1
9. ADB Budget Support Grant 208.209196.1
10. Global Fund to fight Aids, Tuberculosis, 299.227076.1
and Malaria
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11. EDF Budget Support 208.209256.1
12. Power Sector Development Operation 299.227063.1
13. Irish Budget Support 208.209100.1
14. KFW -DFCU Special Collection 299.227080.1
15. PRSC VIl Deposit A/IC  -USD 299.227090.1
16. PRSC VII Deposit 299.227091.1
17. Norwegian Support to PRDP 299.227095 .1
18. PRDP - Basket 299.227100.1

3.11.1

3.11.2

Transfers from Holding Accounts to UCFE
Instances of delay in transferring funds were noted. For example, a remittance

worth Shs.9,498,393,401 on Norwegian Support to PRDP A/c No. 299.227095
made in December 2008 is still held on the account to date. In some instances,
the amount transferred was at variance with instructions given by Accountant
General, for example, Shs.1,543,059,988 was transferred from holding account
&Global Fund to fight AIDS, TB, and WMa 299.2270761 to Account No.
214.214086.1 instead of Shs.1,535,202,877 vide AGO083/169/01 dated 10"
October, 2008.

Management explained that PRDP was suspended for some time and therefore

funds coul dnot be tr ans hsedoneetd facilitate d@adye UCF.

traceability just in case the respective donors asked for the status of the funds
di sbursed under the Osuspendedd Progr am.
Global Fund to Fight AIDS, TB and Malaria Bank account was due to abank error

and management had written to Bank of Uganda to rectify the error.

Excess withdrawals from Holding Account
On 15" April, 2009, the BoU was instructed to transfer Shs.38,200,800,000 from

Arc. 208.209196.1- ADB Budget Support Grantto the UCF. Although the amount
(Shs.38,200,800,000) was credited to the UCF, Shs.38,364,021,193 was instead
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charged on the holding account hence causing an excess withdrawal of
Shs.163,221,193. | was not able to establish how Shs.163,221,193 was utilised.
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4.2

4.3

4.4

OFFICE OF THE PRESIDENT

Non - Deduction of 6% Withholding Tax

The Income Tax Act 2003 requires that all payments above Shs.1,000,000 be
subjected to 6% withholding tax deduction. However, during the year under
review, a total of Shs.3,692,894 was not deducted from service providers contrary

to the law. The practice can attract penalties from the Tax Authorities.

Management is advised to recover and remit the taxes and also enforce adherence

to the requirement of the Income Tax Act in future.

Unspent Balances
The Public Finance and Accountability Act, requires that all unspent funds at the

end of the financial year should be remitted back to the consolidated fund.
However, it was noted that Shs.99,639,972 in respect of the financial year ended

30™ June 2008 had not yet been remitted back.

The Accounting Officer has been advised to comply with the law.

Adjustment in Reserves

Included in the Statement of Changes in Equity is an amount of Shs.40,206,158
relating to adjustment in res erves. The amount was not supported with any
schedules and as such, | was unable to verify its effect on the statement of

changes in equity.

I have advised the Accounting Officer to provide the necessary documentation to

enable me verify the adjustment.

Domestic Arrears

Generally, there is minimal progress being made in clearing outstanding
commitments which exposes the ministry and government as a whole to the risk
of litigation and nugatory expenditure.

At the beginning of the financial year under review Presidents Office had
outstanding arrears amounting to Shs.29,931,732,014 and during the year under

review the office incurred additional arrears of Shs.2,408,273,580. However, only
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Shs.9,677,180,690 of the previous arrears of Shs.29.9 billion was paid during the
year leaving an outstanding balance of Shs.22,662,824,904. In addition, an
amount of Shs.51,302,333 is reflected in the statement of outstanding
commitments as reduction in payables. | was not provided with evidence relating

to the adjustment.

| have advised the Accounting Officer to ensure that resources are set aside to

clear these commitments.

Contribution to the Endowment Fund

A total of Shs.580,000,000 was spent by the entity i n respect
contribution towards the endowment fund of Commonwealth Partnership
Technical Management (CPTM). This was partial payment of the actual

requirement which will eventually amount to Us$.500,000.

The Law requires that such supplementary funding be presented to Parliament for
approval within four (4) months. There is no evidence that the authority was

sought. Management is advised to seek for parliamentary authority.

RDCs Offices

The RDCs6®& of fi ¢ edundadtethegektenstisal spme RDCsao not
have official transport and office equipment but seek assistance from the district.
This may render the RDCs inefficient in their operations and may also compromise
their decision making since some of the resources are obtained from the districts.

More funding should be provided to enable them run their offices better.

I have advised the Accounting Officer to continue lobbying with the Ministry

responsible for additional resources for the RDCs.
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STATE HOUSE

Reconciliation of bank Balances

The Statement of Financial Position shows acash balance of Shs.307,906,542 on
the Expenditure Account. The balance could not be clearly linked to the ledger
amount under account 321103 as at 30th June 09 shown on the IFMS as
Shs.129,759,530 and the bank statement balance shown at Shs.23,266,347. In
the absence of reconciliation, | was not able to confirm the accuracy of the cash

balances stated in the financial statements.

The Accounting Officer attributed the challenges of coming up with a proper bank
reconciliation to Bank of Uganda which did not provide accurate Bank Statements.
He indicated that a follow up is being undertaken for purposes of obtaining

accurate bank statements.

Domestic Arrears

Arrears disclosed

Commitment Control System is a tool used by government to ensure that no
expenditure is incurred without sufficient funds being available. However, it was
observed that the level of compliance with the commitment control system is still
low. State house disclosed new arrears totaling to Shs.98,737,133,346 as

summarized below:

Electricity (UMEME) 448,277,664
Telephone (UTL) 619,814,920
Water (NWSC) 86,984,451
Equipment 1,048,873,716
Jet (BOU) 96,220,000,000
Projects (PAP) 313,182,595
Total 98,737,133,346

These arrears have been disclosed in the financial statements.
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Other d omesti c Arrears

A total of Shs.1,990,107,301 was also incurred on goods and servicesi.e medical
(Shs.2,578,800), printing (Shs.5,664,000), Supplies & services (Shs.961,189,820),
Motor Vehicle repairs (Shs.969,656,892), Motor vehicle supplies (Shs.39,329,589)
and furniture Shs.11,688,200), outside the IFMS and were not captured in the
financial statements in accordance with guidance given by the Accountant
General. Incurring expenditure outside the IFMS is irregular as it results into

unauthorized extra budgetary expenditure.

The Accounting Officer explained that State House experienced budgetary
pressures on the items that were under funded thus also putting pressure on
planned activities which made it impossible to live within the budgetary provisions,

giving rise to arrears.

| advised the Accounting Officer to liaise with the Ministry of Finance, Planning and
Economic Development and have sufficient budgetary provisions on items that

experience budgetary pressures to avoid non compliance with the law.

Jet Debt

GOU represented by MOFPED obtained a loan of USD 48.2 million $hs96.22
billion) from Bank of Uganda to acquire a new aircraft. According to the MOU
between the Bank and GOU, the amount is payable in installments of Shs 9.7
billion per year with i nterest based on the 3 months LIBOR plus 1%. A 2% penalty

is imposed on all overdue amounts.

However, it was observed that interest expense thereof was not properly

recognised and disclosed in the financial statements.
| have advised the Accounting Officer to liaise with the Accountant General to have

the debt transferred to the Treasury for proper management under public debt in

accordance with Regulations
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Mischarge of Expenditure
Financial Regulationsrequire that expenditure is properly charged on the relevant

accounts. Any deviations require authority for virements and reallocations.

Contrary to the above requirements and procedures, a total of Shs.2,502,829,092
was charged on the following Account codes as expenditures meant for activities

other than those specified to be charged on these accounts.

Account IAccount Description Amount

226001 Insurances 1,237,184,253
227004 Fuel, oils and lubricants 186,905,153
228004 Maintenance - other 19,522,216
264101 Contributions to auto Organisations 454,266,090
312101 Non Residential buildings 292,952,527
312102 Residential buildings 279,115,103
312202 Machinery and equipment 32,883,750

This distorts the presentation of fina ncial statements.

The Accounting Officer attributed the anomaly to unforeseen budgetary pressures

that arise after all funds on the relevant items have been committed.

Expenditure should be properly recorded under the relevant expenditure codes to

provide meaningful information to the users.

Audit of Poverty Alleviation Project (PAP )

Non approved Procurements by Contract Committee
The department that was established to manage the Poverty Alleviation Project

(PAP) set up its own procurement committee which was responsible for approval
of all procurements. However, it was observed that the committee did not have
delegated authority from the Accounting Officer as provided for under section 39
of the PPDA Act.

55



5.5

5.6

As a result, purchases worth Shs.197,670,700 for various farm inputs, supplies and

services were not tendered and approved by the State House contracts committee.

Management explained that they had since dissolved the department procurement
committee and all procurements were now being handled by the state House

Contracts Committee.

Purchase of a Property
State House purchased a house on plot no. 12 Nehru Avenue, on 21st July 2005

(2005/06 F.Y), at a cost of Shs.550,000,000, inclusive of taxes. Shs.300,000,000
was to be paid at the time of signing the agreement and the balance of

Shs 250,000,000 was to be paid in the course of the financial year.

However, a copy of the certificate of title was not availed for verification to confirm
that ownership has been passed on to government. The vendor has also not

responded to the reminder letter written to him by management on the matter.

Management explained that although full payment has been made as per the sale
agreement, the seller has not handed over the title because he is demanding for

interest on delayed payment.

Restructuring Exercise
The staffing level stood at 667 in total, comprising of 501 staff (75%) on contract

terms while only 166 (25%) are on permanent and pensionable terms at the time

of audit. Matters relating to vacant posts (233) despite the large numbers of staff
have been raised in my previous audit reports but minimal progress has been
made to address them. Although management undertook a restructuring exercise

in 2006/07, the results of this exercise are not yet known.

Management explained that the draft report for the restructuring exercise was

submitted to the Ministry of Public Service for further action.

| have recommended to management to expedite the restructuring exercise and

have the recommendations thereof implemented.
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5.7

6.0
6.1

Receipt of Inventories Priorto |ssuance of LPOs
Treasury Accounting Instructions require that purchases of goods or services be

subjected to the commitment control system procedures. Payment vouchers
should be supported by the requisitions, local purcha s e or der s, supplier s
delivery notes and goods received notes. Accordingly, procedures require local

purchase orders to be issued before deliveries of goods or services are made.

However, in a number of cases, goods were received in stores before the
requisitions and Local Purchase Orders were raised. There is therefore, no basis
for confirmation of quantities, condition and specifications of items supplied where
deliveries are made before LPOs are issued. This practice encourages the bypass
of the commitment Control system inbuilt within the IFMS through which the LPOs

are generated and results into accumulation of domestic arrears outside the IFMS.

Management attributed the lapse to the nature of the entity where operational

matters and circumstances cannot wait for normal release of funds on the IFMS.

The Accounting Officer is advised to liaise with Ministry of Finance, Planning and
Economic Developmentfor consideration of such unique circumstances or to have
sufficient funds frontloaded to avoid inappropriately applying procurement

procedures.

OFFICE OF THE PRIME MINISTER

Receivables
A receivable of Shs.421,646,400 in respect of an overpayment to a supplier
reported in the fANotes to Accountso was no:

Fnanci al Position hence understating the enti

The amount has remained un-recovered for over two years without institution of
any legal measure to recover the money. | have advised the Accounting Officer to

consult with the Attorney General for purposes of legal action.

The Accounting Officer explained that the same supplier was contracted to supply

goods worth shs.327,096,800 during the year under review and that as a measure
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6.2
6.2.1

6.2.2

to recover the funds he had written to the supplier indicating th at this money will
not be paid until the refund of the overpayment is made. No response has been

received from the supplier.

Procurement
Procurement of Hand Hoes
The review of the procurement process for the procurement of hand hoes for

Karamoja worth Shs.1,750,000,000 revealed the following anomalies:

e The bidder that was awarded part of the above contract worth
Shs 580,000,000 was missing from PP Form 34 for the record of receipt of
bids. This implies that the bid was not officially received and registered as

required under the PPDA Regulations.

e Analysis reports by the UNBS indicated that samples fromthe company failed

some two tests under chemical composition.

e The company started supplying the hoes without a signed agreement/contract

as required by PPDA regulations

e The company failed to supply 43,604 hoes worth Shs.252,903,200 and thus
failing the achievement of the purpose for which they were ordered. In my
audit report for 2007/2008 | also reported that this company failed to deliver
128,160 hoes worth Shs.421,646,000.

During discussions, the Accounting Officer stated that efforts were being made to

follow up on the matter.

| advised him to ensure compliance with the PPDA regulations and alsoconsider

previous performance of firms before awarding contracts.

Improper Award of Contract
Examination of records, revealed that a company was awarded a contract to

supply 1000 hoes and 65 Knapsack spray pumps for Luwero Triangle under
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6.3

procurement reference number OPM/SPPLS/0809/00045, at a cost of
Shs.11,729,200 (paid vide EFT no. 1467389), using a quotation and proposal
procurement method. Three quotations were invited from three bidders and
evaluation carried out. It was noted that the procurement process was irregularly
not terminated when all the three bidding firms did not meet the eligibility
requirements in the Request for Quotations bidding document. None of the three

bidders submitted the documentation required for eligibility.

In addition, the successful bidder was irregularly paid Shs.1,787,189 in respect of
VAT that does not apply to agricultural and farm implements. The amount has

also not been reflected in the accounts.

The Accounting Officer explained that this was due to the non de -activation of the
pre-set VAT computation on the IFMS system at the time of raising the LPO and

that he had written to the supplier for a refund of the money.

The Accounting Officer was advised to strengthen controls regarding procurement

in the entity and also ensure that the VAT amount is recovered.

Nugatory Expenditure on Procurement of Sickles
Inspection of the Mi ni st ryo6s s tBalroad, rmear dotal PetPob Station

revealed that 5,040 sickles that were received in the store on 30 ™ July, 2007 were
still lying idle in the store. The sickle s were for the returnees from IDP Camps in
Northern Uganda to assist in farming activities. The Accounting Officer was
advised to ensure that the items are delivered to the beneficiaries without further

delay.
The Accounting Officer explained that a distribution plan had been developed and

was awaiting implementation. | await notification of the progress in the

implementation of the distribution plan.
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6.4.1

6.4.2

Northern Uganda Social Action Fund
(IDA Credit N0.3697)

NUSAF Implementation Completion Report (ICR)

It was noted that although the financing agreement requires management to

prepare an Implementation Completion Report (ICR) at the end of the project, this

report was not prepared by management. This implies that the stake holders have
not been informed as to whether all the project objectives were fully achieved by
the time of project closure and the lessons that may have been learnt. | have
advised management to prepare and submit the Implementation Completion

Report without further delay.

In their respon se, management has explained that an implementation Completion

Report has now been prepared and forwarded to the World Bank.

Stores

The following matters were noted regarding

system:-

e The store ledgers were not regularly checked by a senior officer of the project.
This implies that errors in the ledgers could not be detected early to effect
timely corrective action.

¢ Requisition notes and issue vouchers were not kept by the store keeper hence
it was not possible to carry out independent checks in the stores.

e |t was noted that a total of Shs.3,850,000 was paid to a company for eight
pieces of tonner supplied to the project. Scrutiny of the stores ledger revealed
that, all the items supplied were posted to the stores ledger. How ever,
examination of the delivery note revealed that only three pieces of tonner
were delivered by the supplier. This contradicts with the store ledger record
and implies that five pieces of tonner may not have been delivered hence
causing a loss of Shs.2,396,875 to the project.

e Additionally, a total of Shs.7,615,000 was paid to another company for
cartridges and photocopying papers supplied to the project. However, it was

noted that 300 reams of photocopying papers worth Shs.2,550,000 were not
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6.4.3

6.4.4

posted to the store ledgers. It was therefore not possible to confirm whether

the items in question were delivered and used for intended purposes.

| have advised management to ensure that the above instances are investigated

further to establish whether there was n o loss of project funds.

Management has explained that a clerical error was made of not filing all the
delivery notes, and recording the 300 reams of paper in the register and has

promised to follow up the matter accordingly.

Un approved foreign travel
Allowances totaling Shs.55,157,000 were paid to various staff who were travelling

to Kenya for official duty. However, it was noted that two officers whose travel
was not cleared by the Prime Minister were also allowed to travel. This was

therefore irregular.

Management is advised to ensure that all foreign travel is approved as required by

law.

In their response, management explained that the two officers replaced the Ag.
Executive Director who could not travel because the date of the journey coincided
with the Project closing date, and therefore he had to ensure closure activities are
properly and promptly undertaken. In future, if there are any changes to the
cleared list of staffs travelling, a fresh clearance will be sought before the staff

travels.

Payments to UBOS (Shs.809,178,273)

It was noted that, Uganda Bureau of Statistics (UBOS) was contracted to carry out

consultancy services for the following: -

Details Amount (shs)
NUSAF Impact Evaluation 708,838,173
YOP Baseline Survey 100,340,100
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6.4.5

However, the following matters were observed: -

e The procurement documents utilised in securing services of the consultant
organization were not availed for audit verification. | could therefore not
ascertain whether proper procedures were followed by management.

e No consultancy reports were availed for audit as such | was unable to

ascertain whether all the deliverables were properly effected by UBOS.

Although management explained that the consultancy report on impact evaluation
has now been finalized, this was not availed for verification. In addition,

management explained that the YOP baseline survey is still ongoing

| have advised management to ensure that the above consultancies are

appropriately concluded and reports provided for audit verification.

Moroto Municipality Consolidated Water Sub -project Shs.603.894.500)

The above stated sub project is one of Community Driven Initiative (CDI) which
had a budget allocation of Shs.603,894,500. The funds were meant for
construction of a water supply system in the municipality. A Non Government
Organisation (NGO), International Institute of Cooperation and Development had
been contracted and advanced all the money to execute the work. The following

matters were observed: -

e Attempts to establish the genuineness and mandate of the alleged NGO from
the NGO registration board in the Ministry of Internal Affairs revealed that it
was not in existence. Given that all the funds had been paid to the NGO, there
is a risk that it may be lost, since the NGO is also not officially recognized.

e The Ministry of Water and Environment also invited for Bids under reference
number MWE/SPLS/0809/00454 for the Supply of Pipes for Moroto Town
Water Supply System. This was done in The New Vision News paper issue of
Monday, March 9, 2008. This appears to be duplication of resources.

e While work was to be completed and handed over before 30" September

2008, at the time of audit inspection in March 2009 all work had not been
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6.4.7

completed. Field inspections carried out revealed that, the project was

incomplete with just pipes laid down but with no water running in town.

There is a risk that the project may never be completed given that NUSAF has
come to a close and there are no arrangements in place for continued supervision

of the water proj ect.

In their response, management explained that they had written to the Chief
Administrative Officer of Moroto to respond to the issues raised.

| advised management to urgently follow up with the matter.

Doubtful Expenditure
It was noted that a total of Shs.64,642,000 was withdrawn on 30" March, 2009

and yet the project was closing the following day. According to the requisition
dated 30™ March, 2009, this money was purportedly meant to facilitate the
internal audit exercise. However, scrutiny of the requisition revealed that 80% of
the officials appearing in the list were terminated on 31 * March 2009 hence

rendering the genuineness of this expenditure doubtful.

In their response, management explained that the money was drawn in
anticipation of the final audit to wind up NUSAF 1. However management could
not ascertain the composition of the skeleton staff that would remain behind to
assist in the windup until the actual termination letters. These funds facilitated the

coordination of the Audit exercise until generation of this report.

| have advised management to provide the necessary accountability documents

for audit verification.

Nugatory expenditure
Rent in lieu of termination of tenancy contract amounting to Shs.6,300,000 was

paid to a company during the period under review in respect of Plot 2 Elizabeth
Road, Gulu. This expenditure arose as a result of negligence on the part of project

management to provide adequate notice of 3 months before vacating the property
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6.4.8

6.4.9

and yet management was well aware of the date the tenancy was to cease. The

expenditure is considered nugatory.

In their response, management explained that it had been foreseeable that the
premises were to be used up to June 2009 until it became clear that only a few
staff members would stay on up to June 2009, where the OPM Gulu offices were

enough to accommodate that number.

I have advised management to avoid such wastage in future.

Delayed accountability for staff advances
It was noted that a total of Shs.291,018,435 paid to various officials of the project

to enable them carry out various activities remained unaccounted for at the time

of writing this report .

Delays in submission of accountability may lead to falsification of documents and
loss of project funds. Although management explained that the accountabilities in

guestion had been obtained, these were not provided for audit verification.

I have advised management to provide the accountabilities for verification.

Advances to subprojects
It was noted that the status o f accountability of advances made to subprojects by

the end of the financial year showed that a total of Shs.3,375,500,530 remained
outstanding/unaccounted for by the end of the year under review. Management
has not indicated how they plan to obtain the ac countability for the funds in
guestion. Since the project management unit (NUMU) is no longer in operation,
there is a risk that the funds in question may not be utilised for the intended

purpose and accounted for.

The Office of the prime minister is urge d to take action regarding the matter.

In their response, the Office of the Prime Minister explained that the office is

working with the Local Governments to ensure that as they implement NUSAF2,
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6.5

collecting the outstanding accountability for NUSAF1 is taken as their prime

responsibility.

Inspection of sub projects
Physical inspection of a sample of subprojects was also undertaken during the

audit. The detailed findings are contained in appendix 1. However, the most

common findings included the following: -

e There was no arrangement put in place to ensure sustainability of NUSAF Sub
project Investments executed during the implementation of the project.

e Several projects were still incomplete although the project was coming to a
close.

e Several projects had disintegrated with members abandoning the subproject
activities

e Several subprojects had un utilised funds by the time of closure of the project;
there was no supervision arrangements in place after closure to ensure that
the funds are put to good use

e An internal audit report identified several subprojects that had been
mismanaged and had therefore not been completed by the time of closure.

The fate of these subprojects therefore is not clear.

The office of the Prime Minister should consider taking action regarding the

matters identified above.

Special Audit of Relocation Project of UBC
On the request of the Rt. Hon. Prime Minister, a special audit of the programme

for the relocation of TV equipment from Nakasero by Uganda Broadcasting

Corporation was undertaken by my office.

The audit exercise was aimed at meeting the requirements of the terms of

reference which included but were not limited to the following:

e To ascertain the terms of the contract entered into between Government and

the contractor and establish whether there was compliance.
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e Ascertain the total amount of money disbursed to UBC for the purposes of its
relocation by Office of the President and the Office of the Prime Minister.

e Make a follow up of total disbursements to UBC and ascertain whether it was
genuinely paid to the contractor for services adequately rendered.

e Carry out physical inspections of all equipment relocated and take note of the
reusable equipment installed.

e Review matters raised in Paragr ahefear3. 2 of
ended 30" June 2006 and ascertain the status of implementation of
recommendations made therein.

e Take note of any other irregularities identified during the audit and make

recommendations.

6.5.1 Audit Scope
The audit covered the activities of UBC and specifically the operations of the

company which was charged with the implementation of the entire relocation
programme. A review of available documentation indicated that the project was
launched in May 2006 at a contract amount of US$ 6,913,880. The exercise
therefore, covered the period from the time of inception to the implementation

phase, up to the time of writing th e report.

A report was issued to Office of the Prime Minister containing the following key

findings and recommendations;

6.5.2 Maijor Findings

e The original contract agreement between the service provider and Uganda
Broadcasting Corporation was signed and concluded without the involvement
of the Solicitor General, contrary to government policy which requires all major
contract agreements to be reviewed and approved by the Solicitor General or

his representative.

e The contracts committee which handled the procurement of the Contractor
was not appointed in accordance with the regulations. The Procurement and
Disposal Unit was not in existence at the time of the procurement and neither

was an evaluation committee set up to evaluate the bidder. The original
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contract sum was amended in an addendum made one and a half years by

applying ambiguous clauses contained in the original main contract agreement.

The Uganda Broadcasting Corporation did not effect WHT deductions on all its
remittances to the contractor. This led to loss of revenue to government
amounting to US $ 451,491.15.

Issues of non compliance with the agreed terms of the contract were noted.
These included failure by the contractor to provide stock lists of equipment in
their possession from which UBC could select those requred; failure to classify
equipment at Nakasero between those found obsolete and those re-usable;
variations in the original contract and breach of contract on the part of the

Corporation by non-remittance of the balance on the contract sum to enable
the contractor fulfill the obligation of completing the project so that it can be

handed over to UBC management.

It was noted that GOU authorized funding to UBC for only costs related to
relocation of TV equipment. However, out of the funds released by
Government through the Office of the President and Office of the Prime
Minister, the Corporation spent funds amounting to 2 billion shillings to finance
its day to day operations. The funds spent on the Corporation operations

lacked proper authority.

It was fu rther noted that out of Shs.9,472,707,267 released to UBC to finance
the company activities, only Shs.5,442,528,006 was actually paid to the firm
leaving the balance of Shs.4,030,179,261. This balance appears to have been

diverted by management to finance other activities.

A physical inspection of all equipment was partially done as one of the stores

where allegedly some uninstalled equipment were kept could not be accessed

as it was under the management and contr ol
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7.0
7.1

Recommend ations
¢ Since the relocation exercise is yet to be concluded, management should make
arrangements to have the contract reviewed and regularized by the Solicitor

General.

e The UBC management should liaise with Government to mobilize funds and
remit the balance to the contractor to enable completion of the relocation

exercise as per agreed terms in the contract agreement.

¢ Management is advised to follow up short deliveries noted during the physical
inspections and also ensure that all equipment for installation gets actually

installed.

¢ Management should consider recovering withholding tax that was not

deducted from M/s Well Trade Services Ltd from the unpaid balance.

PUBLIC SERVICE

Pension Reforms

In a move to migrate from a pension to a contributory scheme, the Ministry
prepared t he Publ i c Service Pension

establishment of a Fund to administer the Public Service Pensions Scheme and to

provide for the payment of benefits to

bill would be enacted and commence operations by 1st July 2005. To-date,
(December 2009) the migration to a contributory scheme is yet to be realized

because the bill has never been enacted.

According to management, discussion of the bill was deferred to enable the
Ministry of Finance, Planning and Economic Development (MOFPED) prepare a
Regulatory Framework of the Public Service Pension Fund. Thus, implementation
of the reforms awaits finalization of the regulatory framework by MOFPED.
Proposals for the framework were prepared and presented to Cabinet in 2007 but

action is still awaited.
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7.2

7.3

7.4

Government should accord pension reforms sufficient policy attention to avoid

further accumulation of pension arrears.

Benefits to a National Leader

The Presidential Emoluments and Benefits Act, 1998 accords a sitting Vice

President (VP) a 6fr eeln 2001/0R the Mirastryiof Aultlia t e d

Service was allocated Shs.1,000,000,000 to purchase a befitting residence for the
sitting Vice President A property valued by the Chief Government Valuer at
Shs852,022,720 on Katonga Rd was identified. The location was rejected by
Parliament on security grounds because of its proximity to Nakasero State Lodge.

Thus, funds were returned to the T reasury.

A committee of Parliament was later set up and tasked to look for and identify a

property in a suitable location. To date, the exercise has not been concluded.

According to management, the official residence should also have other facilities
including adequate office space, a security house, a waiting room for VIPs and
staff quarters. It was however, observed that the property being rented in Ntinda
for the VP is inadequate and as a result alternative accommodation has been
sought from the neighbourhood to cater for extra facilities. | have advised the

Accounting Officer to liaise with the relevant authorities to address the matter.

Land Titles

It was noted that the Ministry of Public Service is yet to acquire a land title for
Plots: 8-10 Lourdel Road, eamarked for the National Records and Archive Centre.
The laxity on the part of the Ministry in obtaining ownership of the land puts
Government properties on the Plot at risk of being encroached on or claimed by

unscrupulous persons.

| advised management to ensure that a land title is acquired to avoid risk of loss.

House Rent for a Surviving Spouse
On 18™ August 2002, a former Vice President passed away after an accident on

Jinja i Kampala Highway. According to Section 6 of the Presidential Emoluments
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and Benefits Act, 1998, a surviving spouse is required to enjoy such benefits for
(only) six months after the death of the retired spouse. However, the widow has
since been drawing survivors benefit from the Ministry of Public Service for 7
years now. During the period under review, a sum of Shs.9,500,000 was

accordingly paid to the spouse in respect of house rent.

Management explained that under the 6 T h e Emol ument s and Benef
President, Vice President and &vide foetheMi ni st er
salaries and allowances, retirement benefits and benefits of spouses and
dependant children of Presidents and Vice Presidents ceasing to hold office, when

passed, a widow shall draw such benefits until death.

| have advised that until this bill is passed, these payments are considered

irregular.

7.5 Uganda Public Service Reform Programme
7.5.1 Non remittance of PAYE and withholding tax deductions

It was noted that deductions in li eu of Pay as You Earn (PAYE) and Wthholding
tax (WHT) amounting to Shs.6,578,741 were not remitted to URA contrary to the

law.

This can attract penalties and fines from the statutory body. | have advised

management to adhere to the requirements of the law.

7.5.2 Errors in computation of withholding tax
It was noted that comp utation of WHT amounts were erroneously made on the

following five expenditure vouchers leading to under remittances of Shs.878,064.

Management promised to recover the amounts from the payees in question since

they still have on-going contracts with them.

7.5.3 Delayed accountability of some advances
It was noted that the advances totalling Shs.60,914,470 remained unaccounted

for under the PSRP account.
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Date Recipient Amount Accounted for Unaccounted
advanced (shs) for (shs)
(shs)
7/4/08 PS, Office of| 75,000,000 69,085,530 5,914,470
the President
27/4/09 | PS, Office of| 55,000,000 - 55,000,000
the President
60,914,470

Delays in accounting for funds can lead to falsification of documents and a

possible loss of programme funds.

Management should ensure that all advances are always accounted for promptly.
In their response, management has explained that a letter has been written to the

Secretary, Office of the President drawing her attention to the above matter.

FOREIGN AFFAIRS
Loss of US $.114.160

A total of USD 500,098 was remitted to the Executive Secretariat of International
Conference on Great Lakes Region in settlem

member state of the regional organization.

However, documentation on f i hesecsetarmatwgms t h at Ug
only USD 251,253.27 as at December 2008 implying that there was an over
subscription of USD 248,844.73. The ministry does not maintain ledger accounts

to record such obligations and this could explain the cause of the over payment.

Rewrds also show that the coordinator of the conference later fraudulently
requisitioned for a refund of USD 114,160 from the Secretariat in Bujumbura
which was accordingly granted and banked on an account unknown to the
Ministry, causing financial loss to Government. The matter is currently in court.
The outcome of the court proceeding is awaited. It was also noted that the loss

was not disclosed in the Statement of Losses.
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8.3

8.4

Fund not Accounted For

A total of shs.83,910,100 drawn in cash to cater for office operations is yet to be
accounted for by officers who claimed and/or signed for the monies from the cash
office. This contravenes regulations that require that advances be retired by the
end of the year. Accordingly, | am not able to provide any assurance whether the

funds were applied for the purposes intended.

Management should strengthen internal controls over retirement of Imprest.

Arrears of PAYE

It was noted that arising from a tax audit that was carried out by URA for periods

January 2003 to August 2005 and from 2006/07 to 2007/08, an assessment
amounting to Shs3,812,863,099 was raised for which the tax body intends to
appoint a collection agent to recover the unpaid tax from the ministry bank

accounts.

By the time of writing this report the U RA had already frozen/attached the
mi ni stryés Treasury Gener al Account at B ¢
Shs.3,178,000,000 held on the account meant for hosting the June 2010 African
Union Summit has so far been remitted by BoU to URA in accordance with the

Agency naotice.

Management explained that the tax assessment done by the URA was contested

by the Ministry and a tax audit was underway to determine the correct tax liability.

Management was advised to ensure that the matter is resolved in a manner that

doesnot affect the operations of the ministryod

Strategic Planning Process

I n spite of my recommendations in prior year
has failed to prepare medium and long term plans. Similarly, a foreign policy, an

important ingredient of a sound strategic planning process is non existent.
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8.6

Management explained that a draft Strategic Plan now exists and is due for

presentation for adoption at a stakehol der so

time of writing this report the draft plan was yet to be adopted. | advised

management to ensure the process is expedited.

Purchase of a Motor Cycle
A sum of shs.8,648,306 was paid to a motorcycle dealer for supplying one motor

cycle while another shs.4,107,944 was paid to Uganda Revenue Authority by the
Ministry of Finance, Planning and Economic Development to clear import duty
(shs.2,162,076) and Value Added Tax (shs.1,945,368) levied on the motorcycle
thereby bringing the total charge on the consolidated fund to shs.12,756,250.

It was however, noted that the tax liability of shs.4,107,944 was inflated by the
clearing agent by a total of shs.2,420,149 as a result of using shs.8,648,306 paid

tot he deal €fraxaBatstkedd® idhhstead of the CIF

Management is advised to always ensure that adequate verification of similar

invoices is done in future to avoid a recurrence of the above irregularity.

Purchase of Toyota Land Cruiser
A sum of Shs 213,245,286 was spent on purchase of a 4500 cc (engine capacity)

Toyota Land Cruiser motor vehicle for the political head of the ministry . According
to Ministry of Public Service guidelines, ministers are entitled to motor vehicles not

exceeding 3000cc. No satisfactory explanation was given for the irregularity.

It was also noted that the domestic bidding method of procurement was used.
Under the method the advertisement and bidding period should be four and
twenty two working days respectively. The procurement was first advertised in the
Daily Monitor of Tuesday, on 10th March 2009 and should therefore have run up
to Friday 13th March 2009 and the bidding period up to 14 ™ April 2009. Instead,
receipt of bids was closed on Monday 6th April 2009, which was eight days short
of the stipulated bidding period. This implies that the procurement law was not

adequately followed so as to guarantee maximum competition. Management

73



8.7
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regretted the error and promised to ensure that the PPDA law is strictly adhered to

in future as per my recommendation.

CHOGM Furniture

The furniture used by some hotels during CHOGM has never been transferred back
to the Ministry. Management explained that a Board of Survey was constituted

and its recommendations for disposal have been forwarded to the Contracts

Committee for consideration.

Land an d Building
Ownership of land and building on which the Ministry headquarters is located

could not be established because of absence of a land title. Management
explained that they have written to the Uganda Land Commission for issuance of

the Land Title. The process is yet to be concluded.

Retirement of Mission Staff

Officers serving in Foreign Missions continue to stay in office for almost a full year
after the date of retirement, irregularly enjoying all benefits of a working officer.
The Accounting Officers at the mission attribute this to failure by the Ministry to

provide funds needed for their return back home.

Management explained that the timely return home of all retiring officers is
constrained by limited resources due to the fact that the budget item for posting
and recalls is sometimes unfunded. The ministry therefore has to depend on

Missions for assistance.

Management is advised to negotiate with Ministry of Finance, Planning and

Economic Development for the raising of the budget ceiling to cater for this item .
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9.0
9.1

9.1.1

JUSTICE AND CONSTITUTIONAL AFFAIRS

Compensation _and Court Awards

It was observed that the Ministry spent a total of Shs.40 billion under the statutory

vote during the financial year under review. Included is expenditure relati ng to
claims for compensation and court awards. A review of files for compensation and
court awards revealed weaknesses in filing and documentation of the process of
verification, assessment, determination and processing of payments. The

following matter s were observed;

e The filling of records relating to claims was found to be incomplete and lacked
adequate documentation. In certain instances, files were found to be missing.
This limited the scope of my audit.

e The automated Information Management System for court awards and
compensations has up to date not been operationalised. This was meant to go

a long way in improving records management.

Cases in point from a sample taken are highlighted hereunder;

Compensationto a Coffee Factory - HCC 883 of 2005

The above mentioned firm submitted claims to Government amounting to
Shs.8,172,798,000. The claims relate to loss of income from coffee and trucks
during the capture of Masaka Town by the National Resistance Army. The trucks
were reportedly taken and used to facilitate troop movements while the coffee

was sold and funds raised were used to support military operations.

For the period under review Government made payments amounting to

Shs.6,185,178,400 towards settling the claim. However, the followin g was noted;

e Minutes relating to negotiations on the agreed amount of the claim were not
availed during the audit; as such | was unable to establish how the total claim
was arrived at and how the amounts were ascertained.

e |t was difficult to verify the pa yments made so far as the file did not contain

all the payment details and was also not properly referenced.
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e There are no ledgers opened to monitor the payments made against agreed

claims.

e There was no evidence to show that the properties lost were indepen dently

verified.

e There was no evidence to show that the Attorney General& recommendation

to have the legal fees reduced from Shs300m to Shs.100m was acted upon

(reduced from compensation claim), as a result Government is likely to loose

up to Shs200m

¢ It was also observed that no tax was deducted on the amounts paid.

In view of the above, | am unable to determine whether the compensation claim

was properly assessed, negotiated and ascertain the current status.

Compensation files with incomplete informa tion

Files for compensation have incomplete information. For example, the following

files were incomplete and lacked adequate documentation.

Case

Remarks

e Kakumiro Cooperative Union

Claim of Shs.158 m. No payment information.

e Kagonyera  Cyprian Vs

Attorney General

Only letters from the lawyers on file. Lacks

other supporting documentation.

e Emiru Namubiru

No payment information. All documents on file

are photocopies.

e Ms. Oyila Anna

File marked #@dAFully Pa

information.

e SDC/420/3012

An overpayment of shs.16,045,599 was made
on this claimant. None of this information is on

file.

e SDC/420/1766

Paid Shs.10 million. No information of payment

on file.

o GK/801/98

Paid Shs.4,754,000 on 11" May, 2009. No

PAYE was recovered.

I have advised management to institute controls relating to management of claims

in the Ministry to ensure that the claims are properly assessed, negotiated and
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payments monitored. The operationalisation of the long awaited automated

information management system would be a step in the right direction.

Record Keeping

Reqistry
Record keeping in all t he Mini st randmot

streamlined. During the audit, it was observed that documents could not easily be
traced. Contract documents are not stored where they should be but scattered

everywhere.

Stores Management
The Ministry stores were inspected and it was noted that several items reportedly

purchased were not taken on charge and issued out in accordance with the stores
regulations. The stores ledger was not properly maintained and the requirement
to have vouchers raised for issue of items from the stores was not being complied

with.

The Accounting Officer was advised to streamline stores record keeping system in

accordance with the Treasury Accounting Instructions (Stores).

The Accounting Officer explained that staff training is to be undertaken in an effort

to ensure that registries and stores perform efficiently and effectively.

Payroll
Examination of the Payroll for the Ministry for the year under review revealed the

following matters: -

Understaffin
The Ministry approved structure provides for 379 positions. However the Ministry

had 95 vacant posts at the end of the financial year under review. Some of these
are senior posts that are critical to the Ministry. This is likely to impact negatively
on the service delivery of the Ministry as a result of extra workload on the existing

workforce.
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The Accounting Officer attributed the staffing gaps to the delayed restructuring of
the Departments of Administrator General and Law Council. He explained that a

follow up is being made to have the restructuring process completed.

Management is advised to liaise with Ministries of Public Service and Finance,
Planning and Economic Developmat to expedite the process of filling the vacant

positions.

Non deduction of 6PAYESO®
PAYE amounting to Shs.39,796,890 for the month of August was not deducted

and remitted from salaries of the Legal Staff contrary to the provision of the
Income Tax Act. This was a result of erroneous interpretation of the law

regarding tax exemption for Judicial Officers.
The Accounting Officer explained that a submission was made to Permanent
Secretary/Secretary to the Treasury to have the P.A.Y.E recovered accordingly.

The outcome of this is still awaited.

Staff on probation

It was noted that some staff have remained on probation for a period of more
than two years recommended by the Standing Orders. During the year under
review 20 staff had not been confirmed despite serving more than the required
period. This is mainly attributed to weaknesses in the personnel management

function and the delays in appraisal of staff.

| have advised management to address the weaknesses in the personnel
management function and to review the performance of these staff and take

appropriate action.

Underpayment of Staff
A comparison between the establishment register and the payroll revealed that 70

staff were being paid salaries which were lower than their entitlements. This is a

result of weaknesses in control procedures over the payroll.
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The Accounting Officer explained that they were in the process of rectifying the

position.

Contract f or Partitionindg Administrator

The contract for the partitioning of the Administ r at or Gener al
Shs.93,817,398 was signed on 10" October, 2004. The work could not be
undertaken on time due to inability by the Ministry to meet the required 1 *
installment and consequently the contractor requested for adjustment of the
contract price by Shs.24,454,350 due to price increases. Despite the price
adjustment granted on 10" February, 2008, the work had not been finalized by
the time of this report. The contractor appears to have failed to execute the
contract. The Accounting Officer has indicated that a notice of termination of the

contract has been served to the contractor.

I have advised the Accounting Officer to consider all the legal implication in the
process of termination of the contract. In future the capacity of contractors
should be properly evaluated and contract implementation properly supervised to

avoid such a failure.

Bonding Agreement
A member of staff was awarded partial scholarship by the Ministry to pursue a

Masters of Laws degree in USA in August 2007 for one year. However, after
completion of the course, the officer did not return to the Ministry. Although the
employment contract he signed with the Ministry on 29 July, 2007 provides for full
recovery of all expenses on the sponsorship by the Ministry within 6 months, no

action had been taken to recover the money.
The Accounting Officer explained that the officer appealed to the Public Service
Commission for reinstatement and was expected to resume duties soon.

However, evidence to this effect was not provided.

Management is advised to institute recovery measures of the funds spent on the

of f i cer &fdisdbgerce ig notrregularized.
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Regional Office s
Regional offices are responsible for providing legal advice and defending the

central and local governments in court in over 15 districts in the region. During

our inspection of the regional office s, the following matters were observed: -

e On average a station receives Shs.3m per month. This money is not disbursed
regularly and appears inadequate given the wide geographical coverage of

some of the stations.

e Some stations have no substantive support staff and as a result temporary
staff have been recruited locally and their remuneration paid from imprest.

The staff include drivers, secretaries, cashiers, receptionists, etc.

e There seems to be no incentive for the collection of the amounts that have
been awarded as costs. At Mbarara Regional office, during the period under
review, total collection was only Shs.300,000 out of Shs.17,533,800 awarded

to Government by court.

Management should review the operations of the regional offices with a view of

ensuring that adequate resources are provided to enable them operate effectively.

The Accounting Officer explained that the Ministry of Public Service has given
permission to have support staff recruited for the regional offices. He also

promised to increase the imprest allocations for the regional offices.

Rented Office Space
Amamu House

The ministry entered into a tenancy agreement with the Management of Amamu
House running from the 2™ of September 2008 for a period of three years. The
contract was for rent of Floor 2,3,4,5 and 6 covering 3,870 sq meters at US
$16.52 per sq meter inclusive of VAT. The two parties among others agreed that
the Land Lord will provide parking space, elevators, standby generator and water.
Available records indicated that the Ministry had so far paid rent amounting to

Shs.4,590,000,000. However, the following matters were observed: -
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The Ministry does not maintain a ledger in foreign currency to record amounts
due and the installments so far paid at any point in time. This makes it

difficult to ascertain how much is due at any point in time.

The Land Lord and the Tenant have agreed to have the rent paid at once for
the three years. However, this arrangement committing government to a three
year advance payment for rent amounting to US$.2,301,566.40 is not provided
for in the rental agreement. In addition, there is no provision requiring the

landlord to provide a performance guarantee for the advance payment.

The Landlord has not installed the lifts and standby generator as provided in
the agreement. It was also noted that the agreement provides for provision of
parking, but it is silent on the size of parking space to be provided and as a

consequence, the Ministry faces the problem of inadequate parking space.

The Accounting Officer is advised to follow up the matters with the landlord.

Where necessary, tenancy should be negotiated to address the shortcomings.

Parliamentary Avenue

The ministry rents office space for its headquarters on Parliament Avenue from a

landlord under a contract entered into on 1 July 2005 for a sum of US$.39,214

for a period of 2 years which is renewable. The following matters were obse rved

on review of the contract: -

The Ministry made four payments to the landlord totaling to US$.555,270.24
basing on the exchange rate as provided by the landlord instead of instructing
Bank of Uganda to pay using its usually favorable exchange rates. This
exposes the Ministry to the risk of over invoicing through use of unfavourable

exchange rates.

The Ministry did not recover withholding tax from all the payments made to
the landlord amounting to Shs.61,875,273 denying Government revenue. The

Accounting Officer promised to investigate the matter.
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e The Ministry does not maintain a ledger in foreign currency to record amounts
due and the installment payments making establishment of the outstanding

amount at any point in time difficult.

The Accounting Officer was advised to follow up the above issues and update me

on the progress.

Companies in Liguidation Account

During the period under review, the official receiver prepared and submitted draft
accounts. However, | was not able to complete the audit o f these accounts
because they lacked complete primary records, i.e cashbooks and bank

reconciliations.

Justice Law and Order Sector (J LOS) Swap Development
Dual financing of JLOs activities at Uganda Law Society

It was noted that Uganda Law Society collected funds from trainees to finance
activities already budgeted and funded by the sector. For example, on 20"
October 2008, fees of Shs.100,000 was collected per trainee to facilitate a
workshop on AGOQ@D ptroacBETBER gui de  fullyr
funded by the sector. There is a possibility that funds disbursed by the sector to
implement such activities were diverted to activities not funded by the sector.
Furthermore, access to justice by the unprivileged was denied through charging
such unnecessary fees to trainees who would roll-over the benefits of such

trainings to the society.
The secretariat should follow up to establish how much was involved for trainings
that involved dual financing and ensure that the responsible accounting officers

are held liable and refund the monies.

Management explained that the ULS is mandated to levy such charges and fees on

its members to raise revenues to carry out its core mandate.

82

awyer



9.9.2

9.9.3

Lack of adequate information on construction projects by regional
offices

During a review on the progress of physical outputs by the JLOS institutions, it
was observed that, regional Uganda Prison Service (UPS) offices lacked
information relating to the on -going construction contracts despite the fact that it
involved huge sums of cash outlay of about Shs940,000,000. For example, the
UPS offices in Mbarara were not furnished with details of the contracts relating to
the construction of prisons staff houses. Failure to avail information pertaining to
construction projects to regional offices may negatively impact on the monitoring
and control functions of these offices on such costly projects. Furthermore, this
creates a communication gap between the contractors and the regional offices.
For effective monitoring and control of th e activities of construction projects
funded by the sector, regional offices should be provided with full information

relating to constructions in terms of standards, timing, and costs among others.

Management explained that JLOS has put in place District Coordination

Committees to oversee implementation of JLOS activities at the local level.

No database for information sharing by JLOS institutions
During a review of activities of the SWAP Development Fund, it was noted that

whereas there are some activities implemented across JLOS institutions, there was
no central database to provide information relating to such activities. For example,
under case backlog, the need for a central data base is crucial for planning,
monitoring and coordination if timely dis posal of such cases is to be achieved.
Without a central database for information sharing, there are possibilities of
duplicating cases among institutions that can negatively affect the budget
preparation process in terms of unnecessary costs. In addition, there is a

possibility that the true position of case backlog may never be established.

For better implementation of the programme activities especially those that cut

across institutions, there is need to establish a shared database.
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Management explained that JLOS has now prioritized development of a sector-
wide information management system to ensure that critical common data are
captured and shared by all institutions. A budgetary allocation has been made in
FY 2009/10 and it is expected that the system will be operational during FY
2010/11.

Inability to set standards for proper monitoring
A review of the program progress in terms of activity implementation revealed that

some activities implemented by JLOS institutions did not have set standards for
measuring output. For example, no information was availed by institutions at the
planning and budgeting stages on case backlogs to determine how many cases

could be disposed of in the accounting period.

Failure to have set standards for measuring the success of the programme, will
negatively impact on the realization of intended objectives within the set time

frame.

The Sector should establish standards for sound and fair evaluation, which can be
applied in directing and controlling the activities of the programme in order to

achieve the intended objectives.

Management has explained that the sector is in the process of developing a
Monitoring and Evaluation framework with clear indicators to measure
performance. This is an undertaking that the sector made following the 14™

Annual JLOS GoU/Donor Review.

No evidence of JLOS SWAP Development fund financing on constructions
During field visits to physically verify the activities implemented by various JLOS

institutions, it was observed that there was no visibility of JLOS SWAP
Development Fund Programme financing on a number of constructions such as the
prisons staff houses in Mbarara District, DPP offices in Mubende District among
others. | could not confirm that the construction sites were funded by JLOS S WAP
Development Fund Programme. There is a possibility that these constructions

which are not branded can be used to account for funds obtained from several
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donors. All constructions funded by the Programme should be branded to ensure
that there is visibility of JLOS SWAP Development Fund Programme financing and

to avoid any multiple claims on the same sites by other funding organizations .

Management has promised to address the matter henceforth.

Long outstanding unutilized surplus
It was noted that ther e were long outstanding unutilised surplus funds totaling to

Shs.817,866,203 that were held on the Ministry of Justice and Constitutional
Affairs bank account as far back as the financial year 2006/2007. There is a
possibility that these funds may be utilized on non-programme activities other
than approved JLOS activities. Long outstanding unutilised balances are an
indication that the programme resource absorption rate is low and therefore
activities are not implemented as per the work plan. The sector needs to take

action to utilize the amount in line with the programme obijectives.

Management has explained that the unutilised fund balance mainly arose from
closure of the old Criminal and Commercial Justice Reform programmes under the
first JLOS Strategiclnvestment Plan (SIPI). These funds remained unutilised in the
last two financial years, but have since been allocated to fund new initiatives for
Transitional Justice and establishment of the Anti-Corruption Court in financial
year 2009/10 which were not funded under the work plan for the JLOS SWAP

Development Fund.

Prior years audit issues and recommendations

The prior yearo6és audit is-sues are summar.i
Financial year Issues raised
2007/08 Slow pace of programme implementation as evidenced by

existence of huge unspent cash balances on bank accounts

No visibility of JLOS SWAP Development fund financing on

constructions such as the regional analytical laboratory in

Mbale, poultry block at Remand home in Fort Portal
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Possibility of conflict of interest in procurement arising from
the practice of staff advanced funds to undertake

procurements

Institutional inter -borrowing

Delays in payment processing procedures

Ineffective Monitoring and Evaluation units within JLOS

institutions

Anomalies in management of Fixed assets

Lack of departmental autonomy

No separate Cash books

2006/07 Failure to prepare bank reconciliation statements
Un accounted for expenditure (Shs.352,041,337)

Inappropriate accountabilities

Lack of audit trail

Commingling of funds

Failure to maintain a comprehensive fixed assets register.

Un explained differences between bank balances and

institutional accountabilities

Failure to remit deducted withholding taxes ( Shs.1,996,800)

Delays in institutional progress reporting

The above matters have not been addressed by management since the audits of
2007/08 and 2006/07 were carried out along with that of the year under review.

The follow up will be undertaken in the subsequent audit.
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10.0 EINANCE. PLANNING AN D ECONOMIC DEVELOPMENT

10.1 Government Strategic Interventions
Government has overtime been providing assistance to private entities and

individuals as part of its effort to boost the economy through industrialization and

value addition. The Government interventions have been mainly by way of grants,
acquisition of shares, strategic partnership e.t.c. In the Ministry of Finance
Planning and Economic Development, a total of Shs2,296,200,000 was paid to 3
companies in form of Grants. ( These are explained below ). However there are
no standard procedures governing management of such grants. It was noted that
such interventions are not properly budgeted for, selection of beneficiaries is done
arbitrarily without a clearly defined criteria. In addition, grants are di sbursed
sometimes without MoUs spelling out funding objectives, performance targets and
accountability requirements. Sometimes government interest in these
interventions is not clearly defined. Without clearly defined procedures,
government funding through such interventions may not yield the expected

benefits.

The Ministry should come up with proper guidelines for such interventions. The
guidelines should be clear on the criteria for selection of beneficiaries, source of
funding, government interest in such interventions, funding objectives,

performance targets, accountability and reporting requirements.

A review of 3 such interventions revealed the following matters;

10.1.1 Grant to a Tea Factory
The Ministry released Shs.1,601,000,000 to a tea growing and processing

company as a non Refundable Grant. This was as a result of a Menorandum of
Understanding (MOU) signed in November 2008 between GoU (Represented by

MoFPED) andthe company in which government undertook to finance the Civil

Works of the Tea Factory established at Buhweju. It was agreed that funds were

to be released quarterly upon satisfactory accountability of previously released

funds, and upon the companyés submission of
the implementation of the MOU. The release of funds by the Ministry was however

not as agreed in the MOU. It was also noted that the criteria used to select the
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said company from the many tea growers in the country was not properly
explained. There were no submissions of the quarterly accountabilities and
progress reports despite continued release of funds, casting doubt as to whether

the said works were being undertaken.

Grant to a Cooperative Society
A grant of Shs.115,200,000 was extended to a Cooperative Society to establish a

Pineapple Dnying factory in Luweero District under the Sub County Development
Progr amme. This was as a r endgiativet regarding
provision of support towards the establishment of a Fruit Processing Plant. Under
the Grant arrangements, GOU had to contribute Euro 400,000 (70%) to set up the
factory while the cooperative society was to invest Euro 177,000 (30%) and
provide market research, export markets information as well as processing,

promoting and marketing dry fruit products to Austria and ot her external markets.

It was noted that the funds so far released are only 10% of the expected grant.
Although it was a requirement for the society to produce and submit reports on
the progress of the project, this was not done. This raises doubts as to whether
the funds were rightfully utilized and or value for money achieved. In addition the
government interest e.g. acquiring shares in the cooperative society was not

indicated.

The Accounting Officer explained that some funds were used to purchase land for
the factory worth Shs.60m and the balance was still available on the account. She
also explained that negotiations to streamline the operations of this factory have

been ongoing between relevant Government Institutions and Luwero Local

Government Administration.

| advised her to avail a project progress report. | also await the results of these

negotiations and their eventual benefits to the Government.

Grant to a Tea Factory Ltd to retire a bank loan
The Ministry of Finance paid Shs.580,000,000 © a tea factory to assist it retire a

loan from East African Development Bank and Standard Chartered bank. According
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to the guidance given to the Ministry, two options were to be taken into
consideration.

e Consider a non refundable grant on condition that t he company was well run.
e Consider the option of equity with the view of acquiring shares in the

companyos factory to the tune of the

Whereas, acquiring shares could be more beneficial since government would be
monitoring the project to ens ure it achieves its objectives and also earning
dividends, the ministry opted for a non refundable grant. There was no evidence

provided as to whether an assessment was carried out to establish if the company
was well run. Records indicate that the company had failed to clear its loans an
indication that it may not have been run well. Extending a non refundable grant
denied government the benefit of monitoring the project to enable attainment of

development objectives.

Management explained that the Ministry offered a grant because Government was
unlikely to earn dividends from the factory before settling the above obligations. |
have explained to the Accounting Officer that a proper assessment/due diligence

should have been undertaken to guide the financing decision.

Subventions and other grants

Treasury Transfers to Agencies

The Ministry has various Agencies falling under its mandate. Government funding
for these Agencies is normally appropriated as projects under the Capital
Development budget. However, it was observed that the same Agencies are also
allocated funding under other ministry programmes using the budget line

dransfers to other Agenciesé
During the year, a total of Shs. 8,255,005,962 was released to such Agencies under

this budget line (transfer to other Agencies) in addition to the amounts

appropriated to them under the capital development budget as indicated below:
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ENTITY Appropriation  Capital | Appropriation T

Development. Transfers to Other

Agencies
NATIONAL ENTERPRISES CORPORATION 7,937,610,173 1,890,456,640
Population Secretariat (POPSEC) 648,180,500 1,730,637,151
Uganda Investment Authority i PROJ (UIA) 29,575,255,999 1,898,580,138
Uganda National Council of Science and 3,533,253,668 2,735,332,033

Technology(UNCST)

8,255,005,962

The release of funds to such Agencies under two separate budgets is not good

practice since the funding is meant to finance similar activities.

Management explained that they were consulting the budget department within
the Ministry to revise the budget proposals and have this rectified in the next

financial year.

Other Grants

In addition to the it em 263105 (treasury transfers to other agencies), the ministry
also has a budget item 263106 (other grants) meant for government support
towards strategic interventions. Whereas the budget line for &reasury transfers to
other agenciesohas beneficiaries clearly identified in the budget, the budget line
f o otherigrantsdis in some instances silent. This poses a risk of diversion of the
grants and renders follow up very difficult. For instance d uring the year under
review, a sum of Shs.4,260,000,000 was appropriated by parliament and funds

accordingly released under this item (other grants).

However, records show that the entity spent Shs.1,704,913,000 on employee
costs and fuel and vehicle maintenance expenses within the Ministry. It was also
noted that Shs.730,931,000 was diverted from the item (Treasury transfers to
other grants) and used to pay for allowances and workshops. Such diversions
defeat the purpose of appropriation and can lead to non achievement of the

Ministry objectives.
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| advised that proper budgeting be carried out for activities under their rightful
it ems. T h eother granmeostoudr alsadclearly show the beneficiaries as is

done wi t htrandfees toiothee agenbiesd

Management attributed this to the way budgeting is done in the Ministry and
explained that they had brought the matter to the budget directorate for
rectification during the financial y ear 2010/2011.

Oracle Upgrading and W orldwide Support Contract
A contract for provision of services for Oracle up Grading and Worldwide Support

was awarded to a foreign company at a cost of US$.507,781.3 (VAT Inclusive) to
last for 1 year ending 31°%' December 2008. The Mnistry extended the contract for
another one year at an additional cost of US$ 404,092.71 (VAT Exclusive) The

following was noted;

¢ In both cases, no contract agreements were signed.

e Upon extension of the contract, no Bid Acceptance Letter was signed and or
formalized.

e The company is not VAT registered in Uganda. Upon awarding the 1% contract,
US $ 507,781.3 was paid VAT Inclusive. Ideally, US $ 77,458 VAT should not

have been charged because this VATis not recoverable.

Without a contract, it becomes difficult to enforce vendor obligations and resolve

contract disputes.

Management explained that a draft contract was dispatched to the firm in January
2008 however the service provider did not sign it sighting the fact that it was
designed for supply of goods and therefore inappropriate for software support.
They explained that consultations were made with the Solicitor General on this
matter who advised that MOFPED seeks authorization of PPDA to formdly adopt

the format preferred by the vendor.

I have advised the Accounting officer to liaise with the vendor with the aim of

harmonizing and regularizing the contracts.
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10.4 Reform of the Social Security Sector
During the year under review, MoFPED was allocaed Shs.1,000,000,000 to cater

for the establishment of the Regulatory Framework for the reform of the Social

Security Sector (Pension). The purpose of the legal framework was to regulate the

operation and management of all pension schemes in Uganda including the Public

Service Pension Scheme. In 2005, the Ministry of Public Service had prepared the

Public Service Pension Fund Billl (2005) o6t o |
to administer the public service pension scheme and to provide for payment of
benefits to public officersd and it had bee
enacted and commence operation by July 1st, 2005. The enactment of the Public

Service Pension bill was however delayed pending the establishment of the

regulatory framework. To date minimal progress has been made on the matter. As

a result, the sector continues to face challenges of poor management, member

complaints, arrears, rising pension costs among others.

| advised the accounting officer to ensure that the Regulatory fr amework is

expedited and presented to Parliament for consideration.

10.5 Non Performing Assets Recovery Trust (NPART)
10.5.1 Funding of the Trust

The Non Performing Assets Recovery Trust (NPART) was set up under section 9 of
the NPART Act (Cap 95). The Trust was iniially mandated to execute its work for
3 years (October 1994 to 9th October 1997). Since then, the Trust has had 4
extensions by Cabinet, with the latest that expired on 9 ™ October 2007. Following
the expiry, Cabinet decided on winding up the operation of the Trust. The bill to
wind up the Trust has not been drafted to date. However, the Ministry has
continued to fund the operations with Shs324,975,613 released against
appropriated amount by Parliament of Shs.10,000,000. This created an excess

release of Shs 314,975,613 without authority.

10.5.2 Recovery of NPART Funds

One of the major activities being carried out by the trust is to recover monies from
debtors of defunct banks. Records show that a consultancy firm M/s Ernest and

Young verified 2486 cases totaling Shs.152,674,708,089 due for settlement to
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NPART aut of which a sum of Shs.23,033,809,029 was granted as concessions

while Shs.42,250,602,189 was deemed to have been collected. According to the
status report of July 2007, a total of Shs 27,949,108,033 had been transferred to

the UCE The status of the amounts transferred todate (June 2009) have not

been ascertained. The balance of Shs 82,581,603,514 is yet to be recovered as

per details below

Most of the cases that are still pending are a result of Rescheduled cases,

judgments for or against NPART, Progressing cases, ursecured accounts in court

and worthless cases. There is still uncertainty on the recoverability of this amount.

Bank cases Emest & Young | concessions Collections Outsta nding
verifications amounts

ucCB

Paid Offs 906 25,230,421,665. 4,702,099,243 20,528,322,422 0

Rescheduled cases | 37 1,193,014,776. 235,967,609 551,350,295 405,696,872

Assets on the | 397 11,469,139,909 246,097,599 2,501,942,771 8,721,099,539

market

Judgments for | 197 6,344,240,621 17,232,585 1,098,223,386 5,228,784,650

NPART

Judgments Against | 9 3,442,343,442 5,399,428 127,388,666 3,309,555,348

NPART

Cases Progressing| 217 6,143,125,845 180,738,892 1,189,353,092 4,773,033,861

in Court

Expired Leases 26 1,031,484,742 91,432,606 245,164,343 694,887,793

Un-Secured 100 1,578,040,856 70,889,973 214,445,808 1,292,705,075

accounts

Worthless Cases 195 14,806,008,279 159,232,558 3,188,510,987 6,649,571,377

SUB TOTAL 2084 71,237,820,135 5,709,090,493 29,644,701,770 31,075,334,515

uUDB

Paid Offs 141 21,574,550,053 15,864,262,512 5,710,287,541 0

Reschedule Cases 12 6,763,172,045 1,125,003,704 595,011,971 5,043,153,370

Assets on Market 155 27,610,668,231 113,618,235 410,6116,389 23,390,933,607

Judgments for 8 7,205,964,296 0 671,900,000 6,534,064,296

NPART

Judgments Against 2 16,629,360 0 0 16,629,360

NPART

Cases Progressing| 23 8,328,742,943 32,418,183 255,154,835 8,041,169,925

in Court

Expired Leases 18 1,763,033,655 84,897,441 138,023,761 1,540,112,453

Un-Secured 41 5,657,812,094 104,518,461 1,119,402,922 4,433,890,711
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Accounts

Worthless Cases 2 2,516,315,277 0 10,000,000 2,506,315,277

SUB TOTAL 402 81,436,887,954 17,324,718,536 12,605,900,419 1,506,268,999

GROUND TOTAL 2486 152,674,708,089 23,033,809,029 42,250,602,189 82,581,603,514

Interviews with  NPART managemert revealed that although the trust has
endeavored to recover funds from debtors, its efforts have been thwarted by
several government interventions. As a result a total of Shs10,275,200,000 yet to
be collected may never be recovered by the trust due to such interventions.

Detailed are as below:-

DEBTORS EXPECTED RECOVERY (SHS)
1 Kangave Dairy Farm 82,500,000
2 Musa Body Construction 209,900,000
3 West Nile Distilling Company 1,037,000,000
4 Medical Products Ltd 763,300,000
5 General Parts 2,800,000,000
6 Kennex 280,600,000
7 Bule Stock Farm 42,300,000
8 B.M. Technical Services 3,400,000,000
9 Uganda Industrial Properties 1,400,000,000
10 | Nile Roses 159.600,000

TOTAL 10,275,200,000

The Ministry should review the operations and performance of the trust with a
view of coming up with a clear position on the amounts considered uncollectible.
Cases which appear not to be complicated like assets pending sale on the market
should be administratively expedited by the Ministry. For those cases in court, the
Ministry should liaise with the Judiciary and Ministry of Justice to agree on

measures to expedite them.

10.6 Coordination of MSE and MF Qutreach Project

According to MOFPED Ministerial Policy Statement for financial year 2008/09, one

of the objectives under the above project was to establish and strengthen a
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10.7

financial infrastructure of savings and credit cooperative society (SACCOS) at sub
county level. This was to be achieved through assessing, training, equipping and
providing permanent offices for 1,08 0 S ACCO®6 s . Il this abjealive r
government signed an MOU with the Rural Finance Service Programme (RFSP)
and M/s Uganda Cooperative Savings and Credit Union (UCSCU) on 26 May 2008
which is to expire in May 2010. The MOU mandated UCSCU ¢ assist communities
form SACCOs where there are nonexistent and strengthening weak ones where

they exist.

Financial records show that since signing the MOU, MOFPED has released a total
of Shs.10,147,435,290, to both institutions to implement SACCOs activities. To
date, out of 1,080 SACCOs targeted for support for the period of 2 years, only 561
(52%) SACCOs, have benefited from these funds, (i.e. 140 Formed and 421

Strengthened) as shown below:-

Details No of SAC COs
2007/08 2008/09 Total
1 Formation of SACCOs 68 72 140
2 Strengthening of SACCOs | 53 368 421
Total 121 440 561

With the remaining time to expiry of the contract (6 months), there is risk that the

target of 1,080 may nev er be achieved despite full facilitation towards the cause.

There is a need to review the performance of this intervention to ensure

achievement of the intended objectives.

Management of GoU UCSCU funds
UCSCU is an entity governed by a board of 5 members and has a fully fledged

management team to execute its mandate. It was however noted that 2 board
members are routine signatories on the GoU operational funds bank account
N0.0102813715600, maintained at Standard Chartered Bank. This is likely to
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10.8
10.8.1

10.9

weaken the oversight function of the board since it is involved in day to day

operations of the entity .

Board Members should desist from participating in day to day operations of the
entity and should only provide strategic direction of the entity through prov ision of

an oversight function.

The Accounting Officer explained that she has written to the board informing them
of the anomaly and accordingly been requested to take corrective action on the

matter.

Population Secretariate Project

Lack of corporate sta  tus
In my previous annual report to Parliament, | pointed out that the secretariat

lacked a corporate status to enable it carry out its mandate effectively. There has
been no progress in the process of the enactment of a law transforming the

secretariat into an autonomous institution.

Management explained that a bill was presented to Cabinet for the
operationalisation of the Revised National Population Policy in 2008 with a National
Population Council and its Secretariat to be a corporate body and that t he process
of having the Population Secretariat get autonomy is ongoing and is in its final

stages.

Presidential Initiative on Banana Industry (PI1BID)

One of the salient goals in the Ministerial policy statement for 08/09 was to

establish a Factory for Banana Processing in line with the presidential initiative. To
achieve this, Shs.3,466,667,000 was appropriated for PIBID with no reallocation or
supplementary budget throughout the year. A review of the funds released to the

project revealed that a total Shs.5,075,294,000 was instead released to the project
creating an excess release ofShs.1,608,627,000. A corrigenda approved/signed by
the Secretary to the Treasury was not availed for audit. This defeats the whole

purpose of appropriation and directly contr avenes the Appropriation Act.
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10.10

There is need to adhere to the Appropriation Act. In case of any variation,
authority should be sought for virements, reallocations or supplementary budgets

as a matter of procedure.

Procurement of Soroti Industrial Park La nd

In pursuit of the Government policy to develop regional industrial parks as stated
in the Minist efobthe filancidl yeat 2067200& thdrMinistry paid
Uganda investment Authority (UIA) Shs.984,000,000 to procure 219 acres (88.5
hectares) of land (Block 7, plot 196) for the development of an industrial park in
Soroti district. The blue print obtained from the district surveyor indicate that only
212 acres (85.6 hectares) of land had been surveyed for UIA, signifying a shortfall
of 7 acres (2.9 hectares) worth Shs.31,452,055.

It was further noted that the agreement of sale clearly stipulated that the land had
to be free from squatters, physical inspection (5™ November 2009) revealed that
squatters were still present on the land. A plan to have them relocated was not
seen by my office. There is a risk that UIA may not gain full possession of the 219

acres of land procured.

| also noted in last years report that 619 acres of land in Mbale industrial park
procured at Shs.1,357,169,000 was still occupied by squatters. A follow up of this

matter needs to be undertaken.

The Accounting Officer explained that all except one of the squatters on Soroti
land, have been compensated and were supposed to have been relocated by 29th
January 2010. For those that had not relocated, the matter has now been handed

over to the District Police Commander for action.

She added that in the case of Mbale industrial park land, the squatters were still
on the land and had agreed to leave the land after compensation. The Chief

Government Valuer submitted the compensation report to UIA in January 2010.

The Ministry should reconcile the acreage in the contract of sale and that on the

blue print and accordingly take the necessary action, which may involve demand
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for more land or recover part of the funds. In addition, compensation of the

squatters should be urgently handled to avoid delay in putting the land to use .

10.11 Uganda Country Capacity Building Program (UCCBP)
(ACBF Grant No .195)

10.11.1 Fai |l ur e t o eobjdctminnd ao nd npor ocur ement of a vehicl

The Program acquired two 4-wheel drive motor vehicles during the year: -

i) Ford Rangeri Double Cabin pickup Reg. No. UAJ 199X from the Special
Account funds for US$.22,780.87 (excluding taxes).

ii) Mitsubishi Pajero i Reg. No. UAJ 177X from Government of Uganda
contribution of Shs.91,354,688 (equivalent to US $ 55,535.76) excluding VAT.

Both vehicles have been registered in the name of National Planning Authority.

However, we noted that in the case of vehicle Reg. No. UAJ 199X, t h e i No
objectiond clearance was not sought from th
contract for procurement contrary to Section IV Sub -section 4.01.1 of the ACBF

guidelines for the implementation of ACBF fNCc

Departure from the stipu lated ACBF guidelines may lead tothe expenditure being

disallowed by the donor.
Management should strictly adhere to the stipulated ACBF guidelines.
Management explained that it will strictly adhere to stipulated ACBF guidelines in

future.

10.11.2 Lack of insu_rance cover for motor vehicles

We also noted that the two motor vehicles were not insured contrary to the

provision of Article 11l Section 3.05 of the Grant Agreement.

The Program could suffer loss caused by an accident, theft or any other

unanticipated events or occurrences due to failure to insure the vehicles.
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The program should ensure that the vehicles and indeed all Program assets are
insured in accordance with the provisions of the Grant Agreement in order to

mitigate the risk of loss by accident or any other unanticipated events.

Management has indicated that it is in the process of insuring all program assets.

10.11.3 Lack of an organization chart
It was noted that the program has no established organization chart that shows

clearly the lines of authority.

Without an organization chart that shows clearly the lines of authority, it means
that there is no clear ranking of functions, jobs and tasks and this can lead to
organizational collapse. Management should establish an organization chart that

shows clearly the lines of authority.

Management has indicated that it is working on the operations manual for the
program which will include the organisational chart clearly providing job
descriptions and lines of authority.

10.11.4 Lack of an accounting manual

Articl e IV Section 4.01(a) of the Grant Agr ee me
shall maintain or cause to be maintained, in accordance with sound accounting
principles, records and accounts adequate to reflect the operations, resources and
expenditure of the pr ogr amo. However, it was noted ¢t

has been specifically developed for the program.

In absence of an accounting manual, it is difficult to ensure that records and
accounts maintained by the program are adequate to reflect the ope rations,
resources and expenditure for the program and that they are in accordance with

sound accounting principles.

A suitable manual of accounting system should be developed specifically for the

program.
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Management explained that in the operations manual that is being developed, a
section of that manual will cater for the accounting systems, stipulating the
procedures for recording transactions and processing of accounting information up

to the production of accounts.

10.11.5 Lack of motor vehicle movement lo agbooks
It was noted that that there were no Log Books maintained to record daily vehicle

movements.

This complicates the monitoring and control of the vehicles to prevent misuse and

control of maintenance costs.

Management should introduce and maintain a Log Book for each vehicle to show

its daily usage including the information relating to;

>

date of the journey,

>\

origin and destination of the journey,
purpose for the journey,

mileage reading before and after the journey, and

> > >

name and signature of the driver.

Management has promised to address the matter henceforth.

10.11.6 Un engraved fixed assets
It was noted that the following fixed assets were not engraved with the

NPA/Program identification numbers:-
A projector screen,

A HP colour laser jet printer,

A HP laser jet printer,

This can make it difficult to trace such assets in case of loss.

Management should ensure that all fixed assets are engraved.

10C



10.11.7 Expenditure lacking accountability/supporting documents
@) Expenditure paid out of the Special Account amounting to US$10,273

lacked accountabilities.

(b) Expenditure from GOU funds amounting to Shs.373,130,525 also lacked
accountabilities and supporting documents.

Without proper accountabilities and supporting documents for cash advanced, the

authenticity for the e xpenditure may be put to doubt.

Management should ensure that all cash advances to individuals for Program
activities are fully accounted for with proper supporting documents such as cash
receipts, acknowledgement signature, etc where applicable.

Management has promised to address the matter.

10.11.8 FEailure to obtain receipts from URA for remitted taxes

It was noted that receipts from URA for staff monthly PAYE and copies of tax
credit certificates in respect of WHT deduct.i

attached to the payment vouchers.

Without these receipts and tax credit certificates, it is difficult to confirm that the

tax deductions were remitted to URA.

Management should ensure that the monthly PAYE receipts and the tax credit
certificates are collected from URA and attached to the respective payment
vouchers. In the case of WHT, the original of the tax credit certificate should be
submitted to the suppliers but the photocopies should be attached to the payment

vouchers.

10.12 Privatization and Utility Sector Reform Project IDA Credit No.3411 UG
10.12.1 Non deduction of NSSF Contributions

Management did not deduct and remit the 5% employee contribution to NSSF. In

addition, the 10% employer contribution to NSSF was not remitted. This is
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contrary to the NSSF law. Non compliance may result into litigation and the
related penalties. It was further noted that the liability was not quantified and
recognised in the financial statements. The omission amounts to a misstatement in

the financial statements.

Management explained that deductions and remittances are now being made and

remitted to NSSF with effect from July 2009.

| have advised management to always ensure total compliance with NSSF law.

10.12.2 FEailure to prepare variance reports
No variance reports were prepared. It was also noted that there was no

mechanism to ensure that spending is within budget at the point of authorising
expenditure. As a result spending was not according to budget. For example the
budget allocation for archiving was Shs.10 million but amount spent on this item
was Shs.308 million, with no proof of approved budget variation for the increase.

This can impact on project progress and the set objectives may not be realised.

I have advised management to ensure that variance reports are always prepared

as a tool for monitoring the expenditure vis a vis budget allocations.

Management promised to prepare regular quarterly budget review and

performance reports.

10.12.3 FEailure to prepare training reports
It was noted that there were no training reports o r certificates to reflect the

effects/outcomes of the training although an amount of Shs.331.6 million was
spent on this item. In addition, the available training plans do not cater for non PU
staff members although non PU staff members benefited from the training. There

is no basis for ascertaining value for money related to this expenditure.

Management should always ensure that the outcome/effect of the expenditure is

properly documented to ensure value for money.
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10.12.4 Anomalies in fixed asset management
@) Fixed Assets Reqister

It was noted that fixed assets ledgers were not matching the values in the assets
register. Some asset units in the register bear costs, others do not. Some costs are
reflected in Uganda Shillings and others in US $. This implies that the assets
register is not helpful in as far as matching values in the financial statements with

the physical individual asset units is concerned.

(b) Un-engraved Assets

The fridge in the water room, the digital ca
the lounge were not engraved. This can complicate the process of identifying such

movable assets in case they are stolen or misappropriated.

Management has promised to address the above matters accordingly.

11.0 AGRICULTURE. ANIMAL INDUSTRY AND FISHERIES
11.1 Statutory Deductions for PAYE and NSSF

The ministry paid a total of Shs.177,792,816 to Uganda Revenue Authority as
withholding Tax deducted from suppliers and a total of Shs.55,091,737 to National

Social Security Fund as workers and employers contributions.

However, the payments were not supported by receipts from URA and NSSF. In
the absence of acknowledgement receipts, it becomes difficult to establish

whether the money was received by the intended beneficiaries.

Management explained that they had writte n to both organizations to furnish the

Ministry with acknowledgement receipts.

| have advised management to ensure that receipts are obtained for all payments

made.

11.2  Status of Ministry Land
According to the land register of the ministry, the ministry owns more than

42,605.129 hectares (1183.47 Square miles) of land. However, out of this 3,233.7
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11.3

hectares have not been surveyed and 5,268.874 hectares have been encroached

on while 11,638.974 hectares have no titles or any form of registration. The

details are shown in the table below.

Region | Unknown | Unsurveyed | Not Encroached | Total Land
acreage (Hectares) registered/ on/ Acreage
(No.  of titled (Hectares) (Hectares)
places) (Hectares)

Western 19 1,144.346 2,086.536 324 5,642.736

Eastern 92 1,283 4,773.865 1,858.82 7,398.3

Central 14 322 1,801.113 704.8 2,826.233

Northern 16 484.36 2,977.46 2,381.25 26,737.86

Total 141 3,233.7 11,638.974 5,268.874 | 42,605.129

In addition the ministry owns land in 141 areas in different parts of the country

whose acreage isnot known.

There is risk that a substantial size of the ministry land may be taken over by

encroachers which is bound to affect the ministry future development activities.

The Accounting Officer indicated that the ministry had so far completed physical

identification and verification of ministry land in the western and central regions. |

have advised him to mobilise resources for completion of the verification process

across the whole country and draw up a proper strategy for its survey, tilling and

protection from encroachment.

land to productive use.

Staffing

Accordi

ng

t

o the

Mi ni stryos

establ

A strategy should be developed for putting the

have 340 staff. However, only 290 positions have been filled. Fifty (50) positions

including key positions in the ministry were vacant at the time of audit in

December 2009. Lack of adequate staff can impact negatively on the service

delivery of the Ministry.
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11.4

11.5

Management explained that the recruitment efforts have always been hampered
by the inadequate wage allocation by the Ministries of Public Service, and Finance,

Planning and Economic Development

| have advised management to liaise with the concerned ministries to have the

necessary resources provided for the vacant positions to be filled.

Outstanding Advances
It was noted that Shs.85,301,330 advanced to activity implementers were not

accounted for by the time of audit in December, 2009. Delays in accounting for
funds may lead to falsification of documents and a possible loss of government
funds. | was not able to confirm that the funds were utilised on intended

activities.

Management is advised to enforce prompt accountability of advances as required

by Financial Regulations

Management of Projects at the Minist ry

It was observed that some top managers of the ministry have also been assigned
additional responsibilities of being project coordinators with some of them
coordinating more than one project. For example, one of the Commissioners is a
coordinator of 3 projects and another senior officer at the rank of Assistant

Commission coordinates 2 projects.

The extra responsibilities are likely to affect the performance of the officers on

their normal duties.

Management explained that most of the Project Coordinators are top managers of
the Ministry because project deliverables/outputs are linked to departmental work

plans and hence best managed in-house for effective delivery and ownership.

| have advised management to review the posting vis-avis the responsibilities of
the senior managers in order to ensure that their assignments as project

coordinators do not negatively affect their performance.
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11.6
11.6.1

11.6.2

11.7

Fixed Asset Management

Fixed Asset Register
The entity maintains a Microsoft access based asset data base. The objectve of

installing this system was to improve on the recording and tracking of all non -
current assets owned by the entity. It was however, noted that management was

not regularly updating the asset data base. A comparison of the motor vehicle
deployment list from the transport officer and the asset data base record revealed
that sixty three (63) vehicles were not entered in the asset data base. In case of
loss it becomes difficult to trace assets that are not recorded. This shows

weaknesses in the control over fixed assets.

Management has explained that the exercise of updating the register is still on-

going.

Boats

It was observed that the ministry owns 37 motor boats. However, out of the 37
motor boats, only 2 were registered with the Ministry of Works to operate in

Uganda. The practice contravenes the law.

Management explained that they were liaising with the Ministry of Works,

transport and Communication to have the boats registered.

| advised Management to expedite the process of registering the boats.

Tests on Honey Samples
The ministry awarded a contract to a laboratory firm to carry out tests on honey

samples at a cost of shs.74,976,350.40 (VAT inclusive). The procurement was

done using the direct or single sourcing method of procurement.
The practice contravenes section 46 of the PPDA act which states that all

procurements and disposal shall be conducted in a manner to maximize

competition and achieve value for money.
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11.8
11.8.1

11.8.2

Management explained that they engaged the firm to carry out tests on honey
samples using the direct sourcing method because it is the only accredited firm by

the European Union to carry out tests on honey for export to European countries.

However, management was unable to provide evidence to show that the firm was
the only firm in Uganda accredited by the European Union. | was therefore not

able to confirm that the use of direct procurement method was justified.

National Animal Genetic Resource Centre and Data Bank

Creation__of _National _Animal Genetic__Resource Centre _and _Data

Bank (NAGRC & DB)

Article 13 (1), (2) and (3) and Article 28 of Animal Breeding Act, 2001 established
NAGRC & DB as a body corporate with perpetual succession. Tis law mandates
the body to operate on a commercial basis with the funds appropriated by
Parliament. It has a structure manned by a Board of Directors, and an Executive

Director as its Accounting Officer.

Under the current arrangements, finances to NAGRC&DB are passed through
MAAIF as subvention although its operations are independent from MAAIF. The
Ministry role is confined to issues relating to policy, technical guidance and political

supervision.

| have advised the Accounting Officer to expedite the efforts of having a separate

vote for the Centre.

Books of Accounts and St atutory Audit (Nagrc & Db)
Although Article 32 and 33 of Animal Breeding Act, 2001 requires NAGRC and DB

to keep proper books of accounts for all its expenditures and to have them audited
by the Auditor General, no audit report has been issued since financial year
2003/2004. It was established that final accounts for the financial years
2003/2004 and 2004/2005 were not prepared. The Centre has also accumulated a
huge amount of money as arrears without regard to the commitment control

system.



Management explained that the above situation was a result of high labour

turnover in the accounts department of NAGRIC.

All the books of accounts including final accounts should be written up to date to

enable me undertake the audit.

11.9 Inspections

11.9.1 Assets and Stores Ma nagement
The Ministry maintains four different stores at Wandegeya, Crop Protection,

Diagnostic Centre and Veterinary Training Institute Seed Store. The following

matters were observed:;

Wandegeya Store
There are two storage facilities for drugs and vaccines. At the time of the

inspection, vaccines were in stock, however, there was no record to show that
an independent verification or stock taking has ever been conducted by the

responsible department.

Management explained that the technical department ie. Livestock Health and
Entomology maintains records of stores detailing items, package, quantity, unit
cost, total cost, expiry dates, period of importation, and source of supply.

However, management was unable to show evidence of regular stock-taking or

independent verification.

Independent verification/stock taking/reconciliation of stores should be

undertaken by the technical department.

11.9.2 State of the store
The storage system is poor characterized by leaking roofs during heavy down
pour, the rotting sto re racks made of timber, invasion by pests and limited space.

Poor storage facilities may result into pilferages.
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11.9.3

11.9.4

Management explained that repairs for the leaking portion of the roof and

fumigation have been prioritized in the forth quarter FY 2009/10.

| have advised management to urgently undertake fumigation and also decongest

the stores by distributing the drugs to the various districts.

Boarded off items

There is delayed destruction or disposal of items that had been identified for
boarding off since 1986 which include expired vaccines, drugs, office
furniture/equipment and vehicle parts and tyres all of which are stored in one
place. Storage of expired items deprives the Ministry of storage space which as
mentioned earlier is lacking. Besides, gorage of expired drugs and vaccines can
create a serious health hazard to people working in the store and the surrounding

area.

Management attributed the expired drugs to la rge amounts of donated drugs
received in the | at ethatlvieB Ot fblly atiieed deedorldcky
of capacity to utilize them given the circumstances at the time. Management has
also explained that disposal of the expired drugs has been budgeted for in the
Financial Year2009/10.

Congestion of the stores
All three stores are extremely congested, filthy, dark and disorganized, and items

scattered on the floor. In the D iagnostic Centre Store, boarded off and expired
items are all mixed up with new items such as fridges and fertilizers. The Stores
Assistant does not possess records of some of the items in the store and a theft of
four new microscopes was reported in March 2009. The store at Veterinary
Institute appeared abandoned though bags of expired and rotten seeds are still in
stock. The Ministry is likely to incur more losses if items are stored in such a

congested and filthy environment.

Management explained that the congestion in the stores is to be addressed by the

boarding off exercise which is due to take place by the end of the year 2010.
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| advised management to expedite this process.

11.9.5 Buyende Cattle Market

11.10

This structure is complete, commissioned on 30th January 2009 and already in

use.

Although nine water traps were constructed in the paddocks, it was noted that no
pipes had been laid to connect the water troughs and the water tanks. The water

drainage on the two tanks had not been constructed.

There is a likelihood that the pipes leading to soak pits may get blocked in the

short-run.

Management explained that water reticulation was not included in the design for
the markets. The water troughs were provided for watering animals on the
understanding that the local governments would provide the water. This is
because the funds available for construction of these markets could not allow the
project to include everything that would be desired.

Management should liaise with the Local Governments so that the drainage

systems are rectified.

National Livestock Productivity Improvement Project
Project ID NO.P  -UG-AAO-019:; ADF Loan No. 2100150007005 and Grant
no. 2100155001880

11.10.1 Counterpart Funding

It was noted that the Government of Uganda budgeted to provide a total of
Shs.1,926,298,000 during the year as counterpart funding. However, only
Shs.393,653,000 was provided leading to a shortfall of Shs.1,532,645,000. This

can lead to failure to implement all planned activities.

| have advised management to liaise with the Ministry of Finance planning and

economic development over the matter.
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11.10.2 Ineligible Expenditure on Taxes
It was noted during the audit that the proj ect paid a total of Shs.4,786,800 to

Uganda Revenue Authority vide EFT No. 611633, as taxes.This is contrary to the
Financing Agreement that prohibits use of donor funds to pay taxes. The project

should refund the money to the donor account.

Management indicated that the processing of a refund from the GOU account to

the loan account had been initiated.

11.10.3 Procurement of a Consultant

The project procured the services of a consultant to analyze data and produce a

report of the livestock census at a cost of US$.13,000. The procurement was

done using the single sourcing method. The contracts committee based its

decision on a letter from the Executive Director, Uganda Bureau of Statistics

(UBOS) dated 23 December 2008 to PSMAAIF stressing the urgency of the

matter, suggesting single sourcing method and recommending an individual

consultant for the job. This is contrary to section 46 of the PPDA act which states

t hat nal l procurements shal/l be conducted in
and achievevaluefor money o and section 85 which state
(sole source) is applicable where exceptional circumstances prevent the use of

competition. The census was going on for about a year and it was known in

advance that at some point, data would ne ed to be analysed. The procurement

was not subjected to competition and therefore the project may not have gotten a

consultant at the best economical price.

Management is advised to ensure that the procurement law is strictly adhered to.

Management explained that although UBOS was originally supposed to carry out
the analysis but the Ministry was informed that the expert at UBOS was engaged
in another assignment and could not be available for this task hence the
inevitability of outsourcing of the services. They also indicated that there was
urgency to expedite the data analysis in order to complete the census report in

time.

111



11.10.4 Status of project implementation

11.11

It has been noted that activities involving civil works (water reservoirs and market)
and livestock census that were planned to be implemented during the year were

not fully undertaken: -

Delays in implementation of programme activities may lead to extension of the

programmes life and unnecessary administrative costs.

Management is advised to ensure that all planned activities are always

implemented according to the workplan.

Fisheries Development Project I _ADB Project No.P -UG-AAF-002

@) Counterpart funding
Government of Uganda counterpart funds are not being remitted in a timely

manner. The Loan agreement required that 86.4% of civil works would be
financed from the proceeds of the Fund and 23.6% from GOU counterpart
contribution. It was however noted that civil works were wholly being financed

from the proceeds of the Fund and that government ha d not met its obligation. It
was further noted that GOU proceeds released for project activities were not
wholly used for project purposes. GOU contribution amounting to Ushs.1 billion
was not applied to the project but rather used to finance the executing ministry

activities.

Project objectives may not be achieved in a timely manner resulting from delayed
release of counterpart contribution by the executing agency and the diversion of
released funds to other ministry activities. In order to ensure the smo oth
implementation of the project activities, | have advised management to ensure
that the proceeds of GOU counterpart contribution are released in a timely manner

and wholly applied to the project activities.

(b) Failure to have a revised Fish Act

As pointed out in my last report, the Loan Agreement required the project to enact

a Fish Act not later than two years from the date of loan effectiveness. However,

112



no revised Fish Act has been enacted to date. This portrays a lack of GOU
commitment to the loan agreement which may tantamount to breach of
agreement and may affect the timely implementation and completion of project

activities.

Management is advised to follow up the matter with the relevant authority .

(©) Remittance of taxes
It was noted that th e project did not comply with the statutory requirements
under the Income Tax Act regarding payment of VAT and deductions for
withholding taxes and PAYE

As of 30™ June 2009, the total tax liability amounted to Shs.4,858,838,166. This

can attract penalties from the URA.

Management should always adhere to the tax law to avoid tax penalties.

Management explained that the accumulated taxes relate to VAT on Civil Works
contracts and that they have written to Ministry of Finance, Planning and

Economic Devebpment to address the matter.

(d) Delays in submission of accountability for some advances of

project funds
It was noted that some project advances totalling to Shs.7,639,980 had not been

accounted for by the time of the audit.

Lack of timely accountability of project advances could result into loss of project

funds. | have advised management to follow up the advances in question.

(e) Failure to obtain alternative quotations for supply of fish farm

inputs
It was noted that no quotations were obtained for s upply of fish farm inputs to the
fish farmers purchased at Shs.62,595,855.
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Lack of comparative quotations does not allow achievement of value for money.
Farm inputs may be supplied to fish farmers at non competitive prices. |
recommend that at least thre e quotations should be sought by the Fish farmers to

allow achievement of value for money.

() Failure to obtain third party supporting documents for some

expenditures
It was noted that no third party receipts were obtained for the following payments

amounting to Shs.84,312,159.

Lack of 3 party receipts implies that the expenditure in question may not be
easily substantiated. | have advised management to ensure that 3" party receipts
are always obtained for all expenditures to evidence receipt of funds by the

payees.

Management has explained that the project is making an effort to collect receipts
from the concerned suppliers. However the task is enormous since these suppliers

are scattered all over the country.

11.11.1 Un authorised payments
A review of the following payment vouchers totalling Shs.86,221,450 revealed that

there was no evidence that they were properly reviewed and/or approved prior to
disbursement of fund.
Failure to review and approve all payments does not foster proper cash

management and could result into effecting un authorized payments.

Management is advised to ensure that all payments are adequately reviewed and

approved prior to disbursement of funds.
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11.12 The Agricultural Sector Programme Support (ASPS) Phase Il National
Reform Process Comp onent S upport to Ministry of Agriculture, Animal
Industry and Fisheries

@) Ineligible payments for VAT
According to article 10 of the partnership agreement between the Government of the

Republic of Uganda and the Government of the Kingdom of Denmark, the
Government of Uganda shall ensure that the Danish grant is not used for payment of
any import duty, tax, VAT, notional or public charges but used exclusively for
activities of the programme. In the year under review it was noted that the

component did not recover any VAT owed amounting to Shs.109,820,000
accumulated over the project period. The table below represents the VAT claimable

through the component line ministry of Agriculture, Animal Industry and Fisheries: -

Details 2008/2009 2007/2008
Ushs Ushs

Balance brought forward as at 1 July 78,581,265 63,864,693

VAT paid in the year 31,238,802 25,259,382

VAT refunded during the year (10,542,810)

Balance carried forward as at 30 June 109.820.067 78,581,265

This implies that management did not comply with the funding agreement.
This matter was also raised in my previous report but no action was taken by

management.

(b) Inadequately supported expenditure

A review of the payment vouchers used to pay service providers revealed that
most of the payment vouchers had no acknowledgement receipts attached. Total
amount involved was Shs.121,673,323.

Failure to attach acknowledgement receipts implies that receipt of funds by the

intended beneficiaries cannot be easily substantiated.
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11.13

I have advised management to institute measures to ensure that receipts are

obtained from the service providers and that all payment vouchers are fully

supported.
Creation of Sustainable Tsetse and Trypanosomiasis Free Area i _Uganda
Component (STATEA) Project NO.P__ -ZI-AZ0-006: Loan

N0.2100150009197 Grant N0.2100155003920

@) Overdrawing of the GoU counterpart funds account

The GOU STATFA account at Bank of Uganda was overdrawn byshs.4,163,891
and the overdraft has stayed since December 2008 without a settlement plan. It
was also noted that counterpart funds were not transferred directly to the project

account, contrary to the requirement of Article 4.02, Section (iv) of the ADB
funding agreement. Transactions relating to GOU counterpart funding were

processed and managedat the MAAIF headquarters.

As a result, the cash book was not prepared/updated and reconciled to the bank
statement in time. Under this arrangement, the activities of the project may be

delayed to the extent of the components funded by GOU.

Project management should take up the issue with the Ministry.

Management explained that the matter was brought to the attention of the

accounting officer in writing and that action was being awaited.

(b) Non deduction of withholding tax

It was noted that there were no deductions of withholding tax from payments

amounting to Shs.54,228,000 made to three suppliers

This contravenes the tax law and can attract penalties and fines from URA.
Withholding tax should always be deducted and remitted in accordance with the

Income Tax Act.

(©) Lack of Financial Management Manual
It was noted that the project did not have a financial management manual. There

is therefore a risk of breakdown in internal controls as certain procedures for
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