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INTRODUCTION

I am required by Article 163(3) of the Constituti on 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
Parliament by 31st 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, Departments, Agencies,

Universities and Uganda Missions abroad.

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

findings arising from the audit.

Section 2 presents my findings and audit opinion on Government of Uganda

Consolidated Financial Statements including major observations.

Section 3 contains the detailed audit findings on each entity audited.

STATUS OF COMPLETION OF AUDITS

Financial Audits

A total of 103 entities comprising of Ministries, Agencies, Commissions,

Departments, Uganda Missions abroad, Public Universities, Referral Hospitals and
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the Consolidated Govenment of Uganda Financial Statements, were audited

during the year ended 30™ June 2013. Accordingly, separate audit reports were

issued for each of them.

Out of the 103 entities audited, 60 entities had unqualified opinions, 39 had

gualified opinions and 4 had disclaimed opinions. The basis used to arrive at the

audit opinion is described in the separate reports issued on individual entities. The

table below summarises the types of audit opinions issued on each of the entities

audited: -

Table showing ty pe of opinion f or each of the audited entities

UNQUALIFIED OPINION

QUALIFIED OPINION

1| INSPECTORATE OF GOVERNMENT 1 | ETHICS & INTEGRITY
2 | NARO 2 [ MINISTRY OF FINANCE (MOFPED
3 | MINISTRY OF AGRICULTURE ANIMA 3 | MINISTRY OF DEFENCE
INDUSTRY & FISHERIES
4 | OFFICE OF THE PRESIDENT 4 | UNRA
5 | STATE HOUSE 5 | OFFICE OF THE PRIME MINISTER
6 | UGANDA ROAD FUND 6 [ KAMPALA CAPITAL CITY AUTHORITY
7 | MINISTRY OF WORKS ANL 7| GOU CONSOLIDATED FINANCIA
TRANSPORT STATEMENTS
PUBLIC SERVICE COMMISSION 8 | TREASURY OPERATN®B
HOIMA REGIONAL REFERRA MINISTRY OF LOCAL GOVERNMENT
HOSPITAL
10 [ JINJA REGIONAL REFERRAL HOSPIT# 10 | LOCAL GOVERNMENT FINANC
COMMISSION
11 | KABALE REFERRAL HOSPITAL 11 [ PARLIAMENTARY COMMISSION
12 | LIRA REFERRAL HOSPITAL 12 | MINISTRY OF INTERNAL AFAIRS
13 | MOROTO REGIONAL HOSPITAL 13 | JUDICIARY DEPARTMENT
14 | JUDICIAL SERVICE COMMISSION 14 | LAW REFORM COMMISSION
15 [ UGANDA HUMAN RIGHT 15 | DPP
COMMISSION
16 | UGANDA POLICE 16 | NATIONAL CITIZENSHIP ANDC
IMMIGRATION
17 | UGANDA PRISONS 17 | BUSITEMA UNIVERSI
18 | UGANDA REGISTRATION SERVICE 18 | KYAMBOGO UNIVERSITY
BUREAU
19 | BUTABIKA MENTAL REFERRAL HOSPI 19 | MINISTRY OF EAST AFRICAN COMM
AFFAIRS
20 | EDUCATION SERVICE COMMISSION 20 | MINISTRY OF HEALTH




Table showing ty pe of opinion f or each of the audited entities

UNQUALIFIED OPINION

QUALIFIED OPINION

21 | HEALTH SERVICE COMMISSION 21 | MINISTRY OF LANDSOUSING AN
URBAN DEVELOPMENT
22 | MINISTRY OF INFORMATION 4 22 | MULAGO NATIONAL REFERRAL HOSE
COMMUNICATIONS TECHNOLOGY
23 | MINISTRY OF EDUCATION AND SPOR! 23 | MINISTRY OF WATER AND ENVIRONN
24 | MINISTRY OF FOREIGN AFFAIRS 24 | UGANDA HEART INBITE
25| MINISTRY OF GENDER, LABOUR 25 | UGANDA LAND COMMISSION
SOCIAL DEVELOPMENT
26 | MINISTRY OF TOURISM WILDLIFE 26 | UGANDA EMBASSY, COPENHAGEN
ANTIQUITIES
27 | MAKERERE UNIVERSITY BUSINESS S 27 | UGANDA EMBASSY, JUBA
28 | MAKERERE UNIVERSITY 28 | THE UGANDA EMBASSY IN PARIS
29 | MBARARA UNIVERSITY OF SCIENCE 29 | UGANDA EMBASSY, ROME
TECHNOLOGY
30 | UGANDA AIDS COMMISSION 30 | UGANDA HIGH COMMISSHORIPOLI
31 | UGANDA BLOOD TRANSFUSION SER) 31 | SOROTI REFERRAL HOSPITAL
32 | UGANDA CANCER INSTHU 32 | ARUA REFERRAL HOSPITAL
33 | UGANDA MANAGEMENT INSTITUTE (U 33 | FORT PORTAL REFERRAL REG
HOSPITAL
34 | LAKE VICTORIA ENVIRONMET 34 | GULU REGIONAL REFERRAL HOSPIT
MANAGEMENT PROJECT PHASE Il
35 | UGANDA EMBASSY, ABU DHABI 35 | MASAKA REGIONAL R HOSPITAL
36 | UGANDA HIGH COMMISSIAIBUJA 36 | MBALE REGIONAL HOSPITAL
37 | UGANDA EMBASSADDIS ABABA 37 | MBARARA REFERRAL HOSPITAL
38 | UGANDA EMBASSY, ANKARA 38 | MINISTRY OF PUBLIC SERVICE
39 | UGANDA EMBASSY, BEIJING 39 | MINISTRY OF ENERGY AND RAN
DEVELOPEMENT
40 | UGANDAN EMBASBERLIN
DISCLAIMER
41 | UGANDA EMBASSY, BRUSSELS 1 [ MINISTRY JUSTICE & CONST. AFFAIR
42 | UGANDA HIGH COMMISSION- 2 | NEW DELHI MISSION
BUJUMBURA
43 | UGANDA EMBASSY, CAIRO MUBENDE REGIONAL REFERRAL HO
44 | UGANDAIGH COMMISSION, CANBERI 4 | NYABYEYA FORESTRY COLLEGE
45 | UGANDA HIGH COMMISSION, DAR
SALAAM
46 | THE PERMANENT MISSION OF UGANI

THE UNITED NATIONS AND O1
INTERNATIONAL  ORGANIZATIONS
GENEVA
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Table showing ty pe of opinion f or each of the audited entities

UNQUALIFIED OPINION QUALIFIED OPINION

47 | UGANDA CONSULATE, GUANGZHOU

48 | UGANIA EMBASSY, KHARTOUM

49 | UGANDA HIGH COMMISSION, KIGALI

50 | UGANDA EMBASSY, KINSHASA

51 | UGANDA EMBASSY, MOSCOW

52 | UGANDA HIGH COMMISSIDMIROBI

53 | UGANDA HIGH COMMISSION, OTTAW,

54 | UGANDA HIGH COMMISSION, PRETOI

55 | UGANDA EMBASSYTEHRAN

56 | TOKYO MISSION

57 | UGANA EMBASSY WASHINGTON

58 | UGANDA PERMANENT MISSION TO
UN, NEW YORK

59 | UGANDA HIGH COMMISSION, LONDOI

60 | ELECTORAL COMMISSION

The table and graphs below provide a breakdown of the types of opinions issued:-

Types of Opinions issued since 2010 by numbers and percentage: -
Types of Year ending 30 ™ June
Opinions

2010 % 2011 % 2012 % | 2013
Unqualified | 40 39.6 61 59.22 47 45 | 60
Qualified 58 57.43 41 39.81 51 48 | 39
Disclaimer |3 2.97 1 0.97 7 7 |4
Adverse 0 0 0 1




Figure showing the types of opinions issued for 2012/2013:
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Figure showing comparision of types of opinions issued since 2010: -

Comparison of Types of Opinions Issuec
Since 2010
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1.1.2 Special Audits

During the period under review, | undertook the following twelve (12) special

audits and the status is as below: -

Special Audits
Peace Recovery and Development Plan (PRDP) Activities Completed
2| The GIZ/GTZ Funded PRPD Activities Completed
3 | Mbarara University of Science & Technology IT Systems Audit Completed
4 | Individual reports to CIID Completed
5| Construction of Fish Landi@entres under MAIIF Completed
Special Audits still ongoing
6 | Government Payroll Validation Ongoing
7 | Bujagali Plant Cost Verification Ongoing
8 | Kyambogo University Forensic Audit Ongoing
9 [ National Theatre Forensic Audit Ongoing
10 | National Houmg & Construction Corporation Ongoing
11 | Verification of Terminal Benefits for Kilembe Mines Ongoing
12 | Other individual Reports to CIID Ongoing

The reports for the above special audits have been issued separately.



1.2 KEY AUDIT FINDINGS

A. CENTRAL GOVERNMENT AUDITS

1 The Constitution of the Republic of Uganda 1995 (as amended) requires
the Public Service Commission (PSC) to consist of a chairperson, Vice
chairperson and seven members appointed by the president. However, it
was noted that all the nine (9) co mmi ssi on member s contraci
expired and the commission activities were at a standstill. Without a
constituted commission, recruitments, promotions and handling of
disciplinary cases under Government entities could not take place. This
has greatly affec ted service delivery in the MDA's. There is need to
urgently put the commission in place.

1 The Parliamentary Accounts Committee recommended that UNRA
harmonizes with OAG the variation of price (VOP) position on all contracts
where anomalies had been noted. By the time of writing this report (31st
March 2014), this exercise was underway and the VOP position for two
contracts had been ascertained by the two parties. The joint verification
exercise established that a total of Shs.33,207,607,133 had been certif jed
as excess in respect of these two contracts.

1 Despite adopting the commitment control system, the total value of
domestic arrears payable have continued to increase over the years as

shown in the table below: -

Table 1. domestic arrears for the last thre e years
Details Amounts (UGX)

2010/2011 2011/2012 2012/2013
Domestic arrears 473,654,629,150 763,186,161,377 241,181,530

The current status shows a steady increase in the domestic arrears
figures, clearly indicating that the current approache s fo address the
problem are not working. The debt figure may become unmanageable as

it appears to be spiralling out of control.
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A total of UGX.32,353,289,676 and Euros.2,474.05 was paid to various
contractors for works that had not been executed . Of this amount, UGX
1,289,505,648 was for works not executed whereas UGX 31, 063,784,028
was for costs that should have been avoided if proper contract
management proceaures had been followed.
In my previous year audit report, | observed that a number of accountf ng
officers were paying various irregular allowances such as. consolidated
allowances, weekend allowances and monthly allowances to cater for
extra income for staff. During the year under review, several MDAs
continued with this practice and paid periodic consolidated allowances to
staff with no proper justification as these were not activity based,
rendering such a practice irregular. The Ministry of Public Service
indicated that it was currently discussing options to motivate public
officers given that go  vernment had failed to implement the pay policy of
2006 due to financial constraints. | advised the Accounting Officer to
ensure that this matter is comprehensively addressed since it is affecting
the whole service. It is important that the Ministry of Pub lic Service
(MOPS) and Ministry of Finance Planning and Economic Development
(MoFPED) explore options and propose to government a viable course of
action to address the pay issue and stop the payment of consolidated
allowances outside the provisions of the Standing Orders.
Expendlitures from various entities total ling to UGX.97,896,448,777 were
charged on items which do not reflect the nature of the expenditure. Such
a practice impacts on the credibility of the financial statements, since the
figures reporte d therein do not reflect true amounts expended on the
affected expenditure items. | however, noted an improvement where by
the previous yeardés mischarges amounted to UG
/s still need for accounting officers to enforce strict adheren ce fo the
provisions regarding reallocation of funds.
A number of accounting officers advanced a total sum of
UGX.16,284,144,090 to their staff, through their individual personal
accounts. | noted a reduction of 76% as compared to the previous year
amount of UGX.67,085,008,004. Although there has been an improvement
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in absolute terms, | advised the accounting officers to avoid the practice

as it is contrary to regulations, highly risky and exposes government

funds to loss since accounting officers have no ¢ ontrol over individt
bank accounts.

A total of UGX.65,862,390,381 advanced to staff to carry out activities in

various entities remained un -accounted for by the time of audit contrary

to the Public Finance and Accounting Regulations. Delays in accounti ng
for funds may encourage falsification of documents.

During the year under review, a total of UGX.49,816,466,501 was repaid
fo various development partners as a refund for their misappropriated
funds that happened in the Office of the Prime Minister auri ng the last
previous year . It was noted that although government obtained a
supplementary appropriation for the refund in question, there is need to

ensure that the appropriate organs of government follow up this matter in

order to eventually recover the f unds from the responsible officials.

Review of the Loan portfolio revealed that as a result of low levels of loan
disbursements, these loans were attracting high commitment fees which

could have been avoided. This is because, the more money that remains
undisbursed, the more commitment fees that accrues from such a loan.
Accordingly, commitment fees paid during the year 2012/2013 have
increased by 40% from UGX.9.023 billion in 2011/2012 to UGX.12.7

billion in 2012/2013.
It was observed that the judiciary h as key vacant positions that are likely
to affect the provision of judicial services. These vacant positions noted

include that of the Chief Justice and head of Court of appeal, 8 Justices of

Court of appeal, 4 Justices of the Supreme Court and 8 High Cour t Judges.
There is an urgent need fo have the vacancies filled.

In August 2010, the Ministry of Public Service (MoPS) engaged a
consultant to conduct a comprehensive review and restructuring of
Government Ministries, Departments and Agencies (MDAs), aimed at
addressing  structural  redundancies, inconsistencies, weaknesses,
aduplications and performance gaps in key service delivery sectors of
Government. However, two and a half years later in April 2013, the
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Ministry of Finance Planning and Economic Developmen t informed MoPS
that the recommendations of this exercise could not be implemented as a
result of budget constraints. Accordingly, the Ministry and other MDAs
were unable to implement the recommendations of the review and
restructuring exercise and this ha s impacted on their ability to perform
efficiently and effectively.
During the year under review, a number of MDAs did not remit taxes
amounting to UGX.28,306,339,889 contrary to the requirements of the
Income Tax Act. This un  -paid tax included UGX.26,890 ,278,456 relating to
WHT deductions from payments to suppliers UGX.116,155,137 PAYE and
VAT UGX.1,135,189,149. The failure to deduct and remit taxes directly
impacts on collections by the Uganda Revenue Authority.
Tax refunds tota Iling UGX.49,056,655,413 a  re due on behalf of Ministry of
Finance Planning and Economic Development. The refunds arise from tax
incentives to various entities; however, the ministry lacks documented
criteria in selecting and approving the tax incentive beneficiaries. There is
need to streamline this process by providing clear guidance to avoid
haphazard selection of beneficiaries.
A ftotal of UGX.231,426,034,484 was spent by various government
Ministries, Departments and Agencies on repairs and maintenance of
motor vehicles without t  echnical pre and post inspections to determine
the extent of the defects on the vehicle and thus the repairs required. This
was attributed to lack of proper guidelines on how this activity was to be
carried out Lack of technical pre -repair and post repair S
inspections/certificate of completion exposes the entities to risks of loss
of funds through over invoicing, payment for no work done and recycling
of old parts by the garages. During discussions with the accounting officer
of MOWT, | advised that the mi  nistry expedites the review currently being
undertaken regarding the motor vehicle repairs and maintenance
guidelines to enable Accounting Officers comply with the requirement.
Uganda Road Fund Act required management to collect road user charges.
However, Uganda Revenue Authority is collecting this revenue on their
behalf and remitting the funds to the UCF. Due to this confiict, the
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management of URF has failed to operationalise the provision of the Act
which hampered the activities of other entities.
In support to the Agriculture Sector value chain (Textile sub -sector),
Government has been paying import taxes on raw materials. It was noted
that two companies instead imported semiffinished textiles (Bed sheet
material, Bales polyester and viscose rayon sta ple fiber, cartons polyester
viscose, texturized yarn and polyester bed sheet material etc.). A total of
paid UGX.642,902,785 as taxes for these imports. This is against the
purpose for which the incentive was established.
Uganda Good Governance (UGOGO) u nder judiciary planned o
spend UGX.4,018,000,000 to undertake various activities during the year.
The records regarding the receipts of expenditure and details of activities
undertaken were not accessed. Discussions with management revealed
that the Accou nting Officer does not have control over the project and
despite the intervention of the PS/ST, the project management remains
outside the set recommended government Structures. There is need to
have the operations of this project streamlined to enable pr oper
government operation and scrutiny.
| observed that only 28 out of the 230 prisons found country wide had
water borne toilets. The prisoners continue to use the bucket system as a
toilet facility. This system [s not only unhygienic but also humanly
degrading. The accounting officer indicated that in order fo address the
issue, Uganda Prisons Service requires UGX.2.64 billion to improve the
living conditions of the prison community. Government should consider
providing resources for this activity.
The arrears figure for court awards and compensations rose by 200%
from UGX.82b in the year 2011/12 to UGX.164bn in the year under audit.
This raises the question of the extent to which government is making
efforts to minimize court awards and compensations. Dis cussions with the
accounting officer attributed this to laxity on the part of the concerned
entities to provide the necessary information for the cases. He further
Stated that it was important for government to decentralize the payments
of court awards and  compensations to the entities where the causation of
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the award/compensation is. This would enable linkage of payment/loss

directly with the cause of the loss and would resultantly enhance

accountability.

It was observed that a number of Government contrac ts/projects for a

fotal of UGX.99,768,530,540, Us$.8,688,122.11 and Euros.940,720 that

had been ongoing or were started during the financial year lagged behind

schedule or demonstrated signs of failure. It was noted that a number of

these contracts/project s had exceeded their completion dates while

others had been abandoned. There appeared to be inadequate supervision

by the responsible entities and laxity in enforcing contract terms. This

could have resulted into losses to Government and failure to achieve the

objectives for which such contracts/projects were entered into.

Government owns land through a number of Government entities. These

entities are however facing challenges of protecting this land from illegal

claimants/encroachers. The challenges inclu de lack of titles and the

inability to physically secure the properties due to inadequate resources.

The most affected institutions are NARO, LDC, Prisons, Gulu University,

and NAGRIC among others. Firm action to protect and secure government

land needs to  be undertaken.

| observed that a number of Government assets that are not in use or

require repair have remained in stores or garages idle. This leads to

further loss and in certain instances theft of parts of these items. There is

need to adhere to the r ecommendations of Board of Surveys in order to

dispose off the uneconomical assets.

There has  been continued  deterioration of  Government

properties/Buildings due to inadequate maintenance. The most affected

are the police, prisons, Judiciary, NARO, UBC, He alth and Missions abroad,

which have structures that require major overhauls or maintenance. The

Accounting officers attributed this to inadequate allocation of capital

development fund to address the matter. There is need for Government to

deliberately ad dress infrastructure needs of Government agencies.

UGX.294,721,969,000 was spent under Uganda Global Fund to fight Ards,

Tuberculosis and Malaria Project i"Malaria Round 10 component. The
12



amount was meant for medicines and Pharmaceutical products and
equipm ent and for procurement supply and chain management. Records

on the utilization of the funds were not availed for audit.

Parliament appropriated a total of UGX.10.7689 trillion for MDAs during the

year under review. However, a total of UGX.8.246 triflion wa s actually
released leading to a shortfall of UGX.2.523 trillion (23% of the budget).

A total of 66 government entities were affected.

! noted that there were several inter project borrowings and these
borrowings involved donor funded projects while others were
Government of Uganda projects. For Instance in UNRA and MOLG the
borrowings amounted to UGX.189,122,590,242 and UGX. 916,601,532
respectively. Although in most cases funds would be refunded, this

practice could lead to delays in implementation of Gove rnment projects.
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2.0 REPORT AND OPINION OF THE AUDITOR GENERAL ON
THE GOVERNMENT OF UGANDA CONSOLIDATED
FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 ™
JUNE, 2013

THE RT. HON. SPEAKER OF PARLIAMENT

| have audited the GoU Consolidated financial statements for the year ended 30" June,
2013, as set out on pages 10 to 76. These financial statements comprise of the Statement
of Financial Position as at 30" June 2013, Statement of Financial Performance, Statement
of Changes in Equity, Cash flow Statement together with other accompanying statements,

notes and accounting policies.

Management Responsibility for the Financial Statements
Under Article 164 of the Constitution of the Republic of Uganda, 1995 (as amended) and

Section 8 of the Public Finance and Accountabiity 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 Staements in accordance with the requirements of
the Public Finance and Accountability Act 2003, and the modified cash basis of
accounting, and for such internal controls as management determines is necessary to
enable the preparation of financial statements that are free from material misstatement

whether due to fraud or error.

Auditorés Responsibility

My responsibility as required by Article 163(3) of the Constitution of the Republic of
Uganda, 1995 (as amended) 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
14



that | comply with the ethical requirements and plan and perform the a udit 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 syporting compliance with
relevant | aws and regulations. The procedures se
including the assessment of risks of material misstatement of financial statements
whether due to fraud or error. In making those risk assessm ents, the Auditor considers
internal controls relevant to the entityds prej
statements in order to design audit procedures that are appropriate in the circumstances
but not for purposes of expressing an opinionont he ef fectiveness of the ¢
controls. An 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 f inancial statements.

Except as discussed below, | believe that the audit evidence | have obtained is sufficient

and appropriate to provide a basis for my qualified opinion.

Part AAO0O of this report sets out mytsguabParfti edBad
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

and will form part of my Annual Report to Parliament.

PART AAO

Basi s for Qualified Opinion

1 Mischarge of Expenditure I UGX.97.896.448.777

Expenditures from various entities totaling to UGX.97,896,448,777 were charged on items
which do not reflect the nature of the expenditure. Such a practice impacts on the
credibility of the financial statements, since the figures reported therein do not reflect true

amounts expended on the affected expenditure items.
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1 Unaccounted for Advances - UGX.65,862,390.381

A total of UGX.65,862,390,381 advanced to staff to carry out activities in v arious entities
remained un-accounted for by the time of audit contrary to the Public Finance and
Accounting Regulations. Delays in accounting for funds may encourage falsification of

documents.

T Unspent Balances Returned by Local Authorities

A total of UGX34,476,655,956 returned to Treasury as unspent balances from local

authorities was wrongly classified as Non Tax revenue.

1 Promissory Notes T UGX.10.108.612.787

Included under Note 21(1), Treasury Bills and Bonds is a figure of UGX.10,108,612,787 in
resped of promissory notes. | was not provided with documentation to support existence

of this liability.

9 Unreported Cash Balances T UGX.254.729.519.172

A total of UGX.254,729,519,172 relating to 21 bank accounts was not included in the
schedule for cash and bank balances, thereby understating the cash balance in the

financial statements by the same magnitude.

Qualified Opinion

In my opinion, except for the effects of the matters pointed out in the basis for qualified

opinion paragraph;

9 The financial statements together with the notes thereon fairly present in all material
respects the consolidated financial position of Government of Uganda as at 30" June,
2013 and its financial performance 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 note 2 (a).

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

intended purpose.
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Other Matters

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

matters: -

1 Underfunding of MDAs

Parliament appropriated a total of UGX.10.769 trillion for MDAs during the year under
review. However, a total of UGX.8.246 trillion was actually released leading to a shortfall
of UGX.2.523 trillion (23% of the budget). The shortfalls affected the full implementation
of planned activities by MDAs.

1 Classified Expenditure

Included in the expenditure for goods and services consumed is UGX.35,408,394,623
which relates to classified expenditure, as explained under note 7 to the financial
statements. In compliance with Regulation 12 of the Public Finance and Accountability
(classified Expenditure) Regulations, 2003, this expenditure was audited separately and a

separate audit report will be issued.

1 Refund of Misappropriated Funds to donors I UGX.49.816.466.501

During the year under review, a total of UGX.49,816,466,501 was paid to various
development partners as refund for misappropriated funds that happened in the Office of
the Prime Minister. It was noted that although government obtained a supplementary
appropriation for the refund in question, there is need to ensure that the appropriate
organs of government follow up this matter in order to eventually recover the funds from

the responsible officials.

John F.S. Muwanga
AUDITOR GENERAL
KAMPALA

27" March, 2014
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PART "B"

DETAILED REPORT OF THE AUDITOR GENERAL

This Section outlines the detailed audit findings, management responses and my

recommendations in respect thereof.

2.1

2.2

2.3

INTRODUCTION

In accordance with Article 163(3), of the Constitution of the Republic of Uganda |
am required to audit and report on the public accounts of Uganda that is to say,
all public offices including the courts, the central and the local government
administrations, universities and public institutions of the like nature and any
public corporation or other bodies or organizations established by an Act of
Parliament. | carried out the audit of the Government of Uganda Cons olidated

Financial Statements to enable me report to Parliament.

BACKGROUND INFORMATION

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 appointed as the Accounting Officer and

Receiver of Revenue for the Consolidated Fund. He is responsible for establishing
and maintaining a system of Internal Controls designed to provide reasonable

assurance that the transactions recorded are within the authority and properly

record the use of all public funds by the Government of the Republic of Uganda.

Accordingly, the Accountant General is 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 the modified

cash basis of accounting.

OBJECTIVES FOR PREPARATION OF CONS OLIDATED FINANCIAL
STATEMENTS

The overall objective for preparation of Statutory Central Government

Consolidated Financial Statements is to indicate the extent to which Government
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has adhered to the budget objective through compliance to the Appropriation Act
and Statutory provisions. The statements pro

financial performance over the financial year under review.

2.4 AUDIT SCOPE

The audit was carried out in accordance with International Standards on Auditing

and accordingly included a review of the accounting records and agreed

procedures as was considered necessary. In conducting my reviews, special

attention was paid to establish whether: -

a. The consolidated financial statements have been prepared in accordance
with consistently applied Accounting Policies and fairly present the
revenues and expenditures of government for the period and of the
consolidated financial position of the Consolidated Fund as at the end of

the period.

b. All funds were utilized with due attention to econom y and efficiency and

only for the purposes for which the funds were provided.

C. A sound internal control structure is in place and internal controls were

consistently applied throughout the period.

d. Management was in compliance with the Government of Uganda financial
regulations.
e. All necessary supporting documents, records and accounts have been kept

in respect of all activities, and are in agreement with the consolidated

financial statements presented.

25 FINDINGS
2.5.1 Mischarge of Expenditure 1 UGX.97.896,448.777

The Government Chart of Accounts defines the nature of expenditure for each
item code. The intention is to facilitate better and consistent classification of
financial transactions and also track budget performance per item in line with
parliamentary appropriation. Audit noted that during the year under review, a
number of entites charged a total of UGX.97,896,448,777 on items which do not

reflect the nature of the expenditure.
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A summary of the mischarged expenditure per entity is shown in the table below: -

Amount
ENTITY mischarged
(UGX)
1 National Environmental Management Authority 190,157,114
2 Ministry of Information Communication Technology 232,267,708
3 Ministry Of Lands Housing And Urban Development 2,013,594,374
4 Ministry Of Tourism, Wild Life And Heritage 249,642,817
5 Ministry Of Water And Environment 9,438,526,861
6 Uganda Land Commission 274,007,650
7 Uganda Tourism Board 435,791,355
8 Ministry Of Public Service 2,245,336,970
9 Ministry Of Energy 9,200,543,112
10 | Ministry Of Health 13,431,161,682
11 | Ministry Of East African Affairs 631,272,089
12 | Ethics & Integrity 753,056,165
13 | Ministry of Finance (MOFPED 1,506,161,379
14 | Inspectorate of Government 3,589,303,382
15 | Uganda National Bureau of Statistics (UBOS) 231,015,454
16 | Ministry of Agriculture Animal Industry & Fisheries 293,224,592
17 | Dairy Development Authority 709,967,100
18 | ATAAS (Grant) EU, WB and DANIDA 195,700,610
19 | UNRA 2,480,827,360
20 | Ministry of Works & Transport 118,176,248
21 | Office Of The Prime minister 27,629,053,148
22 | Ministry Of Local Government 4.178,737,274
23 | Local Government Finance Commission 244,029,386
24 | Parliamentary commission 4,132,998,534
25 | Northern Uganda Social Action Fund 19,059,510
26 | Ministry Justice & Const. Affairs 1,356,763,496
27 | Ministry of Internal Affairs 4,132,998,534
28 | Judiciary Department 4,701,073,327
29 | Judicial Service Commission 284,300,282
30 | Law Reform Commission 373,406,461
31 | DPP 692,574,586
32 | Uganda Police 563,783,138
33 | Uganda Prisons 717,151,659
34 | National Citizenship and Immigration 650,785,420

97,896,448,777

The practice impacts on the credibility of the financial statements, since the

figures reported therein do not reflect the true amounts expended on the
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2.5.2

respective items. It further undermines the intentions of the appropriating

authority.

Unaccounted for Advances I UGX.65.862.390.381

During the year under review, several Ministries, Departments and Agencies
(MDAs) had a total of UGX.65,862,390,381 that remained unaccounted for
contrary to financial regulations that require all expenditure to be accounted for by

the year end. These expenditures were in form of advances to individuals and
departments and expenditure lacking adequate supporting documents. | was not
able to obtain reasonable assurance that the funds were applied to the intended

activities. The entities concerned included the following: -

Entity Amount outstanding
(UGX)
BUSITEMA 9,744,000
Ministry Of East African Community Affairs 758,031,287
Ministry Of Energy And Mineral Development 459,491,843
Ministry Of Health 13,052,912,535
Ministry Of Public Service 558,566,020
Ministry Of Water And Environment 506,022,340
Ethics & Integrity 96,000,000
National Planning Authority 29,754,500
Uganda Investment Authority 283,467,282
Uganda National Bureau of Statistics (UBOS) 93,814,114
Uganda National Courtil of Science and Technology 6,000,000
Uganda Privatization & Utility Sector Reform / 13,900,000
Privatization Unit (Divesture)
Uganda Panel Survey Project 1,500,000
Support to Firm Data Generation (SFDG)}BIS 9,117,142
Dairy Development Authority 434,615,989
National Animal Generic Resource Centre and Data 8,496,000
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Entity Amount outstanding
(UGX)
Bank (NAGRIC)
Office of the President 7,155,000
Luwero Industries 30,891,769
Uganda Road Fund 12,415,977,407
Ministry of Works & Transport 304,731,200
Office Of The Prime minister 2,838,631,501
Ministry Of Local Government 2,186,587,558
Local Government Finance Commission 7,105,600
Parliamentary commission 717,605,650
Northern Uganda Social Action Fund 30,642,929,605
Law Reform Commission 107,180,981
Strengthening Evidence Based Decision Making II- 255,489,148
UBOS
Avian Influenza Preparedness Project 26,671,910
TOTAL 65,862,390,381

Delays in accounting for expenditures are caused by laxity by Accounting Officers
to enforce timely accountability and weaknesses in controls in regard to advances.
This may lead to falsification of accountability documents and loss of government

funds.

The Accounting Officers have been advised to enforce strict controls as provided
for in the public Finance and Accounting regulations, including enforcing the
requirements of not advancing additional funds before accounting for the previous

advances and eventual recovery on failure to account.

Differences in Cash and Bank Balances - UGX.254,729,519.172
A total of 21 bank accounts with a total cash balance of UGX.254,729,519,172

were not included in the schedule for cash and bank balances of the consolidated
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2.6

financial statements. This implies that the cash balance in the financial statements

is understated by the same magnitude.

Some of the omitted accounts ought to have been closed and the balances
transferred to the consolidated fund, while others should have their balances

regularly transferred to the consolidated fund.

Unsupported Prom _issory Notes - UGX.10.108.612.787

Included under Note 21(1), Treasury Bills and Bonds is a figure of
UGX.10,108,612,787 in respect of promissory notes. However, | was not provided
with documentation to support existence of this liability, though management
explained that the funds are owed to Bank of Uganda. Review of Bank of Uganda
financial statements revealed that the bank did not disclose any receivable from
Government in form of promissory notes. Under the circumstances, Treasury is

recognizing a liability whose existence is doubtful.

Management explained that this amount originated from Bank of Uganda many
years back but the bank subsequently wrote it off as a result of having no
supporting documentation. Management promised to derecognize the liability after

consultations with the bank.

Re-capitalization of BoU
In a letter to the Governor Bank of Uganda (referenced MEP84/137/01 dated 10™

May, 2013), the Minister of State for Finance, Planning and Economic
Development (Privatization) authorized Bank of Uganda to issue interest earning

debt instruments amounting to UGX.410 billion for re -capitalizing the bank.

Section 14-4 of the Bank of Uganda Act allows Government to furnish the Bank of
Uganda with securities to make good of any impairment. | noted from the financial
statements of Bank of Uganda that during the year ended 30" June 2013, the
bank recognized a receivable from government of UGX.140 billion in respect of
letters of comfort that were made to various commercial banks for loans extended
to M/S Haba Group of Companies. Bank of Uganda however made a provision for

impairment losses for the entire amount of UGX.140 billion, implying that recovery
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was highly wunlikely. The effect of t

impaired to the magnitude of the impairment losses.

The recapitalization of the Bank therefore, is partly influenced by the above
impairment losses. No evidence was presented to me to confirm that the bank had
exhausted all available means to recover the funds. In addition, no information

was provided to explain the basis of the extent of recapitalization.

In response, management explained that although the recapitalization was done in
compliance with the law, government would continue to push for the recovery of
the money from Haba group of companies. | have advised that information to
support the extent of recapitalization should be provided and that management

also needs to push for recovery of the funds advanced to Haba Group of

Companies.
2.7 Underfunding of MDAs
Parliament appropriated a total of UGX.10.769 trillion for MDAs during the year
under review. However, a total of UGX.8.246 trillion was actually released leading
to a shortfall of UGX.2.523 trillion (23% of the budget). The key MDAs affected
included the following:-
Entity Approved Actual Under f
Budget (Shs) Releases (Shs) Funding (UGX) shortfall
Ministry of Energy and 1,275,471,299,400 | 128,046,465,607 | 1,147,424,833,793 90
Minerals
Uganda National Roads | 1,577,690,331,078 | 840,760,027,310 736,930,303,768 47
Authority
Uganda Heart Institute 5,049,683,764 2,641,202,052 2,408,481,712 48
Ministry of Agriculture, 85,193,613,248 59,362,107,195 25,831,506,053 30
Animal Industry and
Fisheries
Office of the Prime 98,861,028,772 77,973,474,055 20,887,554,717 21
Minister
Ministry of Justice and 52,034,141,174 36,868,184,164 15,165,957,010 29
Constitutional Affairs
Ministry of Finance, 215,370,128,888 | 160,117,882,737 55,252,246,151 26
Planning and Economic
Ministry of Local 70,063,866,699 | 57,250,084,238 12,813,782,461 18
Government
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Entity

Approved

Actual

Under

Budget (Shs) Releases (Shs) Funding (UGX) shortfall
Ministry of Health 63,996,436,682 52,493,621,441 11,502,815,241 18
Ministry of Works & 104,741,368,124 75,384,591,639 29,356,776,485 28
Transport
Ministry of Water & 160,724,031,928 | 111,322,634,336 49,401,397,592 31
Environment
Ministry of 20,225,476,812 13,985,958,421 6,239,518,391 31
Communication & ICT
Electoral Commission 66,470,283,145 59,668,080,128 6,802,203,017 10
Uganda Industrial 13,839,732,839 11,543,195,681 2,296,537,158 17
Research Institute
Busitema University 14,206,909,656 12,824,836,836 1,382,072,820 10
Uganda Road Fund 280,283,996,052 | 237,184,885,805 43,099,110,247 15
National Citizenship & 62,403,706,890 47,485,167,010 14,918,539,880 24
Imm Ctrl
KCCA 100,071,685,633 88,160,309,889 11,911,375,744 12
Mbarara University 14,772,457,297 13,319,099,418 1,453,357,879 10
National Agricultural 51,455,612,347 34,304,918,634 17,150,693,713 33
Research Org
Uganda Bureau of 30,160,888,707 25,590,324,419 4,570,564,288 15
Statistics
National Environment 5,799,827,494 4,681,353,889 1,118,473,605 19
Mgt Auth.
National Agricultural 53,909,554,551 43,712,450,630 10,197,103,921 19
Advisory Service
Public Procurement & 6,981,405,510 5,951,686,973 1,029,718,537 15
Disposal of Assets
Uganda National Bureau 11,210,133,142 9,839,522,292 1,370,610,850 12

of Standards

The shortfalls affected the full implementation of planned activities by MDAs.

2.8 Accounting for Net Domestic Financing

The approved revenue and expenditure estimates for 2012/2013 provided for a

fiscal framework under which the budget deficit of UGX.988.6 billion would be

financed by way of net domestic financing. This was further broken down into,
UGX.763.6 bhillion to be realized through bank financing and UGX.225 billion

through non-bank financing. However, the financial statements put the net

domestic financing at UGX.1,472 billion creating an unapproved variance of

UGX.483 billion. This implies that the Treasury borrowed from the domestic

market way beyond what was approved.
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2.9

In addition, a report from the Macroeco nomics department of Ministry of Finance
guoted the net domestic financing for the year as UGX.717 billion. No schedule

was provided to reconcile the two figures.

The Macro Economics Department, Accountant General and Bank of Uganda need

to jointly reconcile the amounts for domestic borrowing.

Contingencies Fund
Section 10 (1), (2) and (3) of the Public Finance and Accountability Act 2003,

st at e s thertehsaall befa contingencies fund for national emergencies into
which shall be paid all sums appropriated by Parliament for the purposes of the
fund. The Minister may, if he or she is satisfied that an urgent need has arisen for
expenditure which could not have been foreseen, and which cannot be postponed
to the detriment of public interest, authorize by a warrant under his or her hand,
addressed to the Accountant General, advances from the fund for purposes of
meeting such expenditure. Where such advance is made, a supplementary
estimate for the purpose of replacing what was advanced shall be laid before

Par/ i ament at .its next sittingo

| reviewed the Contingencies Fund account and observed that the opening and
closing balance had been static at UGX.976,950 during the financial year
2012/2013. | also noted that prior to this, the fund had a balance of
UGX235,000,000 which was advanced to the Office of the Prime Minister in
response to a disaster years back. Under the law, a supplementary budget should
have been presented to Parliament for approval and money should have been
released and paid back to the contingency fund. In the circumstance, the fund has
for long been depleted exposing the country to a risk of failure to fund emergency

disasters as required under the Act.

Management explained that Government could not operationalize the
Contingencies fund due to the absence of regulations to guide its implementation.
They further indicated that the issue will be addressed upon the enactment of the

new Finance Bill. | await this action.
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2.10 Domestic Arrears

Audit reviewed the status of domestic arrears as at 30" June, 2013 and noted the

following matters: -

a.

In a letter dated 27 ™ January 2014, to Accounting Officers of Central
Government Ministries, the PS/ST stated that the verified domestic arrears
as at 30" June 2013 was UGX.604,903,600,743. However, the reported
figure in the consolidated financial statements is UGX.1,127,241,181,530
resulting into an unexplained difference of UGX522,337,580,787..

Since the expiry of the debt strategy three (3) years ago, Treasury does not

have an approved debt strategy to guide its operations.

Despite adopting the commitment control system, the total value of
domestic arrears payable has continued to increase over the years to an
astounding UGX.1.13 trillion. This is illustrated in the table and graph

below:-

Table 1: do mestic arrears for the last three years

Details Amounts (UGX)

2010/2011 2011/2012 2012/2013
Domestic 473,654,629,150 | 763,186,161,377 241,181,530
arrears

1,200

1,000
800 |
600
400 |
200

Graph showing the domestic arrears trend
Arrears
= Arrears
2010/2011 2011/2012 2012/2013
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The current status shows a steady increase in the domestic arrears figures, clearly
indicating that the current approaches to address the problem are not working.
The debt figure may become unmanageable as it appears to be spiralling out of

control.

In response, management stated that the Commitment Control System cannot
control certain types of expenditures such as the contractual obligations of rent,
wage and contributions to International organizations. This is further complicated
by the budget credibility issues whereby certain Accounting Officers may not
budget adequately for some of the known expenditures. Sometimes even when
they budget adequately, in cases where budgets are cut to finance supplementary
budgets, arrears can be created. | have advised that Treasury needs to come up
with a detailed strategy on how it intends to address the problem of the increasing

domestic arrears.

2.11 Disclosure of Escrow Accounts

The Government of Uganda maintains a number of Escrow accounts in the Central
Bank and various commercial banks where funds are hel for guarantee purposes.
Any draw-downs from these accounts are contingent on the failure by a
government agency to undertake its obligation. Best practice would require
government to have an accounting policy that would provide for the accounting
treatment and disclosure requirements for all Escrow accounts. Some of the active
Escrow accounts included the following:-
Table 2: Escrow Accounts

Account Tittle Name of the Bank

Bujagali liquidity facility Bank of Uganda

Agriculture Credit Guarantee scheme Bank of Uganda

Umeme Escrow Citi Bank

Eskom Escrow Stanbic Bank

Bujagali line Escrow Bank of Uganda

Bujagali resettlement Escrow Bank of Uganda
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Mbarara- Tororo line Escrow Bank of Uganda

UETCL Mbararai Nkenda and Tororo-Lira transmission | Bank of Uganda

line

Kampala Institutional and infrastructure Development | Bank of Uganda

Project

2.12

2.13

It was however noted that Treasury does not have an appropriate accounting
policy relating to the operations and recording of the Escrow account activities. In
addition, there is no comprehensive list of Escrow accounts that is maintained and
that the consolidated financial statements do not disclose the annual movements
of the escrow accounts in question. Under the circumstances, | was unable to
establish the number of Escrow accounts held at the year-end as well as the

movements on the accounts in question.

In response, Management noted the audit observation and promised to follow up

the matter accordingly. | await the outcome of this management commitment.

Accounti _ng for Development Finance Schemes
The Government of Uganda secured funds for development finance schemes

managed by Bank of Uganda. Review of the management and reporting of
Development Finance Schemes revealed that there was ro formal policy regarding
the management and reporting of funds under the Development Finance Schemes.
Accordingly, the operations of the schemes in question are not properly monitored

and reported upon.

In their response, management explained that the current government policy on
Development finance schemes is to transfer all credit schemes implemented by
BoU to UDBL. Some transfers have since been made and for those that are yet to
be moved, government awaits full reconciliation to be undertaken by BoU before
transfers to UDBL can be sanctioned. | await the outcome of this management

commitment.

Accounting for Proceeds from Oil Fund Investments
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Review of the Bank of Uganda financial statements for the year under review
revealed that the bank had invested part of the Oil Tax Fund in short term money
market deposits. According to the bank, only Us$.171 million was invested during
the year which yielded interest of Us$.246,344 equivalent to UGX.640,060,834.
The note further states that the oil fund is ring fenced for future development

expenditure.

However, | was not provided with the investment instructions by PS/ST
authorizing the bank to invest part of the fund and giving directions on utilization
of interest earned. Under the circumstances, there is a risk that the bank may
undertake unauthorized investments which are not in tandem with the underlying
laws applicable to utilization of oil revenues.

Management explained that in the absence of Investment guidelines, Bank of
Uganda invests GoU deposits in shortterm but secure portfo lios which are rolled
over. However, Government was in the process of developing guidelines
regarding investment of oil revenues. | have advised that this process be

expedited so as to have the guidelines in place before the oil revenues fully start

flowing in.
2.14 Non -Performing Loans
Review of the Loan portfolio revealed three (3) loans which have never disbursed
since signing. There is no indication of any steps taken to either start
disbursement or terminate the loans in question. The table below indicate s the
details of the affected loans: -
Table 3 : non -performing loans
Effective Loan Name Creditor Amount Current
Date Status
31/10/201 | Construction and | Arab Bank For | Us$. No
1 Equipping of Technical | Economic 5,000,000 disbursements
institute in  Nakaseke | Development in so far
District. Africa(BADEA)
9/11/2011 | Agricultural Technology | International Fund | SDR No
and Agribusiness | For Agricultural | 9,300,000 disbursements
Advisory Services Project | Development so far
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Effective Loan Name Creditor Amount Current
Date Status
3/9/2003 Financing part of costs of | Islamic ID. No
community vocational | Development 2,015,000 disbursements
training polytechnics | Bank so far
project

In addition, | noted a number of loans with low levels of disbursements yet their

deadline for final disbursement is nearing. The table below shows the details: -

Table 4: loans with low levels of disbursements
Deadline Loan Amount Disbursed Amount % Commitment
For Name (UGX) QOutstanding Fees FY
Disbursem (UGX) 2012/13
ent
31/12/13 Electricity 33,102,654,516 172,139,936,840 19 1,026,760,846
Transport
(Mbarara-
Nkenda)
31/12/14 Post Primary 70,204,148,570 133,055,923,196 35 859,377,584
Educ.
Training IV
31/12/14 Kampala 33,091,956,371 100,310,380,098 33 544,456,571
sanitation
program
136,398,759,457 405,506,240,134 541,904,999,591

As a result of low levels of disbursements, these loans were attracting high
commitment fees which could have been avoided. This is because, the more
money that remains undisbursed, the more commitment fees that accrues from
such a loan. Accordingly, commitment fees paid during the year 2012/2013 have
increased by 40% from UGX.9.023 billion in 2011/2012 to UGX.12.7 billion in
2012/2013. This was not consistent with the 16% increase of the total foreign
debt from UGX.8.023 trillion to UGX.9,373 trillion over the same period.

In addition, the above analysis may imply that one of the major drivers for
commitment fees is low absorption levels. Failure to implement the above projects

as scheduled, affects the attainment of the intended project objectives.

Management explained that the major cause for non-performance arises out of
procurement related challenges and that Government currently holds regular

reviews with development partners and project implementers so that any
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bottlenecks to the implementation process are identified and addressed early
enough. | however noted that projects have continued to perform poorly in spite

of the stated remedial measures. Government is advised to explore ways of
expediting project imp lementation processes so as to improve on their absorption

capacities.

Accounting for Investments in Shares
The government of Uganda has invested in a number of companies and corporate

entities. According to the accounting policy, government recognizes its portion of
the net worth in the consolidated financial statements of companies in which it has

shares. A sum of UGX.1,672,235,933,637 is reported as the total net worth of
domestic investments as at 30" June 2013, up from UGX.341,856,667,295
reported in the previous year. | reviewed the accompanying schedule and noted
that the reported net worth for all the entities was not properly supported as there

was no evidence provided to confirm this position. Under the circumstances, |

cannot confirm whether the balance for domestic investments is properly stated.

In their response, management explained that they were unable to obtain audited
accounts for all the investments for the period under review and that some of
these Investments have a different accounting period from that of government.
They further stated that the Public Finance Bill has a provision that will compel all
government entities to align their financial years to the government fiscal year. |
have advised management to always ensure that they adhere to the accounting
policies adopted or else consider changing such policies or disclosing such

instances of departure from the policy.

Refund to Development Partners i UGX.49.816,466.501
Following the financial impropriety in the Office of the Prime Minister which also

included funds contributed by donors, a number of development partners
demanded for refunds by Government of Uganda of the amounts that had been
contributed and misappropriated. Accordingly, Government of Uganda sought and
obtained approval from Parliament of a supplementary expenditure. Subsequently,

a total of UGX.49,816,466,501 was refunded to Development Partners during the
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year under review. Government committed to have these funds recovered from

individuals found culpable.

However, | have not been availed with the current status in regard to recovery of
misappropriated funds from the culpable individuals. | have advised management
to ensure that the appropriate organs of government follow up this matter in order

to eventually recover the funds from the responsible officials.
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3.1

3.2

ACCOUNTABILITY SECTOR

TREASURY OPERATIONS

Accounting for Investments in Shares

The government of Uganda has invested in a number of companies and corporate
entities. According to the accounting policy, government recognizes its portion of
the net worth in the consolidated financial statements of companies in which it has
shares. A sum of UGX.1,672,235,933,637 is reported as the total net worth of
domestic investments as at 30" June 2013, up from UGX.341,856667,295
reported in the previous year. | reviewed the accompanying schedule and noted
that the reported net worth for all the entities was not properly supported as there

was no evidence provided to confirm this position. Under the circumstances, |

cannot confirm whether the balance for domestic investments is properly stated.

In their response, management explained that they were unable to obtain audited
accounts for all the investments for the period under review and that some of
these Investments have a different accounting period from that of government.
They further stated that the Public Finance Bill has a provision that will compel all
government entities to align their financial years to the government fiscal year. |
have advised management to always ensure that they adhere to the accounting
policies adopted or else consider changing such policies or disclosing such

instances of departure from the policy.

Non -Performing Loans

Review of the Loan portfolio revealed three (3) loans which have never di sbursed
since signing. There is no indication of any steps taken to either start
disbursement or terminate the loans in question. The table below indicates the

details of the affected loans: -
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Table 1 : non -performing loans

Effective Loan Name Credit or Amount Current
Date Status
31/10/2011 | Construction and | Arab Bank  For | Us$. No
Equipping of Technical | Economic 5 000.000 disbursements
institute in Nakaseke | Development in |7 so far
District. Africa(BADEA)
9/11/2011 Agricultural Technology | International Fund | SDR. No
and Agribusiness | For Agricultural | 9,300,000 disbursements
Advisory Services | Development so far
Project
3/9/2003 Financing part of costs | Islamic Development | ID. No
of community | Bank 2,015,000 disbursements
vocational training so far
polytechnics project

In addition, | noted a number of loans with low levels of disbursements yet their

deadline for final disbursement is nearing. Table 2 below shows the detalils:-

Table 2: L oans with low levels of disbursements

Deadline Loan Am ount Amount Commitment Fees FY
For Name Disbursed Outstanding 2012/13
Disburse (UGX) (UGX)
ment
31/12/13 Electricity 33,102,654,516 172,139,936,840 1,026,760,846
Transport
(Mbarara-
Nkenda)
31/12/14 Post Primary 70,204,148,570 133,055,923,196 859,377,584
Educ.
Training IV
31/12/14 Kampala 33,091,956,371 100,310,380,098 544,456,571
sanitation
program
136,398,759,457 405,506,240,134 541,904,999,591

As a result of low levels of disbursements, these loans attract high commitment

fees which could have been avoided. This is because, commitment fees are

charged on undisbursed loan amounts. Accordingly, commitment fees paid during

the year 2012/2013 have increased by 40% from UGX.9.023 billion in 2011/2012

to UGX.12.7 billion in 2012/2013. This was not consistent with the 16% increase
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of the total foreign debt from UGX.8.023 trillion to UGX.9.373 trillion over the

same period.

The above analysis may imply that one of the major drivers for commitment fees
is low absorption levels. Failure to implement the above projects as scheduled,

affects the attainment of the intended project objectives.

Management explained that the major cause for non-performance arises out of
procurement related challenges and that Government currently holds regular
reviews with development partners and project implementers so that any
bottlenecks to the implementation process are identified and addressed early
enough. | however noted that projects have continued to perform poorly in spite

of the stated remedial measures. Government is advised to explore ways of
expediting project implementation processes so as to improve on their absorption

capacities.

Refund to Development Partners
Following the financial impropriety in the Office of the Prime Minister w hich also

included funds contributed by donors, a number of development partners
demanded for refunds by Government of Uganda of the amounts that had been
contributed and misappropriated. Accordingly, Government of Uganda sought and
obtained approval from Parliament for supplementary expenditure. Subsequently,
a total of UGX.45.50 billion was refunded to Development Partners during the year
under review. Government is committed to recover these funds from individuals

found culpable.

However, | have not be en availed with the current status in regard to recovery of
misappropriated funds from the culpable individuals. | have advised management
to ensure that the appropriate organs of government follow up this matter in order

to eventually recover the funds fr om the responsible officials.
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4.1

4.2

4.3

MINISTRY OF FINANCE, PLANNING AND ECONOMIC
DEVELOPMENT

Mischarge of expenditure

The Government Chart of Accounts defines the nature of expenditures for each
item code. The intention is to facilitate better the classificati on of financial
transactions and also track budget performance per item. It was noted that a sum
of Shs.1,506,161,379 was charged on items which do not reflect the nature of the
expenditure. Mischarge of expenditure impacts on the credibility of the financ ial
statements since the figures reported therein do not reflect true amounts

expended on the respective items.

Management explained that IFMS items were not linking properly with the output
budgets. For example, what appears to be mischarged expenditure is office
imprest which is not tied to particular chart of accounts but rather a combination

of related items in accordance with TAIs.

| advised management to liaise with Accountant General and resolve the de-

linkage.

Un-supported Gross Tax payments  -Shs.1,468,868,156

A sum of Shs.10,431,635,839 was spent from the Gross Tax account during the
year, out of which Shs.1,468,868,156 was un-supported. The import documents
and URA tax assessments against which the payments from the gross tax account
were based were not availed. In the circumstances, | was unable to confirm that

the gross tax payments were eligible.

| advised management to always ensure that payments from the gross tax

account are properly supported, otherwise funds are recoverable.

Gross Tax Payments for Non  -Qualifying Items 1 Shs.642,902,785
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Government in support to the Agriculture Sector value chain (Textile sub-sector),
has been paying import taxes on raw materials for the manufacture of textiles.
The Ministry paid Shs.642,902,785 as taxes for these imports. This is against the
purpose for which the incentive was established. Importation of already ginned
cotton (yarn), bed sheets materials and other fibre, will not benefit the local

cotton farmers as had been intended.

It was noted that the beneficiary companies instead imported semiffinished
textiles (Bed sheet material, Bales polyester and viscose rayon staple fiber, cartons

polyester viscose, texturised yarn and polyester bed sheet material etc.).

The Accounting Officer explained that the list for qualifying items in the textile
sector is provided by URA and is the basis for payments on behalf of the textile
sector. The companies imported fabric for further transformation into finished
products which is consistent with the authority granted by the Minister. Evidence

to the effect was not provided.

| advised management to restrict tax payments to only raw materials as was
intended by Government policy for the textile sub -sector and also initiate recovery
measures for all payments made in respect of finished products (bed sheet

materials).

Amounts due to URA not disclosed in MoFPED Financial statements

Receivables of Shs.2,017,372,495 were disclosed in the URA financial statements
as due from the Ministry. This payable was not disclosed in the Ministry financial
statements. The nature and amounts of the liabilities are indicated the table

below:

Tax Amount Due

Beneficiary head Period from MoFPED

Ministry of Finance, Planning| Excise
& Economic Development Duty 2007/2008 7,185,936

Ministry of Finance/BPAFS
Outstanding VAT 2006 - 2009 1,886,054,911
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Ministry of Finance alc 01/2006 -
Lantech (Africa) Ltd VAT 12/2011 124,131,648
TOTAL 2,017,372,495
The Ministryds |iabilities are therefore und

the financial statements.

Management responded that they are in consultation with URA on the matter

before arriving at the decision to adjust the financial statements.

The outcome is awaited.

Unlicensed Gaming and Pool Betting Businesses

A review of the tax payer register/payment schedule of URA for the period
2012/13 revealed that a number of companies were registered and are
subsequently remitting taxes to URA. It is the responsibility of Ministry of Finance
to issue licenses to betting companies. However, it was noted that 24 companies

did not have operating licenses in the period in which they transacted business.
There is a likelihood that over Shs.24 million was lost in uncollected license fees.

Management explained that these companies did not qualify under the Gaming
and Pool Betting Act and are operating illegally. URA has been notified of this

illegality and the lottery board has beg an closing down offices until they comply.

| advised management to continue to liaise with URA to ensure that all operating

businesses in the sector are registered.

Inadequate budgeting and _management of _gross tax __account

During the period under review the Ministry budgeted for Shs.26bn out of which
Shs.15 bn was received as gross tax amount available to settle import related
taxes. Out of the total release, management paid for taxes of only
Shs.10,431,635,839. This reflects inadequate budgeting. It also locks up scarce

resources which would have been applied elsewhere.
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Also noted was the gross tax balances of Shs.4,568,364,161 transferred to the
UCF, despite having outstanding tax obligations with URA of Shs.3,657,635,260

arising from import related taxes.

| advised management to budget properly for gross tax and obediently meet its

tax obligations on time to enable URA also achieve its objectives

Un-clear criteria for selecting and recomm ending firms for tax incentives

and lack of information in that regard

It was noted that there was no guidance given in the criteria to be used in the
selection and recommending firms for tax incentives by the tax policy desk in the
Ministry. Further, there is lack of clear and readily available information to the
public/players in the economy regarding specific sectors of the economy which

have been earmarked to benefit from tax waivers.

For instance, the Hotel industry, Steel manufacturing and textile among others
have been benefiting from tax incentives without any documented criteria in place
which is open to all players in such sector to enable equal opportunities to access
the tax incentives. This creates un-fair competition inthe market. 1 t 6 s wor
that the beneficiaries of the tax incentive (e.g . BIDCO) charge similar oil prices as
non-beneficiaries (e.g. Mukwano) without consideration of any returns in benefits

to the economy as would have been expected.

Lack of a documented criteria and method used in selecting and approving the tax
incentives beneficiaries poses the risk of handpicking without following a uniform

selection check list of conditions to be fulfilled.

Management explained that a criterion has been developed for the textile sector

and the criteria for the other sectors have been drafted pending approval.

I urged management to expedite the approval process and have the criteria in

place.
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Lack of repair post inspection reports

S.816 of the TAIs requires that, a motor vehicle should be inspected by the
mechanical supervisor before and after repair and a certificate of completion or
inspection report should be prepared by the mechanical supervisor confirming that
the vehicle has been repaired, all spares installed and in a good mechanical
condition. However, during the financial year, a sum of Shs.889,964,805 was
spent on repair and servicing of various vehicles but there were no certificates of
completion/inspection reports prepared for the serviced vehicles. | could not
therefore confirm the authenticity of the payments in absence of certificates or

inspection reports.

Management explained that the vehicles were being repaired by the suppliers as
part of policy to use genuine parts and maintain the cars in good mechanical

conditions.

| advised management to liaise with Ministry of Works and Transport and h ave the

vehicles inspected prior and post repairs.

Capitalization of institutions

During the period under review Parliament appropriated Shs.25,079,000,000 for
capitalization of EADB, UDB, IDB and PTAExamination of the activity revealed the
following;

 The EADB board of directors and governing council made a decision on 18"
March, 2012 that each member state pays an amount of USD 4.5 Million each
year towards capital subscription. At the time of audit, USD4,119,822 was still
outstanding. Failure to make timely contributions is likely to affect the
attainment of the intended aims/objectives.

1 Uganda being a member state was supposed to make annual capital
contribution of USD 1,632,024. However, only USD 930,000 was paid leaving a
balance of USD 8,050,872 asat 30" June 2013.

1 It was also noted that arrears continue to attract interest at a rate of 8% per
annum and by 30™ June 2013 this had accumulated to USD 820,752. Failure to
remit contribution may affect the attainment of intended objectives.
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Management explained that Government has outstanding obligations with PTA

Bank caused by insufficient budget provisions.

I advised management to seek for sufficient budget appropriations and endeavor

to pay all above the outstanding obligation.

4.10 Budget P erforman ce
According to the annual budget performance report for 2012/13 for the Ministry,
Shs.225.05 billion was budgeted, Shs.207.04 billion was released and Shs.207.01
billion was actually spent. The table below shows an analysis of the releases
against the actual expenditure and budget.
Vote Approved Released | Spent %budget %
budget /spent release/
spent
1401: Macroeconomic Policy 75.75 40.56 40.55 53.5% 100%
and Management
1402:Budget Preparation, 11.73 10.29 10.49 89.4% 101.9%
Execution and Monitoring
1403: P ublic Financial 44.66 51.89 51.91 116.2% 100.0%
Management
1404: Development  Policy 28.08 31.78 31.78 113.2% 100.0%
Research and Monitoring
1406: Investment and Private 21.53 30.57 30.57 142.0% 100%
Sector Promotion
1408: Microfinance 24.97 19.74 19.73 79% 100%
1449: Policy, Planning and 18.34 22.22 21.98 119.9% 99.0%
Support Services
Total for vote 225.05 207.04 207.01 92% 100%

In 4 instances, funds released and spent was above the approved budget. See
table above. From the annual budget performance report, a number of activities

were budgeted for but activities were not fully performed .

Management explained that the variance between approved budget and

expenditure was due to supplementary for FINMAP due to suspension of donor
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funding for data centre enhancement, reallocations for IFMS upgrade,
International Conference on Inter -Governmental Committee of Experts, funding

Scientists and outstanding taxes.

| advised management to always seek authority for reallocations.

IRISH AID SUPPO RT TO GENDER & EQUITY BUDGETING (EDUCATION

SECTOR AND KARAMOJA SUB-REGION)

€) General S tandards of Accounting and Internal Control S ystems
Areviewwas <carried out on the projectébs

noted that management had instituted adeq uate controls to manage project

resources except for the following matter ;

(1) Lack of critical information on payment vouchers

It was noted that all payment vouchers did not contain signatures of the payees
as evidence of receipt of the money paid. There is a risk that irregular transactions

could go undetected and payments could go to un-intended persons.

Management explained that payees did not acknowledge receipt of funds as funds

were disbursed directly to their accounts.

| advised management to ensure that all payees should acknowledge receipt of

funds to ensure payments are made to the intended beneficiaries.

(b) Compliance with Financing Agreement and GoU Financial

Requlations
It was noted that management had complied in all material respects with th e

financing agreement and GoU financial regulations except for the following matter;

)] Non remittance of Local Service Tax (LST)

It was noted that Local Service Tax (LST) was not remitted at all during the year.

Non-compliance could attract penalties based on the existing regulation.

Management explained that the Local Service Tax was not paid during the year,

but promised to follow the law in the next financial year 2012/13. | advised
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management to always adhere to pensions of the LST to avoid unnecessary costs

associated with non-compliance.

FINANCIAL MANAGEMENT AND ACCOUNTABILITY PROGRAMME

(EINMAP)

(a) Compliance with programme financing agreement and government
financial requlations

The Programme complied with the covenants with Programme agreement and

Govemment Financial Regulations except for the following matters;

® Statutory Deductions
Withholding tax deducted from suppliers of goods and services and paid during

the year under review was not remitted to the relevant authority on timely basis
i.e. by the 15™ day of the following month. Also noted was that all PAYE & NSSF
returns were filled late. Non compliance with the provisions of the Income Tax Act
and NSSF Act may lead to heavy penalties and interest being imposed on the

programme.

Management explained that late remittance was attributed to lack of sufficient
funds and funding constraints experienced during the year 2012/13. They further
explained that it was an oversight not to withhold tax from the two companies but
a request would be made for IFMS to update the system and have the WHT

deducted automatically.

| advised management to comply with all the provisions of the tax laws in order to

avoid associated penalties and interest.
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(i) Expenditure re -allocation

| noted a number of expenditure re -allocations done by project management
without prior approval from the development partners. Expenditure re-allocation

renders the budgetary control ineffective. Examples include the following:

Date Voucher Description Amount | Classified as
No (Shs)
2/4/13 5970 Tuition at the 9,629,916 | Allowances for
International Law activity
Institute. facilitation
15/2/13 5453 Tuition at the 13,301,569 | Allowances for
International London. activity
facilitation
28/11/12 4654 Motor Vehicle servicing 2,752,300 | Information and
Communication

Management explained that due to insufficient budgetary provisions during the
year, there were budget over-runs on some expenditure items yet related

activities were still on-going.

| advised management to seek authority to reallocate prior to spending.

(b) General Standard of Accounting and Internal Control

A review was carried out on the programme system of financial management and

the following weaknesses were noted;

® Staff advances

| noted cases where salary advances were made to project staff in excess of Shs.1
million and recovered over a period exceeding three months. Such advances could
be construed as interest free loans in accordance with the Income Tax Act Cap
340 (Section 7 of the 5™ Schedule). This would give rise to a taxable benefit on

which PAYE should have been accounted for on a monthly basis.

| advised management that payment of salary advances in excess of Shs.1 million

should be handled in accordance with the Income Tax Act.
45



(i) Payment vouchers

It was noted th at a number of payment vouchers and their support documents
were not stamped APAI DO or c a n ¢ eNolothet
indicative mark was put on these vouchers to indicate that they have been paid.
There is a risk that the supporting docu ments could be paid again resulting into

double payments.

| advised management to ensure that all payment vouchers and the supporting

documents are stamped or marked APAI DO

(iii) Project Stores

A surprise visit to the project store revealed that for all the sampled items
subjected to a spot physical count, the bin card balances differed from the
physical counts. Besides, reconciliation for the variances was not provided. There
was nho proper storebs | edger a nstbrestlduger

were incomplete.

It was further noted that all accounting records in the store were not reviewed by

an independent person and therefore the project risks errors going unnoticed.

Management explained that they have instituted controls to e nsure confirmation of
delivery by the internal audit unit and that all dispatches to users were duly
authorized and recorded in the issues register. | advised that store bin cards are
regularly updated and any variances between the physical count and the bin card

balance reconciled to minimize errors in the store.

(v)  Field Visits

During a visit to the IFMS sites and the local government sites i tier 2 IFMIS roll

out, the following observations were noted;

46

after

bi

n

c

after

ar



Site visited Issue noted Risk/Implications Response s
In house i The  server i Inadequate Management
Training room is not secure seaurity  measures | explained that
Facility (ITF) since the door lock pose the risk of loss | measures were
is faulty and as through theft, | underway to replace
such the door is left damage, the digital lock.
open for most of deterioration,
the time. financial loss
coupled with
inevitable
replacement  costs
1 It was also and more
noted that the ITF importantly
had no store and as tampering with the
such, there are a data. Management
number of explained that the
equipments and i This can be a | /TF has fire proof
many empty boxes potential risk in case | filing cabinets for
which are kept in of a fire outbreak. storage purposes
the server room.
1 There was no
vi sitorsé Management
record all people explained that the
accessing the i This makes it | Visitors book wais in
server room and hard to track those | place, it could have
the purpose for who visit the server | been an omission of
their visit. room and be ableto | not provi d
fix responsibility in | book to the Auditors.
case of a problem.
1 There are The PSO s the
two keys to the technical officer in-
server room door, | This  subjects the | charge of the server
one kept by the | server room to un |room and is obliged
responsible official | authorized access. to go in as and when
at ITF and the necessary.
other by the
Principal  Systems
Officer (PSO) who
sits at the ministry.
We were told that
the PSO accesses
the server room as
and when, even
without the
knowledge of the
ITF officials. The
reason for doing it
like this could not
be ascertained.
Diary 1 There was no 1 This could | Server Rooms are

Development

Vi sitorso

make it hard to track

under the
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Authority

record all people
accessing the
server room and
the purpose for
their visit.

q The server
room was also used
as the store.

i The  server
supplied by FINMAP
and the UPS are
not in use, instead
they are using their
computer server.

those who visit the
server room and be

able to fix
responsibility in case
of a problem.

bl There can be a
potential risk in case
of a fire outbreak.

T | could not
ascertain if there was
value for money
realized.

supervision of the
Accounting  Officers
of the votes as
Stipulated in  the

Memorandum of
Understanding
guiding IFMS
implementation.

This has been
brought to  the
attention  of  the
Accountant General
for follow up .

Uganda Cotton
Development

bl The server
room is also used

1 This can be a
potential risk in case

Server Rooms are
under the

Authority as the store. of a fire outbreak. supervision of the
Accounting  Officers
of the votes as

i There is no i This makes it | stipulated in the

Vi sitorsbéo hard to track those | Memorandum of

record all people who visit the server | Understanding

accessing the room and be able to | guiding IFMS

server room and fix responsibility in | /mplementation.

the purpose for case of a problem.

their visit. This has been
brought to  the
attention  of  the
Accountant General
for follow up

Uganda i The  server i This can be a | Server Rooms are

Registry room is also used potential risk in case | under the

Services as the store. of a fire outbreak. supervision of the

Bureau Accounting  Officers

i There was no
visitorsé
record all people
accessing the
server room and
the purpose for
their visit.

T This makes it
hard to track those
who visit the server
room and be able to
fix responsibility in
case of a problem.

of the votes as
Stipulated in  the

Memorandum of
Understanding
guiding IFMS
implementation.

This has been
brought to  the
attention  of  the
Accountant General
for follow up

IFMS Disaster
Recovery Site

The installed
equipment not
engraved.

i Equipments

not engraved can
easily be taken or
used for private

0] It /s the
practice to engrave

all equipment. This
omission  will  be
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T Some
equipment still in
boxes and not
installed.

bl The

old/decommissione
d equipment not
well arranged.

1 No asset
register of the
equipment at site
facility

business.

1 Benefit to
which the equipment
were purchased not
maximally utilized.

i Lack of control
over the assets since
no register is
maintained

addressed  however
this is often delayed

fo allow for
installation and
testing of some
equipment.

(ii) Delayed

installation of the
equipment arose
from unforeseen
delay in the upgrade
of the Oracle
application. This
meant some of the
equipment could not
be deployed hence
the continued
storage in boxes.

(i) However,
with the successful
upgrade in October
2013, deployment
and installation will
now be undertaken.

(iv) The issue of
decommissioned
equipment will  be
taken up with the
PDU. An  Asst
Register  will  be
established at the
DRS

4.13

| advised management to address the inadequacies noted during the inspection.

STRENGTHENING EVIDENCE BASED DECISION MAKING

T _FINANCE

COMPONENT 2013

(@) Compliance with the key Covenants of DFID Funding Agreement

and GOU Financial Regulation

It was noted that the management had in all material respects complied with the
covenants contained in the Memorandum of Understanding and Government of

Uganda financial regulations except for the following matter ;
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() Tax of Shs .9.251.795 paid from SEBDEM Il Project Fund

It was noted that Shs.9,251,795 was paid from project funds to cater for taxes as

shown below;

Date Invoice No Product or Services Amount VAT paid

5/10/12 897 | Maintenance 428,300 77,094
18/10/12 3678 | Stationary 124,800 22,464
1/10/12 1569 | Printing PPA report 34,102,000 6,138,360
4/10/12 950 | Repair 298,516 68,313
20/9/12 17988 | Conference facilities 12,350,000 2,223,000
24/9/12 0129 | Batteries 222,000 39,960
7/8/12 AD318597 | Field work supervisors 1,665,254 299,746
31/8/12 0120 | Stationary 1,498,000 269,640
17/9/12 0123 | Training material 710,000 127,800

9,251,795

4.14

Use of project funds to pay taxes contravenes section 7 of the Memorandum of
Understanding (MoU) which prohibits the use of project funds to pay taxes levied

on goods or services imposed directly or indirectly by Government.

| have advised management to claim reimbursement of Shs.9,251,795 from

MOFPED.

SECOND PRIVATE SECTOR COMPETITIVENESS PROJECT (PSCP 1)

(&) Compliance with the Credit A greem ent and Government financial

regulations
It was noted that the management had in all material respects complied with the

covenants contained in the credit agreement and government of Uganda financial

regulations except for the following matter ;

0] Non Deduct ion of Withholding tax
The Income Tax Act requires withholding tax agents to make monthly withholding

tax returns and submit details of their suppliers from whom tax has been withheld
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and remitted to URA. However, it was also noted that withholding tax amounting

to Shs.128,722,558 was not deducted from payments to suppliers:

| was not availed any documentation exempting the suppliers from withholding
tax. The practice is contrary to the law and could lead to penalties. | advised

management to comply with the requirements of the Income Tax Act.

(b) General Standards of Accounting and Internal Control
It was noted that management had instituted adequate controls to manage

project resources except in the following matters;

0] Discrepancy between guarterly reports and financial statements
It was observed that total expenditure in quarterly financial statements submitted

to the bank was not in agreement with total expenditure included in the annual
financial statements. There was a discrepancy of Shs.8,241,678,840 as shown in

the table below;

FINANCIAL STATEMENTS IUFR DIFFERENCE
Description UShs. uUsD UShs. UsD UShs. uUsD
1(a) Works 103,756,881 44,807 103,756,881 44,807 0 0
for Part A.1
1(b) Works 2,631,043,666 1,012,727 2,631,043,666 1,008,306 0 0
for Part C.1
(a)&(d)
2(b) Goods 23,045,510,186 8,918,709 15,518,158,912 6,008,306 7,527,351,274 2,910,403
for Parts B.3
B.4&C
3(b) Consult 2,447,600,438 929,469 3,676,959,665 1,390,705 -1,229,359,227 -461,236
Serv B3, B4
4 Training 176,027,368 67,729 176,027,368 67,729 0 0
7 Il nst 129,745,697 51,846 129,745,697 51,846 0 0
Grants
A.2(a)&A.2C
8 operating 715064,989 274,756 708,316,159 272,091 6,748,830 2,665
costs
TOTAL IDA 29,248,749,225 11,300,044 22,944,008,348 8,848,211 6,304,740,877 2,451,833
GoU 2,862,453,506 1,104,131 925,515,543 355,116 1,936,937,963 749,015
counterp art
funding
GRAND 32,111,202,731 12,404,175 23,869,523,891 9,208,327 8,241,678,840 3,200,848
TOTAL
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The disagreement between two implies quarterly financial statements were not

accurately prepared.

Although management explained that the variances were mainly caused by the
difference in the reporting dates and errors during preparation of these
statements, | noted that one of the causes of the discrepancies was that
management did not prepare the last quarter interim report contrary to the World
Bank requirements. | advised management to ensure timely reporting and

reconciliation of the quarterly reports and financial statements.

@ Payments to Wrong supplier
It was noted that a payment meant f or Charles Koojo was credited to Peter

Kasyokabts account because the bank account ¢
was for Mr. Peter Kasyoka. At the time of audit, US $ 15,980 had been recovered
from Peter Kasyoka on 7th June, 2013. The unrecovered balance of US $ 15,111

was included in receivables in the financial statements.

Management explained that there was an error and that the project had been
following up and was hopeful that all the money would be refunded before the

end of the year.

I informed management that the unrecovered balance is an ineligible expenditure
under the financing agreement and therefore should be recovered and refunded to

the project bank account.

(i) Mis - procurement

Management contracted a company to undertake Government Land Inventory at a
cost of US $ 1,889,828 including taxes. Accordingly, US $ 882,200 was paid as
advance for the activity. However, it was determined by the World Bank that the
contract had been irregularly awarded and therefore considered ineligible for
which Government was required to refund the advance payment to the bank.
Further, it was noted that the contractor was unable to complete execution of the

activity. | find this advance doubtful as the payment guarantee expired.
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Although management explained that the value of work executed under the
advance amounted to US $ 460,257 and that only US $ 427,943 is recoverable, |
consider the amounts loss to government in absence of recovery. | advised

management to consult with the Solicitor General for guidance on the matter.

(iii) Outstanding project liabilities

The project closed on 28th February 2013 with nil cash balances. However, it was
noted that it had unsettled liabilities amounting to Shs.2,053,917,000. It was not

clear how these project liabilities were to be settled given that the project had

exhausted all funding available in the financing agreement.

Management explained that it had written to Ministry of Finance, Planning and
Economic Development to avail funding to settle the commitments entered und er
the PSCP II, which is in line with the subsidiary agreement. | advised management
to follow up the matter with the concerned authorities to ensure funds are availed

to settle the outstanding obligations.

(iv) Land Information System (LIS)
The implementation of the National Land Information System was reviewed and

the following were noted,;

@ Some zones (Masaka and Wakiso) were experiencing problems in carrying

out subdivisions on some parcels of land.

(i) The Wakiso district land office did not have enough equipment including
scanners, printers and computers to handle the volume of work that was
available. Because of the volume of scanning being done at the moment,

the scanners are sometimes overwhelmed and malfunction.

(iii) Transaction processingwas not timely. Processing a land transfer takes up

to five months in some instances.

Management explained that the failure to undertake | and sub divisions was due to
a delay in vectorising and geo-referencing the cadastal sheets owing to the nature

of how data was captured on these sheets at varying scales e.g insets.
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4.15

Management also indicated that measures were being developed to deal with the
weaknesses noted above. | await the outcome of the measures to address the

anomalies identified.

SIDA SUPPORT TO COMPETITIVENES S INVESTMENT CLIMATE

STRATEGY (CICS) PROJECT

(a) Compliance with the SIDA/GOU F inancing Agreement Provisions

and GOU Financial Reqgulations
It was noted that management had in all material respects complied with the

covenants contained in the financing agreement and Government of Uganda

financial regulations except for the following matters;

0] Human Resource Issues

Un _approved staff titles

According to the project organogram, a provision was made for 10 staff whose

titles are indicated below;

Title

No. of positi ons

National Coordinator.

1

Personal Assistant.

Senior Competitive Analyst

Competitive Analysts (Different Specialization)

Accounts & Administrative Officer

Assistant Competitive Analyst

-1T

Driver/Office Assistant

1
1
4
1
1
1

Contrary to the above approved structure, the project had an additional three

Research Assistans earning a total monthly salary of Shs.4,575,470.

Management explained that the project from time to time hire s temporary staff to

carry out duties which can not ordinarily be do ne by only permanent staff and that
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their stay is reviewed on an annual basis depending on their performance and

need.

| advised management to adhere to the original set project employment structure

or seek approvals for any new recruitments.

(i) Non -remitta nce of Un -utilized projectf unds
Article 4 section 5 of the agreement signed between Sweden and GoU for support

to the competitiveness investment climate strategy secretariat requires that funds
transferred to Uganda and not utilized by 30" June, 2013 shall be repaid to
Sweden within three months of that date. However, it was noted that as at 30"
June, 2013, the project had a cash balance of Shs.47,010,645. At the time of
audit, a period of more than four months, these funds had not been remitted to
Sweden.

| advised management to adhere to the project financing agreement by returning

the un-utilized funds to the donors.

(iii) Procurement of hire of reality TV production services
On 26™ November 2012, the project national coordinator in his communication to

the Swedish Embassy requesed for no objection to use direct procurement while
procuring services of hiring of reality TV production. This was to be undertaken
through the use of the Ministry 6 prequalified firms that previously supplied similar
goods and services to the Ministry. The Embassy responded with a no objection
but indicated that it was a one off and not the rule. On 11" January 2013, the
project management signed a contract agreement with Explode 360 for a contract

price of Shs.48,050,000 for the hire of reality TV production service.
The following anomalies were noted:

9 Hiring of TV production services had been estimated at Shs.45,000,000 as
opposed to Shs.48,050,000 which was eventually contracted. The no objection

for the extra Shs.3,050,000 was not provided.
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1 The request for no objection indicated that the project was to use direct
procurement using the Ministryd pre-qualified firms however, this procurement
was not approved by the contracts committee as recommended by PPDA
regulations (Sec.119 (2)).

I The contractor was paid the full amount without deducting the 6% WHT
worth Shs.2,883,000 from the supplier.

I urged management to adhere to the requirements of the PPDA regulations and

the Income Tax Act.

(iv) Overspent i _tems

It was established that actual expenditure on three items was beyond the
budgeted amounts by Shs.52,747,730 as indicated in the table below:

Details Budget Actual Spent Over
Expenditure
Strengthening CICS staff Capacity 26,000,000 27,098,623 1,098,623
The 6™ National Competitiveness Forum 75,000,000 75,716,568 716,568
CICS II Communication & Outreach 130,153,461 181,086,000 50,932,539
strategy
231,153,461 283,901,191 52,747,730

| was not provided with the authority to spend beyond budget.

| advised management to always ensure that expenditure is in accordance with

the budget or seek authority for reallocations where necessary.

(b) General Standard of Accounting and

[ nternal

Control

A review of the following areas was carried out: -

9 Accounting system and policies.

Book keeping.

1
1 Management and control of both bank and cash accounts.
1

Purchases and payments.
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4.16

1 Fixed assets management

It was noted that management 6s contr ol
and policies and control procedures were generally adequate to ensure prudent

use of, and accountability in the project.

AGRICULTURAL CREDIT FACILITY PROJECT

@) Inadequate monitoring and supervision of the scheme by the
Administrator

The Bank of Uganda internal quarterly report for the period ended 30th June,
2013 highlighted the following delinquent accounts but there was no evidence that

the Administrator had reviewed and taken action on these cases. Details in table

below:
Project/

S/NO PFI Beneficiary Amount (Ush s)
DFCU Bunya SACCO 18,251,164
DFCU Kahunga Investments 702,223,587
Stanbic Bank Mr. & Mrs. Byensi 105,919,095

4 Post Bank Herdoh Ltd 41,666,667

TOTAL 868,060,513

Inadequate monitoring and supervision increases the risk of loss of scheme funds

arising from delinquent accounts.

Management explained that it would not monitor or evaluate the use of funds as
this was not consistent with BoU mandate to provide prudential regulation of the
financial system. Consequently, monitoring and supervision is done through the

quarterly reports submitted by the Participating Financial Institutions (PFIs).
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| advised management that an independent body should be set up to carry out

monitoring and supervision of the scheme operations to avoid any eventual losses.

(b) Non -compliant use of ACF funds

It is a requirement under clause 2.1 (vi) of the Memorandum of Understanding
that the primary security for the credit facility should be the machinery and
equipment financed. However, it was noted that o ne of the beneficiaries i Sugar
and Allied Industries i the eligible beneficiary diverted a loan facility worth
Shs.424,000,000 to another company i Steel Rolling Mills Ltd, which then
purchased the machinery and equipment. The loan facility of Shs.424,000,000 is
therefore not secured since the purchased machinery and equipment is not owned

by the eligible beneficiary.

The BoU management explained that all loan disbursements from BOU are made
directly to the PFIs and not to loan beneficiaries after obtaini ng proof or
confirmation of disbursements from the PFI that eventually pass on the funds to
the loan beneficiaries. In this particular case, Bank of Baroda submitted
information to the extent that the project was eligible and upon receipt of proof of

disbursement to the borrower by the bank, the refinance was made.

| advised management to put in place mechanisms that ensures that only
applicants eligible as stipulated under the Memorandum of Understanding receive

and utilise loan facilities.

(©) Non partic ipation of Micro Finance deposit taking institutions (

MDIs)

The Memorandum of Understanding signed on 13th October, 2009, provides for
the Micro Finance Deposit taking Institutions (MDIs) to take part in the Scheme.
However under the current Project portf olio, there is no evidence that MDIs are
involved in the scheme. The MDIs that were signatories to the MOU included the
following:
A Finca Uganda
A Pride Micro Finance Limited
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A Uganda Finance Trust

Information obtained from interviews conducted with som e of the licensed MDIs
revealed that the interest rate of 12% charged on loans under the scheme is on
the high side compared to the rate of 6% that the MDIs normally charge their

customers.

There is a risk that the project scope is limited and may not ach ieve its intended

objective of supporting and modernizing agriculture and its involved stake holders.

Management of BoU explained that although the MDIs are accredited to
participate, actual participation is upon their discretion. | advised that the
Govemment reviews the interest rate so as to encourage licensed Micro Finance

Deposit taking Institutions to participate in the Scheme.

(d) Lack of detailed reportdéds review and feed
MoFPED

It was noted that there was no evidence of a detaile d review and feedback by the
management of Ministry of Finance, Planning and Economic Development
(MoFPED) on periodic reports. There could be a missed opportunity to realize the

benefits arising from the quarterly reporting process.

| advised management to take necessary follow-up so that the project reports are

periodically reviewed and officially responded to.

(e) Delays in the implementation of decisions.

A review of correspondences between the parties in the MoU indicated that
whereas the Minister of Finance, in a letter dated 28" August, 2012 agreed to
increase the interest rate chargeable by the participating financial institutions from
10% to 12 %, i mpl ementation of the decision b

signing of the new addendum took pla ce seven months later (March, 2013).
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Delays in implementation of the agreed upon decisions may adversely affect the

overall performance of the Project.

Management of BoU explained that the delay was attributed to consultations with
different stakeholders. This process took time for the PFIS to complete. | urged
the fund administrator to always ensure prompt implementation of the decisions

made with regards to critical issues.

() ACF Program Implementation Status -Field work

| carried out field work inspecti on and noted that some beneficiaries were partially

or not complying with the loan provisions.

Detailed Beneficiary ACF Total Loan Audit Finding

Description Amount Shs.

Project name: Sesaco 15,210,000 | Compliance Status: Non-
Limied compliant.

Proprietor : Nsubuga Audit Issue: The beneficially
Charles & Nsubuga Juliet refused to cooperate by denying
Location: K ampala - Auditors accessibility to his project.
Kyengera

Project name: Fence - 40,000,000 | Compliance Status: poor
Construction Audit Issue:  Non-compliant with
Proprietor : Eseza the Mou.

Kyasimire & Irumba The money was diverted and used
Location:  Kiruhura | to set up a Veterinary drug shop in
Kazo breach of the terms of the MoU.

Clause 2.1 (iv) of the MoU provides
that the scheme shall not be used
for financing working capital for
trading in agriculture commodities.
And clause 2.1 (vi) states that the
primary security for the credit
facilities shall be machinery and
equipment financed. Accordingly,
this loan facility of Shs.40,000,000
is not secured.

Project name: Rainbow 715,468,750 | Compliance Status: Non-
Il ndés Ltd compliant

Proprietor : Panjwani Audit Issue: The beneficiary
Ahmed & Ameer Ali refused to cooperate by denying
Jasani Auditors accessibility to his project.
Location: Mukono

Project name : Maina 2,785,068,024 | Compliance Status: fair

Speedy Audit Issue:  From observation,
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Proprietor : Tom the equipment and the constructed
Mugenga & Sarah infrastructures on site did not
Mugenga match the loan taken.

Location: Kisoro

4.17 RURAL FINANCIAL SERVICE S PROJECT

(a) Technical Oversight by the Programme Steering Committee

The IFAD loan agreement required that a programme steering committee be
formed to provide the program with technical expertise and therefore be
responsible for approving annual work plans and budgets, review semi-annual
reports and suggest ways to implement and improve the programme operations.
The loan agreement further required that this committee meet s at least three
times during the year and on an adhoc basis as and when necessary. It was
however noted that there were no meetings held by the steering committee thus

no technical expertise was provided during programme implementation.

The programme administration unit may not achieve the set objectives and targets
in the absence of technical oversight that is supposed to be provided by the

steering committee.

| advised management to ensure that the management of the project is in

accordance with the loan agreement.

(b) Employee code of conduct

It was noted that as much as employees are inducted at the point of recruitment
in the expected practices of the organization, there is no follow up training or
communication from management intended to remind employees of what is
expected of them as per the guidelines set in the programmeé s c o dhies. lof et
the absence of refresher trainings and regular communications from management
about the code of ethics, employees may act contrary to the policies and

procedures and thus expose the programme to actions of unethical behaviour.

Management responded that there were delays in conducting refresher training

but will always ensure the delivery of trainings on time.
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| advised management to continually conduct refresher trainings for all employees
on a regular basis so as to maintain a culture of honesty and ethical behaviour

among the employees.

(c) Staff appraisals for PAU staff

I noted that the program did not carry out any staff appraisals for employees
during the year and therefore could not tell with certainty the extent to which

each employee has achieved their goals or contributed to the achievement of the
overall goals and objectives of the program. In the absence of performance
appraisals, management may not be able to identify training gaps and

improvement areas for employees.

Management responded that appraisals for the staff of RFSP are normally done by
the Human Resource Department of the Ministry of Finance. It was further stated
that the said staff appraisals have since been conducted, and the appraisals are

now updated.

| have urged Management to ensure that all staffs are appraised on a timely basis.

(d) Inadequate controls over fuel usage
It was noted that whilst fuel is a major expense of the project, management does

not have sufficient controls in place to monitor the reasonableness of fuel usage
especially by programme vehicles No analysis is done in terms of the fuel usage
per kilometer vis a vis the specific trips done by the vehicle. The laxity in
monitoring may result into misuse of organizational vehicles to carryout personal

activities which may lead to unnecessarily high fuel expenses.

Management noted the audit findings and explained that PAU will put up measures

to mitigate the risk, which will always be reviewed periodically.

The action is awaited.

(e) Inadeguate review of syste m exchange rates.
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During my review of exchange rates, | was not able to obtain any evidence that
the exchange rates input into the system were reviewed by a more senior person
to ascertain their accuracy. This may result into misstatements if wrong exchange

rates are input into the system.

| advised management to put in place a process that ensures that all exchange
rates entered into the pastel accounting system are reviewed by a more senior

person to avoid misstatements.

() Dormancy of Board committees
It was observed that whilst the SACCOshoards have formed committees charged

with particular responsibilities such as the supervisory committee and the credit
committee, there was no evidence of this activity being implemented in some of
the SACCOs visited. There were no minutes of any such meetings held by these
committees. It was further noted that some loans were approved by the SACCO
manager instead of the credit committee which further confirms that the

committee did not participate in the approval proce ss.

Failure of these committees to discharge their duties may result in a lack of
segregation of duties as management staff take on an oversight role on top of

their day to day roles.

Management explained that RFSP will work with FEWs and MTICto educate

SACCOs to complythrough continuous mentoring.

The action is awaited.

(9) Deficiencies in SACCO loan registers

A review of the loans register at the Bukigayi SACCO in Bududarevealed the

following exceptions:

A The register was insufficiently detailed as it only showed the loan amounts
disbursed to each recipient and the tenor of the loan but no information on

amounts repaid to date and hence the outstanding balances. Management was
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therefore not in a position to reconcile its outstanding loan portfolio as
declared by the SACCO manager in Min 4/08/012 of our meeting.
A It was also noted that there were several inconsistencies in attempting to

reconcile the loan register to the approved loan application forms examples of

which are summarized below;

Name of recipi ent

Details on application form

Details in loan register

Bilah Wanzababa

Ushs 70,000 for 1 month

Ushs 100,000 for 4 months

Nataka Milton

Ushs 200,000 for 1 month

Ushs 200,000 for 4 months

Naboko Kadija

Ushs 50,000 for 2 months at 6% per

No record seen

month

A Generally, poor record keeping practices were noted characterized by poor
filing of loan records. Tracing a disbursement right from origination (loan
application form) to signing of a contract and eventual disbursement proved

futile.

Failure the properly track loans disbursed reduces chances of recoveries and may
result in financial loss to the SACCO. This in turn affects its ability to continue

operating.

Management responded that the programme will undertake continuous education

and mentoring to add ress the audit concerns.

The above actions are awaited.

(h) Insufficient staffing
It was noted that some SACCOs dd not have adequate staffing to ably perform

the tasks of accepting deposits and advarcing micro loans from and to the
members respectively since they operate as village banks. This was especially the
case for SACCOs such as Butonde and Kubumbu that have only two staff; a

manager and a cashier either of whom acts as a loans officer from time to time.
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There were also SACCQ@ like Bungokho Fukirisa that did not have a security

guard.

The inadequacy of the staff numbers mean that certain activities are neglected
thereby hindering the growth of the SACCO such as mobilization of members and

loan recoveries.

Management explained that staffing decisions are normally SACCO specific
responsibilities but RFSP through its implementing agencies will continue
encouraging SACCOs to adopt best practice that are suited to their individually

unigue environments.

| advised management together wit h implementation agencies to sensitize the
SACCOs on the benefits of having adequate staffing and its link to growth and

sustainability.

4.18 CREDIT REFERENCE BUREAU DISPOSITION FUND i BOU

@) General S tandards of Accounting and Internal Control S ystems
Areviewwas <carried out on the projectds financi

noted that management had instituted adequate controls to manage project

resources except for the following matters;;

i) Bank reconciliation statements

It was noted that bank reconciliation statements for both special accounts; that is,
the dollar and Shilling accounts are not prepared on a monthly basis. There is
therefore a risk of errors and frauds goi n

accounts.

Management explained that the reconciliation of the KfwW CRB Special accounts is
done periodically when accounting for utilized funds. KfW replenishes funds based
on funds spent as required in the Separate Agreement signed between KfW,
MOFPED & BOU. Nevertheless, BOU would henceforth prepare moimly bank

reconciliation statements for both special accounts.
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| advised management to ensure that bank reconciliation statements were
prepared and reviewed by a senior independent person who should evidence this

by a signature.
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i) Payment vouchers
It was noted that although some of the supporting documents to the payments

made during the year were stamped A PAIl Do/ 0 E X the luvidiEeB @and
receipts from Compuscan and claim letters from the participating institutions were
not and yet these are some of the major requirements for the claims to be
reimbursed. Unless this is done, the project risks these support documents being
used for double payment and there may be contention at the time of

reimbursement.

Management assured us that the accounts department would ensure that all

supporting documents to the payments made are stamped i PAI D/ EXECUTEDOG .

I advised management to ensure that all the accompanying support documents to
payments should be cancelled or stampedfi P Al D0/ 0 E XoHI&dd lels® 0

4.19 PRIVATISA TION AND UTILITY SECTOR REFORM PROJECT OPERATIONS

ACCOUNTS

€) Human Resource Management

i) Vacant posts
It was noted that the entity had 48 approved posts out of which 36 (75%) were

filled and 12 (25%) were vacant. Some of the vacant positions included the one
of Chief Accountant (Head of Finance). Inadequate level of staff affects service

delivery.

The Accounting Officer explained that the Ministry halted recruitment in order to
undertake consultations on the restructuring and or, realignment of PU to manage

PPP initiatives. The PPP Bill which has since been forwarded to Parliament.
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| advised management to liaise with the responsible authorities to ensure that the

vacant posts especially the key ones are filled.

i) Lack of internal audit department

Best practice requires an organization to have an internal audit unit to assess and
recommend on the organization internal controls. However it was noted that the
entity does not have this unit. The risk is that checks and balances with the

organization systems were not effectively carried out.

Management explained that they are consulting with MoFPED on how to resolve

the matter.

| urge the administration to consider establishing an internal audit department in

the organization.

iii) Failure to conduct staff appraisal s
Sections 10 to 18 (A i m) of The Uganda Public Service Standing Orders, January

2010 requires the staff to be apprised annually. Contrary to the above sections of
the Uganda Public Service Standing Ordersa review of staff files revealed that the
staffs of the entity were not appraised during the calendar year 2012. Failure

to undertake staff performance appraisals hinders measurement of performance of

staff and the related decisions on promotions and dismissal.

Management explained that appraisals were not conducted due to staff continuity

uncertainties.

| advised management to ensure that staffs are periodically appraised.

(b) Doubtful fuel consumption

Section 40(1) of the PU guidelines requires that all PUSRP staff shall be entitled to

the use of pool vehicles only while on PUSRP work wherefore the requisition of
vehicle shall be authenticated by the relevant head of department and shall clearly

state the purpose of the journey, destination and duration of the journey. Contrary
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to this, Shs.16,031,025 was consumed at various shell service stations across the
country without the users showing the purposes, destinations and duration of the
journey and without producing activity reports to justify the consumption of the

fuel. There is a risk that the f uel was used for private purposes.

I advised management to follow guidelines as and when fuel requisitions have
been entered. Fuel consumed should be accounted for or recovery measures be

instituted.

(©) Lack of approved annual training program

Section 15 (4) (a) of the PU staff guidelines requires that management shall
prepare an annual training program which shall be submitted to the Permanent
Secretary/Secretary to the Treasury (PS/ST) for approval and that all subsequent
changes shall be subject to further approval from the PS/ST in accordance with
the project implementation manual. Furthermore, Section 15 (5) (a) requires that
at the beginning of each calendar year, the administrative officer in collaboration
with the project director/heads of departmen ts, shall be responsible for designing
and preparing an integrated annual training program as per training guidelines in
place based on the training and development needs for the PUSRP and its

contracted staff as identified in the annual staff evaluation ¢ onfidential reports.

Contrary to the above sections Shs.71,242,291 was spent on training in Public

Private Partnership of PU staff without an approved annual training program.

There was no prior annual training program prepared by management and
submitted to PS/ST. There is a risk that the training undertaken was not beneficial

to the entity and the individual staff.

It was explained that expedited interim PPP training was undertaken on an adhoc

basis mainly to prepare for the transformation of PU into a PPP agency.

| advised management to undertake training needs assessment to enable proper
training plans to be prepared and accordingly seek approval from the authorities

as required by the guidelines.
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5.0
5.1

5.2

(d) Repairs not supported by pre and post inspection r epair reports
Payments worth Shs.34,960,341 for motor vehicle repairs were not supported by

pre inspection and post repair inspection reports. In absence of the inspection
assessment reports it was difficult to confirm whether the vehicles required the
necessary repairs and that the repair works were duly undertaken.

| advised management to ensure that all vehicles due for repair are subjected to

pre and post repair inspections.

DEPARTMENT OF ETHICS AND INTEGRITY

Mischarge d Expenditure -Shs.753.056,165
The Parliament of Uganda appropriates funds in accordance with the needs of the

country and this appropriation is implemented through the budget in which funds

are tagged to particular activities and outputs using account codes and MTEF
codes. A review of the Directorated s expendi tures reveal
wrong expenditure codes to a tune of Shs753,056,165. Such apractice is contrary
to the intentions of the appropriating authority and leads to incorrect financial

reporting.

The Accounting Officer attributed this to inadequate budget on some codes and
yet work had to proceed. Management also attributed the problem to the

delinkage between IFMS and output budgeting.

| advised management to desist from such a practice and always request for
reallocations or virements, as provided for under the TAI | also advised

management to contact the Accountant General to resolve the delinkage.

Funding gap -Shs.281,287 468

According to the statement of appropriation account based on services voted by
Parliament, the Directorate had budgeted to receive transfers from treasury worth

Shs.4,228,503,691 but only Shs.3,947,216,222 was received, creating a funding
gap of Shs.281,287,468. The shortfall directly affected the procurement of

1 Video cameras, still cameras, soft wares, boxes of CDS, wireless routers,

network switches and voice recorders to facilitate investigations
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5.3

1 Conclusion of the National ethical value policy for ethical direction and
management

1 L.Chill to guide operations and management of Local Councils and

9  Printing of corruption bill to disseminate to various stake holders which were

planned but were never procured as per the procurement plan.

The Accounting Officer explained that the PS/ST had been requested to provide

explanation for the fundi ng gap but no response had been received.

| advised management to continue liaising with Treasury for purposes of ensuring

the appropriated resources are released.

Human Resource | _ssues

@) Vacant positions

A review of the Directorate approved structure/establishment indicated that
whereas 54 posts were approved, only 43 had been filled by the year-end leaving
11 vacant posts unfilled. The most affected departments were the information

centre and the legal department as indicated in the table below.

Post Tile Approved Filled Vacant Salary
Legal Department

Commissioner Legal Services 1 0 1 UIE
Legal Officer 2 0 2 U4
Information Center

Principal Information Scientist 1 0 1 u2
Communications Officer 1 0 1 U3
Information Scientist 3 2 1 U4

Ladk of such essential staff may negatively impact on the entity's service delivery.

The Accounting Officer explained that the delay in recruitments was caused by

lack of the Public Service Commission in place.
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54

| advised management to liaise with the responsible authorities and ensure that

the key vacant posts are urgently filled.

(b) Irreqular payment of allowances

Monthly top up allowances amounting to Shs.247,786,000 were paid to entity staff
on a monthly basis. These payments are irregular because they are not supported
by any administrative circular or standing order instruction from the ministry of

public service. In addition, PAYE deductions were not effected.

The Accounting Officer explained that the payments were to minimally meet the

daily cost incurred by staff such as lunch, transport, telephone and overtime.

| urged management to seek authority from Public Service before such payments

are made.

Un-accounted for fuel funds deposited with Standard Chartered Bank

Shs 96,000,000 was deposited with Standard Chartered Bank through advantage
card system to cater for official fuel and motor vehicle servicing as per details in

the table below:

Invoice Description /Purpose Amount Supplier

Fuel Advance for the 1st Advantage Card
R 0101/8 qtr 21,000,000 | Disburse

Operational fuel Advantage Card
R 054/11 expenses for DEI 20,000,000 | Disburse

Operational fuel Advantage Card
R 171/11 expenses for DEI 10,000,000 | Disburse

Fuel Advance for Jan. Advantage Card
R 025/02 2013 45,000,000 | Disburse

96,000,000

The following were observed:

1 Copies of fuel orders to the supplier and supporting fuel consumptions
statements from the bank were not availed for audit verifications.

1 Beneficiaries staffs, breakdown of the entitled amount, purpose and vehicles

that consumed fuel were not availed too.
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6.0

6.1

6.2

I could not confirm that the fuel was served to only entity vehicles and used for

official purposes.

| advised management to trace the fuel accountabilities for futur e use or recovery

measures be instituted.

WORKS AND TRANSPORT SECTOR

MINISTRY OF WORKS AND TRANSPORT

Advances to Individual Personal Accounts - Non Compliance with

Treasury Accounting Instructions I _Shs.1.247.860.600

Sections 227, 228 and 229 of the Treasury Accounting Instructions (TAls),
provides that all payments should be made by the Accounting Officer directly to
the beneficiaries. Where this is not convenient, an imprest holder should be
appointed by the Accounting Officer with the approval of the Ac countant General.
On the contrary, Shs.1,247,860,600 was advanced to Ministry staff through their
personal bank accounts during the year to undertake direct procurements and
other activities of the Ministry. | explained to management that such a practice o f
depositing huge funds on personal accounts exposes Government funds to risk of
loss since the Ministry does not have any control over such funds deposited on

personal accounts.

In response, management explained that this has since stopped fdlowing the

P S/ Sconmnwnication to the Accounting Officer.

I urged management to continue adhering to the instructions.

Losses reported

Shs932,773,100 was reported as losses at the end of the previous year. The
amount comprised of Shs571,007,200 in cash losses and Shs.361,765,900 in

stores. The cash losses remained outstanding even at the end of the current year.

73



6.3

6.4

6.5

In response, management explained that the case is before courts of law. | await

the outcome of the court process.

Mischarge of Expenditure 1 Shs.118,176.248

The Parliament of Uganda appropriates funds in accordance with the needs of the
country and this appropriation is implemented through the budget in which funds

are tagged to particular activities and outputs using account and MTEF codes. A

review of the Ministrybds expenditures reveal

tune of Shs.118,176,248 were wrongly charged on budget lines to fund activities
that were not meant to be paid from the affected budget lines . This practice
undermines the importance of the budgeting process as well as the intentions of

the appropriating authority and leads to incorrect financial reporting.

Management was advised to request for reallocations before such payments are

incurred as provided under the TAI.

In adequate ly Supported Expenditure - Shs.304,731,200
Funds amounting to Shs.304,731,200 were subvented to Ntungamo District Local

Government for emergency repairs of Ahakabale bridge and rehabilitation of some
roads. However, by the time of this report, the accountab ilities for the funds had
not been received. In the circumstances, | was unable to confirm whether the

funds were utilized for the intended purpose.

In response, management explained that the accountabilities had not been
submitted to the Ministry despit e several reminders to the Accounting Officer of

the District. | advised management to ensure the funds are accounted for.

Budget Performance

a) Underperformance

Out of the total approved budget of Shs104,741,368,124 for the vyear,

Shs.75,384,591,639 was released translating into 71.9%, leaving a total of
Shs29,356,776,485 (28%) un released.
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The entity had a total operating revenue of Shs.76,692,469,139 including NTR of
Shs.1,307,877,500. As at 30" June, 2013 funds to the tune of Shs5,456,807,327

including Gross tax balance of Shs2,790,628,441 remained un utilized translating

into underperformance. Despite the availability of the above funds, | noted that a

number of key activities were not undertaken as highlighted below:

1

T

Procurement of land for the vehicle master testing center and the heavy

vehicle inspection lane.

Procurement of the drilling rig under Development and strengthening Quality

Management and

Renovations of upcountry laboratories.

In response, management explained that this happened due to procurement

related challenges.

monitoring and evaluation framework for monitoring sector performance.

awai t t he

outcome of

management ds

As a measure, management indicated it has developed a

commi t men

6.6 Culverts loaned to UNRA

During the mid-year rainy season of 2012, most of the bridges in Karamoja region
were washed away and this necessitated emergency repairs. A decision was made
that UNRA carries out emergency repairs of the Bridges on Force Account basis. It
was observed the type of culverts that were technically required for the works
were only available in the Ministry stores and therefore the Ministry loaned UNRA
the culverts to carry out the works.
Verification of stores ledgers revealed that culverts worth Shs.316,000,000 which
were loaned to UNRAway back in 2012 had not been returned as detailed below:

Size Quantity Date Station destined for Remarks

Issued

2100MM | 66 M 31/8/2012 UNRA Karamoja Region

2500MM | 88 M 31/8/2012 | UNRA KARAMOJA

1500MM | 110M 31/8/2012 | UNRA KARAMOJA

1500MM | 36 M 7/9/2012 EXEC. Director UNRA

(Awoja Bridge)
2100MM | 16M 24/4/2013 | NYANSOZIIBOROOGA | However the
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RD, F.Portal (Road under | requisition from the
Kabarole District Local | station Engineer Fort

Government Portal to the regional
manager (West)
quotes 600mm
diameter and not
2100m.

Despite the issue of
16m culverts, it was
noted that a payment
was made on
D449/4/13 ON EFT
2512888 of UGX.
77,663,000 being a full
payment inclusive of
the culverts.

6.7

Management explained that UNRA is in the process of procuring the culverts and

delivery is expected in May 2014.

| advised management to follow up the matter and ensure full recovery of the

culverts.

Procurement of ferries and construction of landing sites

Office of the Prime Minister (OPM) released a sum of Shs.8,80,000,000 in
financial year 2011/2012 to Ministry of Works for procuring two (2) ferries and
construction of two(2) landing sites at Lakes Bisina and Kyoga. By end of the year
(30™ June 2012), one (1) ferry had been procured and delivered to the Chief
Mechanical Engineer, MoW. A balance of Shs.5,245,466,352 remained unspent on
the account. No evidence was provided on how the funds were utilized during the

year. | was unable to confirm the utilization of the funds.

Management explained that one ferry was procured for Lake Bisina Management
further explained that the procurement of the second ferry and contractors to
construct the landing sites was unfortunately mired by the procurement processes.
The process also affected the procurement of the consultant for the construction

supervision and as a result, there was low absorption of funds.

| advise management to implement activities as planned.
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6.8

6.9

Payments not Acknowledged by URA I _Shs.296.696.703

It was noted that the Ministry withheld PAYE from the emp loyees and WHT from
suppliers/contractors totalling to Shs296,696,703 however, there was no evidence
to prove remittance. In the circumstances, | was unable to confirm whether the

funds reached the intended beneficiary.

| advised management to always comply with the tax law.

Lack of Technical Support and Guidance on Repair of Vehicles to Various

Ministries

Treasury Accounting Instructions section 816 requires a Government entity to
maintain an operating records/register for each vehicle to record its h istory,
performance, servicing, overheads and repairs among other things, in sufficient
details for periodic assessments to be made of its performance compared to its

cost of up keep.

During the year, various Ministries, Departments and Agencies (MDAs) pad out
funds to service providers and staff in respect of repairs and servicing of vehicles.
A review of the transactions revealed the following anomalies:

1 The MDAs did not have a policy on fleet management to provide guidance to
the Transport officer.

1 There were no internal mechanisms in place for a competent Engineer to carry
out internal assessments of vehicles that are due for repairs.

1 Repair needs were based on the assessments done by the respective drivers
which should not have been the case.

1 In very few instances, pre and post vehicle inspections were done by a
seconded engineer to confirm that repairs are done as specified in the repair
orders; instead it was the senior driver who confirmed the repairs done.

1 No maintenance charts were used to show the history of the repaired and
serviced vehicles
The Ministry of Works provided limited technical support to the MDAs.

No guidelines been developed to provide guidance/standards for the repairs.
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It was also noted that at the Ministry of Works as an en tity there was lack of
motor vehicle documented procedures and operating records and inadequate
guidance on repairs and servicing of vehicles. As a result, Shs.475,167,710 spent
by the Chief Mechanical Engineer was not supported with pre and post inspection
certificates for the serviced vehicles. Lack of segregation of duties in the process
of purchase of spares and repair of motor vehicles was also noted. | could
therefore not confirm the authenticity of the expenditure on the repairs and

servicing in absence of certificates or inspection reports.

| explained to management that in the absence of a proper motor vehicle system,
| was unable to verify the authenticity of repairs done. Funds may be lost through

recycling vehicles for similar repairs.

Management explained that the Ministry in conjunction with the Ministry of Public
Service is reviewing the entire motor vehicle repair and maintenance guidelines
that will ensure proper control of the repair and maintenance of the Government
fleet. |1 advised management to expedite the review process and have the

guidelines in place.

| advised management to expedite the process and have the policy guidelines in
place. This should be able to guide the users on the extent to which the MDA

attached engineers should be verified.

a) Lack of Segregation of duties

Lack of segregation of duties in the process of purchase of spares and repair of

motor vehicles.

In response, management explained that the Ministry is reviewing the entire
process of vehicle service/repair and developing guidelines that will ensure proper

control of Government fleet maintenance/repair activities.

| await the outcome of management commitment.
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6.10 |nspections

| carried out inspections to a number of institutions that support the entity and th e

following were noted;

a) MT. Elgon Labour Based Training Centre (MELTEC)

Mt. Elgon Labour Based Training Centre was inspected and below are the findings:

i) Failure to Implement the Business plan

A local company entered into an agreement with the Centre for the consultation
and preparation of a four year business plan (2012-15) and the company was paid
Shs 49,995,000 for the consultancy. | noted that the Business Plan was completed
and handed over to the centre but the MOWT has never approved the plan. |
explained to management that operating without a business plan indicates that
the centre is operating without defined strategic objectives which could
demotivate interested funders/donors to the centre. At the time of reporting, the
plan was remaining with two (2) years for implementation. Delay in approving

this plan could be the likely cause of waste of government funds.

Management explained that the consultant submitted the Business plan which was
presented to the technical team for final review before approvalby t he Mi ni stry¢

Top management.

| await the outcome of management commitment.

i) Unpaid Feesi Shs26,000,000

I't was noted that some of the Districts and
had not cleared all the school dues by the time of t his report (March 2014) totaling
to Shs26,000,000. Some of them trained way back in 2009. The chances of

recovery appear to be remote.

In response, management explained that concerted efforts were made to recover

the monies, via reminders clearly reiterating the stand that training certificates are
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only issued to those fully paid up. Management indicated they will continue

pursuing the matter until all outstanding dues are recovered.

| await for the outcome of the management commitment.

i) Obsolete Stock

It was noted that the station has obsolete stock in form of accumulated scrap.

This included; old vehicles and equipment in form of used spare parts which are
overdue for boarding off. This consumes space that would otherwise be used for
other useful stock (new/useful equipment) causing unnecessary congestion in the
store. Besides, the prolonged storage leads to further deterioration of old
equipment which denies the entity economic benefits that would accrue from an

early disposal. | further noted that o wnership of some of the old vehicles that
were handed over to the Ministry by DANIDA had not been transferred to the

Ministry of Works though the centre was in possession of the Log books. |
explained to management that the Ministry could face challenges when it comes to

boarding off these assets.

In response management explained that a comprehensive list of items
recommended for boarding off had been prepared ready for the disposal process.

| await the outcome.

b) Gulu Regional Mechanical Workshop

i) Lack of land title for the office block

It was noted that the Ministry was carrying out the renovation and remodeling of

the office buildings as evidenced by the pictures below:
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However during the review, | noted the following anomalies;

1 The regional workshop offices are shared between Gulu Regional Mechanical
Workshop and Uganda National Roads Authority Gulu Station and there is no
demarcation of land or buildings between the two entities;

1 None of the two entities has a land title to the land where the offices are
located. | could not establish whether the land in question is for Ministry of

Works and Transport or Uganda National Roads Authority or Gulu District.

| explained to management that renovation and remodeling of the office buildings
without land titles pose a risk of loss of funds in the event that ownership is

contested.

In response, management stated that the Office of the President (OP) took note of
the problem under the auspices of the Steering Committee of Inspection Agencies

spearheading the exercise to survey and title all Government Land.

| advised management to follow up the matter with OP and have the proper

demarcation of land to enable the process of acquisition of titles.

) East African Civil Aviation Academy

i) Lack of a Stand by Generator at the Academy

It was noted that during the financial year 2011/2012 the Ministry supported the

Academy by rehabilitating the buildings and installing a Simulator. The Simulator is
used to train Pilot students before carrying out actual flight less ons. However
during the review, | noted that there was frequent power disruption that may

affect the performance of the machine and this may be costly to the Academy if
the machine is damaged because of power disruptions. | explained to
management that lack of a stand by generator results into the Academy going into

black out which may lead to damaging the expensive equipment.

Management acknowledged the challenge and indicated that a stand by generator
for the Academy has been budgeted for in the FY 2014/2015.The outcome of the

above action is awaited.
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i) Maintenance of a Fixed Assets Register

In the previous audit report of the financial year 2011/12, it was noted that the six

recently acquired Airplanes, operated and maintained by the Academy were not

properly posted in the Fixed Assets Register. These were: 5Xi KYO, 5Xi SRI, 5X

T VIC, 5X T ELG, 5Xi RWE, 5Xi CEA all of Model Cessna 1725 acquired during

2010. The following were noted:

1 No acquisition cost was attached to each aero planes acquired.

1 The accumulated depreciation and depreciation rates were not provided for.

1 The Assets Register did not show the maintenance costs of the assets since
acquisition.

| explained to management that failure to consider the above could lead to

challenges in estimating the life span of the aircrafts.

| advised management to liaise with the Accountant General for guidance on

preparation of a fixed asset register.

d) Bugembe Mechanical Workshop
i) Obsolete stock

It was noted that the workshop had obsolete stock which was over due for
boarding off. Inspection of the stores revealed that most of the stock was scrap

and not operational as indicated in the schedule below:

ITEM (Obsolete Stock) Serial Number STATUS

1 MTS Cargo Truck UG 0450W Scrap

2 Pick UP UG 0778W Scrap

3 KMTSUT Motor Grader UG 0782W Scrap

4 Isuzu Pick Up UG 0810W, UG0812W,|All Scrap

uG0814

7 Trax-Cavator UG 0823W Scrap

8 Mercy Fugerson Tractor UG 0830W Scrap

9 Mercy Fugerson Trailer UG 0831w Scrap

10 MTST Crane Truck UG 0833W Not operational
11 MTS Dump Truck uG0880 W Not operational
12 Isuzu Station wagon UG 0907W Not operational
13 MTS Station Wagon UG 0927W Not operational
14 Komatsu Motor Grader UG0303 W Scrap
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15 Shibaura .Wheel Tractor UG0304W Not operational
16 Low loader Nissan Diesel uwizzl Not operational
17 Yamaa 175 Motor Cycle ( 9 of them) UG 0981W, UG 0982W, UG| Scrap

0983W, UG0984 W, UG

0992w, UG 0994w, UG

0996W, UR0353, UG1000W
26 Monitor and key Board AP64005 Not Operational
28 Printer P14PA Not Operational
29 Type Writer -Eledric Not Operational
30 Printer 102567 Not Operational
31 Monitor 6377130154253 Not Operational
32 Key Board 6531331 Not Operational
33 CPU 55-0162152 Not Operational
34 Monitor 1751402 Not Operational
35 Stabilizer AM63FAM Not Operational
36 Stabilizer SVR600ND Not Operational
37 Pager Telephone 2pcs Not Operational
38 Micrographics 3601 Not Operational
39 Printer XA1425888 Not Operational
40 UPS PLUS 650 Not Operational
41 Printer XAL2424624 Not Operational
42 Switch Board with 3 receivers SW/BPX2/2B MICI Not Operational
43 Assorted Tyres 168 Used

| explained to management that the old stock occupies the storage space that
would otherwise be occupied by the useful/new stock posing challenges to the
mechanical workshop staff in execution of their duties. Besides; the more the old
stock is kept, the more obsolete it becomes and hence loss of economic benefits

to the Ministry that would accrue from early disposal.

Management explained that the list of items to be boarded off has already been

compiled, awaiting constitution and advice of the board of survey.

I await the outcome of management ds commi
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i) Unfilled Posts

It was noted that some posts including stores clerk, senior mechanic, driver and
security guard were vacant. | explained to management that the vacant posts
create a vacuum in the daily operations of the mechanical workshop that could

result into poor performance, hence non-fulfiiment of the workshop objectives.

In response management explained that the Ministry has initiated a recruitment

process to fill the vacant posts.

I await the outcome of managementds commit mer

() Human Resource Matters

() Vacant posts
Following the creation of the Uganda National Roads Authority in 2008, a number

of employees transferred their services from the Ministry of Works and Transport
to the new organization. This led to the restructuring exercise in the MOWT by
Public Service Commission where in its 2009 report it recommended that the
established posts be reduced from 718 to 582. A review of the
establishment/Staff List for the period ended June 2013 indicated that 198
approved established posts were still vacant at the time. | noted that some of the

vacant posts relate to critical areas in the operations of the Ministry, hence leaving

them vacant is likely to affect the general performance of the Ministry.

The vacant posts were submitted to Public Service Commission and so farthirty
seven (37) posts have been filled. In addition, the Ministry of Public Service has

cleared sixty six (66) vacant posts awaiting constitution of the Commission.

The continued existence of vacant posts at senior levels is due to the fact that the
Ministry has experienced challenges in attracting suitable candidates for technical
posts such as engineers and surveyors at the level of Director, Commissioner,

Assistant Commissioner and Principal Officer level.
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6.11

| advised management to take up the matter with appropriate authorities to

ensure the vacant posts are filled.

(i)  Over establishment

| noted an over establishment of 106 posts in the entity. While the restructuring

report indicated a maximum of 582 posts, the staff list had 688 posts.

I informed management that the Ministry is likely to pay for services of redundant

personnel.

Management explained that the over establishment was a result of inclusion of

staff of the East African Civil Aviation Academy - Soroti.

| advised management to harmonize the staffing position in line with the

Restructuring Report.

e) Engineering Audits

A sample of four civil projects was selected for technical /engineering audit. The
projects selected included:
(i)  Upgrading works on Kakungulu RoadsPhase Il from km 0+000 - 1+400
(1.4km) and km 2+400 to 3+300 (0.9km) - Total Length 2.3km
(i)  Construction of Agule Ferry Landing Site in Kumi District
(iif)  Construction of Okokor Bridge in Kumi District

(iv) Construction of Nyagak Bridge in Zombo District

Below is the summary of key findings arising from the Engineering Audit:

Irreqular payments (UGX 418 .234,691)

It was noted that in some cases, payments made for quantities in the BoQs were
in excess of the approved quantities and for works not yet executed. A total of

Shs.418234,691 was paid in respect of these anomalies as explained below;
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6.12

a) Excess payment ( Shs.371.423,580

For Nyagak Bridge, the contractor was advanced Shs495,231,440 instead of the
guaranteed Shs.123,807,860 hence an excess payment of Shs.371,423,580. This
created a risk of losing the money to the contractor who had done no work and
only guaranteed a lower amount. This amounted to pre-financing the contractor

contrary to the contract conditions.

b) Overpayments (U Shs.43,100,000)
An overpayment of Shs43,100,000 was made to the contractor for Okokor Bridge

However, there was no evidence to show that efforts had been made to recov er

the amounts as works had been abandoned by the contractor.

c) Payment for excess guantities ( Shs.3,711,111)

It was observed that some items in the BoQs for Agule Ferry Landing site were

overpaid with the biggest items being for the passenger shed.

The Accounting Officer should ensure that the irregular amounts paid are

recovered from the parties responsible.

Abandoned works

During the inspection of Okokor bridge site, it was observed that the works had
stalled following the abandonment of works by the ¢ ontractor; access to the actual
construction site was not possible since the diversion had cut off the bridge site
from Kumi side. In addition, the Embankments at the diversion had begun giving
way posing a risk to the pedestrians. The Ministry had since repossessed the site

without terminating the contract .

The Accounting Officer explained that the Ministry was preparing final accounts in

order to have the works repackaged.

It is recommended that the Ministry considers termination of the contract in
accardance with the contract provisions and safety risks on the abandoned site

rectified.
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6.14

Quality of works

Generally, the overall quality of the works on the projects audited varied from
good to poor. Despite the acceptable quality of concrete at Nyagak Bridge, it was
hard to differentiate the free end of the bridge from the fixed end of the bridge.

The alignment of the weep holes on the abutments and the deck drainage pipes
were not done according to the drawings. For Okokor Bridge the Embankments at
the diversion had begun giving way and there were cracks in the diversion

embankment beginning to manifest.

The Ministry should put in place sound quality control mechanisms, to ensure that
the defects relating to Okokor and Nyagak Bridges are rectified. For Nyagak
Bridge, the Ministry should carry out an as-built design of the constructed facility.
In addition contractors who persistently perform substandard work should be
penalized in accordance with the contract provisions and also reported to PPDA for

appropriate action.

Supervision and Contract Management

There were weaknessesnoted in supervision of some aspects of the projects that

were reviewed.

i For Okokor Bridge, whereas there were correspondences pertaining to
repossession of site by the Ministry, actual take over was not demonstrated.

i For Nyagak Bridge, some aspects of the civil works were not in accordance
with the approved design drawings and there was also lack of quality
assurance in the reporting. For example, notably guard rails were reported as
handrails.

1 For Agule Ferry Landing Site, the contract periods for both the contractor and
consultant had long expired without formal extensions yet the works were on -

going and still being supervised by the same consultant.

The Accounting Officer should ensure that projects are supervised properly and
contract management effectively carried out; termination of Okokor Bridge

contract should be considered and safety risks addressed; cost implications of
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revised designs for Agule Ferry Landing site should ke comprehensively studied to

avoid a scenario of failure to complete works due to insufficient funds.

Summary of Kevy Findings per Project

The key findings for each of the projects audited are presented in the table below

Road Project/ Key findings
Contractor

Amount

Construction Consultancy is shorter than the works contract

of Agule Ferry
Landing site in
Kumi District
at

UGX
1,653,530,183

The Terms of Reference of the consultant do not cover the defects
liability period.

Works still on-going, despite expiry of the contract completion date
without formal extension of the contract and consultancy periods.

A significant component of the works being implemented is different
from what was designed.

Payment had been made for lime stabilised base material yet the
works were still at sub-base level.

Construction

of Okokor
Bridge in Kumi
District

Abandoned and Inaccessible bridge construction site,

The embankments at the diversion were beginning to give way posing
a safety risk to the pedestrians. In addition, it was difficult for the
locals to cross the diversion while carrying heavy loads

I'n the Auditor general 6s reports
had been overpaid by UGX 43,100,000. There is no evidence that
efforts to recover this money have been made yet the works were
abandoned by the contractor.

Whereas there were correspondences pertaining to repossession of
site, actual take over was not demonstrated.

Upgrading of
Kakungulu
Estate Roads -
Phase 2 UGX
1,659,975,900

Localised edge failures, loose chippings on access roads, localised
excess bitumen and unsealed edges. There is a possibility of traction
problems along some sections of the road.

A section of silted drain and a few cracked culverts

Construction

of Nyagak
Bridge in
Nyapea Sub -
county,

Zombo Disrict.
UGX
619,039,300

Noncompliance with procurement regulations i.e. PP Form not used,
gaps in evaluation and absence of key documentation on procurement
file,

The contractor was advanced UGX 495,231,440 instead of the
guaranteed UGX 123,807,860 hence an excess payment of UGX
371,423,580. This created a risk of losing the money to the contractor
who had done no work and only guaranteed a lower amount.

The beam depth from the bottom of the deck (down stand) was
realised to have a lower depth of 260 mm compared to the required
500mm. The deck was also found to be thicker than the required
depth of 250mm i.e. 750mm. This increase in deck depth implies an
increase in dead weight which might have not been catered for in the
design.
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EAST AFRICA TRADE AND TRANSPORT FACILITATION PROJECT

(EATTEP)

(@) Compliance with the Financing Agreement and Government of

Uganda_Provisions

A review was carried out on the project compliance with the credit agreement
provisions and GoU financial regulations and it was noted that the project
complied in all material respects with the provisions in the agreement and applied

GoU regulations except in the following matter;

i) Unreleased Project funds
During the year under review, Government of Uganda was expected to contribute

counterpart funding amounting to Shs.2,160,000,000. However, only
Shs.1,549,516,666 was received leading to a shortfall of Shs.610,483,334 (28%). |
explained to management that the shortfall in funding could affect implementation

of planned activities that tra nslates into failure to achieve the project objectives.

In his response, the Accounting Officer attributed that the shortfall to budget cuts
by the Ministry of Finance, Planning and Economic Development (MoFPED) during
the year. The Accounting Officer also indicated that a letter had been written to
MoFPEDrequesting for additional funding to the project during FY 2013/14 so that

implementation of project activities is not impede d.

| advised management to closely follow up on the matter to ensure the req uired

resources are provided.

(b) Project implementation

i) Budget Performance

It was noted that out of the total budget of Shs.15,206,457,000, only

Shs.2,801,416,177 was spent translating into 82% underperformance during the
year. Further, actual expenditure amounted to only Shs.2,801,416,177 against
receipts of Shs.4,757,394,295. | explained to management that failure to execute
activities as per the set targets could lead to failure to achieve the project

objectives within the stipulated project period.
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In his response, the Accounting officer explained that underperformance was
attributed to delayed procurements for the construction of One Stop Border Post
(OSBP) facilities at Malaba, Busia, Katuna and Mutukula border posts which
constitutes over 60% of the to tal credit amount. The civil works contracts for the
construction of OSBP facilities were awarded at the beginning of FY 2013/14 and
civil works are on-going which is believed will boost project budget performance
(both GOU and IDA) to over 90% during the period 2013/14.

| advised management to ensure implementation of the outstanding activities is

carried out within the remaining project time to avoid project extension costs.

ii) Inspection of Inland Container Depot i Mukono construction

works
The contract for construction works of the Railway Inland Container Depot (ICD)
at Mukono was awarded to M/S China Jiangi Corporation for International
Economic and Technical Cooperation at a contract sum of USD 8,688,112.11.
Contract commencement date was December 10" 2012, for a period of one year.

Inspection of works in October 2013 revealed the following:

a. Delayed construction activities
It was noted that 80% of the construction period had elapsed yet physical work in

progress was estimated at only 30.22%. The expected date of completion had
been set for 10th December 2013. There was a delay in implementation of this

activity.

In his response, the Accounting Officer attributed the slow progress on the

following:

i) Delay by the contractor to submit an acceptable bank guarantee which was a
pre-condition for contract effectiveness that resulted into late commencement
of civil works in April 2013;

i) The original contract that suffered an arithmetic error and excluded provisional
sums and contingency that led to loss of time during the process of amending

the initial contract to include provisional sums and contingency;
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iiil) The contractor having received an interim
Court of Mukono stopping the demolition of the existing ware houses allegedly
owned by Mukono District Council that resulted into partial possession of the

site by the contractor which affected his program of work; and

iv) The poor weather that could not favour the construction especially during the

months of March, April and October 2013, which affected the program of work .

The Accounting Officer further clarified that t he contractor applied for a time

extension of 6 months (up to 10th June 2014) to enable completion of the works.

The outcome from the above action is awaited.

b. Land wrangles between URC and Mukono MDA
It was observed that the structures (old warehouses) on site that were supposed

to be demolished in order for the contractor to fully take over the site were not

demolished. This did not occur due to the reported land w rangles between Uganda

Railways Corporation (URC) and Mukono District Administration (MDA). | explained

to management that this was a |imitation to t

project completion.

The Accounting Officer explained that the contractor had commenced on
demolition of the existing warehouses to pave way for construction of verification
shed for loose cargo but demolition was halted by MDA claiming ownership of the
structures. In the meantime, the legal teams of URC and MDA are workhg

together for an amicable solution to resolve the matter.

The outcome of management commitment is awaited.
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7.0

7.1

7.2

UGANDA NATIONAL ROADS AUTHORITY

Valuation of Fixed Assets i Shs.7.656.068.462.696

It was noted that the fixed assets disclosures as reflected in the financial
statements was based on the Uganda Road Agency study of 2012 which did not
reflect the fair position of the assets contrary to the requirements of IAS 16 that

requires property, plant and equipment to be re -valued with sufficient regularity .

Accordingly the assets were not fairly stated.

In response, management acknowledged the concern and explained that UNRA
took over the fixed Assets from the Ministry of Works and Transport included the
Assets in the Fixed Assets Register based on the hisorical values that were
reported in the Handover Report. However, a procurement of an Independent
consultant to verify and revalue these Assets has started and adjustments to the

Fixed Assets Register will be done when the Consultancy Report is concluded.

| have advised management expedite the revaluation exercise and have the issue

resolved.

Foreign Exchange Losses Shs.36,791,744.898

It was observed that the Authority incurred foreign exchange losses equivalent to
Shs.36,791,744,898 due to foreign exchange translations and currency
adjustments as at the end of the financial year contrary to sect.2 of the UNRA Act
2006 which requires management to conduct UNRA Affairs in a businesslike nature
and cost effective manner and in accordance with modern management practices.
| noted that UNRA does not seem to have tried to hedge against the risks of

foreign exchange transactions.

In response, management explained that although they would have liked to set up
a Treasury function and hedge against exchange movements in compliance with
the Act, this practice has been discouraged by the Ministry of Finance in a way

that it contravenes the Public Finance and Accountability Act 2003. They further
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indicated that with the current position of Treasury Single Account, the re is no

provision for Hedging.

| advised management to work towards minimizing exchange losses through

application of best practices.

7.3 Non -performing contract for the supply of Ground engaging tools

A letter of credit (LC) was opened in favor of a local company towards the delivery
of ground engaging tools at a contract price of USD 177,713.00, out of which a
contract sum of US $ 124,399.10was paid leaving an outstanding balance of US $
53,313.90. Irrespective of the payment, supplies worth $ 102,644 were delivered.
It was observed that one of the three containers was reported lost at Mombasa
port hence delaying the delivery of the remaining quantities worth USD 75,070.00
as indicated in the schedule below:

Item Contract Deliveries Undeliver ed Value of delivery

guantity made items

Cutting edge 1,200 pieces 810 pieces 390 $102,462

5D -9558

Bolt 3F -5108 17,160 pieces | 120 pieces 17,040 $115

Nut 4K 7 0367 | 17,160 pieces | 120 pieces 17,040 $67

Total Total $102,644

Interview with management indicated that the supplier filed a case against Kenya
Revenue Authority and it was ruled in the suppliers favour. However as at 30™
June 2013, the supplier had not yet delivered. There is a risk that the supplier may

not deliver as expected.

In response, management explained that UNRA has initiated the process of
terminating the contract and ensuring that recovery of the funds (30%) under an

existing LC from Stanbic Bank is done. Management further indicated it would be
in position to recover the unsettled advance though they would not be able to

collect the amounts for Liquidated damages.

| await the results of Management effort.
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Outstanding payables T Shs.431,953,293.985

a) Outstanding Commitments for year I Shs.184,415,152 158
As at 30" June 2013, a total of Shs.431,953,293,985 was reported by the

Authority, as outstanding in payables, representing an increment of 74%
(Shs.184,415,152,158) from the payables figure of Shs.247,538,141,827 reported
as at 30" June 2012.

| noted there was a gradual rise in outstanding c ommi t ment s. Last y
increment was 67% as compared with the current position of 74%.The
outstanding commitments alone contribute to 29% of the total income received
during the year. | explained to management that this unpleasant situation is a
threat to the budget of the Authority if not checked early enough. Besides, there is
a risk that the accumulation of outstanding commitments could result into higher

costs in terms of interest and litigation by suppliers and contractors.

In response, management expressed fear that the outstanding commitments could

become unmanageable and stated that the increase in the debt situation every

financial year was mainly due to the budgeting process and funds are allocated to

UNRA based on provisions in the Medium term Expenditure Framework (MTEF)

irrespective of UNRA activities on the ground. Often the funds required to pursue

UNRAOGS Road Devel opment and Mai ntenance pr
allocated in the Budget. These activities are ongoing and contractors continue

working and generate certificates every month yet the funds to pay off these

Interim Certificates are inadequate. Furthermore; the procurement process for

both Road Development and Maintenance contracts always take unnecessarily too

long about a year and yet during the implementation period prices for material

i nputs are often above those that were inclu

escalation of construction costs through variation of price.

| advised management to develop a strategy of settling the outstanding

commitments before they become unmanageable.
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b) Outstanding Taxes/NSSF unremitted I Shs.964.495.554
It was noted that Shs.964,495,554remained outstanding as at 30th June 2013in

unremitted statutory obligations (NSSF and PAYE) contrary to the provisions of the

Income Tax Act and the NSSF Act as indicated below:

Category of Statutory Amount in Managment
obligation sHS.
PAYE 471,539,839 | PAYE was deducted by Ministry of

Public Service (MoPS) but not
remitted to URA. It was explained
t hat UpdRroN étsthe time was
managed by the Ministry of Public
Service (MoPS). Through the Straight
through Process System (STP) and
despite reminders to the MoPS, this
obligation has not been cleared.

5% NSSF not deducted from 238,135,254 | The amounts in question referred to
salaries by Public Service overpayments to UNRA staff as a
result of non-deduction of 5% NSSF.
UNRAGs payroll du
managed by MoPS through the IPPS.
Since the payroll has since reverted
to UNRA, it undertakes to make the
necessary recoveries from the
affected staff and remit it to NSSF.

5% NSSF deducted by Public 254,820,461 | The mentioned amounts relate to
Service but not remitted to NSSF February, March and April 2013.
Deductions were not made on some
staff by the MoPS and UNRA on
numerous occasions notified MoPS of
the continued anomaly but there has
not been any response. With the new
arrangement of the UNRA managing
its payroll, the necessary recoveries
would be made from the concerned
staff.

Total outstanding as at 30" June 964,495,554
2013

| explained to management that there is a possibility that the authority could

attract penalties for failure to remit taxes and NSSF deductions on time.

| advised management to endeavour to remit statutory deductions in time and

within the provisions of the law to avoid penalties.

95



) Receivables outstanding Shs.4.324.360,299
During the review, it was noted that receivables worth Shs.4,324,360,299 had not

been received by the Authority and were therefore still outstanding as sum marized

below:
Description of the nature of the Receivable Amount
Shs.(Receivables)
Outstanding letters of Credit that have performed 3,686,481,596
Cash compensation funds still with the Consultant 102,736,943
staff advances deducted from staff salaries by Public Service 13,037,501
Funds still held in ABC Capital Bank 173,701,010
Staff advances outstanding 348,403,249
Total 4,324,360,299

| noted that some of the staff who had not accounted for previous balances had
continued to receive upfront ad vances. At the time of reporting (February 2014)
there was no indication of any plan to recover the funds in the near future. |

explained to management that there is a risk that the activities for which these
advances were received may not have been carried out and this could affect

implementation of planned activities.

In response, management explained that it is standard practice at UNRA that
when a member of staff is advanced funds and fails to provide accountability
these funds are then deducted from the Individual staff salary. However, UNRA
experienced challenges during this period because the payroll was being managed
by the Ministry of Public Service. As a result; it was not possible to deduct funds

from staff salaries in a timely manner.

In regard to the receivable from ABC Capital Bank, a reminder to Bank of Uganda
to help in the recovery of Shs.173,701,010 was sent and that police completed its
investigations and the file is now with the Director of Public Prosecution to initiate

court proceedings on the culprits.
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7.6

| advised management to expedite the recovery process and have all the

receivables recovered

Mischarge of Expenditure 1 Shs.2.,480,827.360

Parliament appropriates funds in accordance with the needs of the country and
this appropriation is implemented through the budget in which funds are tagged to
particular activities and outputs using account codes and MTEF codes. During the
review, it was observed that expenditures totalling to Shs.2,480,827,360 were
wrongly charged on budget lines to fund activities that were not meant to be paid
from the affected budget lines. This practice renders the budgeting process
redundant and is not in line with the intentions of the appropriating authority. The

expenditure balances in the financial statements could be misrepresented.

In response, management acknowledged the matter and explained that in future
UNRA will ensure that funds are spent on the expenditure lines as stated in the
budget allocation. Management further indicated that requests for reallocations
where necessary will always be sought on a quarterly basis in situations where the

activities on the ground are no longer in line with budgetary provisions .

I await the outcome of management s commit men

Budget Performance

a) Uncompleted pla nned activities
During the year under review, UNRA planned to undertake a number of activities.

A review of the reported performance revealed that some key planned activities
were not fully executed despite having received adequate funding as detailed

below:
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Planned Activities Expected Actual Deviation Management Response
2012/13 Outputs outputs
2012/13 2012/13
Paved Roads - | Approved: Actual 111 Km not | Contractors were procured for
Mechanized Shs.8.250 Expenditure worked on. mechanized maintenance but at
Maintenance (1,611 | BN. UGX 6.200 BN higher rates than those
Km) Released: 1,500 Km estimated at the time of
Shs6.187 completed budgeting. However, works are
BN on-going with several contracts
at different levels of execution.
Contractors faced sevenal
challenges like scarcity of
equipment for hire, delayed
mobilization, personnel
challenges and delayed
submission of advance
guarantees.
Unpaved Roads - | Approved: Actual 1,008 Km not | Contractors were procured for
Mechanized UGX 85.328| Expendiure worked upon mechanized maintenance but at
Maintenance BN. UGX  59.103 higher rates than those
(11,370 Km) Released: BN.10,362 Km estimated at the time of
UGX 59.070| completed budgeting. At the time of audit,
BN works were on-going with
several contracts at different
levels of execution. Contractors
faced several challenges like
scarcity of equipment for hire,
delayed mobilization, personnel
challenges and delayed
submission of advance
guarantees.
Unpaved Roads 1 | Approved: Actual 353 Km not | Contractors were procured for
Re-gravelling (855 | UGX 22.000| Expenditure worked upon mechanized maintenance but at
Km) BN. UGX  15.320 higher rates than those
Released: BN. 502 Km estimated at the time of
UGX 15.375| completed budgeting. At the time of the
BN audit, works were on-going with
several contracts at different
levels of execution.
Output 025104 To conduct | No road safety | Activity not | Road safety has been
UNRA Support | Workshops activity  was | implemented streamlined and is being
Services onProject | for taxi and | implemented implemented.
0298 bus drivers | during the
Accident black spots | and to | quarter
on Jinja - Kampala Procure the

consultant to
prepare road
safety
strategy and
action plan
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Planned Activities Expected Actual Deviation Management Response
2012/13 Outputs outputs
2012/13 2012/13
Output :715104: To procure 1 | There was no | Set Target not | The one hectare of land was not
Acquisition of land | hectare  of | land acquired met acquired because it was an
by Government on | land. additional land take arising out
Project 0957 : of the construction work by the
Design the New Nile contractors and also access
Bridge at Jinja. roads for affected persons.
Budget: Shs.500m Since the contractor had not yet
been procured, the acquisition
was not carried out. However it
has so far been valued and
upon approval of the report by
the Chief Government Valuer,
compensation will be paid and
the acquisition concluded.
Output : 715104 10 hectares | 3.87 Hectares | Set Target not | Supplementary reports were
Acquisition of Land | of land | of land and | met prepared by the three
by Government on including properties Consultants on the project to
Project 0955 properties to | there in were cater for extra land. So far the
Upgrade Nyakahita- | be acquired. | acquired. project affected persons have
Ibanda-Fort  Portal been paid and the Iland
(208km) acquired.
Output: 715104 200 hectares | 50.47 Hectares | The cumulative | No explanation of the deviation

Acquisition of Land | and of land and | progress since the | was given by management.
by Government on | properties to | properties project start was
Project 1180 be procured. | therein were | 7.1% against
Kampala  Entebbe acquired out of | releases of 117.6
Express Highway the annual | % by Gou and
Budget target of 200 | over 100% by
GOU 85bn hectares. donor.
Donor 151.797bn Actual
Releases
Gou 100bn
Donor 186.122
Upgrading Gulu 1 | Approved Released The project | One key issue was the need to
Atiak road Budget GOU 1.35bn commenced in | clear Land mines along the road
(74km) GOU 1BN Donor 26.13Bn | February 2012 | project which took longer
Donor 36 Cumulative and by June 2013, | because it had to be undertaken
progress the cumulative | by UPDF. Initially, there was
18.08% progress since the | lack of effective site control on

project start was

18.08%.

against

releases of 135%

from GOU
72.6%

and
from the

Donors

part of the Contractor. With
keen monitoring, the Contractor
has improved performance
which stood at 57.3% against
planned on 58.14%. There are
still challenges with acquisition
of site for the Gulu Town Road
and Atiak Trading centre which
UNRA is trying to resolve. The
supplementary valuation report
for these areas have been
approved by CGV and payment
should commence soon
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Planned Activities Expected Actual Deviation Management Response
2012/13 Outputs outputs
2012/13 2012/13
(VI)Upgrading Approved Released The project | The evaluation of causes of
Vurra 1 Arua- | Budget Gou 7.712bn commenced in | delay is not completed but is
Oraba road | Gou5hbn Donor 34.9 bn | January 2012. The | anticipated to be due to;
(92kms) Donor cumulative 1 delayed NEMA approval of
39.558 bn progress was | Quarry/crusher site at Lokoze,
36.03%. against | 2 Contractor ds
a release of | management weakness
154.3% GOU and | 3 Delayed acquistion of land in
88.2% Donor some sections. A supplementary
valuation has been prepared for
outstanding issues and awaits
approval of the CGV.
Upgrading Approved Actual released | The amount | The Design review commenced
Ishaka - Kagamba | Gou 22bn Gou 25.5 spent was 115.9% | in December 2011, whereas the
road (35.4kms) against a current | civili Works commenced in
cumulative February 2012. The current
progress since | progress, at 100% of the time
project start of | is 31%. The delay is attributed
20.09%. to a combination of factors as
follows:
-Unforeseen heavy/continuous
rains in the project location,
-Increase in the earthwork
guantities as a result of the
design review,
-Additional land
requirements/acquisition at the
high hill cut sections (Km 13 i
Km 14 & Km 217 Km 24), This
has subsequently been valued
and paid and site availed.
-Escalation of the utility service
lines relocations,
-High turnover of the key
Contractoros si
-lnadequate equipment
mobilization/utilization
-lnadequate planning of the
Contractords ac
Rehabilitating Budget Actual This project | No explanation of the deviation
Jinja. 7 Kamuli | Gou 20bn Released commenced in | was given by management.
road (60kms) Gou 20.445% | August 2011 and
which was | by June 2013,
102% of the | 42.91% of road
budgeted works had been
funds. 30% of | completed. Works
the works | are expected to
were be completed by
completed. June 2014.

| advised management toenforce monitoring of its operations to ensure that set

targets are achieved.
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b) Under funding of Maintenance Program I Shs.43.104,110,247
Uganda Road Fund finances maintenance of roads through disbursement of funds

to UNRA on a quarterly basis so that implementation is done. During the financial
year under review, UNRA planned to spend Shs.181,875,000,000 under the
maintenance program however, only Shs.138,770,889,753 was released to the
Authority leaving a balance of Shs.43,104,110,247 (24%) unreleased. | noted that
the current position is unpleasant in light of the heavy capital injected in the
construction of roads. If adequate maintenance of the roads is not carried out,
there is a risk that all the capital injected will go to waste. Lack of adequate

funding affected implementation of some of the maintenance activities.

UNRA expressed concern over the received inadequate funds for the capitd
investment for Road maintenance from the Uganda Road Fund during the year
and added it would continue engaging the Ministry of Finance and the URF to

provide sufficient funding for UNRA Road Maintenance activities.

I advised management to continue following up the matter with the appropriate
Authorities to ensure all budgeted road maintenance funds are released and on

time.

c) Supplementary Expenditure Review I Shs.155,000,000,000
Towards the end of the financial year, the Accounting officer requested for a

supplementary of Shs.309bn out of which Shs.155bn was released. This was on

top of the original GOU Development budget of Shs.669bnfor the financial year

under revi ew. UNRAGs annual Devel opment budg
third quarter and management made a cash flow projection of Shs.309bn billion

for quota 4 hence requesting for a supplementary budget of Shs.200bn.This

request was for settlement of bills for a list of Projects mainly from the Transport

corridor project (code 1056). In June 2013, th e Authority received a

supplementary appropriation for the development budget of Shs.175bn to cater

for the mentioned projects.

| noted that out of the above warrants, cash limits issued were only Shs.155 billion

as indicated below:
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Date of Receipt of Rel ease Amount (Shs.)

13/06/2013 154,000,000,000
25/06/2013 1,000,000,000
Total 155,000,000,000

The cash limits were for various roads and bridges including; upgrading Moyo-
Afoji (Phase-1 Bridges), Improvement of Ferry Services (KIS Project), upgrading
Kampala-GayazaZirobwe , upgrading of Fort Portal TBundibugyo-Lamia and

various others.

From the review of the expenditure transactions and interim payment certificates

in respect of the funds, the following were noted:

d) Payment of Prolongation Costs Shs.1.617.803.400

Analysis of expenditure and claims raised by Contractors showed that UNRA paid
Shs.1,617,803,400 to Energo Projekt being compensation for time extension on
KampalaGayazaZirobwe Road. | regarded this expenditure nugatory as it could
have been avoided. This situation was caused by inadequate planning because of
the incomplete designs at the time of signing the contract which led to the
extension of the contract duration resulting into a claim for prolongation costs.
Prolongation costs are a waste of Government resources which accelerates the

costs of road construction.

In response, management explained that prolongation costs arose due to
extension of time granted on the contract mainly to allow the Contractor handle

the necessary additional scope on the project to accommodate unforeseen road
frontage and other developments that had occurred since completion of the

KampalaGayazaZirobwe design in 2002 and project commencement in 2008. The
scope included changing the Kalerwe section conrecting the Kampala Northern
Bypass (KNBP) to Kampala City from the designed single carriageway standard to

dual carriageway standard so as to accommodate traffic to/from KNBP and others.
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| advised management that before contracts are entered into with the contractors,
designs should have been agreed on and approved to avoid unnecessary delays

that cause wasteful expenditure.

e) Expenditure incurred beyond what was applied for

The entity paid Shs.23,210,098,824 more than what was requested on two of its

projects as indicated in the table below;

Project Actual Requested Difference
expenditure Amount
KampalaGayazaZirobwe 3,185,751,990 2,000,000,000 1,231,033,460
Upgrade HoimaKaiso - 41,879,065,364 20,000,000,000 21,979,065,364
Tonya
Total 23,210,098,824

| explained to management that this amount was paid without authority which
was irregular and is contrary to the financial regulations. The practice suffocates

other planned activities.

In response, management explained that UNRA required Shs.308.98 bllion to
meet its commitments to 30th June 2013 but the MoFPED was only able to avail
50% of the funds required, so it was difficult to match the payments to the

accounting warrants because there was a significant glaring gap in financing. The

projects were at critical stages of implementation and urgently required funds.

| advise management to adhere to the budgeting guidelines and payment

principles.

f) Unapplied for Expenditure I Shs.11,578.596,573
I noted that payment to one of the Construction company worth

Shs.11,578,596,573 for Transport Corridor Nsangi Kamengo had not been
applied for in the approved supplementary. The expenditure was therefore not

authorized.
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In response, management acknowledged the mentioned funds were paid to the
Company beause the contractor was implementing works on the Northern
Corridor which is a key and sensitive component of the National Road Network.
UNRA owed the company a lot of money and this company had threatened to stop
working if they did not receive additional payment from Government, thus
management thought it was prudent to make this additional payment to the

Contractor to avoid the contractor stopping work on a key section of the National

Road Network.

| advised management to always adhere to financial regulations.

9) Interest on delayed payments i _Shs.38,735,973

It was noted that a payment of Shs.38,735,973 in interest was made to a
construction company due to delayed payment on one of its certificates of
Shs.1,512,388,615. | explained to management that this resulted into diversion of

funds that were meant for other projects.

Management explained that the interest was a result of a delay in payments to the
contractors due to delayed release of funds and under funding of the Road
Development and Maintenance programme. Management further clarified that this
payment was made to avoid paying any further interest (Interest on interest)

which would be deemed to be nugatory expenditure.

| advised management to plan and avoid such payments in advance.

h) Unreleased su pplementary Funds T Shs.20bn
It was noted that out of the supplementary appropriation of Shs.175bn only

Shs.155bn was released leaving Shs.20bn unreleased. Failure to release all the

funds to the Authority affects planned road construction projects.

Management explained that they had contacted Ministry of Finance on the matter.

| await the outcome of management actions.
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7.7

Governance issues

a) Lack of a Board of Directors
Section 8 (1) of the UNRA Act 2006 states that the Authority shall have a Board of

Directors, which shall be the governing body of the Authority to oversee the
operations of UNRA.However during the review, | noted that the Authority was
operating without a Board for almost 1 year which created gaps in policy
formulation. | explained to management that absence of a Board poses a high
ri sk in implementation of the strategic plan
mandate. Absence of the Board meant that there was no audit and risk

management committees that are extremely key to the oper ations of UNRA.

In response, management explained that at the beginning of the financial year,
there was a board which was dissolved on the 1* of November 2012 and a new

one was inaugurated in February 2014.

| advise that the relevant committee are cons tituted and audit reports reviewed

for further action.

The new development was noted.

b) Lack of an Approved Strategic Plan
It was noted that the Authority did not have a strategic plan to guide management

in the operations and implementation of its activit ies. This means the Authority

operated without medium and long term plans to facilitate the management and

operations of the Authority. Lack of a strategic plan implies that implementation of
activities aimed at achi evi ngbjettiteemagnoti t yos mi
be properly guided. Besides, the performance measurement criteria could be

guestionable.

In response, management explained that a draft Strategic Plan had been prepared
and was awaiting approval by the Board in April 2014 prior to the formal launching

of the plan.
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7.9

| advised management to expedite the process and have the plan approved.

Staffing - Vacant posts (126 Vacancies)

A review of the staffing position of the Authority revealed that out of the 1109
approved positions, only 963 positions were filled leaving 126 positions unfilled. |
noted that the most affected directorates include; Directorate of operations and
procur ement which are key in execution of
magnitude of the works meant to be carried out at the Authority, shortfalls in

capacity are likely and the implementation of the activities is affected.

In response, management explained that the recruitment process for the vacant
staff positions was substantially concluded. However, the engagement of the staff

was delayed due to fixed wage bill challenges.

| advised management to conclude up the matter and have the posts substantially
filled.

Fuel Payments

During the review, it was established that UNRA had an arrangement with Shell
(V) Ltd and Total (U) Ltd where the two fuel companies supplied fuel in advance
to the twenty two (22) UNRA Fuel Stations using advantage cards. The fuel
Companies would issue fuel consumption statements and fuel invoices which
UNRA would use as a basis of paymentfor fuel consumed during the period. A

review of the fuel transactions revealed the following:

a) Fuel drawings in excess of fuel capacities
It was noted that there were fuel drawings in huge amounts from a fuel company

around Kampala. Fuel drawings were in hundreds of litres at a time and | noted
that vehicles owned by UNRA and run by the stations have a capacity of not more
than one hundred litres. Drawing two hundred (200) litres and above creates

suspicion that cash could have been drawn instead of fuel.
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Management explained that there are some cases where this is necessary
especially when operations are to take place in hard to reach areas. In the

circumstances, stations pack fuel in containers after filling the vehicle tanks.

| advised management to strengthen controls over use of fuel to minimize on the

risks of misuse of Government funds.

b) Funds over paid to a fuel company

It was noted that fuel consumed as per the fuel consumption statements and the
fuel prices indicated could not match with the amou nt billed and paid by UNRA. As
a result, it was noted that Shs.102,500,004was overpaid to one of the fuel

company.

Management explained that at the time of audit, UNRA had started a reconciliation
exercise with the fuel company and that the two parties ag reed that any over
payments would be offset from the outstanding invoices that were not settled

since September 2013.

| advised management to recover the funds and remit the funds to the

consolidated fund.

Avoidable Interest Payments to Contractors I Shs.525,488.501

Section 5 (43) (1) of the General Conditions of Contract between UNRA and
Contractors provides for payment of interest if UNRA delays to pay a particular
approved contract certificate. It was established that management delayed to pay
some approved certificates resulting into uncalled for payments in form of interest
worth Shs.525,488,501 to the contracted companies. These payments were made
from the Maintenance Account and Stanbic Head Office Account as indicated

below.

Voucher | Date Payee Amount (Shs. ) Remarks
Number

AB21109( 22/11/201%4 Construction Co 31,552,837 | Payment of Interest to CCC as

result of delayed payment by UNRK
on Cert 1(Euro 9,363.46@3,366.5
Mbarara-Kikagati Road




Voucher
Number

Date

Payee

Amount (Shs. )

Remarks

AB21108¢

22/11/2011%

Construction Co.

43,084,168

Payment of Interest to CCC as
result of delayed payment by UNR
oncert.1($16,261.92@2,6949.39)
Mbarara 1 Kikagati road

AB21108¢

22/11/2017

Construction Co.

41,480,183

Payment of Interest to CCC as
result of delayed payment by UNR
on Cert 1 (Local currency) Mbarar
Kikagati Road.

AB209063

18/09/2011

Construction Co.

39,744,342

Payment of Interest to CCC as
result of delayed payment by UNR
on Kitgum 7 Orom road

AB 20900

3/9/2012

Construction Co.

24,689,437

Payment of Interest to JB Uniteg
Civil Engineerng as a result
delayed payment by UNRA
PalabekPadibe road

AS208047

31/07/2012

Construction Co.

103,530,050

Payment of Interest to SBI as
result of delayed payment of IP
42-45 on Kabale-Kisoro -Bunagat
Road. US Dollar component -
41,002

AS208043

31/07/2011

Construction Co.

241,407,484

Payment of Interest to SBI as
result of delayed payment of IP
42-45 on Kabale- Kisoro -Bunagatr
Road. Shs.component.

Total

525,488,501

| explained to management that this translates into loss of Gove rnment funds that

would have been used to implement other road maintenance activities or

undertake new projects. The expenditure was therefore nugatory as it could have

been avoided with proper planning.

In response, management explained that UNRA engages contractors on Road

development and maintenance jobs and the contractual arrangements provide for

Interest on delayed payments. The Road development and Maintenance

programme are underfunded and sometimes funds are not released in time which

leads to claims from contractors for interest on delayed payments.

| advised management to always plan ahead to avoid such delays which lead to

wasteful expenditure.
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7.11 Delayed completion of maintenance of National Roads Contracts
Specific conditions of the contracts signed between UNRA and contractors specify
the duration of the contracts which should be observed by both parties to ensure
efficient and effective management of the works contracted. However during the
review, | noted that works on gravel roads spread over three years yet
management had not taken any action to invoke the contract agreement
provisions for their termination in accordance with PPDA Regulations. Refer to the
details below.
Voucher Amount paid Details of the Project Name Contract | Duratio
No payment Amount | n of the
Contrac
t
AB207136 322,265,098 | Supervison of mtnce | Consultancy 929,960,000 | Twelve(l
dated works IPC 2 services for 2 )
31/7/12 & date of Contract | supervision of Months
30/11/2010 maintenance  of after
202Km of selected signing
National Roads the
Package Contract
16(UNRA/SERVIC
ES/2009
10/00002/01/13
AB207126 103,639,925 | Urgent repairs Cert | Isunga -Bugwara Five (5)
Dated 2 -Kikwaya & Months
31/7/12 And date of contract | Kyenzige after
21/3/2011 Rugashari - signing
Mabaale.UNRA/R the
MM/10/11/098 OR Contract
UNRA/RMM/10/11
1066
Total 425,905,023

| explained to management that delays in contract implementation leads to
increased project costs associated with management, monitoring and

supervision which could have been avoided if a project is completed in time.

In response, management explained that when contract implementation delays
UNRA charges liquidated damages and in some instances as a last resort; the

Authority has terminated some of the contracts.
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| advised management to review implementation of all delayed projects with a

view of taking decisive action against delayed works by contractors.

Expenditure on Training 1 Shs.450,236,188

Expenditure totaling toShs.450,236,188 was paid from UNRA Stanbic bank

Account for staff training. Examination of the expenditure revealed the following:

a) Lack of an approved Training and Career Development Policy
UNRA Human Resource Management Manual (HRMM) requires UNRA to have an

approved training and career development policy. In addition Chapter 5 (a)
stipulates that the goals and objectives of the training and career development will
involve ensuring that employees have knowledge, skills and attitude needed to
perform the current job effectively. However during the review, it was noted that

UNRAIlacked an approved training and career development policy that provides a

framework for managing the Authority training.

During the year; | noted that the Authority spent over Shs.2.4bn without an
approved training policy. It was further noted that the present system involves
individual staff sourcing for training programs from the internet without the
involvement of the Human Resource Department. | explained to management that
this kind of system was unfair to staff who may not have had the initiative a nd
time of searching for training programs through the internet. Besides, there is a
risk that the selected programs may not be beneficial to the Authority resulting

into non achievement of the Authority goals.

In response, management explained that the Training Policy was formulated by
the Human Resource Department and circulated to the different Directorates for
consideration and comments. It was indicated that training courses are sourced in
line with training needs of individual directorates and train ing programmes.
However, due to the absence of the Board of Directors for more than a year, the
policy has not been finalized for approval. Despite this fact, training in UNRA has
been guided by the Draft Training Policy. Management indicated that the

recommendation would be adopted as soon as possible.
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I await managementds commitment towards

b) Lack of an active training Committee

Chapter 5 of the HRMM requires that a training committee be established for the
purpose of administering the training policy and ensuring that guidelines are
followed and enforced. The Training Committee is required to have a responsibility
of maintaining equity in training and regularly reviewing the rules and regulations
governing training and career development. During the year it was noted that the
entity operated without an active training committee to oversee the training policy
and guidelines. | explained to management that there is a possibility that equity in

training was not properly observed.

In response, management explained that the training Committee was actually
established and is comprised of representatives from all the Directorates.
However, due to understaffing in the entire organization, the Committee members
have been very busy and the Committee has not been active resulting into delays
in accomplishing its activities. Management indicated that the activities of the

Committee would resume with immediate effect.

| await the outcome of the management commitment.

c) Lack of an Annual Training Plan/Pro gram

Chapter 5 of the Human Resource Management Manual (HRMM) requires that
arising from the Training Needs Assessment and the Performance Management
Exercise, the Human Resource Manager will prepare an annual Training Plan. This
will be reviewed by the Training Committee which will prioritize all the training and
agree on the training and career development activities to be carried out in the
coming year. The Committee is also required to cost all the training and prepare a

schedule that forms the Annual Training Plan/Program.

I noted that the Authority lacked an approved training program. The Training
Needs Assessment and the Performance Management Exercise was therefore not

being done as desired. | explained to management that there is a risk that large
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sums of funds utilized on training may not be addressing the needs assessment

and performance management needs.

In response, management explained that training Needs Assessment was
conducted by each Directorate and the respective training requirements submitted
by Directorates to the HR Department for implementation. Unfortunately, the

consolidated plan was still being finalized for approval.

| advised management to adhere to the existing regulations and have the

consolidated plan finalized.

7.13 Land and P roperty Compensation

a) Compensations on Entebbe Express Highway I_transfer of titles

The compensation program to all affected people within the corridor of the new
Entebbe i Kampala Express Highway was administered by a Consultant Mott
MacDonald on behaf of UNRA. The compensation process required to carry out
an evaluation of all the property and land with a compensation Report. The
cl ai mant was then required to fill a
relevant documents were to be verified by the Consultant, LC 1 Chairperson,
District lands officials and other stakeholders. A review of the compensation
exercise carried out on the highway revealed that some beneficiaries are still
holding on the land titles. Although the Transfer Forms were dully attached, they
were not filled and therefore not signed by the Purchaser (UNRA) posing a threat
of a third party falsely claiming ownership of the same land. Details are in the

schedule below:

Mailo land claims without Transfer Forms

NAME AMOUNT VALUATION VILLAGE Transfer Other Remarks
REF. NO. Form
Compesator 279,596,249 KEEW01188A KINAAWA No Form |No Transfer Form
filled
Compesator 45,760,000 KEEWO01397 BANDWE Not filled Transfer Form not

filled and not
signed by Purchaser
(UNRA)

Compesator 11,856,000 KEEW01398 BANDWE Not filled Transfer Form not
filled and not
signed by Purchaser
(UNRA)
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Compesator 11,024,000 KEEW01228B BANDWE Not filled | Transfer Form not
filled and not
signed by Purchaser
(UNRA)

Compesator 1,622,400 KEEW01264B BANDWE Not filled | Transfer Form not
filled and not
signed by Purchaser
(UNRA)

Compesator 686,400 KEEWO01219 BANDWE Not filled Transfer Form not
filled and not
signed by Purchaser
(UNRA)

TOTAL 350,545,049

| advised management to ensure that transfer forms ar e signed to minimize the

risks of losing land that has been compensated.

b) Valuation of land

It was noted that UNRA does not have its own valuer/surveyor to make an input in

the whole process or advise the entity on certain valuation matters. Management
depends only on the figures calculated by the consultant and the expert advice of
the Chief Government valuer is only given and considered. | explained to
management that there is a risk that UNRA cannot easily support or reject any
position provided by the private consultant which serves as the basis of the Chief
Government valuer ds ( Jl&kk)s adsktha UNRA coaldlbeopi ni on.

over or undervaluing land.

In the circumstances, | could not satisfy myself that these land compensation

payments were worth what was paid and/or supposed to be paid.

Management explained that the entity uses its Internal Auditor who performs

some audit checks especially before payments are made.

| advised management to review the current compensation system and ensure
UNRA has a technical person who contributes/checks what the consultant does in

the compensation assignments.
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) Land compensation funds transferred to Kampala station
Shs.73.491,633.132

Maintenance of National roads is financed by URF that releases Fundg¢o UNRA on
a quarterly basis. Implementation of the maintenance function is carried out by
UNRA through UNRA Stations. UNRA through execution of its mandate
compensates land owners that are affected by road construction and the Road
reserves. | noted that during the year, UNRA Headquarter transferred
Shs.73,491,633,132 to UNRA Kampala Stanbic Account being compensation funds
for Land Property Owners that were effected during the construction of various

roads. From the review, the following anomalies were noted:

a) End of Financial Year closing procedure S
It was noted that at the end of the financial year, end of year closing procedures

destabilize the compensation exercise. | noted that the process of Land
Compensationis a continuous exercise that should not be disrupted by the end of

year closing procedures.

b) Co-mingling of compensation funds

The objective of opening up UNRA Kampala Station was for management and
implementation of maintenance activities for which funds are released on a
quarterly basis. It was however noted that compensation funds released to
Kampala station were mixed up with the station funds for road maintenance yet it
also holds NTR receipts. Comingling of funds creates reconciliation problems, and
can also result into diversion of funds hence affecting the planned activities for

which the account was established.

c) Mandate to pay compensations
UNRA Kampala does not have the mandate to pay compensations which is more of

a central function. | noted that Payment of Compensation Funds is a res ponsibility
of UNRA Headquarter and not UNRA Kampala Station. Besidesthis is not under

the jurisdiction of the Station Engineer. | explained to management that the

compensation role stifles the engineerds
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In response, management explained that UNRA has requested the Accountant
General to open up a bank account in a commercial bank specifically for Land and
Property Compensation but no positive response from the office of the Accountant
General has been received yet. If this account is opened, the commingling of
funds for Land and property compensation with funds for Road maintenance will

cease and UNRA Headquarters will take full responsibility.

| have advised management to continue following up the matter with the

Accountant General to ensure that it is given the consideration it deserves.

Procurement
a) Consultancy Services for review of the UNRA organization and
setup

Contract for the Consultancy Services for review of the UNRA organization and
setup was entered into on the 29™ May 2013 at a contract sum of
Shs.201,906,000 between M/s Ernst and Young (the Contractor) and the entity.

Review of the procurement process revealed the following: -

b) Lack of a contract implementation plan
PPDA regulations, section 258 (3) states that upon receipt of a contract, a contract

manager shall prepare a contract implementation plan, using PP Form 60 in the
Ninth Schedule, and forward a copy to the procurement and disposal unit for
monitoring purposes. Contrary to the above, UNRA signed the contract on 29"
May 2013 and appointed a team to manage the contract but the contract

management team appointed did not prepare a contract implementation plan. |

explained to management that this implied that the monitoring and evaluation of

the contract may not have been adequately carried out as stipulated in the PPDA
Regulation 258 (5).

| advised management to abide by the procurement regulations.

c) Delayed procurement process (18 Months )
The objective of this procurement was to undertake a self -assessment process to

evaluate where UNRA was, and where it needed to go. The view was that, whilst
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good progress had been made, a change point had been reached and initiatives
were required to support further change in the culture and direction of the
organization. This was to be done within a short time because there was limited
time to expiry of staff contracts (June 2012) and the need to renew staff contracts
by March 2012.

| noted that the procurement process took too long beyond the initial time it was
intended to take thus not ac hieving one of its objectives of using the report for the
organization review to renew staff contracts by March 2012. The PP form 20 was
initiated on 12/12/2011 and the contract was signed on 29 ™ May 2013. This
implies that several staff contracts were re newed without the report. There was

therefore no value for money in this contract.

Management indicated that it was establishing a procurement tracking and

monitoring system to control delays.

I await the outcome of managementds commit men

d) Application of an inappropriate method of procurement
Contract for wor ker so compensation policy f

between UNRA and an Insurance Company on the ' of November 2010for a
period of two years. Two payments were effected in the financial year 2 012/13.

Further Shs.246,322,915 from Treasury General Account.

All the payments were made based on the original compensation policy
no.010/110/1/001619/2009.C ontrary Reg106 (4) of the PPDA Regulations 2003,
which requires open bidding to be used if the estimated value of the services
exceeds Shs.50,000,000 or US$ 25,000 whichever is greater;| noted that in this
case, director procurement method was used instead of open bidding as

required.

Management was aware that the procurement process was lengthy but seemed to
have waited for the contract to expire instead of planning to procure the services

early enough. Further review revealed the following:
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1 Only one bidder was invited and the solicitation document was only issued to
one company.

1 The approval of the procurement method was reportedly done by the
Contracts Committee but no evidence was availed for review.

9 The initial requirement for the service originated from the nonuser department
who initiated the procurement process i.e the legal department in stead of the
Human Resource department.

1 The procurement was not in the approved Procurement plan for the financial
year 2012/13.

i There was no contract manager and no contract management file was in
place. There was no evidence of appointment of a contract manager to
monitor implementation of the contract/service.

1 There were a number of claims to the tune of Shs.55,000,000that were earlier
not settled by the service provider translating into poor performance.

1 In the justification for extension, it is clear that the specifications/terms of

reference were tailored to suit the Insurance company nominated.

| explained to management that failure to observe PPDA regulations and

guidelines denies the Authority benefits of value for money through competition.

Management explained that direct procurement method was used on the grounds
of contract extension (2003 PPDA Reg. 112 for continuation with the existing
provider) as the new procurement for selection of a provider was not finalized.
The contract was urgently required to be in place to cover UNRA staff as per
statutory requirement. Further, management explained that in regard to the
claims to the tune of Shs.55,000,000, action would be taken to enhance contract

management.

| advised management to always follow PPDA regulations in all future

procurements.
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e) Supply and delivery of Heavy Road Maintenance Equipment Lotl

(Motor _Graders)
Contract for the supply of eight (8) Motor graders was signed between UNRA and

the supplier on 28/06/2013 and the specific condition s to the contract provided for
completion period within five months after contract signing. By the time of this
report, the contracted company had not delivered the eight motor graders
registering a delay of 6 months. | explained to management that failur e to adhere
to the major conditions of the contract may lead to the entity failing to repair
national roads in time. Besides, there was no evidence that Management had
charged liquidated damages as provided for in the specific conditions of the
contract.

Management explained that shipping of the eight (8) graders delayed the delivery
however the provider will be charged liquidated damages (as per clause GCC 27.1
of the General Conditions of Contract) at the time of making payments for the

supplies.

| advised management to ensure compliance with the stipulated conditions of the

contract.

Lack of Operators for New Road Equipment

| noted that road equipment worth Shs.10bn was procured during the year under
review. These included graders, bull dozers, excavabprs, and rollers among others.
However, no recruitment of plant operators had taken place and a few who are on
the ground seem to require further training due to the technological advancement
in the manufacture of these road equipment. The equipment has not been put to

use.

Management explained that UNRA has initiated the process of restructuring that
shall result into identification of the critical staffing levels and wage requirements

that can enable UNRA manage its operations.

| await the outcome of th e above management commitment.
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Ferry Operations

It was noted that funds to the tune of Shs.7,536,489,901 were paid to Kalangala

Infrastructure  Services (the company) for Bukakata ferry of which
Shs.1,975,020,975 was covering the period August to December 2012 and
Shs.5,567,468,926 was advance support payments covering the calendar year
2013.A review of the records availed and interview with Management in reference

to the ferry revealed the following:

(1) Breach of terms on monitoring and verification

Review of the conditions of the contract showed that UNRA was in breach of the

conditions in the agreement, Amendment No.1 to the implementation agreement

between GOU and Kalangala Infrastructure Services Ltd dated Nov. 2011 Schedule

1, that pertained to monitori ng and evaluation of the contract.

9 There were no metering or recording devices installed on the ferry yet.

1 There was no confirmation of the information provided by the company in
relation to the claim for payments of support payments.

9 The audit noted that there were no independent reports made and this led to

loss of audit trail.

In response, management explained that UNRA has recommended installation of a
GPS tracking technology on the ferry to allow for real time and more independent
monitoring. This technology is affordable. An independent monitor was also

identified.

| await management implementation on the above matter.

(i) Other irreqgularities noted include:

Advance payments to Kalangala Infrastructure Services (KIS)

I noted that the ferry support pay ments were being paid in advance but it is not
stated how the advances were secured. Under normal circumstances, advance

payments must be supported with an advance guarantee from the beneficiary.



In response, management explained that UNRA noted the concen and
communicated the anomaly to MOFPED in January 2013 and that no response has
been provided by MOFPED to date.

(iir) Staff requirements for Procured Ferries

A review of the operations of the ferries revealed that there was staff shortage at
all the eight of the nine ferries operating. The affected ferries included: Kiyindi,
Laropi, Masindi Port, Mbulamuti, Nakiwogo, Wanseko, Obongi and Lwampanga
Interview with management revealed that the minimum number of required staff

would be:

On each Ferry

Ferry master

Ferry mechanics

Ferry operators

N| & N[

Ferry deckhands

Ferry workshop

Mechanical supervisor

Mechanics

Welders

R N W

Electricians

However, | noted that there was a shortfall on each of the operating ferries except

Bukakata. Details of the shortfalls identified are indicated in the table below:

Ferry Ferry Ferry Ferry
master mechanics operators deckhands
Kiyindi 3
Laropi 3
Masindi Port 2
Mbulamuti 1 3 2
Nakiwogo 3 1
Wanseko 2
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Obongi 2

Lwampanga 2

Total 5 22
shortfall

7.17

In addition, | noted that the ferry workshops lack welders and electricians who are
key in the maintenance and major repairs of the ferries hence maintenance and
repairs might not be done satisfactorily. Interview with management indi cated that
staffs get fatigued due to longer hours on duty without enough rest and some
work more than six days a week. | explained to management that in such

circumstances, the chances of accidents occurring are high.

| response, management responded that it was the desire of UNRA to recruit
additional staff in all its business areas but this has been hampered by the limited
wage budget provided by Government. It was indicated that Ministry of Finance,
has consistently indicated unavailability of additional resources to increase the
wages bhill. The entity is however undergoing restructuring and it is hoped that
after this exercise, a comprehensive staff requirement, aligned position
requirements and a well justified wages requirement will be pre -determined. At
this point the entity will be in position to engage Government and have the audit

issue resolved.

| advised management to expedite the exercise and recruit additional staff for

smooth operations of the ferries and ferry workshop.

Inspection of UNRA Stations

| carried out an inspection of 13 out of the 22 UNRA stations. These included
Kampala, Mpigi, Luwero, Gulu, Kitgum, Jinja, Hoima, Mbarara, Soroti, Moroto,

Kotido, Mbale and Kasese and below is a summary of the findings:
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a) Un-released funds to the stations T Shs.15,383.130.019 and

unimplemented road maintenance activities
Analysis of budget performance for year based on the approved budget estimates

and the actual funds released to the 22 Stations revealed that out of
Shs.57,376,958,816  budgeted

Shs.41,993,828,797 was disbursed to the stations

for under maintenance program only
leaving a balance of
Shs.15,383,130,019 undisbursed. Management of the inspected stations indicated
that this was a challenge that affected implementation of maintenance progr am
resulting into a number of activities not fully undertaken. Non -release of funds led

to creation of liabilities. Non -release of funds affected the state of some roads as

indicated below:

Mpigi -Kanoni Road;
The road was inspected and some
sections have started developing

potholes and in other areas water was
running along the road surface creating
picture below:

a channel as shown in the

Road from Gulu to Aswa ; Some
parts of the road are in a bad state as
seen from the picture below. There is
need for opening of the road banks for
water to flow off the road.

In response, management explained that there was a budget cut from the URF in
the last quarter of the financial year 2012/2013 amounting to Shs.43,809,282,976
significantly eashfflowstfor nthge foltN Ruades and in turn

affecting the delivery of the station.
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| advised management to dialogue with URF and MoFPED for timely and full

release of budgeted funds.

b) Dilapidated Station Road Equipment

During inspection, it was observed that a number of road equipment were old and
in dire need of repair. The main stations affected by this challenge included Gulu,

Jinja, Soroti as evidenced in a few sampled pictures below:

Old Road Equipment at Gulu
station

At Jinja station, the equipment and machinery that was old and in a bad state

included the following:

Reg. No. Type Year Make Remarks
UG.0105W Crane Truck 1987 Mitsubishi Poor.
A Broken down.
A Requires new crane assembly
UG.1199W Pick-up Single 2001 Nissan S/cabin Brok en down
cabin A Due for disposal, uneconomical
to repair
UG.1086W Pick-up Double 2000 Mitsubishi Broken down
cabin L200 2WD D/cabin 1 Requires engine repairs
UG.1268W Pick-up Double 2003 Mitsubishi Broken down.
cabin D/cabin | Requires engine overhaul
UG.0965W Motor Grader 2000 Broken down
GD521A Komatsu 1 Requires repairs to leakages.
q Replacement of Starter motor
T Replacement of alternator
CDP 0244 Pedestrian Roller 2003 Broken down
Dynapac 1 Requires renewal of hydraulic
pump assembly and hydraulic hose pipes.
CDP 0123 Roller single 2000 Bomag Broken down.
drum
UG.0102W Tipper model 1986 Grounded
FM515 Mitsubishi A Uneconomical to repair.
UN.REG. Diesel generator Honda Grounded
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UG.1011W M/cycle CT 200 2000 Honda Grounded

WBR/002 Pedestrian roller 2010 Weber Nonoperational due to lack of service
parts

UG.1010W M/cycle CT 200 2000 Honda Grounded

UG.1071W M/cycle 2006 Honda A Broken down.

UG.1040W M/cycle 2001 Suzuki Grounded

3003109 Plate compactor 2011 Hatx A Nonoperational due to lack of
service parts

UG.1145W Grader Fiat-Hitachi Non Operational
A Requires repair of fuel system
A Requires new tyres

At Soroti Station, the old equipment and machinery included:

EQUIPMENT MECHANICAL STATUS

UG-1171W Toyota Hillux Pickup Poor Moving Condition

UG 1309W Ford Ranger Broken Down

UAB-051z Nissan Single Cabin Broken Down

UG-0357W Mitsubishi Tipper Grounded

UG-0358W Mitsubishi Tipper Poor moving condition
Need engine overhaul and replacement of body

UG-0427-0427w Cat wheel loader parts

Phoenix bitumen boiler Grounded

CDP AIR COMPRESSOR SCRAP

UG0025 YAMAHA WATER PUMP SCRAP

UG-1007W HONDA MOTORCYCLE SCRAP
UG-1042W SUZUKI MOTORCYCLE SCRAP
UG1013wW HONDA MOTOR CYCLE SCRAP
UG-0891W NISSAN D/CAB PICK UP SCRAP
UG-0897W NISSAN D/CABIN SCRAP

Management of the stations visited explained that the releases do not provide for
buying and replacing new equipment as this remains a responsibility of UNRA
Head Office. They explained that the machines and equipments were always
breaking down causing the stations to hire privately owned road equipment. The
privately owned equipment that is commonly hired include motor graders, bull

dozers, crane trucks and Water Bowser to carry out road maintenance work. The
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inspected stations spentShs1,866,606,385 on hiring privately owned equipment

as summarized below:

Station Amount (Shs .)
Kampala 26,000,000
Soroti 87,656,000
Mbarara 42,995,859
Gulu 157,749,640
Jinja 89,335,000
Kasese 4,826,886
Mbale 48,087,500
Kotido 408,939,500
Moroto 101,864,400
Kitgum 540,353,600
Mpigi 358,798,000
Total 1,866,606,385

The problem of old equipment becomes so acute during the rainy season when
most roads become impassable and need urgent repair and opening up which the
old equipment cannot handle. It was also noted that hiring of pri vately owned
equipment is expensive and negatively affects maintenance of the old equipment.

Management explained that the entity has compiled a list of this equipment and
will soon constitute a board of survey to dispose the obsolete and un-economical.
It was indicated that procurements for 71 earthmoving equipment and 88 trucks
are in progress to replace the old equipment. One of the new excavators has been

allocated to Mbale.

| advised management to expedite the disposal process and save government of

the costs related.

c) Other Equipment Related Challenges
It was noted that some stations have operational vehicles and equipment that

require spares of standard specifications which are not readily available upcountry
and in the country for example the ISUZU DMAX D/CAB PICKUPS Parts. This

affects the maintenance program. | further observed that some stations like Mbale
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lacked specialized equipment to handle the terrain like excavators which in many

instances affects timely interventions. This station has insufficient supervision

vehicles to cover the operational areas.

| advised management to always procure equipments on condition that the

supplier offers after sales support services.

d) Fuel consumption

Drawing of huge amounts of fuel through one transaction

A review of the fuel transaction statements revealed that there were fuel drawings

in huge amounts some time in excess of 5,000 litres. These appeared unusual.

Station Quantity Amount (Ug.sh)

Gulu 19,138 64,530,000
Jinja Station 15,993 51,907,350
Kit gum 20,354 67,590,500
Luwero station 46,503.72 161,540,508
UNRA MPIGI 6,750 22,450,000
Total 108,739 368,018,358

| noted that these drawings seem to have been intended to remove the money
from the cards and deposit it with various fuel stations which would then be
utilised using other control mechanisms such as fuel coupons and ledgers at the

various fuel stations.

| explained to management that there is a possibility that fuel could have been

misused and/or diverted for unofficial business.

| advised management to put in place adequate controls to regulate fuel

consumption and ensure fuel is not misused.
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e) Fuel paid by UNRA Head Office but not recorded in Station fuel

ledgers
It was established that UNRA had an arrangement with two (2) petrol

stations to supply fuel in advance to UNRA Stations using advantage cards. The
two fuel companies would issue fuel consumption statements and fuel invoices to
UNRA head office which documents would be used as a basis of payment for fuel
consumed during the period. A review of the fuel transaction statements which

were used as a basis of payments by UNRA Head office and the fuel ledgers for
the Stations revealed that some fuel bills paid by UNRA head office were not

recorded in the Stations fuel ledgers as indicated below:

STATION AMOUNT
1 MBARARA 33,323,032
2 HOIMA 35,789,500
3 KAMPALA STATION 29,150,000
4 GULU 82,052,500
5 KITGUM 45,071,400
6 MPIGI 41,350,000
7 LUWERO 51,461,000
8 MBALE 94,935,170
9 SOROTI 83,167,200
10 KOTIDO 106,920,000
11 MOROTO 42,458,000

TOTAL 645,677,802

There is a risk that fuel may not have been consumed and therefore wasted.

Management explained that in order not to cripple operations due to delayed
payments, invoices were being settled and verification done later by Regional
Accountants. This was basically because the supplier would issue only one invoice

combining consumption of all the UNRA Stations and therefore all the 22 Stations



would ideally have had to verify their consumption before that specific invoice is

paid.

The system has however changed and at the moment each station is receiving its
own invoices and all of them (fuel invoices) are being verified by the Station
Engineers first, and the Regional Managers, the Director of Operations, before any
payments are recommended for settlement. In addition, reconciliations with the
supplier for the past period are now being done. | advised management to put in

place adequate systems for processing of such fuel transactions.

f) Understaffing

A review of staffing at th e stations inspected showed a number of unfilled posts in
the approved structure. These included among others the road overseers, road
inspectors, plant operators and a procurement officer. | explained to management
that staffing gaps have a negative effect on the general performance of the
Authority. Furthermore, | noted that in most stations the executive assistants were

handling PDU work which should have been done by an independent procurement
staff with the knowledge and skills in procurement. It was noted that Mbale
Stationds or ga nappearedinadecudte with onlyiZmechangs. The
station lacked specialized personnel like weldersand electricians which affects the

stationds operations.

In response, management explained that most Directorates are still understaffed
due to limited wage provision. Lobbying for more funds is ongoing. Further more,
the entity is undertaking an organizational review which will come up with the
ideal staffing levels to be used to justify the request for addit ional funds for
wages. During the organizational review, it is expected that the positions of

gualified procurement staff will be provided for each one of the stations.

I advised management to urgently revi

positions to ensure they are appropriately staffed for improved performance.

0) Road Reserve Markings
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The UNRA Act 2006, requires the entity to maintain all national roads and this
forms part of the main objectives for the creation of the authority. During

implementation of its functions UNRA is obliged to carry out road reserve markings
in the area of its jurisdiction. However, it was noted that most of the road

networks under some stations like Mbarara station were not marked.
Encroachment on the road reserves makes the work under force account and
Labor based Contracts difficult and affects effective road maintenance. | explained
to management that failure to mark the road reserves could lead to unnecessary

claims by encroachers.

Management explained that Road Re®rve Marker posts have been executed on
some of the road network for example; Kampala Northern Bypass, Mbarara-
Ibanda, Mityana-Mubende-Kyenjojo-Fort Portal, Kawempe-Luwero-Kafu, Gayaza
Kalagi and others. Six (6) contracts are on-going while others are under
procurement. The Program of road reserve marker posts shall be gradually rolled

to the entire network.

| advised management to mark all road reserves to avoid issues of encroachment.

h) Obsolete Stock at Stations

During inspection, it was noted that all the stations had obsolete stock in form of
accumulated scrap, old vehicles, old equipment overdue for boarding off and so
many used spare parts. Given the storage facility which is limited, the mechanical
staffs have a challenge of storing the new/useful e quipment. | explained to
management that Limited storage availability may lead to loss of new items since

they are all mixed up with scrap.

In response, management explained that the old stock have now been separated
from the new stock. List of items from stations are being compiled for submission

to PDU to initiate the disposal process.

| advised management to plan to dispose of the unwanted stock so as to provide

enough space for the newly acquired items.

i) Status of structures/buildings
12¢



I noted that mo st of the stations structures were in poor state. In Mbale station
the roof of the main office block is seriously leaking and in a sorry state which
requires immediate/urgent repairs. The Buildings are dilapidated and not safe for
working conditions. Ownership the buildings could not be ascertained as there was
no land title:

1 At Moroto station; the stores were located in structures which are overdue for
maintenance and is mainly occupied by obsolete items which are due for
disposal.

i At Soroti station, the roof of the mechanical offices and service yards were
leaking and in a sorry state that requires urgent repairs. The mechanical
workshop was dilapidated and poorly equipped and needed refurbishment.

1 In Kasese; the only structure utilized as a mechanical section has been
operating without a roof for a period of 3 years. It was further observed that
the mechanical staffs do not have the mandatory tools required in the
mechanical section. The station uses a lot of money to hire equipments yet

such funds could have been utilized on other road maintenance activities.

In response, management explained that at the time of audit, procurement for the
refurbishment of nine stations and 5 regional offices was underway. At the

moment, four contracts have been signed.

| advised management to expedite the procurement process and have the stations

renovated. Similarly, mechanical tools should be provided to the mechanical staff.

)] Delays in Supply of Road Materials
UNRA Headquarters took up the responsibility of purchasing and supplying road

material especially Bitumen to UNRA Stations. During inspection, it was noted that
there were delays of distribution of road material to the stations and this affected
the planned works. The bitumen supplied was at times too little to a ccomplish a

given task at the road sites.

Untimely distribution of road materials may lead to delays in completion of

specified road maintenance tasks or substandard work.
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Management explained that sometimes delays in the procurement of road
maintenance materials occur due to procurement challenges. These materials are
however always received and utilized by the stations on the network. Quantities of
materials procured at a time are usually limited by the available resources.

| advised management to aim at making timely and sufficient quantity supplies

with a view of avoiding shoddy and delayed completion of works.

k) Uncompleted Routine Mechanized Maintenance projects
A review of the routine mechanized maintenance projects at Jinja station showed

that most of the projects had stalled as indicated below:

i. Nawandala- Nambale - Namalemba - Bugobii Kisiro .

ii. Kaitabawala - Lubanyi - Kisozi - Busota, Mbulamuti railway access, Kamuli
railway access

iii. Kaliro - Namwiwa, Bulumba - Buyonjo - Wataka - Saaka, Kaliro Railvay access

and Namaganda Access road

Despite the failure by the contractors to perform, management had not considered
the provisions of the contracts. | explained to management that the objectives of

the above projects have not been achieved in addition to loss of resources.

In response, management explained that UNRA has initiated the process of
concluding these contracts but it should be noted that this process is long
involving re-measurement of works so far done, use of the Contracts Committee
and forwarding the decision to the contractor. Quite often this process is stopped
by the contractors through court injunctions. UNRA also considers the financial
implication of the actions, its effects on the road network in the interim, the

required intervention in the interim, and the length of the procurement process to

secure another contractor.

I advised management to consider termination of the contracts invoking clause

59.2 sub section (a) of the General conditions of contract.

Failure to Dispose Old E _quipment
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It is good practice that assets that are no longer of economic value to the
organization be disposed of, and the profits or losses that accrue from such sales
subsequently disclosed in the financial statements. Inspection of the stations and
stores of the Authority revealed that a number of items including Road equipment,

Motor vehicles (33 old vehicles at Kyambogo), Old tyres at various places including
UNRA Head quarter-Lourdel road did not seem to be of any further use. Below is
a sample of picture items/equipment/vehicles due for disposal taken from various

stations:

Vehicles parked/grounded at Kyambogo

Pictures taken at Soroti Station.
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Nissan D/Cabin Pickup UG 0897W due fo

boarding off.

recommended due for boarding off

Nissan D/cabin Pick up UG 0891 W

Tipper FUSO due for boarding off.

A CPD air Compressor

boarding off

ready for| Yamaha water pump Generator ready for

boarding off

Motor cycle UG 1013w
boarding off

ready for

Motor cycles UG 1007W and UG 1042w

ready for boarding off.

GULU Station
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These items occupy space that would otherwise be occupied by more valuable
stocks. Besides; the items are likely to deteriorate further, leadin g to loss of any

possible value that could be recovered from their sale.

In response, management explained that many stations have old equipment.
UNRA has compiled a list of this equipment and will soon constitute a board of

survey to dispose the obsolete and un-economical.

| advised management to repair these items if possible to make use of them or
dispose them urgently to avoid continued loss of benefits that would accrue from

the disposal.

Poor Management of Overloaded Trucks Plying the Ugandan Roads

UNRA is mandated to weigh suspected overloaded trucks plying the Ugandan
roads and in order to achieve this, several weigh bridges including Busia, Bisitema,
Jinja, Likaya, Luwero, Mbale, Mbarara and Mubende were setup along the major
roads susceptible to damage due to overloaded trucks. In a communication dated
6" December, 2013 to URA, the Minister of State for Works raised concern
regarding (25) pulling trucks which had overstayed parked at URA yard at Cyanika

border for fear of being reprimanded in Rw anda because they were overloaded.

It was noted that these trucks had already crossed several weigh bridges along

their way to Cyanika from Kenya and Kampala without any penalties or
reprimands from UNRA as would have been expected. This position is supprted

by the Ministerés revelation in the above
trucks parked at Cyanika had 100% excess weight despite passing several Uganda

weigh bridges un-detected.
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There is a risk that several other overloaded trucks have been plying Ugandan
roads without any reprimands or penalties and fines being imposed. In the
circumstances, | could not therefore establish the purpose for which the weigh

bridges were installed.

Management explained that the entity has hired a consultant to dev elop an axle
management strategy including reviewing the management of axle load control
and make recommendations on the necessary changes to the legislation to make

enforcement of axle load control more effective.

| advised management to expedite the consultancy and have all vehicles weighed

to avoid road destruction.

Inter -Project Borrowings

During the year under review, a total of Shs.189,122,590,242 was borrowed from

various projects while Shs.188,283,626,047 was lent out (or refunded). The table

below shows the opening balances of borrowed and refunded funds during the

period and amounts that remained un-refunded by the end of the financial year:
Project Opening Amount lent to Amount Closing balance
name balance (Shs ) other  Projects borrowed from (Shs)

(Shs) other  Projec ts
during the year /
refunds (Shs )

Kabale - 24,898,556,522 13,354,508,215 49,203,115,057 = (10,950,050,320)
Kisoro
TSDP 1,821,997,500 20,509,194,388 22,436,154,638 (157,272,127)
Maintenance | (6,365,728,078) 26,781,613,388 14,359,263,942 6,056,621,368
HoimaKaiso | (7,836,006,681) 8,190,403,332 20,580,833,262 = (20,226,436,610)
Tonya
Kla-Ebb 3,168,905,322 15,979,285,957 40,377,457,980  (21,229,266,683)
Expressway
Mbarara- (18,824,164,254) 12,645,940,955 4,800,269,038  (10,978,492,337)
Kikagati
Fort Portal- = (2,747,254,898) 0 40,436,441 (2,787,691,339)
Bundibugyo
Transport 8,608,307,581 90,281,691,682 36,426,370,299 62,463,628,964
Corridor
Nyakaita- (3,860,205,842) 540,988,130 898,689,585 (4,217,907,297)
Kazo
Kamwenge
Totals 188,283,626,047 189,122,590,242

13t



7.21

| explained to management that the practice exposes the Projects to the risks of
loss and dispute in case the borrowing Project does not repay or in case the

Development partners do not approve the borrowing.

Management explained that a bold step to ensure that inter Project borrowings are
minimized has been taken. This however shall affect the speed at which projects
are implemented and lead into payment of interests for delayed settlement of

Interim Payment Certificates.

| advised management to ensure that the funds disbursed for Project activities are
specifically used for the intended activities and notco-mi ngl ed wi t h ot her
funds. In situations where borrowing or lending is needed, prior approval by the

Board should be sought.

Fraudulent Fuel Transactions

It was established that over Shs.1.1 billion was wrongfully paid to a fuel company
as a result of wrongful acts by some individuals during the period 1 * July 2012 to
31%" April 2013. From the review, the following anomalies as highlighted by
internal audit were noted:

1 The fuel company was supplying excess fuel and lubricants to UNRA stations
as compared to the quantities and amounts ordered for by UNRA through the
Director Finance and Administration for each station.

f In the period from 1% July 2012 to 30" April 2013, the fuel company over
invoiced UNRA Shs.1,416,937,242 for fuel and lubricants which UNRA stations
did not download from fuel stations. This figure was made up of the excess
fuel in bullet one above.

1 Out of Shs.1,416,937,242 over invoiced to UNRA, the fuel company had
already been paid Shs.1,142,115,230 for the period from 1% July 2012 to 28"
February 2013. These payments excluded Masaka and Gulu where the auditors
did not get access to information in time .

1 Most of the disputed fuel and lubricants by UNRA stations appearing on the
monthly statements of accounts was downloaded outside the operational areas

of the respective stations.
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1 Some of the over invoiced fuel was for fuel stations that had not dealt wit h any
of the UNRA stations.

T In most cases the excess fuel and lubricants were downloaded just before
stations made their first transaction using the fuel card. At all the stations,
ordered for fuel allotted and lubricants were not tampered with.

1 Some of the withdrawals were so abnormal to the extent that the same fuel
card was used to make downloads at the same time or span of 5 times on the
same day from different fuel stations which were 400 km apart from each
other.

1 It was noted that the fuel company int erchanged code numbers for dome fuel
stations to cover up the fraud. example; one of the branches had two code

numbers, 239 and 238 that were used interchangeably.

| noted that under the circumstances, UNRA incurred a financial loss of over Shs.1

billion under fraudulent transactions.

In response, management explained that this was an issue of over invoicing by
the fuel company which was initially found out during the routine process of
verification and confirming the correctness of the invoices submitted to UNRA for
payment. Based on this initial finding, preliminary communication was made to the
fuel company over the same subject culminating into a full process of
reconciliation of all fuel supplies by the fuel company. This process of
reconciliation was later reinforced by the Internal Audit Report referred to above.
Management indicated that once concluded, they will be able to establish the
amount that is not supported and action shall then be taken. In order to ensure
action, UNRA is withholding payment of invoices to this company amounting to

over 3.5 billion pending the conclusion of the investigation.

| advised management to institute deeper investigations into the matter.

Engineering Audits

A sample of seven road contracts was selected for the audit constituting a total
sum of Shs.501,503,491,123 and Euro 61,187,335. Below is the summary of key
findings arising from the Engineering Audit:
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a) Irreqular _and nugatory payments (Shs.27,374,522,509 and
G2.474.05)

A total of Shs.27,374,522,509and Euro.2,474.05 was paid to the various

contractors for works that had not been executed (Shs.l,289,505,648

&0 2, 4 7, 4nd @bcosts that should have been avoided (Shs.26,085,016,861) if

proper contract management procedures had been followed. The summary of the

irregular and nugatory payments is shown in the table below.

Contract / Contractor  / Amount Payment in Shillings
Unexecuted Nugatory 2 Totals
works 1
Staged Reconstruction of Mbale 26,085,016,861 | 27,313,833,109
i Soroti Road 1 Lot E (103Km) 1,228,816,248

by M/s Dott Services at
Shs.108,124,833,4 28
Reconstruction of Priority a 2, 474. a 2, 47
sections on the Kampala -
Mbarara Road: Package C:
Nsangi 1 Kamengo, Lukaya -
Masaka and Katonga Bridge by
M/s Reynolds Construction
Company (Nigeria) Ltd at Euro
61,187,334.90

Periodic Maintenance of 58,833,000 58,833,000
Lumbugu i Lwamagwa -
Lyantonde Road (50Km) by M/s
Abubaker Technical Services &
General Supplies Ltd at
Ushs.1,916,903,400

Term maintenance of 29 No 1,856,400 1,856,400
selected National roads 7 Lot 6:
lganga -Mayuge road (20km),
Mayuge - Musita road (14km),
Mayuge - Nankoma Road (23km)
and Mayuge - Bugadde -
Bwondha roads (39.8km) by M/s
Tegeka Enterprises Ltd at
Shs.2,878,302,000

“Works that have been certified and paid yet they have not been executed by the contractors
(Shs.1,289,505,648 and 02,474.05) .
2 Works paid but would have been avoided (Shs.26,085,016,861).
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The nugatory expenditure (Shs.26,085/016,861) relates to additional costs arising
from the revision of rates as a result of delays in execution of the contract caused

by delayed provision of design documents to the contractor.

The Accounting Officer has indicated that some of the above payments were
under verification while the nugatory payments were unavoidable given the

circumstances surrounding Mbale Soroti Road.

The Accounting Officer should ensure recovery of all monies irregularly paid to

contractors and take responsibility for the n ugatory expenditures.

b) Variation of Price (VoP) had been certified in excess and /or
Overpaid by Shs.33,207,607,133

Like in the previous three audit reports, payments for price adjustment or revision

of price has continued to be of concern and UNRA has mot resolved this matter

fully. The Parliamentary Public Accounts Committee recommended that UNRA
harmonises with the OAG the VoP position on all the contracts where anomalies
had been noted. By the time of this report (31 % march 2014), this exercise was
underway and the VoP position for two contracts had been ascertained and agreed
by the two patrties.
Shs33,207,607,133 had been certified in excess in respect of VoP on the two

The joint verification exercise established that a total of

contracts for Kazo i Kamwenge road and Fort Portal i Bundibuyo i Lamia road as

indicated in the table below.

Project IPC Vop certified and/ VoP certified in

or paid by UNRA, excess, Shs

Shs
Kazo 1 Kamwenge | As of IPC No.30 32,652,903,974 4,260,642,802
road
Fort Portal T | As of IPC No.41 74,998,204,698 28,946,964,331
Bundibugyo i Lamia
road

Total 33,207,607,133

A joint calculation for Kampala- Mbarara Road: Package C and other contracts will

be concluded and reported in due course.
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The amounts ascertained to have been certified in excess or overpaid should be
recovered from the contractors. The Accounting Officer should also ensure that in

future VoP clauses are made clearer to both parties prior to contract signing.

The Accounting Officer has indicated that further payments for VoP on Kazo-
Kamwenge and Fort Portal i Bundibugyo iLamia roads have been withheld

pending the results of the joint verification exercise.

) Poor Implementation and Monitoring of Social Safeguards on

Projects
It wa s observed that for a number of projects audited, road safety issues were still

not being strictly enforced yet Safety Officers continued to be paid. It was also
observed that a number of regulatory and informative signs on roads were being
vandalised or maliciously damaged. For example on Fort Portal i Bundibugyo
road such road signs were burnt. Other road furniture like reflectors were being

stolen.

Important aspects to curb the environment like restoration of borrow pits for
gravel and fill material was not considered in the bills of quantities for some

contracts e.g. Periodic Maintenance of Lumbugui Lyantode.

It have recommended that the Accounting Officer takes due care the social
safeguards deserve and enforce them on all projects. All future pr oject designs
and bills of quantities should incorporate such measures to prevent, minimize and

mitigate potential adverse environmental and social effects of projects.

d) Supervision and Contracts Management
There has been significant improvement compared to previous audits in regard to

certification and payment for works. However, there are still cases like Mbale-
Soroti road where irregularities have been cited. Most of the projects are
supervised by hired Consultants and a handful projects are still being manned by

in-house technical staff at the stations.
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The Accounting Officer explained the new Consultant is carrying out their services

very well.

| have expressed to the Accounting Officer the need for UNRA to exercise more
control over project supervisors to ensure quality works are delivered and funds
are not misused through payments for un -executed quantities of work since these
triangulate to illegal advances to contractors. Contractors, Supervising
Consultants and UNRA Project Managers who do notdeliver should be penalised in

accordance with the regulations.

7.23 Summary of Key Findings per Project:
The key findings for each of the projects audited are presented in the table below:

Road Name/ Contract Key Findings
Amount
Staged Reconstruction of Poor record keeping evidenced by absence of key
Mbale i Soroti Road 7T Lot documents like variation order in contract management
E (103Km) by M/s Dott and PDU files limiting the scope of audit.
Services at f Contractor ds ftohamdle the mrdject i
Shs.108,124,833,428 which is evidenced by inherent slow progress,

continuous requests to wave contract clauses like
payment of materials on site and minimum amount of

IPC.

1 Non recovery of advance payment from the
contractor upon achieving 30% of the cumu lative value
of works in so doing frustrating other projects where

contractors have not been paid for work done.

1 Nugatory expenditures of Shs.24,415,692,861 due
to delayed provision of design documents to the
contractor which resulted in higher rates for executing
the works

I Overpayment of Shs 899,780,748 for works done
within the original contract period which should not

have been affected by the revised rates.

9 Overpayment of Shs 58,275,000 for scarification
and re-compacting repeatedly paid in IPC 7 and 8

1 Overpayment of Shs 82,500,000 respectively for
road bed preparation on the existing carriageway where
scarification and re-compacting existing layer has been
done. The items cannot be executed in the same place.

1 Overpayment of Shs 22,687,500 in IPC 6 and 8 for
repeated section of scarification and re-compacting
existing layers

1 Overpayment of Shs 165,573,000 paid both
scarification and re-compacting and common
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excavation to spoil on the same location

1 Uncharged Shs 165,000,000 for the Contractors
inability to update work programme

1 Contentious commencement date which resulted in
nugatory expenditures of Shs 737,824,000 for time
related charges paid in maintaining the consultant on
site while the contractor was not working waiting for
the entire set of designs

1 Slow progress of works which was 52% at the end
of November 2013 against 80% lapsed time. The delay
is equivalent to Shs 690,000,000 as time related
charges and Shs 241,500,000 for under utilisation of
the consultant supervising staff

1 Delays in decision making by UNRA including
Variation Order No.1 due to increased scope of work,
Change of size of stones for second seal, Change of
chip spreader and size of stone chippings, Change from
pre-coated chippings to wet fix, Use of precast concrete
slabs for lined drains instead of grouted stone pitching
1 Approval of uneconomic design which GIBB had
valued at Shs 60,881,988,914 with a design life of 2-3
years as opposed to the alternative design option
valued at Shs67,765,458,914 with a design life of 5-7
years.
Inadequate dust control on the road works causing health
complications to human beings, destruction of crops and
other surrounding vegetation, and also affecting the safety
of road users by minimizing visibility

Upgrading of Kazo
Kamwege road to
Bitumen Standard
(75Km) by M/s M/s China
Railway Seventh Group
Corporation Ltd (CRGS)
at Ushs.167,458,031,180

1 Analysis of the works contract indicated that the
form of agreement did not include the contract amount.
There was also a contradiction on the sources of indices
in the contractords appen
was not seen.

1 Quantities of some work items increased by huge
amounts for example excavation in swamps or wetlands
by 344%; the designs were prepared by qualified
consultants who did not predict such quantities. The
Engineer is empowered to fix rates when quantities
vary significantly but this was not done and no
Variation orders in this regard were seen.

1 Minor transverse cracks were observed on
pedestrian walkway at Ch.92+195.

1 There was notable siltation in access and cross
culverts.

1 Some sections of lined drains were silted and
vegetation growing in the channel.

1 All stone pitched side drains terminate at points
susceptible to scouring.

1 In some sections of stone pitched drains e.g. at Ch.
138+595, the bonding joints are oversize as compared
to the stone size.

1  Warning signs for approaching traffic at work sites
were inadequate which can lead to fatal accidents.
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1 There was inadequate protective gear for workers
especially at the stone quarry and sections where stone
lining of drains was underway at the time of audit.

1 The soffit of the roof slab for the waiting shelter at
Ch.92+195 had inadequate reinforcement cover.

1  Aggregates used for CRR at CH.100+400 Rhs did
not meet the grading requirement s for the fine type.

1 Aggregates of 10mm for the 2nd seal did not meet
the requirement specifications for grading and flakiness
index.

1 Use of provisional base indices provided at the
bidding stage in the calculation of VoP. The provisional
base indices shaild have been updated and confirmed
at since the commencement of the contract. This has
implications in the computation of VoP.

1 Up to certificate No.30 of October 2013 VoP had
been been certified in excess and/ or overpaid by
Shs4,260,642,802.

Upgrading of Fort Portal
i Bundibugyo i
road (103Km) by M/s
Chongging International
Construction Corporation

at Shs.217,842,539,325

Lamia

1 This project was audited as a follow-up case and
most of the issues observed in the previous report have
been attended to other than the Variation of Price. The
joint verification exercise has established the VoP
certified in excess at Shs28,946,964,331 as of
certificate 41. This amount is recoverable..

1 The financial progress is not clearly evaluated by
the Consultant; IPC No.40 revealed
Shs.220,313,803,470 was due to the contractor yet the
revised contract sum is 217,842,539,325 causing a
deficit of Shs.2,471,264,100 and more certificates are
expected.

1 Surface defects were observed at Ch.0+390 which
were reportedly a result of tur ning vehicles loaded with
steel bars scratching the road surface.

1 Landslides in the mountainous section continue to
be a threat to the road surface.

9 Concrete culverts were being used to control traffic
at work sites without forward warning signs to

approaching traffic. This poses a danger of accidents to
road users

1 A number of sections on the road have structures
and houses that affect critical visibility along bends.
Some road furniture was being destroyed by
communities living along the road. The road signs
were being burnt.

1 Some delineators were found broken and steel bars
exposed.

1 Some reflectors on guardrails were missing and
reportedly stolen.

Reconstruction of Priority
sections on the Kampala
Mbarara Road: Package
C: Nsangi 1 Kamengo,
Lukaya - Masaka and
Katonga Bridge by M/s

1 Inadequate justification for direct procurement
method.

1 Delayed payments to contractor which will attract
interest on delayed payments.

1 Overpayment of Euro 693,481.42 in Variation of
Price. The VoP is yet to be verified through a joint
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Reynolds Construction
Company (Nigeria) Ltd at
Euro 61,187,334.90

recalculation with UNRA.

1 The Shoulder embankment at Ch.116+200 and a
few other localised areas had developed gullies

1 Cracks were observed in the mortar joints of the
stone pitching.

1 The drop manholes at several locations were silted.
1 Laboratory tests revealed that seven (7) out of the
eight (8) samples for AC and DBM had low results for
indirect tensile strength.

1 Overpayments of Euro2474.05 for
guantities of works.

1 The project manager did not revise the rates for
items whose quantities had increased by more than
25% as required by the contract conditions.

unexecuted

Periodic Maintenance of

Lumbugu i Lwamagwa
Lyantonde Road (50Km)
by M/s Abubaker
Technical  Services &

General Supplie s Ltd at
Ushs.1,916,903,400

1 The special conditions did not specify the Project
Manager as required. It was indicated that it will be
communicated to the contractor in writing. Letter
communicating this information was not seen.

I The minimum value of interim payment certificates
was not spell ed out whi c
targets and could have led to delayed completion of
works.

1 The Special conditions of contract clause GCC 57.1
provides a requirement for Environmental Compliance
Certificate yet the bills of quantities did not provide for
restoration of fill and gravel borrow pits as it is
expected.

i There was lack of routine maintenance by the
station leading to overgrowth vegetation in drains,
shoulders and the culverts were silted.

I Rutting was observed on some sections.

I Gravel used as wearing course between Ch.
37+000 to Ch. 41+000 was of coarse type comprising
of oversize particles which exceed the nominal size
specified. Invert levels along the outlet channel/drain
for a number of culverts could not allow free flow of
water and caused stagnation. It was explained that
people do not allow such drains beyond the 30m road
reserve.

1 The side drain at Ch.12+676 under-scoured on
both sides for approximately 100m.

I One piece of culvert ring had cracked at Ch.30+750
Lhs.

9 Traffic warning signs especially for sharp bends
were missing for example for approaches to a bend
between Ch.31+000 to Ch.32+000.

1 A DCP check at Ch.7+900 revealed a poorly
compacted top layer which is susceptible to wearing off
fast.

1 An overpayment of Shs.58,833,000 was made in
respect of gravel as a result of paying for a wider
width of the road than was executed.

Maintenance and
Reconstruction of

1 The performance bond was addressed to MoWT
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Kamwenge T Dura 1
Rwimi Road (60km) by
M/s Marvel Contractors
and Road Maintenance
Ltd at Sh s.3,282,881,790

when the contracting authority was UNRA. It is not

clear how this is being managed by UNRA to guarantee
performance by the contractor.

1 The performance security expired on 21st
December 2013; while the defects or snags raised by
the Station Engineer had not yet been rectified at the

time of audit on 20th January 2014.

1 Another contractor instituted by Hima Cement was
found working on the same road hence overlapping
works when M/s Marvel had not been discharged. This
makes it difficult to differentiate between the works of

the two contractors.

1 The Works were tendered out when designs were
incomplete which delayed commencement and also led
to additional costs as the road had further deteriorated.

The gravel used contains more coarse aggregates of
nominal diameter greater than that specified. However,

the material test results in the progress report indicate

that it met the specification which implies that the

results could have been forged.

Term maint enance of 29
No selected National
roads TLot 6: |Iganga -

Mayuge road (20km),
Mayuge - Musita road
(14km), Mayuge -

Nankoma Road (23km)
and Mayuge - Bugadde -
Bwondha roads (39.8km)
by M/s Tegeka
Enterprises Ltd at
Shs.2,878,302,000

1 Delayed completion of works by the contractor
for a total of 74 days i.e. 20 days in the 1 % Cycle and
54 days in the 2" Cycle respectively

1 The provisions within cycles did not fully address
the necessary works on the road e.g. removal of
boulders and provision of fill materials in
embankments and low spots were not provided for.

1

Mayuge - Musita road section observations

I Stone pitching works worth Shs.8,568,000 were
destroyed by Mayuge Sugar company.

1 Inadequate camber observed at Ch.2+500,
5+100 and 12+700

1 Shoulder erosion was obsewved at ch.12+000
LHS

1 Water ponding was observed ialong the side
drain at 13+200 RHS within Mayuge Town.

1 The locals had blocked the side drain between
ch.9+600- 9+800 to hold water for brick making.

Mayuge 7 Bwondha Road section observations

1 Loss of camber on the road surface on some
sections e.g. from Ch. 0+800 i 1+100 and
ch.11+700.

1 The side drain at Ch.5+200 LHS and 5+200 was
blocked to create accesses to the adjacent premises.
1 The road width at some sections e.g. 9+600 and
26+700 was narrowed due to the presence of rock
outcrops. ;

I Cracks were observed on the bottom of cross
culvert at Ch.6+000 and Ch.26+000.

1 Inadequate culvert pipe cover at Ch.23+700 and
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34+100, the pipe cover was 210mm and 250mm
respectively instead of 500mm specified.

1
Iganga - Mayuge road section observations

1 Water ponding was observed along the side drain
in some sections e.g.Ch.1+200 LHS for about 200m

1 Overpayment of Shs.1,856,400for stone pitched
drains on Iganga i Mayuge road

7.24

TRANSPORT SECTOR DEVELOPMENT PROJECT

€) Compliance with the Financing Adgreement & GoU Financial

Requlations
It was observed that management had complied in all material aspects with the

financing agreement and GoU financial regulations except for the following

matters;

i) Inter -project borrowings

The project had an outstanding balance of Shs.1,828,815,000 lent out to other
projects at the close of the previous year, which was recognized as a receivable at
the start of the current financial year. During the financial year under review, the

project lent additional Shs.20,509,194,387 to other projects bringing the total
amount let out to Shs.22,338,009,387. The project also borrowed
Shs.22,495,281,514 from other projects resulting into a net payable of
Shs.157,272,127 as at 30" June, 2013.

Such movement of funds could affect the implementation of project activities.

Management explained that Government of Uganda (GoU) funds that had been
allocated to the Transport Corridor, another GoU Project, were utilized to pay for
Land and Property Compensation on the Vurra-Arua-Koboko-Oraba road corridor.
This was done as a temporary intervention to avoid possible undue delays and
disruption of civil works on the road corridor, which was at a critical stage of

implementation. Management further explained that the cause of the borrowing
was occasioned by the delays in release of GoU funds for the road. However, all
inter project borrowings referred to above have been fully settled in the financial

year 2013/14.
14¢



Management was advised to ensure that sufficient resources are obtained for the
project to enable proper implementation of project activities. Prior approval should

be sought before any borrowing or lending is undertaken.

i) Taxes to the Government

Withholding tax was properly computed on all the payments to the Pr oject service
providers and the payment vouchers indicate payment of the taxes due. However,
it was noted that Project management did not obtain copies of the withholding tax

certificates from Uganda Revenue Authority to confirm remittance and receipt.

Details are indicated in the table below.

Date Payee/particulars

30/10/2012 15% WHT from payment 111,162

18/2/2013 15% WHT from payment
70,673.9

Management responded that at the time of audit, WHT had not been
acknowledged by URA. URA delayedi i ssuing the TCCb6s becaus
provider is a foreign company. Management promised to avail the receipts for

audit once they are secured from the URA.

| advised project Management to obtain the certificates to enable proper

accountability.

iii) Procur ement

I noted that the contract awarded to a company worth USD 27,500 did not have a
procurement file containing necessary documentation to indicate which
procurement procedures were followed. | was therefore unable to ascertain that

the procurement complied with the PPDA regulations.

Although Management responded that the company was recommended by World

Bank to assist in the training of some critical staff in Contract Law and
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Management and had issued a No Obijection letter to the Ministry for this traini ng,

| was not provided this information.

| advised that procurements should be done in accordance with PPDA regulations.

ROAD SECTOR SUPPORT PROJECT | (RSSP I) - KABALE-

KISORO/BUNAGANA -KYANIKA ROAD

i) General Standards of Accounting and Internal Control
A review carried out on the General Standards of Accounting and internal control

system and the following shortcoming noted;

Observations from road tour

On 29" September 2012, the contractor finalized the road construction and
handed over the road to UNRA. During the period of 30" September 2012 to 30"
September, 2013, the project was under the defects liability period.

During a tour of the road with the UNRA western region station engineer on 25 "
October 2013, | observed that following;
1 At Km 34 + 900, one lane of the road developed a crack of about 4 inches
deep which was attributed to the nearby swamp.
At Km 37+700 to 900, one side of the road slid causing cracks at the sector.
At Km 66+700 the culvert on the left hand side of the road was cut off by

water running from the hill across the road.

Delayed repairs from the contractor may lead to accidents which in turn would

negatively impact on UNRAO®Gs public re

Management explained that the cracks at Km 34 and Km 37+900 were located in
a section whose defects liability period ended in 2011, while the culvert at Km
66+700 was damaged due to heavy rains which occurred in September 2013.
They further explained that the contract for the repair works had been approved
and works were scheduled to commence soon. Meanwhile the culvert would be
repaired as soon as the contractor commenced laying asphalt in the last 22 Km

which were originally completed with double surface dressing.
14¢
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| advised management to ensure that all defects are rectified by the con tractor as

agreed.

ROAD SECTOR SUPPORT PROJECT Il (RSSP Il - FORT PORTAL i

BUNDIBUGYO -LAMIA ROAD PROJECT

(@) Compliance with the Financing Agreement and GoU Financial
Regqulations

A review was carried out on the project compliance with the credit agreement

provisions and GoU financial regulations and it was noted that the project

complied in all material respects with the provisions in the agreement and applied

GoU regulations except in the following matters:

(b) Non Compliance with Income Tax Act Cap 340
It was noted that Shs.21,890,429,190 in respect of withholding tax was not

deducted and remitted to URA contrary to Section 119 of the Income Tax Act.

The practice could attract penalties in accordance with the Act.

In response, Management explained that according to the laws governing Works
Contracts, Contractors on development projects are paid on a reimbursement
basis. The BOQ includes bill items most of which are fixed by the employer with an
allowance for a pre-determined profit usually not exceeding 10%. Given this
scenario, issues relating to tax payment are directly handled by Uganda Revenue
Authority (URA) and the contractor. Management further added that because
these are large tax payers, most development contractors are exempt from

withholding Tax.

I informed management that in absence of exemption certificates the provisions of

the act should be applied.

(© Land and Property Compensation
Article V Section 5.01 of the loan agreement stated that prior to the

Commencement of construction works, all project-affected persons in the sections
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8.0

8.1

of Lotl and Lot2 should have been fully and adequately compensated in

accordance with the Resettlement Action Plan (RAP).

| noted that this Project is about 98% complete and 100% of the earthworks
done. However, an estimated 17% of the land and property owners were not

compensated prior to commencement of the construction work.

Management responded that this activity was affected by the beneficiaries who
could not be traced at the time of the compensation exercise before the
commencement of construction works. Some had already shifted to new locations
and other beneficiaries up to now have not yet resolved family disputes regarding
ownership, some lacked letters of administration and powers of Attorney,

recognising them as legitimate owners/administrators of the properties/estates.

| advised UNRA Management to follow up the compensation programme to avoid

unnecessary costs associated with litigation.

(d) Inter -Project transfers
At the start of the year under review, the p roject had borrowings amounting to

Shs.10,557,355,156 and receivables totaling Shs.9,976,813,707 from other
projects. During the year, the project borrowed additional Shs.19,401,143,149
from other Projects and also transferred Shs.4,956,492,685 to other projects
creating an overall payable position of Shs.14,444,650,464 at the end of the

financial year.

Although management responded that they obtained internal authorization for the
transfers, the inter project borrowings affect implementation arrangement o f the

project.

| advised management to minimize the inter project transfers as these could

disrupt the implementation of project activities.

THE UGANDA ROAD FUND

Failure to Implement the Uganda Road Fund Act
15C



8.2

I noted that the Fund does not operate as envi sioned and may not effectively
finance the maintenance of the public roads due to failure to observe the

applicable laws as indicated below:

(a) Implementation of the Road Fund Act I _Collection of Road User

Charges
According to Section 21 of the Uganda Road Rund Act, Uganda Road Fund is

required to collect road user charges. However, it is Uganda Revenue Authority
(URA)that collects road user charges. Due to this conflict in the two laws,
Management of Uganda Road Fund has failed to operationalize the provison in the

Road Fund Act which may hamper the activities of the entity.

Management explained that action has been taken by seeking advice of the
Solicitor General (SG). In the meantime, a cabinet memo has been drafted with
regard to the matter and awaits action by the Minister of Finance, Planning and

Economic Development.

| have advised management to liaise with the various stakeholders in a bid to

harmonize the various laws impacting on the operations of the Fund.

(b) Lack of Requlations operationalizing t he Fund Act

Following the enactment of the URF Act, 2008 it was incumbent upon
Management and the Board to ensure regulations are developed that would guide
the secretariat in application of the same Act and the operations of the Fund.
However, | notedthat f or the past 4 years of the Fund

operating without regulations contrary to Section 49 (1) of the Act.

In their response, management explained that regulations have been drafted and
are scheduled to be considered at the 41st Board meeting expected to take place
early 2014 and thereafter forward them for gazetting by the Minister of Finance ,

Planning and Economic Development

The outcome of the above management commitment is awaited.

Funds Released to Designated Agencies
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8.3

8.4

Contrary to the URF Accounting Policies and procedures Manual that requires that
within two weeks after the end of each quarter, designated agencies are required
to submit accountability statements in respect of the monies of the Fund released
to them in the qu arter; Shs.12,415,977,407 worth of releases to delegated
Agencies had not been accounted for by the Agencies by way of statements of
expenditure at the time of reporting. The Accountability statement is supposed to
show the amount spent for each activity. | explained to management that there is

a risk that the funds could have been diverted for unauthorized activities.

In response, the Accounting Officer explained that he has always faced challenges
of obtaining statements of expenditure in time from the Agencies but was

following up the matter.

| have advised the Accounting Officer to institute measures with a view of

ensuring that the funds are accounted for.

Lack of a Risk Monitoring Guide (RMG)

It is best practice that Management periodically assesses the risks the entity faces
from both external and internal sources and take appropriate action to manage
the identified risks. This is possible with the existence of the RMG. However, it was
noted that there is no RMG in place. | explained to management that a RMG
facilitates effective risk assessment and aids managers to take prompt and
appropriate action to mitigate them. Besides, it directs resources where they are

needed most.

In response, the accounting officer explained that the RMG is being drafted and is
expected to be ready by February 2014. An expert was hired to carry out the

assignment. The outcome is a waited.

Lack of an approved Staff Training Policy (STP)

Good Human Resource practices require an organization to put in place a Staff

Training Policy (STP) to guide Management with detailed guidelines in the

development of its human resource personnel for effective service delivery. During

the review, it was noted that management does not have an approved STP in
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8.5

8.6

place to guide in effective training of its staff . In the absence of a training policy,
there is a risk that irrelevant training courses could be undertaken that may not
add value to the entity leading to wasteful expenditure and or misuse of the

training budget.

In their response, management explained that the training policy is before the

Board for approval.

| advised management to follow up the matter and have the policy approved.

Failure to Dispose Old equipment

It is good practice that assets that are no longer of economic value to the
organization be disposed off and the profits or losses that accrue from such sales
subsequently disclosed in the financial statements. Inspection of the stores of the
Fund revealed that a number of items including ICT equipment, photocopier, Air
conditioners, office chairs and tyres were in store yet they did not seem to be of
any further use to URF. These items occupy space that would otherwise be
occupied by more valuable stocks. Besides, they are likely to deteriorate further;

leading to loss of any possible value that could be recovered from their sale.

In their response, management indicated that based on the recommendations of
the board of survey, the process to dispose the equipment shall commence soon

and conclude in early 2015.

| advised Management to expedite the process to avoid continued loss of benefits

that would accrue from the disposal.

Irreqular use of Fund vehicle

It was noted that the Chairman of the Board uses a Fund vehicle that was
allocated to him for temporary usage in the Monitoring and Evaluation (M & E) of
the maintenance program in May 2011 until the monitoring unit was set up.

However, the Chairman has continued using the vehicle even after the unit was

set up. The board member s6 e mskindtoflbenafieht s

explained to management that making allocations of benefits beyond the
15¢
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8.7

approved entitlements is irregular. Besides, there is a risk that decisions are not
done with adequate independent objectivity, which is contrary to Corporate

Govemance principles.

In their response, management explained that the vehicle was released for
temporary usage for monitoring and evaluation of KCCA and UNRA network
because at that time the M&E department was not fully set up. Management
further explained that they are yet to seek authority for the use of the vehicle
from MoFPED. However, at the time of reporting, the authority had not been

availed.

| advised management that in absence of authority the vehicle should be returned

and associated costs be reovered accordingly.

Fund Budget Performance I failure to implement planned activities

It was noted that management did not achieve some of its set targets for the year

as indicated below:

Output definition Annual Actual Out = Audit Remarks
Target Put
Develop the 5 year strategic £ 1No. 5 year Nil Not realized.
plan and business plan FY strategic plan
2012/13
Acquire road condition data Compile  an Nil Not realized.
across the entire network inventory  of
road condition
data by Q3
Physical and Financial 4No. Nil Not realized
Performance reports of DAs
URF Internal Monitoring 2No. 1 report | Did not deliver as
Reports produced. expected.

| explained to management that failure to implement the planned programs

affects the fulfilIment of the objectives of the Fund.

| advised Management to implement activities appropriated by Parliament as

planned.
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9.1

JUSTICE LAW AND ORDER SECTOR

MINISTRY OF JUSTICE AND CONSTITUTIONAL AFFAIRS

Court Awards and Compensations

One of the responsibilities of the MoJCA is to represent government in any claims
made against it and to settle compensation and court awards arising from such
claims. By the end of the financial year government was indebted to a tune of
Shs.164bn as reflected in the financial statements. An examination of documents

relating to the amount revealed the following;

i) Accumulation of arrears

The arrears figure rose by 200% from Shs.82b in the year 2011/12 to Shs.164bn
in the year under audit. This raises the question of the extent to which
government is making effort to minimize court awards and compensations. During
discussions the Accounting Officer explained that it was important for government
to decentralize the payments of court awards and compensations to the entities
where the causation of the award/compen sation is. This would enable linkage of
payment/loss directly with the cause of the loss. The benefit of this would be two
fold; 1) The causer of the loss would (if culpable) be held liable; and 2) The entity
involved would have direct interest in the case and would therefore strive to have
the case expeditiously and effectively concluded. This action in his opinion would

reduce on the rapid accumulation of the arrears.

I concurred with him and informed him that | would bring the matter of

decentralization of payment of court awards to the attention of Parliament.

ii) Payment of arrears

From the commentary on the financial statements by the Ministry Accounting
Officer, as at 30th June, 2013, the Ministry of Finance Planning and Economic
Development (MoFPED) ha been releasing minimal sums of money to settle this
item of Statutory Court Awards, as per the approved budget. For the financial year
2012/2013 only Shs.4.3 billion was approved and released by MoFPED for the

15¢



9.2

item. The delays in settling claims only worsen the situation and leads to

accumulating unmanageable amounts.

Management explained that they have continued to engage MoFPED and other
stake holders to ensure that reasonable provision for the Court awards and
Compensation is availed to the Ministry. They explained that they continue to do
this through the Parliamentary committees and letters to MOFPED requesting for

supplementary funding and an increase of the MTEF.

iii) Documentation

I was not provided with documentation in respect of the claims, court awards and
ledgers to support the figure. As a consequence, | was unable to verify the

correctness of the figure of court awards and compensations.

| advised Management to provide documentation to support the amount of court

awards and compensations in the financial statements.

Other Operating expenses (recurrent)

The Statement of Financial Performance for the year ended 30th June 2013
reported miscellaneous expenses (recurrent) of Shs.88, 545,581,549. However,
total transfers received from the Treasury were only Shs.36,868,184,164 and
there was no evidence of the supplementary budget extended to MoJCA.
Furthermore, the details and accountability documents for the miscellaneous other
expenses were not provided. As such | was unable to confirm the amounts

reflected as miscellaneous revenue.

Management responded that Shs.88,545,581,549 billion in question relates to
the liabilities for the financial years 2012/13, which included:;
Shs.87,621,581,679 court wards, human rights tribunals awards,
compensations, rent, and contribution to international organizations, as well as
Shs.923,999,870 expended on utility and other operational expenses. However, |

was unable to confirm the amounts as there was no documentation to the effect.
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9.4

9.5

| advised management to ensure that proper accounting records are posted and

maintained to support accounting transactions.

Rent Payments (Produced Assets Private Entities)

It was noted that the Budget for Rent (produced assets to private entities) was
Shs.2,403,815,000. However, the actual expenditure as revealed by the
transactions on payment vouchers totalled to Shs.3,477,321,924. This caused over
expenditure on rent Shs.1,073,506,924.

| find it irregular to spend above the budget allocation without authority a nd/or

previous year disclosure as domestic arrears.

Absence of Strategic Plan

A strategic plan provides an organization with purpose and direction. It is an
important tool in steering an organization towards its Vision, Mission and the
overall Mandate. Annual activities undertaken by any organization should be
derived from the strategic plan. However, it was noted that the Ministry lacked an

approved Strategic Plan for the period 2012/13-2016/17. A draft plan had been
prepared but had not yet been approved a year into the period into which it was

supposed to be operational. Absence of an approved strategic plan as an overall

guide to planning and priority setting, could lead to sub optimal choices.

Management reaffirmed the existence of a draft. This is awaiting the input of the

Political leadership.

| advised Management to expedite the approval of the strategic investment plan.

Non -divestiture of Centre for Alternative Dispute Resolution (CADRE)

The Arbitration and Conciliation Act, 2000 (Cap.4) is an amendment of the laws
relating to Domestic Arbitration, International Commercial Arbitration,
Enforcement of Foreign arbitral awards and to define the law relating to
conciliation. The Act establishes the Centre for Arbitration and Dispute Resolution
(CADRE).



The rationale for establishing CADRE was to promote arbitration and alternative
dispute resolution to decongest the Commercial Court and create a conducive

business environment for promotion of business and attract investments.

CADRE is one of the agencies which was recommended for divestiture into

autonomous status, however, it has not been operationalized since 2000 when

comprehensive restructuring was done. Operationalizing CADRE would imply a
critical part of Go v er n memptoved dase flagyaimtod a 6 s st r
traditional courts, and reducing greatly commercial cases reaching the court.

However, the provisions of the Arbitration and Conciliation Act relating to

establishment and operations of Centre for Alternative Dispute Resolution are not

being implemented. As a result, the objectives for legal framework provisions for

CADRE to promote arbitration and decongest the Commercial courts are not being

realized.

Management explained that between 2009 and 2011 the Ministry together wit h
the JLOS sector secretariat and Ministry of Public Service finalized the
institutional  arrangement in accordance  with the  Arbitration and
Reconciliation Act Cap 4. The draft was approved in the same year by the
governing council of CADRE. The Ministry submitted the Organizational
Structure for CADRE to Ministry of Public Service for approval. Since then
several reminders have been made to Ministry of Public Service coupled
with discussions convened by Parliament to resolve the establishment of

CADRE but to date nothing has been done.

| advised MoJCA to divest and restructure CADRE and Government to provide seed
money as capital investment for CADRE to firmly establish itself. Special provisions
for Arbitration and Conciliation Act relating to establishment and operationalizing

CADRE should be implemented in order to achieve the objective of the Act.

Inadequate Records Management

It was observed that the records management system is inadequate because the
Mini stryés case management filling system is
case and advice request files that require tracing, quick movement and action
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which is not possible in the manual system. As the Directorates and Departments
have pending cases for a long time, tracing these documentation from manual

records can be cumbersome and subject to abuse.

Management responded that the Ministry in the past had challenges in the

management of records. However the Ministry has started an Electronic

Document and Records Management Systems (EDRMS) programme which will

help in the streamlining of information management , that is; processing,

storing accessing and retrieving. Management further explained that at the
momenttheyhave procur ed Laserfiche E one of t|
the electronic records management industry. Additional server hardware and

database software have also been procured to provide a platform for

storage.

| advised Management to computerize records so as to improve information flow

and protection.

Outdated Organizational Structure

During the review of the Ministry of Justice and Constitutional Affairs
Organizational structure, it was established that the Organization Structure in use
was last approved in the restructuring in the year 2000. Since that time the
Ministry has grown both in number of staff and scope of work. For instance, the
post of the Minister of Justice and Constitutional Affairs was created and Regional
Offices opened in the four regions of Arua, Gulu, Mbarara and Mbale. There are

also plans to create more regional offices at Masaka, Fort portal and Moroto.

Whereas the opening of Regional Offices was a welcome initiative as this enables
most legal issues pertinent to the public to be handled at regional level and
decongest functions at the Ministry headquarters particularly at lower levels, their
absence on the formal organizational structure of the Ministry causes legal and

administrative challenges in their operations.

Management explained that the Ministryods str

Consultants and they submitted the final report of the proposed structure to the

15¢



9.8

9.9

Ministry of Public Service for consideration. Management is awaiting a response

from Ministry of Public Service.

| advised Management to follow up approval of the revised structure with the

Ministry of Public Service.

Staffing gaps

Section 15(9) of the standing Orders, 2010 mandates the Ministry of Public Service
to determine the struc ture, terms and conditions of service in Government entities.
Furthermore, good strategic planning requires an entity to carry out human

resource planning to ensure that an adequate number of qualified staff is in place
to carry out the operational activit ies of an entity so as to enable her achieve
strategic objectives.

According to the staff establishment, the approved number of positions is 340 and
only 273 positions were filled by the time of audit, while 67 positions remained

vacant, which is 19.7% of the workforce of the Ministry. The unfilled positions

i mpact negatively on the achievement

activity outputs.

Management explained that vital positions of Solicitor General, Director Legal
Advisory Services, Directa Civil Litigation, Commissioner Civil Litigation
(Institutions), Commissioner Legal Advisory Services (Local Government) and
Secretary Law Council in the Ministry have all been filled except for the position of
Administrator General and Commissioner Legisative Drafting (Local Government)
which were externally advertised by PSC and one person applied for the post of
Administrator General while the post of Commissioner Legal Drafting (Local
Government) did not attract any candidate due to the need for speci alized training
in Legal Drafting. Management is waiting for the Commission to conclude with the

recruitment process.

| advised Management to expedite the process of filling all the vacant posts.

Unfilled positions of Administrator General and Deputy Administrator

General
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The Administrator General 6s Act , 1933 (Cap.
powers and functions of the Administrator Ge
Act establishes the office of the Administrator General. It also provides for t he
appointment of the Administrator General, the Deputy Administrator General and
Assistant Administrator General, subject to the law relating to the appointment of

persons onto the Public Service.

It was noted that, the Ministry under department of Admi nistrator General,

provides only for the Administrator General i one post which is not filled. There is

no provision for the Deputy Administrator General. The current situation in the

office of Administrator General is that, the department is headed by two Principal

State Attorneys. This is contrary to the Adr
157) and The Succession Act, 1906 (Cap.162).

Management explained that the Office of the Administrator General is a
department under the Ministry of Justice and Constitutional Affairs whose
organizational structure is approved by the Ministry of Public Service. The
office does not recruit its own staff, the recruitment is done by Public

Service Commission and the deployment is done by the Ministry of Justice and

Constitutional Affairs.

I advi sed Management to ensure that the Admi
accordance with the provisions of the Admin
157).

9.10 Staffing gaps in the Law Council

Part Il of the Advocates Act prescribes the establishment and functions of the Law
Council. To effect independent execution of the above functions, Ministry of
Justice and Constitutional Affairs, at the restructuring exercise of 2000
recommended divesture of the Law Council to a semi-autonomous status, which
recommendation was meant to divest the Law Council to allow independence of
professional conduct with less due influence from any organ of Government with

direct control.
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However, the Council by the time of audit (January 2014) had not been divested
and continues to operate under full support of Ministry of Justice with huge
staffing gaps. The Law Council was operating with only a Secretary and an office
attendant. This situation has greatly affected th e work of the Council as there are

many pending cases that are yet to be handled by the Council.

Management in their response explained that the only approved posts are; of
Secretary, Law Council and Office Attendant which are substantively filled. The
remaining posts are filled by officers drawn from other Directorates/Departments.

This concern will be addressed after the approval of the proposed structure.

| advised Management to address the staffing gaps of the Law Council in
accordance with section 2 of the Advocates Act (Cap. 267) and the Advocates
(Amendment) Act, 2002.

Lack of Quality Assurance Unit

It is best practice now that entities should have a functional unit for Quality

Assurance that provides function of diligence and adherence to procedures.
However, it was noted that Ministry did not have an established function of Quality

Assurance. As a result of this, Ministry of Justice and Constitutional Affairs has
continued to experience problems of ensuring due process, diligence and
adherence to procedures in dispensation of justice especially in the provision of
legal support and advisory services on contracts and civil litigation that involve

compensations.

Management responded that the post is reflected in the proposed structure of the
Ministry. | advised Management to expedite the approval of the new proposed

structure.

Lack of Estates Manager

With the support of JLOS SWAP project at the sector, Ministry of Justice and

Constitutional Affairs is undertaking major structural developments throu ghout the

sector in form of JLOS house and MiniJLOS houses in every region in the country.

These establishments at the Headquarters and regions need to be maintained.
162



Maintenance of Government infrastructure is often neglected and/or left to non -
technical care takers who are not able to assess technical requirements in case of
any repairs. It has been observed the function and position of estates

management is not yet established in the Ministry.

Management stated that the post of Estates Officerisreflect ed i n t he Mini s
proposed structure which is yet to be approved by Ministry of Public Service. |

await the outcome of the proposed structure.

9.13 Mischarge of Expenditure

A review of payments revealed that there were mischarges under various codes of
Shs1,356,763,496 during the year under review without authority. In the
absence of mechanism to monitor movement of funds from one code to another,
the principal of proper accountability spelt out in the TAI is violated and gives
avenue for the diversion of funds from the rightful activities. The mischarges also

lead to misrepresentation in the financial statements.

Management explained that due to lack of money on relevant activity items,
management was compelled to charge areas where there was money to meet
urgent travel abroad, travel inland and other urgent operational requirements to

mention a few.

| advised Management to_streamline the budgeting process to ensure that
sufficient funds are allocated to each account. Authority should be sought before

any reallocations are made.

9.14 Motor Vehicle Repairs

The Ministry spent total sum of Shs.225,873,321 for repairs of motor vehicles.
Examination of records revealed that, there was no technical assessment done to

the motor vehicles before and after repair contrary to Section 816 of TAI.

Management explained that failure to carry out technical assessment before and
after repairs was an oversight which was highly regrettable. Management further

explained that the cost and frequency of rep airs of the Ministry Vehicles is
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