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PART ONE

RESPONSIBILITY OF THE AUDITOR GENERAL AND THE LEGAL FRAME WORK

Thi s is Volume 4 of the Auditor General 0s al
presents a summary of the audit reports issued for Statutory Corporations, Boards,
Councils and Institutes audited during the period 1 * April 2012 to 31 March 2013.

Mandate and Legal Frame Work

The 1995 Constitution of the Republic of Uganda under Article 163 (3) as amplified by
Section 17 of the National Audit Act 2008, and other various Acts of Parliament
establishing Statutory Corporations and State Enterprises require the Auditor General to
examine and audit the accounts of these entities and submit annually a report to
Parliament on the financial as well as value for money audits. In addition, the Auditor
General is mandated to carry out special audits on any matter and report to Parliament.
Section 18 of the National Audit Act also mandates the Auditor General to inquire into,
examine, investigate and report, as he or she considers necessary, on the expenditure
of public monies disbursed, advanced, or guaranteed to a private organization or body in

which government has no controlling interest.

The Auditor Generalés Responsibilities

The objective of the Auditor General s work w
and report to parliament by expressing an independent opinion as to whether the
financial statements, in all material respects, fairly reflect the results of operations of the
entities in accordance with a given financial reporting framework and in the manner
consistent with the respective Acts and Statutes establishing these entities as well as
complying with the relevant laws and regulations applicable to financial matters. The
audits are normally conducted in accordance with the International Standards on
Auditing (ISA). These standards require that ethical requirements are complied with and
the audit is planned and performed to obtain reasonable assurance as to whether the

financial statements are free from material error or misstatement.

The audit also includes obtaining sufficient and appropriate evidence supporting the
amounts and disclosures in the financial statements to provide a basis for making an

opinion. The audit procedures selected depend
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assessment of risks of material misstatements of the financial statements, whether due
to fraud or error. In making risk assessments, the auditor considers internal controls
relevant to the entityés preparation and fair
order to design audit procedures that are appropriate in the circumstances. An opinion
wi || al so be expressed as to whether or not a
that causes him/her to believe that material errors and non -compliance with laws and

regulations, applicable to financial matters, had occurred.

Responsibilities of Public Organizations on the Financial Statements

It is the responsibility of the Directors of the audited entities to prepare financial
statements which give a true and fair view of th e state of affairs and operating results of
their entities in accordance with International Financial Reporting Standards and the
various Acts and Statutes establishing them. This responsibility also includes designing,
implementing and maintaining internal controls relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether
due to fraud or error, selecting and applying appropriate accounting policies and making
accounting estimates that are reasonable in the circumstances. The audit of financial
statements does not relieve management, or those charged with governance of their

responsibility.

Representations by Management

As part of normal audit procedures, the auditor will where necessary, requ est
management of audited entities to provide written confirmations of oral representations
that have been received from management during the course of the audit. After
conducting audits based on the scope o0& the ¢
auditor shall report to management in writing, any significant weaknesses based on
observations on the internal control system and other areas that come to his/her notice
which he/ she considers necessary to be abroughi

Management letter.

STATUS OF ACCOUNTS AUDITED DURING THE YEAR

A total of 75 Statutory Corporations, Councils, and Institutes were audited during the

year under review. Some of the statutory entities do not have their accounting date co-
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terminus with the government financial year. Therefore, four different accounting dates

feature in the accounts of the entities as follows: -

. Year ending 30" June,

o Year ending 30" September,
. Year ending 31* October and
. Year ending 31* December.

STATUS OF COMPLETION OF AUDITS

As pointed out under paragraph 2.0, during the Period 1% April 2012 to 31° March 2013,

a total of 76 entities were audited. Of these, a total of 70 were completed while 6 were

under progress by the time this report was issued as shown in the table below: -

Entity Type of opinions
Unqualified |Qualified |Disclaimer | Adverse
1. Uganda Electricity Transmission Co. \%
Ltd.
2. Rural Electricity Agency V
3. Kilembe Mines \%
4, Uganda Electricity Generation Co. Ltd. Vv
5. Uganda Electricity Distribution Co. \
Ltd.
6. Electricity Regulatory Authority \%
7. Amber House Ltd \%
HEALTH SECTOR
8. Uganda Medical & Dental Practitioners \%
9. The Uganda Nurses and Midwives V
Council
10. | National Medical Stores \%
11. | Allied Health Professionals \Y
EDUCATION SECTOR
12. | National Council for Sports (2011) \%
13. | National Council for Sports (2012) \%
14. | Uganda National Examinations Board \%
15. | National Curriculum Development \%
Centre
16. | Uganda National Council for Higher \%
Education
17. | Nakivubo War Memorial Stadium V
18. | Mandela National Stadium \
ICT SECTOR
19. | New Vision \Y




Entity

Type of opinions

20. | Uganda Printing and Publishing \%
Corporation
21. | Uganda Communication Commission V
22. | Broadcasting Council \
23. | Uganda Institute of Information & V
Communication Technology
24. | Rural Communication Development \%
Fund
25. | Uganda National Council of Science & \
Technology
26. | National Information Technology V
Authority
27. | Uganda Post Ltd (2010)
28. | Uganda Broadcasting Corporation
TRADE AND TOURISM SECTOR
29. | Management Training and Advisory \%
Centre
30. | Uganda Wildlife Education Centre \%
31. | Uganda National Bureau of Standards \%
32. | Uganda Tourism Board V
33. | Nile Hotel International Ltd vV
34. | Uganda Wildlife Authority Vv
35. | Uganda Export Promotion Board \%
36. | Uganda Property Holdings \%
37. | Uganda Development Co. Ltd(2009) \Y
38. | Uganda Development Co. Ltd(2010) \%
39. | Uganda Wildlife Training Institute \%
Land Sector
40. | National Housing & Construction Co. \%
Gender Sector
41. | National Social Security Fund \%
42 INat i onal Wo mends Y,
43 | National Council for Children \%
44 | National Council for Disability \%
45 | National Youth Council \%
46 | National Library of Uganda \%
Accountability Sector
47 | Bank of Uganda V
48 | Uganda Development Bank
49 | Capital Markets Authority \Y
50 | Uganda Investment Authority \Y
51 | Uganda Bureau of Statistics V
52 | National Planning Authority \%
53 | Insurance Regulatory Authority \%
54 | Uganda Revenue Authority \




55

Public Procurement & Disposal of
Public Assets

56

Post Bank

57

Privatization and Utility Sector
Reform Project (PUSRP)

Agriculture Sector

58

Dairy Development Authority

59

Cotton Development Organisation

60

COCTU

61

National Animal Genetic Resource
Centre & Data Bank (NAGRIC)

62

Uganda Coffee Development Authority

<l <I<|I<

JLOS

63

Law Development Centre

64

Amnesty Commission

Security

65

Uganda Air Cargo Corporation

66

NEC & Subsidiaries

Water & Environment

67

National Water & Sewerage Corp

68

National Forestry Authority

Public Works and Transport
Sector

69

Civil Aviation Authority(2011)

70

Civil Aviation Authority(2012)

\Y,

Totals

41

25

Audited but no t Certified due to Unsubmitted Signed A ccounts: -

| |Enety 000000000000 |FinancialYear

National Drug Authority

1

2012

2

Uganda Railways Corporation

2012

Audits in Progress: -




1 | Crested Crane Hotel & Tourism 2012 Awaiting management responses to
Training Institute management letter

2 | Uganda National Cultural Centre 2012 Awaiting management responses to
(UNCC) management letter
HEALTH SECTOR

3 | Joint Clinical Research Centre 2012 To harmonise reporting periods

between the entity and donor funding

ICT SECTOR

4 | Posta Uganda 2011 & | Audits still in progress

2012

BASIS AND TYPES OF OPINIONS ISSUED

During the Period 1% April 2012 to 31* March 2013 a total of 70 opinions were issued of

which unqualified, qualified, adverse and disclaimer of opinions were as follows;

Unqualified 41
Qualified 25
Disclaimer 4
Adverse 0
Total 70

Figure 1 showing the proportion of audit opinions in the current period

Types of Opinions (2012

0%

m Unqualified Opinion
m Qualified Opinion
m Disclaimer of Opinion

m Adverse Opinion




Analysis of the financial statements audited and type of opinions issued between 2009

and 2012 revealed the following;

Opinions Year

2009 2010 2011 2012
Unqualified Opinion 53 74 42 41
Qualified O pinion 50 57 25 25
Disclaimer of Opinion 7 9 2 4
Adverse O pinion 1 1 0 0
TOTAL 111 141 69 70

Figure 2 showing comparison of types of opinions issued in the last four

years: -

70.0

60.0 ﬁ
50.0

30.0

Percentage

20.0

10.0

0.0

2009 2010

2011

2012

Types of Opinions Issued (201:

—o— Unqualified Opinion

—— Quialified Opinion

Disclaimer of Opinion

—>Adverse Opinion

Unqualified opinions

An unqualified audit opinion is issued when the Auditor is able to express an opinion and

concludes that the financial statements of an audited entity give a true and fair view or

are presented fairly, in all material respects, in accordance with the stated financial

reporting framework and the various Acts and Statutes establishing the State

Enterprises, Statutory Authorities and Commissions. In the year under review 41

unqualified opinions were issued.

10




Qualified opinions

An Auditor expresses a qualified opinion when: (a) The Auditor, having obtained
sufficient appropriate audit evidence, concludes that misstatements, individually or in
aggregate, are material, but not pervasive, to the financial statements; or (b) The
auditor is unable to obtain sufficient appropriate audit evidence on which to base the
opinion, but the auditor concludes that the possible effects on the financial statements
of undetected misstatements, if any, could be material but not pervasive. In the yea r

under review 25 qualified opinions were issued.

Disclaimer of Opinion

The Auditor disclaims an opinion when the auditor is unable to obtain sufficient
appropriate audit evidence on which to base the opinion, and the Auditor concludes that
the possible effects on the financial statements of undetected misstatements, if any,
could be both material and pervasive. The Auditor shall disclaim an opinion when, in
extremely rare circumstances involving multiple uncertainties, the Auditor concludes
that, notwiths tanding having obtained sufficient appropriate audit evidence regarding
each of the individual uncertainties, it is not possible to form an opinion on the financial
statements due to the potential interaction of the uncertainties and their possible
cumulative effect on the financial statements. During the year under review; |

disclaimed an opinion on the financial statements of four (4) public organizations.

Adverse Opinion

The Auditor shall express an adverse opinion when the Auditor, having obtained
sufficient appropriate audit evidence, concludes that misstatements, individually or in
the aggregate, are both material and pervasive to the financial statements. During the

year | did not issue any adverse opinion to any public organization.

11



5.0

5.1

52

KEY AUDIT FINDINGS

A summary of the key findings arising from the audit of statutory corporations is

highlighted below: -

As reported in my previous report, Bank of Uganda provided letters of comfort
(promissory notes) to four commercial banks on the basis that Haba Group
had compensation claims from the Government of Uganda. Haba group
subsequently did not honor their obligations to the commercial banks and the
Minister of Finance Planning and Economic Development wrote to Bank of
Uganda fo pay the commercial ba nks. These payments were made on
different dates in 2011 to the various commercial banks. The Ministry offered

to indemnify BOU on all the payments once necessary budgetary provisions
have been made. As at 30 " June, 2012, Bank of Uganda was yet to be
reim bursed by Ministry of Finance, Planning and Economic Development. The
payment made by Bank of Uganda could be interpreted to mean a temporary
advance to Government of Uganda under Section 33 of Bank of Uganda Act.

Consequently, BOU should be charging inter est on the outstanding balance.

Management explained that discussions are on -going between the Ministry of
Finance Planning and Economic Development and the Bank aimed at having
this matter resolved. | advised that Management should accelerate recovery

mea sures with the Ministry of Finance, Planning and Economic Development.

As at 30th June 2012, BoUb6s capital excludi ng
deficit of Shs.226 billion (2011: 116 biflion). The capital has been eroded over

time mainly due to operating /o sses and accordingly the capital is impaired

and requires redemption from the Government in accordance with section 14

of Bank of Uganda Act. | noted from correspondences between the Bank and

Ministry of Finance, Planning and Economic Development that the capital
adequacy issues are currently under discussions but no formal plan has yet

been agreed. The bank may not be able to effectively execute its functions as

envisaged in the Constitution of Republic of Uganda and Bank of Uganda Act.

Management explaine d that the Bank has developed a recapitalization plan

which was forwarded to the Ministry of Finance Planning and Economic

12
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Development for consideration and that discussions are on -going with the
Ministry to recapitalize the Bank in accordance with Section 14(4) of the Bank
of Uganda Act. | recommended that Management should expedite the current
discussions with the Ministry of Finance, Planning and Economic Development

and ensure that the bank is recapitalized.

At the time of the audit field work, vario us irregularities were reported
regarding the accounts relating to the office of the Prime Minister at Bank of
Uganda. The matter was still under investigation by various agencies
including Bank of Uganda internal audit, Criminal Intelligence and
Investiga tions Directorate and the Public Accounts Committee, as such the
outcome of the investigations by those bodies could not be determined at the

time of the audit

Management explained that they are still awaiting the outcome of the
investigations and in addi  tion, the issue is already in court with no conclusive
Judgment. Management further indicated that appropriate action will be

taken based on the outcome of the investigation.

! advised that Management should work with the agencies who are currently
invest [gating the matter and ensure that appropriate action is taken based on

the findings.

In 2010, NSSF procured land measuring about 463.87 acres in Busiro
Temangalo at a cost of Shs.16 billion. During the year under review, the Fund
engaged the services of a nother professional valuer whose report indicated
that there was a Shs.3.84 billion reduction in the fair value of the said land.
This was as a result of presence of squatters on the land and development of

a swamp measuring about 67 acres which were not ¢ onsidered in the
previous valuation done, on the basis of which the Fund procured the land in
question. Although the terms between NSSF and the vendors were that the
land would be free of encumbrances including settlement of tenants and
squatters on the la  nd, the issue of squatters and tenants on the land had not
been resolved as of 30 th June 2012 when the valuation was done. It was
explained that the vendors instead offered to exchange the affected land with

alternative adjoining land that is free of encum brances which proposal was
13
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rejected by the Minister for Finance Planning and Economic Development. The

Fund has now opted to put the matter to arbitration.

A finance contract was signed between the Government of the Republic of
Uganda , the European Investment Bank (EIB) and Kilembe Mines Limited
(KML) for US$.8,800,000. The proceeds of this loan were used to part finance

the purchase of the Equity in Kasese Cobalt Company Limited (KCCL).
Accordingly KML opened a Trustee account with St andard Chartered Bank (U)
Limited into which all dividends and cash distributions from KCCL in respect

of this investment would be credited.

However, it was noted that there was no evidence of any dividend having
been deposited onto this trust account. It was further noted that under the
agreement a c¢clause was [ nserted which

loan has not been fully repaid on 25 " November 2014, EIB shall cancel the

Sstates

borrower s obligation i n respect of the ren

Jjustification for this clause was not provided. Besides, such a clause only
serves as a dis -incentive to honour repayment by the due date of 25
November, 2014.

A review of the financial statements of Uganda Communications Commission
revealed that it was i  ndebted to URA to the tune of Shs.29,394,038,994 in
Corporation Tax Arrears. The Commission has continued to accumulate such

tax obligations without settling the amounts due to the Tax Body. Delayed or

non -remittance of taxes denies revenue to the Treasury and may lead to

surcharges from the tax authority.

As reported in the previous audit report, Nile Hotel International Ltd (NHIL),

the Government of Uganda and TPS (U) Lid signed a Concession agreement
dated 15th January, 2004. According to the agreement, NHIL was to earn 4%
from the gross Revenue of TPS (Uganda) limited. It was however noted that

the agreement did not provide an independent mechanism under which NHIL

could verify the gross revenue earned by TPS (Uganda) Ltd so as to assess the

fees to be p aid to NHIL.

14
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As a result, NHIL is wholly dependent on information provided by TPS
(Uganda) Ltd to determine the gross revenues and therefore compute the
concession fees. In the absence of an independent verification mechanism, /

could not confirm the comp  leteness and accuracy of the concession income
reported in the financial statements. There is a risk that the Concessionaire

may under declare th e gross revenue and hence remit less fees to NHIL.

Included in the Statement of Financial Position and note 8 to the Financial
statements of Uganda Development Company Ltd is a long term loan
obtained  from the European Investment Bank amounting to
Shs.1,611,787,000. The principal loan amount was Euros.477,693.61
(equivalent to Shs.1,304,003,000) which was used to acquire equity in DFCU
and was meant to be settled using dividends from the shares which were held

by the Ministry of Finance, Planning and Economic Development (MoFPED).

In the circumstances, the Jloan continues to attract Interest on the
outstanding amoun t and further exposes the Company to foreign exchange

risk.

It was noted that as a result of a cabinet directive to revive Uganda
Development Corporation (UDC), two entities namely Uganda Development
Company Limited (within Privatization Unit) and Uganda D evelopment
Corporation located at Soliz House operated side by side during the year
under review. In the circumstances, duplication of mandate is highly

probable.

Sections 9 and 13 of the Public Finance and Accountability Act, 2003 require

all revenue due to Government to be remitted to the Consolidated Fund and

be appropriated by Parliament in accordance with the Appropriation Act. In
addition, the International Accounting Standard (IAS) 32 requires that
financial assets and financial liabilities are offse t if there is an enforceable
legal right to do so. However, it was noted that during the year under review,

the National Housing and Construction Company (NHCC) withheld dividend

due to Government amounting to Shs.2.11 billion which was offset against

rece ivables (rent) due to the company from State House and Ministry of

Defence which are occupying the companyods

15
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di vi dends payable and trade receivables repor
statements are understated by Shs.2.11 billi on, which is contrary to the

requirements under IAS 32 as well as the Public Finance and Accountability

Act 2003.

5.11 National Housing and Construction Corporation leased from Kireka Estate
Limited, 250 acres of land for 99 years from January 1966 and 42.6 acres for
49 years from September 1968. In 2003, Kireka Estates Ltd, sued the
Company for breach of the terms of the lease agreement which included
failure to pay ground rent, change in user for residential estates and lack of
protection of the land hence occasloning degradation . On 5th December
2011, the court ruled in favour of Kireka Estates Ltd and ordered the company
to pay Shs.13 billions (equivalent to Us$.5,149,000) to Kireka Estates Ltd, in
full and final settlement of the suit as well as acquisit fon of Kireka Estates
Ltdbés reversionary [ nterest for the [ and I n
subsequently paid. However, it was noted that the land is highly encumbered
with squatters making the repossession and redevelopment of this land
difficult. Note d further was the fact that the land has been earmarked by
government for redevelopment under the Kireka Slum Upgrading Project.

Under the circumstances, there is uncertainty as to whether the company will
eventually take possession of the said land which is currently valued at
Shs.16.23 billion.

512 Section () of the Privatization guidelines provides that privatization sales
shall generally be on a cash  -only basis and extended terms of payment shall
be avoided. It further provides that in exceptional cases, o ther forms of
payment, including the issue of shares to employees on non cash or

discounted terms, may be permitted.

Contrary to this guideline, the Privatization Unit accepted credit sales
resulting into receivables of Shs.101,219,000,000 as at the end of the

financial year under review.

513 UETCL and UEGCL were incorporated as public limited companies wholly
owned by the government of Uganda with the two shareholders being, the

Minister of Finance, Planning and Economic Development and the Minister of
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State for Finance in charge of Privatisation. The direct role of the Ministry of

Energy and Mineral Developement (MEMD) in the functions of UETCL and

UEGCL is not captured in the PERD Act and yet operationally the two

companies liaise  more with MEMD than w  jth their current shareholders. There

/s need that given the level of expertise and skills required to sup ervise the

companies , the companydés memorandum and articles
the participation of the MEMD. This will also clearly outline the ¢ ompany?os

mandate in line with supporting the energy policy.

5.14 UETCL undertakes huge investments on the grid of transmission lines
required for the evacuation of power from the large hydropower projects.
However these transmission line projects have now becom e difficult to
implement in a timely manner as a result of challenges in obtaining the way
leaves. The current land law does not provide government with adequate
authority and rights to enable such projects proceed expeditiously. It was
further noted that  the way leaves problem impacts on the ability of UETCL in
reducing system losses since they cannot get the shortest line of access to
evacuate power from generation to the market. They instead get to evacuate

power the long way, circumventing the unmanagea ble land owners.

515 Lack of Strategic focus. Whilst the vision of
and most efficient electricity generating company in East Africa that
generates adequate el ectricity that meets the
strategic obj ect i ves [ ndicate UEGCLO6s role as bei .
production of electricity in the region. UEGCL has turned info a government
concession monitoring/management agency of the Eskom concession.
Evi dence of UEGCLGs ef ficayrgensrationas lirgited déspitte o e/ ect r
the dire need for generation capacity in Uganda. This amounts to a mandate
arift and a lack of strategic focus on the core business of electricity

generation, at UEGCL.

Rather than restrict themselves to concession monit oring, UEGCL is best

placed to. -

/. Oversee annual generation planning and in close consultation with

ERA aavis e the Minister;
17



i, Oversee the development and operation of all electricity generation
projects owned by Government;
if. Oversee the performance of those generation projects in which
government has equity or any other form of financial interest,
. Take over all reversionary interests in IPP as well as PPP profects,
V. Monitor the performance of generation licensees, research an d

development in the electricity generation sector.

Much of these roles are currently managed by the Ministry of Energy and

mineral development and other government institutions.

SUMMARY OF GENERAL AUDIT FINDINGS

Corporate Governance

The framework for accountability in government specified in Section 15 and 19 of the

Public Enterprises Reform and Divestiture Act (Cap 98) requires Accounting officers and

their Boards to be accountable f or their entityods activitie
management of public entities to put in place effective internal control systems to safe

guard assets and resources from mismanagement and fraud. The commonly recurring

corporate governance issues were;

o Board members who are Signatory to bank accounts.
o Public enterprises operating for long periods without Boards of directors.
o Late renewal and appointment of new Boards by the respective line Ministers

responsible for the Public Enterprises and Organizations.
o Board members of public enterprises involved in day to day management

functions instead of providing policy decisions and supervising management.

. Irregular Board meetings below or exceeding the required minimum.

J Lack of Internal Audit Department and Audit Committee.

o Lack of strategic plans.

o Lack of a financial and accounting manual.

o Lack of investment policy.

o Management taking critical decisions without consulting the Boards.

J Lack of key operational policies including, Fraud Control Policy, ICT Policy,

Training Policy, Comprehensive Asset Management Plicy, Capitalization Policy

for Fixed Assets, etc.
18



During the year under review; a total of thirty nine (39) Public organizations had

governance related issues; this is up from twenty two (22) during the previous year

representing a 77% increment. The entities involved include the following: -

No | Entity

1 Uganda Electricity Transmission Company Limited (UETCL)
2 National Medical Stores

3 National Council of Sports

4 National curriculum development centre(NCDC)

5 National Council for Higher Education (NCHE)

6 Electricity Regulatory Authority (ERA)

7 Nakivubo War Memorial Stadium

8 Mandela National Stadium Itd

9 Uganda Communications Commission

10 | Uganda institute of information and communications technology
11 | Uganda National Council for Science and Technology (UNSCT)
12 | Uganda Broadcasting Corporation (UBC)

13 | National Information technology Authority

14 | Uganda post Limited

15 | Management Training and Advisory Centre (MTAC)

16 | Uganda Tourism Board

17 | Nile Hotel International Limited

18 | Uganda Export Promotion Board

19 | Uganda Wildlife training Institute

20 [Nati onal Womené6s Counci l

21 | National Council for Disability

22 | National Libraries of Uganda

23 | Cotton Development Organization (CDO)

24 | Coordinating Office for the Control of trypanosomiasis in uganda(COCTU)
25 | Dairy Development Authority

26 | Uganda Development Bank

27 | Uganda Bureau of Statistics

28 | Uganda Investment Authority

29 | National Planning Authority

30 | NEC consolidated &subsidiaries

31 | Civil Aviation Authority

32 | Law development Centre

33 | National Forestry Authority

34 | National Council for Children

35 | Allied Health Professionals Council

36 | National Youth Council

37 | Bank of Uganda

38 | Amber House Ltd

39 | Insurance Regulatory Authority
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6.2

| have recommended that;

. Ministers responsible for these entities should ensure that appointment of new
boards is timely.

o In order to avoid conflict of interest in as far as the oversight function is
concerned, Board members should avoid performing managerial functions.

o Accounting officers of public enterprises should ensure that their budgets are
approved by the Board and line Ministers.

o The entities should prepare and obtain approvals of management and

operational manuals.

Unaccounted for Expenditure

During the year under review, several statutory corporations had a total of
Shs.17,502,252,985 and Us$.188,789 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. Delays in
accounting for expenditures are caused by laxity by Accounting Officers to enforce
timely accountability and weaknesses in the control over those expenditures. 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
their respective Financial and Accounting manuals includirg enforcing the requirements
of not advancing additional funds before accounting for the previous advances and
eventual recovery on failure to account. The expenditures which are detailed in the
individual reports and the financial statements of the entiti es are summarized in the

following table: -

Name of Entity Remarks Amount Amount (shs)
(Us$)
1 Uganda Medical & Dental | Unexplained direct 62,942,362
Practioners Council debits
Unaccounted for 33,382,750
funds
Missing Cash 13,263,061
Unretired imprest 4,700,000
2 National Council for Sports | Unaccounted for 18,517,450
3 Nakivubo War Memorial | Nugatory 18,546,688
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Name of Entity Remarks Amount Amount (shs)
(Us$)
Stadium expenditure
4 Mandela National Stadium | Irregular 114,179,825
Ltd expenditure
Doubtful delivery of 63,837,320
goods
Unaccounted for 60,460,752
5 Uganda National Council of | Delayed 9,291
science and Technology | accountability under
(UNCST) IFS project
6 UNCST (Millenium Science| Advance payment 2,500,000
Initiative Project) Doubtful Advances 53,000,000
to staff
Unaccounted for 11,340,000
7 Uganda Broadcasting | Unaccounted for 25,011,500
Corporation
8 Uganda  Post Limited | Unbanked & 325,056,831
(2010) unaccounted for
revenue.
Cash  withdrawals 118,098 616,680,344
without supporting
documentation
9 Uganda  Post Limited | Unvouched 231,571,212
(2011) expenditure
Doubtiful/fictitious 404,952,822
expenditure
Limitation of Scope 61,400
(Grant)
Improperly Vouched 1,074,411,526
Expenditure
10 | Uganda Wildlife Authority Unaccounted for 20,591,260
imprest
11 | Uganda Export Promotions | Outstanding 39,699,192
Board Advances
12 |Nati onal Wo mel Grants not 66,500,000
accounted for
13 | National Council for | Incompletely 131,585,070
Children Vouched
Advance to Suppliers 30,450,000
14 | Coordinating Office for Unaccounted for 57,616,645
the Contorl Of
Trypanosomiasis in
Uganda (COCTU)
15 | Uganda Bureau of | Expenditure Not 20,659,187
Statistics (UBOS) Accounted For
16 | National Planning | Missing Vouchers 87,070,370
Authority Advances not 33,427,400
accounted for
17 | Privitization and Utililty | Recoverable 8,829,424,332.21
Sector Reform project. | Advances
Divestiture and
Redundancy Account
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(PUSRP)
18 | Civil Aviation Authority Debt Collection 4,430,788,752
Expenses
19 | Civil Aviation Authority Staff accountable 554,205,794
Advances
20 | Uganda National Bureau of | Nugatory 19,494,800
Standards expenditure
21 | Allied Health Professionals | Unaccounted for 46,385,740
expenditures
188,789 17,502,252,985.21

Unpaid Dividends Shs.3,557.602.000

It was noted that several entities were indebted to the tune of Shs. 3,557,602,000 in
unpaid dividends. These dividends had not been remitted to the Government
Consolidated Fund (UCF) account by close of the year under review and | have advised
the accounting officers of the entities to immediately pay the dividends in question to

the UCF. The entities concerned included the following:-

1 | National 01.01.11 | 2,400,259 - - | 31.12.11 | 2,400,259
Housing and
Construction
Company

2 | Uganda 01.07.11 500,000 - 50,000 | 30.06.12 450,000
Property
Holdings
Limited
3 | The New 01.07.11 441,630 | 2,295,000 2,029,287 | 30.06.12 707,343
Vision

Printing and
publishing
Corporation

3,557,602
Total

It was further noted that regarding the unpaid dividends from National Housing and

Construction Company Ltd, management offset dividends due to government of Uganda
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6.4

amounting to Shs.2,111,545,000 against receivables due to the Company from

Government Agencies without the necessary approvalby Parliament.

Asset Management

A review of public organizations revealed that many of them continued to have poor or
improper management of non-current assets. In several entities audited, there was
apparent lack of ownership to properties as evidenced by absence of title deeds to many
of the properties, absence of fixed assets registers or incomplete and outdated fixed
assets registers, nortrevaluation of assets for a long period of time and impairment not
tested periodically as required by the accounting standards. The details of the entities

involved are included in the following table: -

No
1. | Uganda Electricity \
Transmission Company Ltd | V
(UETCL)
2. Kilembe Mines Ltd \
3. Uganda Electricity Y,
Generation company
4, National Medical Stores \ \
5. National Council of Sports V V
6. Uganda National \ \
Examinations Board
7. National Council for Higher \ Vv Vv
Education
8. Nakivubo War Memorial \%
Stadium
9. Mandela National Stadium \
Ltd
10. | Uganda Broadcasting \ \
Corporation
11. | Uganda Post Limited \ \ V V
12. | Management Training & \% \4
Advisory centre
13. | Uganda Wildlife Authority \
14. | Uganda Tourism Board \ \
15. | Nile Hotel International Ltd \% \4
16. | Uganda Export Promotions \4 \4
Board
17. | Uganda Wildlife Training \ \ V \Y
Institute
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18.

National Social Security
Fund

(Ntoroko)

19. | National Libraries of \
Uganda

20. | Cotton Developement
Organisation

21. | NAGRIC

22. | National Forestry Authority

23. | National Water & \
Sewerage Corporation

24. | Uganda Bureau of \
Statistics

25. | Privatization and utility \
sector reform project T
divestiture and
redundancy accounts

26. | NEG Luwero Industries \
Ltd

27. | Civil Aviation Authority \

28. | Law Development Centre \

29. | Bank of Uganda \4

30. | Uganda National Bureau of
Standards

31. | Uganda Revenue Authority

| advised the Accounting Officers as follows;

To ensure that legal ownership of properties should be secured and land
titles/deeds obtained from relevant authorities.

Revaluation of assets should be conducted and impairment testing carried out at

periodic intervals.

Maintenance and update of fixed assets registers should be carried out.

Land encroached upon should be secured through taking the necessary legal

means.
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Procurement _Issues

As pointed out in my previous report, several public organizations continued to have
none compliance with the PPDA Act and Regulations as well as procurement guidelines.

The most common non-compliance issues included the following:-

o Failure to compile procurement plans and or failure to adhere to the

procurement plans

. Lack of monthly procurement reports;
o Absence of a list of pre-qualified providers;
o Lack of procurement structures, e.g. a contracts committee and a professional

Procurement Officer;

o Use of wrong methods of procurement e.g. direct procurement method was used
without justifica tion;

o Failure to keep procurement records;

o Unplanned procurements;

The entities involved included the following: -

S/IN ENTITY

1 The Uganda Nurses and Midwives Council
2 National Medical Stores

3 National Council of Sports

4 Uganda BroadcastingCorporation (UBC)

5 Uganda post Limited

6 Management Training and Advisory Centre (MTAC)
7 Nile Hotel International Limited

8 Uganda Export Promotion Board

9 Uganda Wildlife training Institute

10 National Social Security Fund (NSSF)

11 NationalWo mend6s Counci |
12 National Council for Disability

13 National Planning Authority

14 Uganda Air Cargo Corporation

15 Civil Aviation Authority (CAA)

16 Law development Centre.

17 Uganda Wildlife Education Centre (UWEC)
18 National Council for Children

19 Amber House Ltd

20 Insurance Regulatory Authority
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6.6

I have again advised the accounting officers, to ensure strict adherence with the

Procurement Regulations as applicable.

Unremitted  Statutory Deductions

During the period under review, twenty seven (27) public organizations failed to remit

statutory deductions amounting to Shs.142,699,488,782 to the relevant statutory

authorities. Of these amounts, un remitted taxes to Uganda Revenue Authority in

respect of Pay As Yal Earn, Value Added Tax and Withholding Tax amounted to

Shs.140,001,350,178 while deductions for Employee benefits relating to National Social

Security Fund amounted to Shs.2/698,138,604. The details are shown in the table

below:-

No

Entity

NSSF
(shs)

Taxes
(shs)

Total (shs)

Uganda Electricity
Transmission  Company
Limited

UETCL(@acobsen )

57,743,375,429

57,743,375,429

Uganda Electricity
Transmission ~ Company
Limited_ UETCLAggreko )

35,646,757,200

35,646,757,200

Uganda Electricity
Transmission Company
Limited  Uetcl(Electro -
max (U) Ltd )

12,005,369,906

12,005,369,906

Uganda  Comunications
Commission (UCC)

29,394,038,994

29,394,038,994

Uganda National Council
For Sceince And
Technology (UNCST)

64,637,500

64,637,500

Uganda Broadcasting
Corporation ( UBC)

716,968,757

716,968,757

Uganda Broadcasting
Corporation ( UBC)

1,514,830,672

1,514,830,672

Uganda Broadcasting
Corporation ( UBC)

489,373,143

489,373,143

Uganda Broadcasting
Corporation(UBC)

218,723,859

218,723,859

10.

National Animal Genetic
Resource Centre And
Data Bank(NAGRIC)

25,339,906

25,339,906

11.

Management Training
And Advisory Centre

149,864,376

149,864,376
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6.7

No | Entity NSSF Taxes Total (shs)
(shs) (shs)

12. National Animal Genetic 83,504,873 83,504,873
Resource Centre And
Data Bank(NAGRIC)

13. National Planning 10,296,500 10,296,500
Authority(NPA)

14, PPDA 34,048,495 34,048,495

15. Uganda Air Cargo 251,363,186 251,363,186
Corporation

16. Uganda Air Cargo 119,354,362 119,354,362
Corporation

17. Law Development Centre 572,286,235 572,286,235
(LDC)

18. Law Development Centre 1,313,886,726 1,313,886,726
(LDC)

19. National Libraries Of 21,261,496 21,261,496
Uganda

20. Uganda Export Promotion 305,789,306 305,789,306
Board

21. Uganda Export Promotion 17,728,463 17,728,463
Board

22. Amnesty Commission 8,400,557 8,400,557

23. Uganda Export Promotion 26,927,240 26,927,240
Board

24, Millennium Science 13,687,003 13,687,003
Initiative (MSI) Project

25. National Youth Council 511,145,539 511,145,539

26. National Bureau Of 448,473,571 448,473,571
Standards

27. National Bureau Of 992,055,488 992,055,488
Standards

2,698,138,604 140,001,350,178 142,699,488,782

This is a critical situation of non-compliance with the law and remedial measures should
be sought to avoid penalties which may be charged or have already been charged by

the respective statutory bodies.

General Internal Control  Weaknesses

Internal controls play an important role in preventing and detecting

frauds/misappropriations and protecting the public resources in public entities, both
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physical and intangible. Checking of compliance with internal controls is the role of an
internal auditor which implies that the weakness in the functioning of internal audit unit,

equally means the weakness in operationalization of internal controls. However during
the year under review, several entities were noted to have internal control weaknesses

as detailed in the table below: -

Audit Entity No. No. No. Bank & or
Internal | segregation Ledger
audit of duties Reconciliations

1 | Uganda Medical &Dental a

Practitioners Council.

2 | Uganda Electricity Generation a

Company Ltd (UEGCL)

3 | National Council of Sports a a a
4 | Nakivubo War Memorial Stadium a
5 | Uganda institute of information a
and communications technology
6 | Uganda Broadcasting a

Corporation (UBC)

Uganda post Limited a

Management Training and a

Advisory Centre (MTAC)

9 | Uganda Export Promotion Board a

10 | National Social Security Fund a
(NSSF)

11 ([Nati onal Womeno a

12 | National Council for Disability a a

13 | National Libraries of Uganda a

14 | Uganda Development Bank a a

15 | NEC consolidated & subsidiaries a

16 | National Council for Children a a

17 | Allied Health Professionals a
Council

18 | National Youth Council a a

I have advised management of the various entities to institute stronger internal control

measures so as to safeguard government assets.
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6.8

Encroachment

During the audit of several government entities,

on Government Land

| noted that management has not

adequately secured land property from intrusion. From the inspections | carried out, it

was noted that there has been massive encroachment on many entity properties

unabated with some encroachers erecting permanent structures. |

informed

management that such encroachment is likely to lead to loss of the land in question.

The entities involved included the following: -

Name of entity

Land details

Remarks

Mandela National Stadium Ltd

Squaters are spread across the stadium
land with no clear position.

Uganda Broacasting Corporation
(Kihumuro TV Station Land)

Road passing between the Dish and
Transitter House.

National Housing and
Construction Company

Land in Namungoona

National Housing and
Construction Company

Volume 22 Folio 18
of the Freehold
Register Measuring
16.57 acres.

Mbuya land occupied by Ministry of
Defence

National Housing and
Construction Company

Kireka Land encumbered with very
many squatters

NAGRIC

80 acres of the land has been taken
over due to unclear demarcation of the
boundaries at Ruhengyere

NAGRIC

100 acres given to AMOS dairies for
extraction of milk products but there
were no documents in place to support
the transactions. One square mile was
given to SAMEER company at Nshaara

NAGRIC

One square mile has been grabbed by
Captain Bashaijja. 20 acres were given
away to the Nsanga Town council

NFA

Plot4 & 5

Uganda land commission allocated NFA
land to individuals with approvals from
NFA

NFA (Kahurukobwire CRF)

Plot 6 Block 19

Registered in the names of Ndahura
and brothers

NFA (Kasagala CFR)

Mr. Kigayaza Eridad possesses a
certificate of title occupying 128 ha

NFA Sese Palm Beach Resort at
Lutoboka CFR on Bugala Island in
Kalangala district

Demarcation of the actual area to be
used; the maximum limit of hectares
usually allocated for ecotourism purpose
is 5ha but the beach site was found to
be 9.07ha.

Uganda Investment
Authority(UIA)

Plot 150 block 243

ULC surveyed and curved out of plot
2A-4A another plot (plot 150 Kyadondo
road block 243 Luzira) and allocated it
to Victoria Best Ltd, without the
knowledge of UIA.
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6.9

| advised management of the entities concerned to ensure that they urgently secure
titles to all the land under their organisations and also take legal action where necessary

in order to secure the encroached upon land under their jurisdiction.

Performance Review of Public Organizations

Analysis of performance of the public organizations audited revealed that some entities
have been operating profitably while others have been operating at a loss. Financial
standing of these entities was evaluated based on the reported accumulated surplus or
deficit as at 30" June, 2012, 31% December, 2011, 31% October 2012 or 30"
September, 2012 depending on the relevant financial year end of the entities. Details of

this performance are highlighted in appendix 1.

Analysis of the financial statements of entities | audited revealed that sixteen (16) public
organizations made losses totaling shs659,888,824,866. A total of Six (6) of these
organizations had gross accumulated losses from prior years a red flag position that
indicates a need for timely corrective action to reverse the trend. Details as shown in

the table below:-

No | Statutory Authority/State Enterprise Surplus/(Deficit) for Accumulated
the year Surplus/(Deficit)
(Shs) (Shs)
Bank of Uganda (BOU) (600,426,000,000) 1,168,661,000,000

National Library of Uganda

(3,132,559,876)

(6,397,853,714)

Public Procurement and Disposal
Authority(PPDA)

of Assets,

(441,278,428)

2,608,783,472

Uganda Property Holdings Ltd (UPHL) (120,043,398) 381,425,450
Uganda Wildlife Education Centre (288,711,450) 6,713,188,512
Broadcasting Council (41,572,867) 309,708,860
National Youth Council (106,864,534) (447,328,281)
National Council for Disability (11,668,139) 36,607,101
National Council for Children (28,718,429) 26,161,369
NEC Tractor Hire Scheme Limited (863,468,200) (2,112,378,032)
Amnesty Commission (55,776,950) 69,300,843
Management Training & Advisor Centre (MTAC) (139,318,376) (332,627,666)
National Housing & Construction Corporation. (73,679,000) 73,726,832,000
Uganda Electricity GenerationCo Ltd (UEGCL) (19,926,115,000) (131,244,280,000)
Uganda Electricity Transmission Co Ltd (UETCL) (34,173,687,000) (66,548,474,000)

Nakivubo Stadium

(59,363,219)

35,480,131,408

Total

(659,888,824,866)
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7.0

SPECIAL __AUDIT _OF THE UGANDA PRINTING AND PUBLISHING
CORPORATION (UPPC)

The Uganda Printing and Publishing Corporation (UPPC) is a State Corporation
established by the Uganda Printing and Publishing Corporation Act 1992 (Cap.330 ofthe
Laws of the Republic of Uganda). It started in 1902 as a government printing
department that handles both governmental and private sector printing and publishing
till 1992 when UPPC Act was passed that gave it a new identity. UPPC is a Class | public
enterprise responsible for printing Bills, Acts and official gazette of the Government of

Uganda.

Following a request to undertake a special audit of the Corporation from the Minister of
State (Privatization), Ministry of Finance, Planning and Economic Development
(MoFPED) | accordingly carried out the audit and the major findings included the

following: -

Terms of reference Key findings

General observation regarding | It was observed that the tenure of the current Board

the functioning of | expired in March 2012 and was indefinitely
management at UPPC extended. The substantive managing director also
retired on 5™ September 2012 and since then, the
corporation is being run by an Acting Managing
Director who was the former Finance Manager. |
further noted that three key managerial p ositions are
vacant - Sales and Marketing, Production and
Finance. We observed that there is a general
breakdown in the management team as evidenced
by the existence of various opposing groups among
the top management and persistent negative media
reports.

UPPCOGs mar ket i UPPC has a marketing policy in place, however, |
noted that although the policy is dated 2010, it was
signed by the former managing director a nd UHR
Board Chairman on 1* June 2011.

| could not ascertain the period in which th e policy
became operational.

| also noted that UPPC had an earlier marketing
policy dated 2007, but | could not ascertain if it was
in use at UPPC.

The commi ssionds policy
percentage rates for com

amounts. Furthermore, it does not categorically state
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Terms of reference

Key findings

if commission is payable for print jobs mandated to
be undertaken by UPPC.

Abuse of the marketing policy

Sales agents at UPPC were paid a marketing

of UPPC commission for direct jobs amounting to
shs.10,900,000 for which no evidence was availed to
indicate that the particular sales agent had solicited
for the work.

| al so found an i nstance

agents were paid commissions amounting to

shs.6,726,993 for the same jobs.

Payments to third parties

UPPC paid shs.343,440,687 as commission to varioug

entities in respect of marketing fees/commissions as

detailed below:-

e UPPC paid shs.197,494,282 to a firm as
marketing fees for printing the jobs in the
gazette for the Electoral Commission (ECU).
These jobs are mandatorily printed at UPPC and
therefore  should not attract marketing
commissions.

e UPPC paid sh£90,157,152 to the same firm for
debt collection of shs. 797,000,000 from Electoral
commission. There is no valid contract between
the firm and UPPC for the debt collection service.

¢ One of the Directors of the firm in question is a
former Chairman of the UPPC Board.

e UPPC also paid another firm marketing fees
totalling to shs. 29,246,202 for gazette jobs that
UPPC is mandated to undertake, and therefore
should not attract marketing commissions.

e UPPC also paid shs.26,543,051 toa Law Firm in
respect of ECU jobs which were printed in the
Uganda gazette. UPPC is the only printer
mandated to print the Uganda gazette and
therefore such a job should not have attracted
commission.

Flawed procurement of | A payment of shs.15,000,000 was purportedly made

goods/services by UPPC

to a firm for the supply of various items. However
investigations revealed that the payment was
actually made in the names of another individual
vide cheque number 7406 from Entebbe Stanbic
Corporate account | further noted that these
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Terms of reference

Key findings

supplies were actually not delivered to the stores.

Shs 44,639,400 was paid to another firm for printing
outsourced work for Care International. | noted that
the job under work ticket number 17530 had been
cancelled due to tight delivery schedules. However,
| also noted one officer purportedly acknowledged
receipt of the work from Esso Graphix. We also
found two cheques worth shs. 22,319,700 each were
paid to Esso Graphix. The cheques were signed by
Bakaawa and Malinzi.

Management of UPPC disposed of a generator to at
shs. 4,000,000. However, | was informed that the
generator had a reserve price of shs.8,000,000 thus
UPPC incurred a loss of shs. 4,000,000. The
contracts committee was not involved in this decision
and the independent valuers report was not availed
to the investigating team. The disposal process was
in contravention of regulations 293. (1), 297. (2) 315

and 334. of the Public Procurement and Disposal of
Public Assets

UPPC suffered an exchange loss of shs.4®20,872
following a cancellation of a letter of credit (LC). The
LC was for a supply of printing paper by Mavane.
However, Mavane did not honour the contract
because of failure to agree to the terms of the LC
with UPPC and as a result the LC expired on 13"
January 2012.

Misappropriation of corporation
funds

A recomputation of gratuity payments to employees
that had retired during the period under
investigation revealed that an excess amount of
shs.72,682,117 was paid over the total entitlement.

| also found discrepancies in the similar records
maintained at UPPC, and those maintained at EALA.
In one instance, | found that UPPC issued a recept
acknowledging receipt of Us$.57,000 from EALA
whereas the duplicate receipt at UPPC indicates
shs.60,000 received from an employee as recovery
of staff advance.

In another instance UPPC issued a receipt for
recovery of staff advance amounting to shs.867,800.
However, the same receipt number issued to EALA
indicates that UPPC acknowledged receipt of
Us$.40,000.

Furthermore, | also found instances where an
employee of UPPC acknowledged receipts of cash
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from CMA, but did not remit this amount to UPPC.
The total amount not remitted to UPPC was
shs.1,400,000.

A separate report has also been compiled and availed to the Minister and Parliament in

this regard.
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PART TWO

ENERGY SECTOR

8.0

8.1

8.2

UGANDA ELECTRICITY TRANSMISSION COMPANY LIMITED (UETCL) - YEAR
ENDED 31ST DECEMBER, 2011

Amoun ts D ue to_Related Parties ( Shs.30.987.371.102

Il ncluded i n t he Companyods financi al st
Shs.30.987 billion payable to UEGCL for price rebates in 2001/2 (at the commencement
of the split of the UEB). This is also countered by a long outstanding receivable from

UEDCL of Shs37.1 billion dating back at the same time. These balances have been
awaiting Parliamentary approval for write-off since 2006. The validity of these long

outstanding balances could not be readily verified. This matter has remained unresolved
from my previous reports.

In response, Management explained that Government and other Key Stakeholders in the
sector are aware of this amount and until Government pronounces itself by settling the

amount owed to UETCL by UEDCL, it becomes difficult for UETCL to settle the amount it
owes UEGCL. The common Shareholders (Government) have been regested to
authorize the write off of the due and payable amounts across the sector. | await for

action in this regard.

Non remittance of VAT on Power P urchases

It was noted that the power purchase agreements from the Independent Power
Producers (IPPS) including JACOBSEN, AGGREKO and ELECFRIBXX, required that
Government of Uganda pays the VAT component on energy supplies on the invoices
from the suppliers. However, it was noted that the IPPs charged VAT on their sales to
UETCL who in turn charged VAT m sales to its customers. Under the VAT statute the
subsidy component contributed by the Government is VAT exempt. This implies that
whereas UETCL incurs full input VAT, it can only charge output VAT on the component
that is not subsidized, thus leaving UETCL with a large VAT debt. Consequently URA has
not refunded the claimed VAT to UETCL from July 2009 to date. Additionally, during the
year, no payment was made for the VAT component charged on energy purchases from

several suppliers and this has been accuing from 2010 as detailed in table below: -
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Unpaid VAT as at 31 %' December 2011

Power supplier VAT Period VAT amount ( Shs)
Jacobsen July 2010 to Dec 2011 57,743,375,429.
Aggreko July 2010 to Dec 2011 35,646,757,200
Electro -max (U) Ltd July 2010 to Dec 2011 12,005,369,906
Total 105,395,025,535

| indicated to management that this situation creates a risk of litigation against the

company and affects the relationship between the Suppliers and the company.

Management in response stated that previously, there was no VAT on Means of Platt
(fuel) as residual oil used by thermal power plants in generating power to the national

grid was deemed exempt from VAT [Sect 19, 1 (0)]. However URA subsequently ruled
that this was a standard rated supply and hence was subject to VAT at 18%. Under
section 21(5) of the VAT Act, any subsidized amount is exempt from VAT. Most of the
thermal power Generators bills were paid through Subsidy funds and by implication, the
charged VAT can only be paid or waived by Government. Management further indicated
that this matter was brought to the attention of the Ministry of Finance, Planning and

Economic Development and Uganda Revenue Authority for resolution.
| await ma n a g e mresolttidbnsof this matter.

Fleet Management System

Under UETCL transport policy, vehicles are required to be retired and replaced after
attaining a mileage of 200,000 km or after five years whichever occurs first. However,
UETCLO6s fleet comprises of old vehiclesg with
than 5 years in operation and therefore are due for disposal as detailed in the table

below:-
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Car 0 0.00% 1 0.97%
Lorries 5 4.85% 11 10.68%
Motorcycles 1 0.97% 16 15.53%
Pick ups 22 12.62% 26 25.24%
Specialized vehicles 9 4.85% 7 6.8%
Station Wagons 10 9.71% 8 7.77%
Total 47 42.00% 69 58%

| indicated to management that an old fleet is less efficient and contributes to higher

fuel consumption rate as well as high repairs and maintenance costs.

In response, management explained that adherence to the stipulation has been
hindered by the magnitude of the required capital expenditure and the Electricity
Regul atory Authorityos takirstherbudget which impactsnon al | owa
the tariff. | have advised management to adopt a phased approach to replacement of its
fleet and to accordingly continue to engage the Regulator to provide the necessary

funding to enable them replace their assets.
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8.4

8.5

Management of Accounts R eceivable

A review of the trade receivables ageing analysis, revealed that the balances

outstanding for more than a year comprised more than 43% of the entire trade

receivables balance of Shs97,649,986,673 as shown below:-

0-2 months 3-12 months Over 1 year Total ( Shs)
(Shs) (Shs) (Shs)

Kenya 5,580,179,200 - - 5,580,179,200
Tanzania Energy 2,870,436,875 2,247,979,275 - 5,118,416,150
Tanzania Line 495,411,950 495,411,950 - 990,823,900
rental
UEDCL - - 36,813,044,997 36,813,044,997
UMEME Ltd 41,360,926,632 - 4,546,522,526 45,907,449,158
EWASA 130,024,550 437,043,775 536,294,500 1,103,362,825
Ferdsult 508,486,548 424,167,747 - 932,654,295
Engineering
Services
Kilembe 186,428,765 270,390,103 - 456,818,868
Investments Ltd
Pader Abim 29,723,930 117,999,725 - 147,723,655
SNEL 144,336,300 455,177,325 - 599,513,625
Total 51,305,954,750 4,448,169,900 41,895,862,023 97,649,986,673
Percentage 53% 4% 43%
distribution

The above is in spite of the company having a collection policy allowing a maximum of

only 60 days. | advised management to put in place adequate policies and procedures

that would ensure that all the debts are recovered by the due date.

In response, Management explained that all receivables dating more than a year relating

to UMEME and UEDCL are fully provided for in the Financial Statements. The amount

from UEDCL relates to the matter before Parliament and Ministry of Finance for approval

to write off while for the one for UMEME relates to the Special provisions period for the

year 200

funds in the tariff.

Revaluation of

5/ 06 whi

ch is

Fully Depreciated A __ssets

awali

ting

t he

It was noted that a number of fixed assets maintained by the company have been fully

depreciated yet they continue to be used by the company to derive economic benefits.

This situation is so pervasive that for some of the asset categories, more than 50% o f

the assets have been fully depreciated but continue to be used by the entity to derive
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below:-
Asset Category Cost of fully | Total cost of | % of fully
depreciated assets assets class depreciated
(UShs) assets
Communication Equipment 4,973,897,144 10,306,194,897 48%
Furniture and Fittings 259,678,102 691,897,172 38%
Information Technological 911,949,442 3,528,503,543 26%
Motor vehicle 4,025,696,606 8,074,825,771 50%
Office Machines 327,256,606 798,372,107 41%
Intangible assets 151,310,789 3,845,727,691 4%
SCADA equipment 7,103,953,000 12,478,827,522 57%
Tools and equipment 1,200,177,442 3,938,084,236 30%
Total fully depreciated 18,953,919,131 43,662,432,939 43%
assets

economic benefits. The amounts of fully depreciated assets per category are as shown

| have advised management to carry out a complete review of the fixed assets register
to identify the fully depreciated assets and assess whether they should be disposed off
or else consider adopting the revaluation model (under IAS 16) in measuring its fixed
assets. In response management stated that a consultant has been appointed to carry

out the revaluation of the assets accordingly.

| await for the outcome of this action.

Power S ales Agreements

UETCL sells energy to Bundibugyo Cooperative Society and Kilembe Investments
Limited. However, the company does not have any agreements with these customers.
This exposes the company to potential conflicts should there be any disagreements,
since their sales agreements (that stipulate the terms and conditions of trade) have not
been finalized. Even though | have raised this matter in my previous report, it continues

to recur.

Management in response stated that they have drafted Power Sales agreements for

Bundi bugyo and Kil embe I nvestments Limited aw:

Power Sales and Power Purchase agreements in the energy sector have to be approve
by the Regulator. I have advised management to follow up this matter with the

Regulator.
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8.7

8.8

8.9

Power Purchase Agreements

A review of power purchase agreements between UETCL and the various power
suppliers revealed that the power purchase agreement with Electricity and Water
Sanitation Authority (EWSA) in Rwanda had not been renewed. This implies that
purchases are being done based on expired power purchase rates. Lack of up-to-date
power purchase agreements resulted in difficulties in validating the rates used for power
purchases from the aforementioned suppliers and could result in litigation should
misunderstandings arise between the suppliers and the entity in relation to the pricing of
power supplied.

Although Management stated that there was a renewed agreement agreed to by both
parties and approved by the Regulator (ERA) that had been sent to Electricity and Water
Sanitation Authority (EWASA) in Rwanda for execution, | was not availed a copy of the

same for my verification.
Independent Conf__irmation from Related P____arties (GoU

There were no independent confirmations from related parties in respect of a receivable
and long term borrowings from GoU of Shs.236.2 billion (subsidy receivable) and Shs49
billion respectively. In addition the confirmations revealed that balance of ERA was not
reconciled with the regulator with the UETCL balance being at variance by Shs1.1
billion. However | also received a document from ERA indicating the outstanding balance
amounted to Shs237.78 billion which would then result into a variance betwee n
UETCLOGs bal ance a®Shsl.EbiAOs bal ance of

I n response, Management attributed the

exchange rates and also having a wrong opening balance for the year 2011. They

further explained that the Accountant Gener al 6s Of fice had 1issues

acknowledged that they could not confirm the balances until such issues were duly
sorted out. | have advised management to ensure that this matter is followed up to

ensure that an agreed reconciled position is established.

Lack of a Formal D__ocumented IT __ Policy

It was noted that UETCL does not have a formal documented IT security policy in place.
The Information Systems Policy document is in draft form and had not been approved. A
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8.10

9.0

9.1

lack of policy guidance and procedures on IT security exposes the company to a risk of
loss of vital company information.

In response, management stated that the current draft ICT Policies Procedures and
Guidelines will be presented to Management and the Board for approval and

operationalization. | await for the outcome of this management commitment.

Status of Prior Year R __ecommendations

The status of the issues raised in my prior year audit report is summarised as follows: -

Prior Y ear Issue Remarks
1 Amounts due to related parties (Shs.30,987,371,102) Not addressed
2 Performance of the entity in the current economic conditions | Not addressed
3 Subsidies and rebates shortfalls from the Government of Partially addressed
Uganda
4 Accounting system upgrade Implemented
5 Management of accounts receivable Up dated
6 Revaluation of fully depreciated assets Up dated
7 Ownership of land at Njara Not addressed
8 I nadequate insurance cover f|Implemented
9 Power sale agreements Not addressed
10 | Power purchase agreements Not addressed

RURAL ELECTRIFICATION AGENCY - YEAR ENDED 30TH JUNE, 2012

Revenue Shortfall

During the year 2011/12, the Agency budgeted to collect revenue amounting to
Shs.52,200,000,000 from transmission levy and transfers from Treasury, but only
realized Shs.37,276,879,816, thereby registering a shortfall of Shs.14,923,120,184
(about 29% of the budget). Failure to collect all the budgeted revenues constrains

management in the implementation of planned activities for the period.

In response management stated that t he shortfall was from funds expected from the

Treasury which was affected by budget cuts across all government ministries. | have
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9.2

advised management to always liaise with the Ministry of Finance Planning and

Economic Development to ensure that all budgeted funds are released.

Failure t o Collect Rental Fees

REA entered into three (3) separate lease agreements with M/S Ferdsult Engineering

Services Ltd (FESL), to manage powerdistribution Systems as listed in table below: -

Date of Agreement Lease area
1. 4™ May 2007 Rukungiri and Kabale Districts
2. 5" Jan 2007 Kibale District
3. 14™ Jan 2009 Masaka Rakat Isingiro and Ntungamo Districts

It was however noted that contrary to the provisions of the agreements, the Agency did

not collect Rental fees amounting shs.1,931,000,000 from FESL. The agreement further

required FESL to submit to REA:

J Its business plan at the initiation of the lease period.

o Quarterly performance reports.

o performance security (issued every year of the lease), and

o Record/statistics of connections made during each year of the term and

Insurance policies.

From the audit, it was noted to the contrary that, the performance security, information

on number of connections made and insurance policies were not presented by M FESL

in spite of several reminders from REA. | informed management of the need to ensure

that the lessor (FESL) complies with the terms of agreement or else invoke the

termination clause 4.2 g in the agreement.

In response management stated that previously, FESLclaimed they did not have the

capacity to meet their lease rentals. Therefore REA is currently undertaking an internal

audi t review of

their operations

n

preparat:i

time of completing this statutory audit the internal audit had not finalized this review. |

have advised management to ensure that they adhere to the terms of the signed

agreements in the management of the contracts. In the mean time, | await for the

outcome of the internal audit review.
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9.3

9.4

9.5

Unacknowledge d Tax Remittances

During the audit, it was noted that remittances to Uganda Revenue Authority in respect
of withholding tax and Pay as you earn amounting to shs.1,226,320,147 were not
supported by acknowledgement receipts from the tax authority . | could therefore not
confirm that the funds were received by the Tax Authority. The funds remain

unaccounted for under the circumstances.

In response management stated that Uganda Revenue Authority (URA) has not been
promptly issuing official receipts for the past two financial years and instead presented
details of EFT numbers for these remittances to URA. | advised management to follow

up the matter and secure the receipts from URA.

Inadequate Contract Management

A review of contract management for works on the construction of power line from
Katuge-Kinyogoga-Kiweweta with a tee-off to Ngoma town council, revealed that there
were no monitoring reports or consultancy reports on file to support payment
certificates 1, 2 and 3 totalling to Shs.3,159,589,342. It was noted that contract
management procedures are not being executed in accordance the PPDA regulations
and therefore | could not confirm that there were adequate alternative procedures to

ensure that work was done satisfactorily.

Although Management explained that the monitoring reports were available, these had
not been presented to me by the time of compiling this report. | advised management
to ensure that all contracts are always managed in accordance with the procurement

guidelines.

Failure to A _dhere to__the Health and Safety Provisions by Contractors

A review of management minutes revealed that M/S A2Z maintenance and Engineering
Services Limited did not submit a health and safety policy in spite of several reminders
from REA. It was further established during inspections of the Buseruka line, that Utility
Engineering Services Ltd did not provide the full range of safety gear to its workers. For
example, workers were observed operating without gloves. | informed management
that failure to adhere to health and safety requirements puts the lives of the employees

at risk and violates labour laws.
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9.6

9.7

Management in response stated that whereas REA has put enabling provisions in
contracts that promote safety practices, it does not have the means or capacity to
enforce these measures on a protracted daily basis. | advised management to
formulate and implement a health and safety policy that will guide how such

enforcement is to be effected.

Non - Utilisation of the Commissioned Installations

Inspection of some completed projects, revealed that although the electricity lines were
commissioned, there was low connectivity and in some instances no consumers found

to have connected to the lines at the time of inspection. The affected projects were: -

J Kobwin- Ngora Line(No consumers).

o Lwala-Kaberamaido-Kobululu-Amolatar and Kelle Port &LwalaOtuboi-Acinip and
Lwala-Dokolo(No Consumers).

o Katuga-Kaweweta with tee-off to Ngoma(low connectivity)

o Kayungai Busana Line(No connections).

I informed management that this puts to question the justification and initial feasibility

study reports of such projects.

In response management stated that with regard to Kobwin -Ngora, there is a
programme funded by the World Bank and Kfw to scale up connections for such lines
under the OBA programme. UMEME did not take over the operation of Katuga-
Kaweweta line pending the correction of a few snags. Therefore no connections could
be realized on the line as it was not handed over to UMEME. | have advised
management to ensure that proper feasibility studies are undertaken and these should

be subjected to proper scrutiny, before embarking on such investments.

REA Generator at Ngoma

Ngoma town was served by a 60kv generator from REA operated by Ngoma Town
Council. Inspection established that this generator broke down about two years ago and
has never been repaired or serviced by REA. | pointed out to management that this
creates an impression of neglect and abandonment of institutional assets.

In response management stated that the primary purpose of the generator had been

achieved and it was not going to be serviced or repaired. Instead, REA was making
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9.8

9.9

arrangements to have it decommissioned by the end of June 2013. | therefore await for

the outcome of this management commitment.

Ngoma Line

Inspection of the Ngoma line where Umeme is the operator revealed that a Ilthough the
line was commissioned and energized in April 2012, there has been no single connection
made. In addition the line is not backed by an appropriate distribution network which
makes it impossible to make connections. UMEME contends that the line is very old and
requires replacement. It was further noted that the transformers were not labelled which
made it hard to verify whether the transformers specified in the Bills of Quantities wer e

what was actually installed.

In response management stated that initially, a 60 KV generator was providing power to
the Ngoma community managed by a cooperative with 259 registered members on
active supply and 120 members willing and able to consume but who could not be
connected because of the |l imitations [
generator broke down, Management took a deliberate decision to extend the grid
instead of procuring a new generator set with bigger load capacity. The LV line in
Ngoma was rehabilitated and an agreement for UMEME to sell power in bulk to the

Ngoma Cooperative was put in place. The cooperative is responsible for distribution,

billing, collection and handling customer

to the grid extension. REA is also currently working with the World Bank and KfW to

further boost Ngomads connection numbers

| was however not availed with the agreement between REA and the Cooperative for

review in order to substantiate the above assertions by management.

Mpanga -Kamwenge (Kahunge Sub Station/Rugonjo Sub Station)

Opuyo Transformer

Inspection carried out at the Mpanga-Kamwenge substation confirmed that the old
transformer temporarily transferred from Opuyo in Soroti is still being used at Mpanga
and yet it should have been returned to Opuyo one and a half years ago. REA appears

to be breaching its own institutional promises and commitments.
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10.0

10.1

Management in response stated that the generator from Opuyo was meant to be a
temporary solution, as the Kahunge sub-station was under construction and UETCL
invoiced REA for its transportation to and from Soroti. REA paid shs.436 million for this
activity (transportation charges included). Upon completion, Kahunge sub-station was
subsequently handed over to UETCL. REA has however promised to follow up the matter
with UETCL to ensure that the generator is transported back to Opuyo, since the
transportation charges were paid. | therefore await for the outcome of this management

commitment.

KILEMBE MINES LIMITED - YEAR ENDED 30TH JUNE, 201 2

Non - Revaluation of Property. Plant and Equipment

Under IAS 16, items of property, plant and equipment which are carried at revalued
amounts have to be revalued with sufficient regularity to ensure that the carrying

amount does not differ materially from that which would be determined using fair value

at the balance sheet date. The company last revalued its assets 12 years ago in 1996/97
and has not carried out a subsequent revaluation of those assets. In view of the
foregoing, the fixed assets balance of Shs17,826,515,499 may be misrepresented.

I have raised this matter in my previous reports and explained to management that
due to the above limitation | am unable to confirm the accuracy, completeness and
Valuation of the property, plant and equipment shown in the balance sheet. | also

indicated to management that this matter is of essence, given that the company has

been listed for divestiture by the Privatization Unit.

In response, management regretted the anomaly but indicated that the Board resolved
under Minute 73/09/11(i) to have the revaluation undertaken as part of the
divestiture process since it is mandatory under the PERD Act. Management further
stated that the valuation of assets was part of the Terms of Reference for the
Transaction Advisor under the Divestiture Program which had already started. | await

the outcome of the valuation exercise.
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10.2

10.3

10.4

Deferred Tax Liability

Included in the non current liabilities are deferred tax liabilities which have stagnated at
a constant figure of Shs3,756,813,191, since 2001. This balance was however not
supported by appropriate evidence such as the URA Tax audit report. | could not

confirm that the reasonableness of the liability.

In response, management indicated that the balance represents a provision that was
made in line with the IAS 12 Income Taxes as a result of temporary taxable differences
on Assets and investments revaluation, but since then the company has been making
losses and has not revalued its assets and as such there would be no basis (profits)
upon which to charge the liability. | advised management to consider reviewing the

provision to ensure fair presentation in this regard.

Long -outstanding D _ebtors

Included in the reported debtors balance of Shs1,541,982,806, are staff dormant
debtors of Shs401,096,479 and sundry debtors worth Shs1,449,366,778 some of
whom have since left working with the Company. There is an apparent laxity on the part
of management to recover the funds from the staff. This was worsened by the fact that
there is no credit policy spelling out credit limits, maximum debt or 6s col
and penalties for defaulters. It is not clear how management intends to recover these

funds from the retired employees.

I informed management that non -recoverability of debts deprives the entity of funds
necessary to carry out organizational activities. In response, management indicated that
demand notices have always been issued to debtors while legal redress has been sought

against some of them. In addition, it was indicated that management was in the process

| ect i

of sourcingforadebt col |l ector. I await the outcome

this regard.

Provision for Write _-off of D_ebtors

Ever since 2008, the provision for bad debts has increased from Shs697,333,896 to
Shs 830,298,434 in the year under review. The criteria, circumstances and assumptions

for the increasing provision for bad debts have not been properly explained. | pointed

a7

C



out to management that this may indicate laxity to rigorously pursue recovery of

outstanding debts.

In response, management indicated that they had continued to explore all opportunities
to recover the debts. However, they could not achieve 100% recovery thus the need for
the provision. It was stated that the debtors are aged periodically to assess the need for
write-off. However, the criteria used to arrive at the provision were not availed during
the verification exercise. | advised management to justify the reasonableness of the

reported provision.

10.5 Copper Tailings at Nominal Value

Included in the value of stock of Shs22,000,006 (note 4a) are copper tailings and pyrite
concentrates recognized at a value of Shs 1,450 only. These are the main raw materials
in the cobalt production. Approximately, half of these tailings/pyrites have b een the sole
source of materials used by Kasese Cobalt Company Ltd (KCCL) in the refinery of Cobalt
for the last 10 years. In the last 5 years, KCCL realized an average turnover of more
than US$.15,491,510 due to appreciating cobalt prices and attaches a higher value to
this raw material in its accounts. | indicated to management that these stocks are

grossly undervalued at a paltry Shs1,450.

In response management stated that the tailings/pyrites in question are not part of what
KCCL is using, and that Shillings 1,450 is a nominal value attached to the tailings in
order to have them reflected in the company books before a due revaluation soon. |

await the results of the revaluation exercise.

10.6 Budget Performance

a) Revenue Performance

The Company budgeted to receive revenue amounting to Shs2,949,272,460 from
various revenue centers during the financial year 2011/2012. However, verification of
financial statements revealed that only Shs2,240,357,782 (representing about 76% of
the budget) was realized resulting into a shortfall in revenue collection of
Shs708,914,678 (i.e. 24% of the budget) as shown in the table below: -
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ﬁg‘ﬁe‘:f Hydro Electric 2.401,889,760 1,934,087,252 467,802,508
Sale of Wood Products 36,788,000 11,435,504 25,352,496
Mechanical/Foundry 153,800,000 84.774.770 69,025,230
Sale of Lime 186,000,000 99,904,000 86,096,000
Subleases 170,794,700 110,156,256 60,638,444
TOTAL 2,949 272,460 2.240.357,782 708,914,678

Failure to collect all planned revenues implies that the company could have been
constrained in the implementation of all planned activities during the year under review

due to insufficient funds.

Management attributed the performance to various breakdowns of the plant and
machinery and the dry spell that affected the power generation. | advised Management
to strengthen its revenue collection efforts to ensure that all planned revenue is

collected.

b) Over Expenditure 0 n Budget L ines

It was noted that the company incurred over expenditure of Shs702,709,244 on two

budget lines as shown in the table below: -

Operating Expenses 836,214,740 1,435,516,902 599,302,162
General Expenses 1,513,715,292 1,617,122,374 103,407,082
Total 2,349,930,032 3,052,639,276 702,709,244

Management did not provide any evidence to show that prior authority to incur the

above over expenditures had been obtained contrary to the financial regulations.

In response, management attributed the over expenditure to the sudden flood of the
Mine causing death of one worker which brought about an emergency to pump out

water in order to recover the body. It was stat ed that the expenditure was approved by
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10.7

10.8

the board. | advised management to put in place a standby generator /facilities to avoid

such fatalities.

Unpaid R eturn on Investment

A finance contract was signed between the Government of the Republic of Uganda, the
European Investment Bank (EIB) and Kilembe Mines Limited (KML) for US$.8,800,000.
The proceeds of this loan were used to part finance the purchase of the Equity in Kasese
Cobalt Company Limited (KCCL). Accordingly KML opened a Trustee account with
Standard Chartered Bank (U) Limited into which all dividends and cash distributions from

KCCL in respect of this investment would be credited.

However, it was noted that there was no evidence of any dividend having been
deposited onto this trust account. It was further noted that under the agreement a
clause was i nsert e thavdvéentthat thetlcan fas nott beea tfullyo
repa/d0n25'hN0|/ember 2014, El B shall cancel t he
t he remai ni mgprodriad jastificagian.for this clause was not provided.
Besides, such a clause only serves as a disgncentive to honour repayment by the due

date of 25" November, 2014.

| advised management to ensure that the true value of this loan is considered in light of
this clause during the upcoming valuation of the company and due privatization process

ought to consider in light of this clause.
Status of Prior Year Audit Recommendations

Several issues | pointed out in the prior year audit report remained outstanding as

highlighted below: -

ISSUE SUMMARY STATUS

1. | Long Term loans No clear mode of repayment and | Not Implemented
absence of On lending agreement
from Governmen

2 | Failure to revalue Fixed | The Company Assets were last| Not Implemented
Assets. revalued in 1997 including the
copper tailings.

3. | Democratic Republic of | There is no on-lending agreement | Not implemented

Korea Loan | between GOU and Kilembe Mines

Shs4,678,087,965 Ltd, the Loan is not appropriately
supported in the Company financial
Statements.
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ISSUE SUMMARY STATUS

4. | Encroachment on | Encroachers have erected| Management sought
Katadooba Land permanent structures on Kilembe | legal redress in courts of
land and KML risks incurring | law.

compensation costs.

5 | Loan From PU Loan repaid by PU without KML BOD| Not resolved
approval

UGANDA ELECTRICITY GENERATION COMPANY LIMITED (UEGCL) - YEAR
ENDED 31ST DECEMBER, 2011

Government of Uganda Loans

As disclosed by management under note 19 to the financial statements, the company
has long term loans from the Government of Uganda amounting to Shs96.5 billion
(2010: Shs96.5 bhillion) for which independent confirmations indicate material
unresolved differences. As at 31% December 2011, the confirmed Government of
UgandaUEB refinancing Loan amount was less than the general ledger by Shs3.4
billion and Government of Uganda-World Bank (IDA) confirmed loan amount was lower
than the general ledger amount by Shs 1.2 billion. As reported in my previous report, no
reconciliations were again available for my review as at 31% December 2011. Accordingly
| was not able to satisfy myself as to the completeness and accuracy of the loans due to

Government of Uganda.

| have again advised management to ensure that the reconciliations are undertaken

accordingly.

Related Party B _alances

Included under note 21 (ii) and (iii) to the financial statements are balances due from

related parties as at 31%' December 2011 amounting to Shs31 billion (2010: Shs31
billion) and amounts payable of Shs1.4 billion (2010: Shs1.4 billion). As pointed out in
the previous report, these balances have been outstanding for long periods and | did not
receive independent confirmations from these Companies regarding existence and
accuracy of the balances and where confirmations were received, they differed with the

book balance. Management could also not confirm recoverability of the receivables or
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validity of the payables. Accordingly | was unable to obtain sufficient appropriate audit

evidence that these balances are not materially misstated.

Due to Government of Uganda

An amount of Shs32.8 billion (2010: Shs32.8 billion) as at 31% December 2011 is due
to the Government of Uganda and has been outstanding since 2001. This amount was
transferred from Uganda Electricity Board (UEB) to UEGCL, who were supposed to
collect UEB debtors and use the proceeds to pay the government. | did not receive any

independent confirmation from the Government regarding the existence and accuracy of
this amount. Accordingly, | was unable to confirm completeness, existence and accuracy
of this payable and to obtain sufficient and appropriate audit evidence that the amount

is not materially misstated.

Impairment of  Assets

The installed capacity of the power complex (Nalubaale and Kiira) is 380 MW and during
the year under review, the average capacity generated was about 155 MW (2010:
147.22). Management attributes the low generating capacity to low water levels, which
has resulted to restricted amount of water released to the complex. Management has
not carried out an i mpairment testing f
accounting policy No.2 (I) and International Accounting Standards No. 36. Accordingly,
| was unable to obtain sufficient and appropriate audit evidence that the carrying
amounts of the property, plant and equipment as at 31 %' December 2011 are not
materially misstated.

| have advised management to undertake the impairment tests without further delay.

VAT Receivable

Included under note 14 to the financial statements is an amount of Shs730 million
relating to net VAT receivable as at 31% December 2011 (2010: Shs730 million). This
balance was not reconciled to the VAT returns submitted to Uganda Revenue Authority
due to the inadequacies in the record keeping, | was unable to obtain sufficient audit

evidence as to the completeness, existence and accuracy of this amount. Accordingly |
could not ascertain as to whether this balance is not materially misstated. | have advised

management to ensure that the reconciliations are under undertaken accordingly.
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Due to Electricity Reqgulatory Authority

As disclosed by management under note 22 to the financial statements, the company
owes the Electricity Regulatory Authority Shs6.1 billion (2010: Shs6.1 billion). This
amount is a provision for a tariff stabilisation fund created under the provisions of the

Electricity Act, 1999. | did not receive any independent confirmation fr om the Electricity
Regulatory Authority regarding the existence and accuracy of this amount. Accordingly, |
was unable to confirm completeness, existence and accuracy of this payable and to
obtain sufficient and appropriate audit evidence that the amount i s not materially

misstated.

Basis for E xchange Rate U sed in Concession F ee

The concession fee billed to Eskom on a monthly basis contains a debt component which
is designated in US Dollars and is to be revalued on a quarterly basis. Contrary to the
provisions of clause 2.4 section b (iii) of the concession agreement, the exchange rate
used was not the average buy rate for the calendar month preceding the month in

which the payment date occurred.

Instead the average closing rate of the month before the last month in the preceding
guarter was used. This implies that the rate used is not in line with the rate stipulated in
the concession agreement and has also not been approved by the Electricty Regulatory
Authority (ERA).

Although management stated that they had discussed with ERA the rate to be used,
there was no written evidence from ERA to confirm approval of this rate. | have advised
management to ensure adherence with the requirements stipulated under the

concession agreement.
Non - Reconciliation __of B alances

Corporate governance and best practice of internal controls requires that the sub
ledgers are reconciled to general ledger and reviewed monthly to ensure that;

A All general ledger accounts are closed off correctly at month end/reporting date.

A The month end balances are accurately reported.

A An audit trail is maintained to support the balances.
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From the audit it was noted that there were instances of non -reconciliation of balances

as noted below: -

a) Non -Reconciliation of Payroll Sub Ledger to General L _edger

It was noted that the monthly payroll reconciliation for some months was not done as

noted in the table below: -

Month Payroll salary GL salary Variance Comment
amount ( Shs.) amount (Shs.)
(Shs.)
January 89,683,697 85,056,512 4,627,185 | Account was not

reconciled and as
such no follow up on
difference noted

March 89,683,697 140,074,100 (50,390,403) | Account was not
reconciled

August 89,417,054 100,049,907 (10,632,853) | Account was not
reconciled

December 88,212,519 186,050,002 (97,837,483) | Account was not
reconciled

Management in response stated that the payroll differences arose when, in some
instances, the basic salary was erroneously recorded instead of the gross salary.

Management added that a reconciled position has subsequently been prepared.

b) Long O utstanding Balances on Accounts P ayable

It was also noted that there are long outstanding balances on accounts payable with

some dating as far back as 2002. Details shown below:-

Account Date of E ntries Balance at Comment
Name 31/12/2011
(Shs.)
GE Hydro Between 2002 653,504,028 | Balances have been outstanding
and 2003 since 2002 and have not been
reconciled to date
Stirling Rodio | 2002 114,166,619 | Balances have been outstanding
Joint Venture since 2002 and have not been

reconciled to date

Acres Between 2002 57,913,526 | Balances have been outstanding
International and 2005 since 2002 and have not been
reconciled to date
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Management in response stated that these are all long outstanding balances that
resulted from the contracts for building Kiira Power Station. The amounts were accrued
then but the consultants never claimed the amounts. UEGCL is putting in place a policy

for writing off such long outstanding balances.

I informed management that they should ensure that a review of the long outstanding

balances on accounts payable is carried out with a view to clearing out these
differences. | also advised that management puts in place procedures to ensure that
month end reconciliations of all account balances are prepared and reviewed by an
independent person from the preparer to facilitate timely detection and correction of

errors if any.

Annual | nspection of Eskom Uganda Limited Fixed Assets

Under clause 2.14 section C of the concession agreement, UEGCL and its authorized
representatives have an annual right to inspect the complex (including installation of the
Modifications made by Eskom Uganda Limited). It was however noted that contrary to
the provisions of the concession agreement, management had not yet carried out the
annual inspection for the year ended 31* December 2011 by the time of this audit (April
2012).

In response, management stated that the 2011 annual inspection was delayed due to
heavy work commitments of the Eskom engineers. The inspection was carried out
during the first week of May instead of February as earlier planned.

| have advised management to ensure that inspections are always undertaken in a

timely manner in accordance with the requirements under the agreement.

Status of Prior Year Audit F___indings

The status of the matters pointed out in my previous audit report is summarized below: -

No. | Issue Current |Audi tords commen
status
1. | Escrow account Not ved The company had Us$.2.2m
. . resolve ; ;
The company was not in compliance Instead of the required Us$.2.5m
with the concession agreement dollars during the year

concerning the minimum amount
required of the escrow account.

2. | Deferment of concession fees for Not The final communication
the last quarter resolved | regarding the debt waiver has not
The electricity regulator requested the yet been obtained from the
Ministry
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No. | Issue Current |Audi tords commen
status
company not to collect the debt
component of its revenue. However, the
ministry of Finance, Planning and
Economic Development (MOFPED) did
not waive the debt payments for these
particular months and therefore default
on the respective payments.
3. | Disaster recovery plan Not The simulation of the Bujagali
h q th imulated Resolved | EPP which also includes the
e e e
' carried out
4. Delayed banking of cash received Not
. Resolved
There were cash sales received from the
sale of bid documents dating as far back
as December 2009 that were remitted to
the finance department in February
2010.
S | Fixed asset register: Partially | A consultant was engaged to
As at the time of audit, the fixed assets Resolved | econcile the register with the GL.
register had not been updated with all The final report has not yet been
the assets acquired during the year /ssued and the register is still not
reconciled to the GL by a
difference of about 74m
6 Non -reconciliation of accounts Not There were no reconcifiations at
payable and receivable Resolved | the time of the audit.
As at March 2011, there were no
reconciliations for payable or receivable
accounts for the period ended 31
December 2010.
7 | Existence and ownership of Land Partially | The final report from the _
and Building Resolved | consultant engaged to reconcile
Land and buildings amounting to a net the fixed assets has not yet been
book value of Shs438.6 million for Issued
which ownership documentation was not
availed.
UGANDA ELECTRICITY DISTRIBUTION COMPANY LIMITED (UEDCL) - YEAR
ENDED 31ST DECEMBER, 2011
Going Concern Uncertainty
According to Note 5 to the financial stat eme

exceeded its current assets by Shs139,977,184,000 (2010: Shs78,648,091,000) and
the accumulated deficit amounted to Shs89,749,685,000 (2010: Shs95,076,817,000).
These oonditions indicate existence of a material uncertainty which may cast doubt

about the Companydés ability to continue as a

o™~
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However the Company is a holding entity with its non -commercial operations subsidized
by the tariff or by other agencies it provides services to. The loans in the statement of
financial position were vested to the Company from UEB by the Government while it still
managed and operated the distribution and supply of electricity. The principal and
interest repayments for loans are fully paid from the tariff as part of the lease payments
by the concessionaire. The operations of the off grid stations are subsidized from the
tariff. Construction of rural electrification schemes is fully funded by Government of
Uganda through the Ministry of Energy and Mineral Development. The Company has
also got substantial liquid investments which will continue to generate income in the

foreseeable future.

Treasury Management
a) Invest ment of F unds on the Escrow US$ Account

The Escrow agreement provides that the company may as of the third Anniversary of its
execution amend the agreement as to require the Escrow Agent to invest all or portions
of the Escrow amounts in specified types of investments. However, it was noted that
this provision has never been invoked thus causing the Company to lose out on benefits

that would accrue from such opportunities.

Management in their response explained that the Escrow account has other interested
parties including Umeme Ltd, The World Bank and Citibank. Whereas efforts have been
made to engage all parties to have the agreement amended, one of the parties involved
(i.,e. Umeme Ltd) has not been responsive thereby rendering it impossible to invest the

funds elsewhere.

I have advised management to continue engaging all the stakeholders involved in order

to have the Escrow agreement amended accordingly.
b) Interest on the Escrow US Dollar Account

It was noted that wh ereas the Escrow accaunt holds significant balances [with Shs35
billion (US$.14 million) held as at year end], no interest whatsoever was paid by the
Escrow Agent into the Account during the year contrary to the provisions of the
Agreement. The Agent attributed this to the low LIBID rate during the period which

after adjusting for the agreed basis points as per the Escrow agreement yielded a nil
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rate. In the circumstances, UEDCL may be losing out on alternative sources of income
due to unfavourable interest rates and yet the company is incurring annual charges of
up to Shs118 million (US$.45,000) on maintaining the Escrow account in addition to
losses incurred on revaluation of the forex denominated amounts (current year losses

amounted to about Shs1.6bn).

Management explained that whereas efforts were made to invite the stakeholders
involved for a meeting to renegotiate the interest rates, not all parties have been

responsive.

| have again advised management to continue liaising with all the parties included in the
Escrow agreements to explore the option of renegotiating the interest rates included in
the Escrow agreement in order to obtain a higher return on the funds held in the Escrow
account. Alternatively, the funds could be invested in other ventures in line with the
provisions of Clause 5 (4) of the Escrow agreement so as to derive some benefit from

the amounts held.

Non -compliance with Loan Agreements

The loan agreements (for IDA loan, IDA Pwr loan and ADB loan) stipulate the
repayment schedules for fixed amounts to be paid on both principle and interest, from
the start of the loan until its maturity. However it was observed that no payments were
made in relation to the principle of the various loan facilities held during the year.
Failure to adhere to the repayment terms could attract unwarranted penalties which

would otherwise be avoided.

In response, management explained that loan repayments were dependent on funds
released from the Escrow account by the Escrow agent according to the agreement.
They also noted that a proposal by the Ministry of Finance Planning and Economic

Development (MoFPED) was underway to convert the loans into equity.

I have advised management to ensure that going forward, monitoring of compliance
with loan repayment schedules is done, to ensure payments for both interest and
principle are made in a timely manner. This should be overseen by a more senior official
who should ensure that compliance takes precedence over any internal appropriations of

revenues generated by the company.
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12.4 Long Outstanding O bligations

A review of the payables balances revealed that management did not prepare an aging

analysis indicating the duration of outstanding obligations.

In addition, it was noted that Shs36,965,718,558 has been long outstanding as shown

in the table below: -

Creditor Amount Period
Outstanding Outstanding
(Shs.)
UETCL 36,813,044,997 5 years
Digital electronics Ltd 152,673,561 3 years
Total 36,965,718,558

Presence of long outstanding creditor balances brings into question the validity of the
amounts recorded which could | ead to misstat
addition, delays in settlement of creditors for such long periods may impair relations

with suppliers which may adversely affect t h o

supplies or even lead to unnecessary litigations.

Management explained that the amount owed to UETCL is no longer a normal trading
liability and that MoFPED is addressingthe issue. In addition, it was explained that a
reconciliation for the Digital electronics debt was being carried out to establish the
amount owed to UEDCL in terms of unfulfilled commitments and as such the amount

payable was being held as security.

| advised management to ensure that accounts payable are reviewed and reconciled on
a monthly basis so that any long outstanding or disputed creditor balances are
investigated and resolved promptly. In the meantime, the outcome of the above

interventions by MoFPED is awaited.

12.5 Inadequate Maintenance of the Fixed Assets R eqister

It was noted that there is no evidence of review of the asset register largely because the
register is maintained within SUN system which does not have on automatic reviewer

sign-off function.

Consequently, the following variances between system depreciation charges were
noted: -
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Depreciation | Actual

Asset | Name Cost Rate | 25 recorded | Depreciation | Variance
(Shs) by SUN Charge (Shs)
(Shs) (Shs)
01S00 | Mbale- o
06 LV line 860,604,402 9% | 105,424,039 77 454,396 27,969,642
Masaka
01S00 | West 4%
38 Substati | 587,906,331 21,197,748 | 23,516,253 | (2,318,505)
onTo
LV line
Opening
O3NO0O | Service | 13,971,695, | -, (95,884,186
01 Connect | 501 5% | 602,700,589 | 698,584,775 )
ion
Service

O03NO0O0 | 2002 3,788,083,2

0
03 Connect | 29 4% | 146,925,927 | 151,523,329 | (4,597,402)

ions

Lack of review of the fixed assets register could result in errors in the register going un -

noticed which may lead to misstatement of the non -current assets.

| advised management to regularly review the existing assets register. The review
should be done by a person independent of maintenance of the asset register and
should sign off as evidence of performance of this activity. Computations done by SUN
system should be reviewed to ensure they are accurate and have been posted

appropriately.

In their response, management committed to ensuring that these recommendations are

implemented henceforth.

Non -compliance with IAS 16

It was noted that UEDCL uses different depreciation rates for different assets within the
same class of assets contrary to the measurement principles of International Accounting
Standard (IAS) 16-Property, Plant & Equipment which require the same rate to be used

for all assets in a particular class. A Sample of these is shown below:-
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Asset Approved Asset Asset Name Rate
Category rate Code applied
Substations 6.30% 01S0002 | Tororo Rock 9.00%
01S0004 | Tororo Main 9.00%
01S0037 | Masaka West Substation 4.00%
01S0076 | Entebbe 9.00%
01S0077 | Kisubi 9.00%
01S0078 | AC Distribution unit-1kilk 4.00%
01S0081 | Busunju Sub-Station 4.00%
01S0083 | Nkenda Substation- Kasese 4.00%
Buildings 2.50% 05B0019 | Plot M1 Sukulu- Tororo D 25.00%
05B0025 | Mbara-26 1.67%
05B0027 | Bombo-12 10.53%
05B0028 | Kabale-127 10.62%
05B0032 | Lugazill 2.17%
05B0034 | Kasesel4 8.45%
05B0035 | Tororo-1A and 1B 2.44%
05B0036 | Lira-1 12.00%
05B0037 | Gulu-28 1.59%
05B0038 | 28 Lia Street 8.33%
05B0040 | Kasese148i 150 1.70%
05B0041 | Kitumba BusembatyaM 10 F 1.82%
05B0042 | Masindi18 and part of pl 12.50%

Non-compliance with the standard may lead to misrepresentation of the property, plant

and equipment reported in the statement of financial position.

In their response, management explained that at the time of splitting UEB into the 3

successor companies (i.e. UEGCL, UETCL and UEDCL), an evaluation of property was

carried out by a consultant to ascertain value and remaining useful life. As a result, fro m

a technical due diligence exercise, different life spans for similar assets were determined

giving rise to the different depreciation rates used for same asset category.

| advised management to ensure that the asset register is regularly reviewed such t hat

the rates used are consistent over time and any changes are justifiable and in line with

company policy as well as the requirements under IAS 16.

Expired L eases

During

the cour se

of the audit i

t

was

observe

expired as at year end but none had been renewed by the time of the audit field work.
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Also noted were leases which were due to expire in less than three months for which the

renewal process had not yet been initiated as detailed below: -

Lease Title Lease Lease Lease Cost Amortizati

start date period expiry (Shs.) on rate
Expired Leases
Plot 12 Kalagala Road 1-Jan-02 9.50 30-Jun-11 3,100,846 10.53%
T B
Plot 1A -1B Bazaar | 1-Dec55 49.00 18-Nov-04 3,806,588 2.04%
Street
Plot 1 Maruzi Road i | 1-Jan-00 8.30 17-Apr-08 2,654,088 12.05%
Lira
Plot 28 Lia Street 1 | 1-Jan00 12.00 29-Dec-11 1,002,103 8.33%
Moro
Due for Renewal within one Y ear
Plot 127 Kabale Road 1-Jun-63 49.00 19-May-12 7,105,818 2.04%
T Ka
Bombo -Kawanda - 1-Jul-63 49.00 18-Jun-12 2,000,000 2.04%
Kawanda

Total 19,669,443

In absence of valid lease agreements, it is difficult to prove ownership of the assets by
the company. Additionally, this could lead to loss of such properties to other interested

parties who may express interest in the said properties.

Management explained that the assets were leased to Umeme at the time of takeover.
However, in conjunction with local authorities arrangements are underway to renew all

expired leases and those that are about to expire.

| advised management to expedite this process.

Long OQutstanding Work in Progress (WIP) B alances

It was noted that management reported some long outstanding WIP asset balances for
which no additions or transfers have been made to relevant asset categories to facilitate

depreciation. These are summarized below:-

e WIP Commercial Schemes this relates to commercial schemes that were handed

over to UMEME but in an incomplete state. At the time of handover, the amount
recorded was the amount spent by UEDCL on the commercial scheme i
Shs.38,268,696 which was the total amount that was capitalised. On a yearly basis,

UMEME is supposed to advise UEDCL on the additional capitalization. However, since
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2005, there has been no movement in this balance; and is still being recorded as
WIP.

e WIP UMEME Power IV under the loan agreement between Government of Uganda

and UEDCL, UMEME purchases construction materials and makes other contributions
towards these schemes. Capitalization of the expense is done when UMEME
accounts for the moneys. However, no accountability has been made during the

year; hence the balance recorded on this asset had no movement during the year.

This shows that UEDCL lacks vigilance in following up and monitoring its assets which
couldleadtomi sst at ement of the companyés financi al

|l onger in existence but continue to be recor de

| advised management to follow up on WIP balances recorded to ensure timely transfers
from WIP to the relevant asset classes to commence depreciation of the amount in line

with the appropriate rates.

In response, management indicated that a request for ac countability and completion
certificates for the WIP had been made to UMEME Ltd but to no avail. | advised them to

follow up this matter until an appropriate response is obtained accordingly.

12.9 Long Outstanding Debtor Balances

During a review of the debtors account balances, it was noted that there were several

long outstanding debtor balances as exemplified below:-

Debtor Amount( Shs.)
Government of Uganda 7,269,290,132
URA (WHTi imports) 1,835,944,663
Total 9,105,234,795

The above balances account for about 14% of total recorded trade and other
receivables as at the end of the year. The recoverability of such overdue amounts is

guestionable and could | ead to misstatement of

I have advised management to implement monthly procedures to review accounts
receivable for any long outstanding receivable balances which should be monitored

closely to ensure that they are collected timely.
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In their response, management explained that the GoU debt will be resolved through
debt swap procedures once approved by MoFED and that the WHT is advance
corporation tax and will be utilized when there is a tax liability. | await for the outcome

of this management commitment.

Inventory Valuation

Frommyreviewof t he companyds inventories, I not ed
procured before the takeover of the core business operations by UMEME Ltd, none of
which have been utilised to date and yet no review has been done to assess their

relevance to current operations to ensure they are not obsolete.

This could |l ead to misstatement of the compan
stock and thus inadequate provisioning. | have advised management to undertake a

thorough review of the inventory held with a view to identifying obsolete stock which

should be written off in line with the company policy. An annual review should be done

of the companyés stock and provisions made for

companydéds inventory.
Stock Count V_ariances

During my review of the inventory balances, | noted instances where there were

variances between recorded stock and physical stock as summarized below:

Stock item Quanti Quantity Variance Value of

ty per per variance (Shs)

valuati Physical

on count
Tx 50Kva 33Kv/Lv 3Ph 37 35 2 14,046,946
Tx 25Kva 33Kv/Lv 12 11 1 5,842,911
1Phase
Tx 50Kva 11Kv. Three 1 0 1 9,072,076
Phase
Total 28,961,933
Thi s coul d l ead to misstatement of the comp

inexistent stock items. It was noted that no adjustments were made for the above
variances as the differences were considered

statements.
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However, | have advised management to always investigate such variances and also

ensur e

t hat

reconci

i ati

as to resolve any such variances accordingly.

ons

ar e

12.12 General Computer Controls and Applications Review

done fo

e Off Grid Energy Sales Variances between the Billing system and SUN

Systems

Unexplained variances were noted in the energy sales transferred from the Billing

system, where they are computed to SUN system as exemplified below:-

District Total Units | Total Energy | Total Energy | Total Energy | Variance
consumed sales in the |sales in the |sales in SUN | (A-B)
in kwh billing Billing system (VAT
system (VAT | system (VAT | Excl)
Incl) Excl) (B)
(A)
January 2011
Moroto 23,998 11,955,938 10,132,151 15,842,304 -5,710,153
Moyo 20,447 9,632,923 8,163,494 16313127 -8,149,633
Adjumani 27,618 13,766,608 11,666,617 19,825,335 -8,158,718
August 2011
Kalangala | 9,162 4,138,081 3,575,275 3,506,848 68,427
December 2011
Moyo 16,568 7,634,298 6,469,744 5,962,616 507,128
Adjumani 17,496 8,771,181 7,433,204 7,433,310 - 106
Kalangala 9,426 4,215,197 3,572,200.85 3,575,275 - 3,074

In addition, monthly batch processing in the Billing system is not independently

reconciled to the customer file and meter readings in excel to confirm completeness of

all customers billed and accuracy of rates used. There was no formal documentation to

show that the monthly batch processing in the billing system is complete. Incorrect

capturing of data into the SUN system could result into misstating the energy sales for

the period leading to misstatement of revenue amounts posted in SUN system.

I have advised management to ensure that reconciliations between the data in the

Billing system and SUN System are prepared and appropriatelyreviewed at least on a
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monthly basis to ensure the accuracy and completeness of the data captured between

the two systems.

In their response, management has committed to address this matter accordingly.

12.13 Status of Prior Year Audit F _indings

13.0

131

The status of the matters pointed out in my previous audit report is summarized below: -

Recommendations made in Previous Reports Status
1 Non-Compliance with the Financial Policies and Procedures Repeated

Manual
2 Preparation of Monthly Management Accounts Repeated
3 Interest on the Escrow US Dollar Account Addressed
4 Investment of funds on the Escrow account Repeated
5 Noncompliance to loan agreements Repeated
6 Long outstanding payable balances Repeated
7 Tagging of fixed assets Addressed
8 Lack of capitalization policy for fixed assets Repeated
9 No physical verification of assets Repeated
10 Improvements on the fixed assets register Repeated
11 Noncompliance to IAS 16 Repeated
12 Withholding Tax Certificates before Concession Addressed
13 Errors in computation of account balances Addressed

ELECTRICITY REGULATORY AUTHORITY (ERA)

- YEAR ENDED 30TH JUNE

2012

Revenue Performance

A review of the budgetary performance revealed that whereas the Authority collected

revenue in excess of the overall target set in the budget, management failed to realize

several revenue targets as detailed in table below:-

Particulars Budget Actual Variance
(Shs) (Shs) (Shs)
Levy Charges 2,069,000,000 1,881,845,173 (187,154,827)
Application Fee 73,250,000 65,489,000 (7,761,000)
Wire Permits 47,000,000 NIL (47,000,000)
Rental Income 45,000,000 40,000,000 (5,000,000)
Interest Revenue 84,252,296 NIL (84,252,296)
Installation Licenses Not budgeted 221,087,917 221,087,917
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I reminded management that failure to fully realise budgeted revenues can impact
negatively on the Authorityds ability to i mpl
period. It was further noted that the Authority realized revenue from installation licenses

amounting to shs.221,087,917 for which a budget provision had not been made. |

pointed out to management that this puts to question the integrity of the budgeting

process.

In response, management attributed the shortfall on levy charges to the
decommissioning of two Thermal plants equal to 100MW by government. Management
added that the interest income shortfall was because the Authority did not realize
enough funds to invest in Treasury Bills and fixed deposits. They further explained that
it was not possible to forecast with certainty the number of firms that will apply for

permits or to revise their licenses in any given year.

| advised management to strengthen their budgetary processes as well as their revenue
collection efforts to ensure that reliable budgets are prepared and that al | planned

revenues are collected accordingly.

13.2 Designation of Staff not on the Approved Organizational Structure

A review of the established staff list and payroll revealed that the designations of seven
(7) staff do not tally with the approved structure on the ERA organogram. It was noted
that the particulars in their appointment letters, personal files and the staff list, do not
match. | informed management that the affected staff are therefore being irregularly

paid salaries and emoluments to which they are not entitled.

In addition, it was noted that the Authority recruited two persons in the positions

of Principal Economist and Information Analyst which do not exist in the approved
organization structure and paid them salaries amounting to Shs.73,516,482 without
proper authority. In the circumstances, execution of the approved annual budget

becomes a challenge.

Although management in response stated that there was an organizational re-
structuring that culminated into a revised organization s tructure, verification revealed

that the new organizational structure was not yet approved and functional during the
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year 2011/2012. | have advised management to expedite the approval process for the

new structure so as to give effect to the new terms of s ervice as well as the new posts.

Lack of a Substantive Secretary for the Authority

Section 18(2) of Electricity Act, 1999, requires that the Authority shall have a secretary
to be appointed on such terms and conditions as may be specified in the instrument of
appointment. It was however noted that ERA operated without a substantive secretary
to the Authority during the period under review. Under the circumstances, there is a risk
that the responsibilities to be executed by the secretary may not be effectiv ely and/or
legally performed in absence of a substantive appointee.

In response, management stated that after termination of the former secretary, IGG
issued a moratorium on the filling of the CEO and Secretary positions which was later
waived; the Authority would therefore soon embark on the process for the recruitment

of a Secretary. | have advised management to expedite this process accordingly.

Lack of an Approved IT Strateqy

Whereas best practice requires that institutions operate with an approved IT strategy in
place in order to maximize the benefits of coordinated and deliberate utilization of IT
resources, it was noted that there is no approved IT strategy in place at ERA. | informed
management that this creates a risk of duplication and waste in | T expenditures.

In response management acknowledged that the authority is still formulating an IT
strategy adding that an IT policy was in place to avert the risks of uncoordinated and
haphazard expenditure on IT resources. | advised management to expedite the IT

strategy formulation process.

Undischarged Tax Obligation

The Income Tax Act requires that a withholding agent pays to URA, tax withheld within
fifteen days after the end of the month in which the payment subject to withholding tax
was made by the withholding agent. Contrary to this requirement, it was noted that ERA
did not file returns on time in accordance with the Act. Accordingly, deducted taxes
amounting to shs.57,753,878 remained un remitted to URA. | informed management

that the foregoing may attract penalties as stipulated in the Income Tax Act.
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Although management attributed the delays in remittance of the taxes to lack of TIN
numbers for the suppliers in question, | did not find this explanation satisfactory, since
this is normally a requirement during the procurement process. Their further assertion
that the obligation was cleared early in the FY 2012/13, was also not confirmed, as
there were no receipts availed for verification by the time of compiling this report. |
advised managemert to always deal with tax -compliant suppliers and also ensure that
the funds remitted to URA.

Review of ERA Performance Matrix for 2011 -2012

It was noted that the annual performance report indicated that several activities outlined
in the 2-year Institutio nal Business Plan for the period 2011/12 were not achieved as

planned. The key performance areas not achieved are detailed below:-
a) Failure to involve Stakeholders

Under the strategic actions/initiative, the Authority was to take a leading role in

electricity sector planning through liaison with other sector players by instituting an
electricity sector wide planning forum by the end of the 1 * quarter of the financial
2011/2012. The Authority was also supposed to convene sector wide forum to clarify the
roles of all sector players in the Electricity Service Industry by organizing workshops to
communicate roles and generate a Consensus Documentamong other issues. However,

these activities were not undertaken.

In response, management stated that the Ministry of Energy and Mineral Development
(MEMD) embarked on a review of the Electricity Act which among other things was to
review the institution al roles with respect to sector planning through liaison with other
stakeholders. In addition, ERA is working with the licensees and MEMD to develop a
Least Cost Generation and Network plan for the sector as the roles get resolved in the
revision of the Act. Whilst | await for the outcome of the review by the Ministry, |
however still observe that a stakeholder forum organized by the Regulator (ERA) is
important to avoid institutional role conflict, which has been one of the challenges for

the various sector players.
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b) Inadequate Monitoring

Under the Business Plan, ERA set out to conduct quarterly compliance monitoring on
technical, environmental, financial and commercial activities of the licensees. During the
audit, it was established that the technical re gulation department appears to be thin on
the ground and did not have sufficient staff and time to visit all the licensees. As a result
the Authority only monitored the activities of 2 licensees (Electro - Maxx and Kilembe
Mines Ltd) and supervision and monitoring of other licensees such as WENERECO was
not being done. | informed management that failure to Supervise and monitor the
licensees, gives room for them to operate outside the guidelines.

In response management stated that 8 technical officers had been recruited who
hopefully would advance the institutional efforts of monitoring and compliance
enforcement to a great length. | informed management that in view of resource
limitations, there was need to develop a risk profiling of licensees in order to d etermine

where to focus their monitoring efforts.

c) Lack of Comprehensive Uniform Construction Standards for the
Transmission and Distribution Infrastructure

The Department of Technical Regulation was required to develop uniform construction
standards for the transmission and distribution infrastructure by the end of the 2 ™
quarter of 2011/12 financial year. Although the department reported some progress, the
task remains uncompleted well beyond the allocated timeframe. In the circumstances,
the standardization is delayed.

In response, management stated that this activity wa s deferred to the next year but the
Authority had already began consultations with the key operators in this area. Licensees
have been asked to submit their network development and operational manuals.
Consultations involving the Bureau of Standards have already commenced in the aspects

of the electricity supply to ensure that there is harmony as the process continues. |

await management déds commitment in this regard.

d) Absence of Information Education Strategy on Energy Saving
Technology

ERA set out to reduce electricity energy losses from both commercial and technical areas
to manageable levels through minimization of supply and demand-related losses. This
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was to be achieved through advocating for use of appropriate energy saving technology
and holding public awareness campaigns on efficient use of electricity and energy loss
reduction. It was reported that ERA carried out sensitization workshops in Mbale and
met with UMEME and Electricity Consumers Committees on related issues of energy
saving. It was envisaged that by the end of the 3™ quarter, the two concerned
departments of Technical Regulation and Public Relations would have come up with an
Information Education Strategy on energy saving technology, which however, was not
achieved.

In response managemert stated that the strategy would be finalized in the next financial
year. | advised management to expedite this process in order to ensure efficient use of

electricity and energy loss reduction.

e) Failure to Monitor the Implementation and Progress of the Agr eed Loss
Reduction Strategy

The Authority set out to agree on a comprehensive loss reduction strategy with
distribution companies and to eventually come up with a comprehensive loss reduction
strategy document. However, it was noted that the departments of Technical and
Economic regulation did not submit comprehensive loss reduction strategies despite the
deadline expiring at end of 1% quarter of the financial year under review. The
departments further failed in the monitoring of the implementation and pro gress of the
agreed loss reduction strategy and to support the adoption of prepayment metering
technology by UMEME, since they failed to make quarterly progress reports on

prepayment meter roll out.

Also noted was that ERA set new performance parameters fao UMEME Ltd, for the next
seven years following a loss reduction study conducted by the Authority. The key focus
for ERA in the amended license period was to enforce the performance of the Company
vis-a-vis the set targets through rigorous monitoring. | ha ve requested the Authority to
rigorously follow up the implementation and progress of the agreed loss reduction

strategy.

f) Failure to Carry out Audit of System Losses by the Utility Companies

The department of technical regulation was to ensure that the aud its of system losses

by all the utilities companies is undertaken and to come up with Bi -annual system loss
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reports from the companies. It was however reported in the performance report that the

Aut hority only audited UMEMEOGSof@yomdulam(PBYy enga
Consulting). Notably, one of the licensees, M/S Ferdsult Engineering Services Ltd, is

running a large network under the Rural Electrification Agency (REA) and has never met

its financial obligations to REA citing loss making attributed to energy losses throughout

the 7 years of its license. The failure by ERA to undertake the audit of energy losses

makes it possible for the licensees to under-declare their financial obligation and to

default on their obligations feigning energy losses.

In response management stated that the audit of the system losses for Umeme Ltd

covers over 96% of the national grid and this was the basis for the setting of new

performance parameters. Management added that an audit of M/S Ferdsult Engineering

ServicesLt d6s operations had already been commi ss

this management commitment.

140 AMBER HOUSE LIMITED 1 YEAR ENDED 31ST DECEMBER, 2011

14.1 Non Revaluation of Assets

The entity adopted the revaluation model of its Property Plant and Equipment in
accordance with International Accounting Standard (IAS) 16. However, it was noted
that the company last revalued its assets more than 5 years ago. In the circumstances,
the value of fixed assets of Shs.8,791,427,880 may not be fairly stated in the financial
statements.

In their response, management stated that they had engaged the Government Valuer to
undertake the revaluation. | advised management to regularly undertake rev aluation in

accordance with IAS 16.

14.2 Lack of a Strategic Plan

It was noted that Amber House Ltd (AHL) does not have a strategic plan which would
define its Vision, Mission, Strategic goals and objectives. | informed management that
in the absence of a roadmap for growth and prosperity, the Company is exposed to a
risk of adhoc decision making with no sense of direction.

| advise management to formulate a strategic plan without further delay.

72



14.3 OQutstanding Debtors

A review of the company debtors reflected in the financial statements at
Shs.9,483,139,470 revealed the following:-

a) Outstanding Obligations to UEB

UEB, a company in liguidation owes the AHL an amount of Shs.4,167,455,641,
comprising of Shs.2,533,502,440 in rent arrears and another Shs.1,633,953,201 in rent

collections banked on UEB accounts.

In response, management stated that they had written several times to the liquidator
without success, and therefore the recoverability of these amounts appeared doubtful.
In spite of this, the liquidator ¢ ontinues to occupy 205m? of office space thus continuing

to incur additional rent arrears.

b) Outstanding Obligations to the Ministry of energy and Mineral
Development (MoEMD)

Shs.5,159,264,064 is owed by the Ministry of Energy and Mineral Developmentin rent
arrears accumul ated over a period of ti me. [
occupation of Amber House through the years is not in doubt, there is no valid tenancy
agreement to justify the companyds cl a&im on t
expired on 30™ June 2008.

A further review of this matter revealed that this amount owing to Amber house is not
reflected as owing in the Ministry Financial statements, a position which reflects lack of
commitment on the part of the Ministry to pay the outstanding rent.

Management has in the past stated that this issue has been brought to the attention of
the shareholders. | have advised management to ensure that the matter is followed up

and concluded accordingly.
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14.4 Budget Performance

a) Revenue Performance

The Company budgeted to raise revenue amounting to Shs.2,364,920,729 during the financial
year 2011, but only managed to raise Shs.1,374,373,344 realizing a shortfall of
Shs.990,547,385 (42% of the budgeted revenue). Failure to collect budgete d revenue impacts

negatively on the companyds ability to i mpl eme

I informed management that failure to collect budgeted revenue impacts negatively on

the companyb6s ability to implement its appr ovVe

In response, management stated that the Ministry of Energy and The Atomic Energy
Council which together occupy over 50% of office space had persistently defaulted on
payment thus the poor performance. | advised management to continue pursuing the

matter with the authorities.

b) Over expenditure on administrative expenses Shs. 5.096.855

The Company budgeted to spend Shs.913,809,650 on administrative expenses during
the financial year 2011. However, verification of financial statements revealed that
actual expenditure was Shs.918,906,505 resulting into an over expenditure of
Shs.5,096,855.

Although management attributed the over expenditure increase in advertising, internet
and telephone charges, no authority to over spend such as approved reallocation or
virement warrants was obtained prior to this spending. The over expenditure therefore,
lacked appropriate budgetary authority.

I advised management to always comply with the laid down procedures regarding

amendments in the approved budget.
14.5 Dormant Bank Accou nts

The company had in operation two (2) dormant bank accounts at Citibank and Standard
Chartered Banks respectively. | pointed out that such dormant bank accounts create
unnecessary maintenance costs and could be a vehicle for fraudulent activities. In response
management stated that they were awaiting board resolution to effect the closure.

I await management 6s commitment in this regarc
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14.6 Internal Audit Function

As | pointed out in my previous report, the Company does not have an internal audit
department to advise management on the appropriateness and functioning of the
internal control systems as well as management of the entity risks. This implies that the
effectiveness of the internal controls is not reviewed regularly for timely corrective

action to be taken.
Management in response stated that they have budgeted for this function in 2012.

I await management s commitment in this regarc

14.7 Depreciation of Leasehold Land

It was noted from the audit of fixed assets that the accounting policies that the
company depreciates leasehold land at 2% per annum and yet the Leasehold Land title
granted a 99 year lease. | informed management that this depreciation rate does not
result in allocation of the cost/value of the lease over its useful lifespan, and vio lates the
matching concept. Therefore the depreciation charge is overstated by Shs.5,000,000
every year.

In response management stated that they are in the process of revising the depreciation

policy in consultation with tnhtmentinahdsmedard. | awai t

14.8 FEully Depreciated Assets

Some of the Companyds property, pl ant and eq
equipment and computer & Accessories are fully depreciated yet the company continues
to derive economic benefits from them. Th e fact that there is no charge in the accounts

to reflect this benefit means there is a distortion of the economic reality on the ground.

Under IAS 16 the residual value and useful life of Property Plant and Equipment is to be
reviewed each year end and if expectations differ from previous estimates, the change

ought to be accounted for as a change in accounting estimate in accordance with IAS 8.

This treatment implies that the revaluation requirements under IAS 16 have not been
complied with and Property, Plant and equipment may not be fairly stated in the

financial statements.
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In response, management acknowledged the anomaly and undertook to seek approval
from the Board to revise the book values with a view of disposal. | await the outcome of

ma n a g e sxammithent in this regard.

14.9 Lack Of Investment Policy

The company reported a balance of Shs.3,896,700,000 as amount due from
il nvest ments maturing in one yearo. A review
revealed that there was no clear investment policy in place to guide the entity on

investing in these funds or even venture into a more diverse investment portfolio.

| informed management that lack of an investment policy may lead the company into
making investments haphazardly without undertaking a good analysis of the potential

returns. | raised this matter in my previous report but it remains outstanding.

Management in response indicated that the funds had been placed on a less risky
interest earning deposit as Sh mvegtrheatlpdieyissd app

awaited.

14.10 _Failure to Hold Annual General Meeting

Although the company had planned and budgeted to hold an Annual General Meeting, it

was noted that no Annual General Meeting was held in the period under review.

I Informed management that the Annual General Meeting is a key function where

management and the Board account for their stewardship to the shareholders.

Management in response stated that a notification was filed with the shareholder to
approve holding of an AGM but did not get a response. | advised management to

pursue the matter to enable compliance with shareholders interests.

14.11 Capital Restructuring/Reorganization

From a review of the financial statements, it was noted that whereas the share capital is
reflected as Shs.96,650, the overall capital reserves of the company stand at
Shs.22,103,086,082 | pointed out to management that this is a substantial mismatch
and distortion in the capital structure of the company. This may misrepresent the true

valuation of the com pany when shares are used as a basis.
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Management in response acknowledged the anomaly and undertook to present the
matter to the Annual General Meeting for approval of revaluation of the capital
structure. | advised that a capital restructuring/reorganiza tion to bring the value of

share capital in line with other reserves be considered.

14.12 Lack o f Approved Human Resources And Accounting Manuals

The company operates without a human resource manual to give guidance/authority
over decisions made on personnel maters such as recruitments, counseling, promoting,
compensating or terminating of employees. | informed management that lack of formal

guidelines may result in adhoc and haphazard handling of Human Resource issues.It
was further noted that the company also does not have an approved accounting manual
in place, to give guidance and procedure in the processing, recording and reporting of
financial transactions. Staff therefore lack appropriate formal guidance in processing

recording and reporting of transactions.

In response, management stated that the draft manuals were to be approved by the

board in 2013. | await management6s commitment

14.13 Lack of a Procurement Plan

Procurements under the Company were aarried out without a procurement plan contrary
to the PPDA act which requires that the procuring and disposing entity plans its
procurements and disposals in a rational manner in order to avoid emergency
procurements; aggregate its requirements wherever possible to obtain value for money

and reduce procurement costs.
| indicated to management that this omission exposes the company to inefficiency and

wastefulness in procurements. Management in response regretted the anomaly and

undertook to rectify it in f uture.
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HEALTH SECTOR

15.0

151

15.2

UGANDA MEDICAL AND DENTAL PRACTITIONERS COUNCIL - YEAR ENDED
30TH JUNE 201 2

Unexplained Direct D___ebits ( Shs.62.942.362

It was noted that direct debits on the bank statements totalling to Shs62,942,362 could
not be properly explained as there were no payment vouchers filed relating to the debits
in question. | explained to management that in the absence of supporting
documentation, there is a risk that the amount in question could have been
misappropriated since there is no evidence that it was withdrawn from the Council Bank

account to undertake approved activities.

It was further noted that bank reconciliations were not being reconciled by the

Accountant contrary to the Public Finance and Accountability Act 2003, which requires
that the bank reconciliation statements are prepared on a monthly basis to enable
management identify and follow up any errors that might have been committed. This

reflects lack of control over cash and bank transactions which could lead to loss of
Council funds. The Accounting Officer explained that an internal investigation was
instituted and a case of possible fraud was opened at Wandegeya Police. The
Accountant was arrested and investigtions were still ongoing. | advised management to

ensure that this matter is followed up to ensure recovery of any misappropriated funds.

Unaccounted for F_unds ( Shs.33,382.750)

It was noted that a total of Shs33,382,750 advanced to various officers to undertake
official activities remained unaccounted for by the time of writing this report. This was
contrary to the provisions under the Public Finance and Accountability Regulations and
the Treasury Accounting Instructions that require all funds to be accounted for during
the year in which the advance was made. In absence of proper accountability, | was

unable to confirm that the funds were utilized for the intended purposes.

Although management indicated that the accountability for the advances in question
was available, this had not been availed for verification by the time of writing this report.
| advised management to always ensure that accountabilities are filed promptly upon

completion of the related activities. In addition, | have requested the Accounting Officer
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15.4

to either obtain accountability for the funds in question or else enforce recoveries from

the recipients.

Missing C ash ( Shs.13,263.061)

An analysis of cash revenue collections and bankings revealed that during the period
between 1% July 2011 and 1% March 2012, revenue amounting to Shs221,669,000 was
collected but only Shs208,405,939 was banked, leaving a balance of Shs13,263,061
unbanked. This anomaly could have been as a result of failure by the revenue collector
to always promptly bank all cash collections intact, as required by the financial

regulations. There is a risk that this amount could have been misappropriated.

Management explained that the Shs13,263,061 shortfall is part of the ongoing
investigations they have instituted in a bid to recover the funds. It was further explained

that cash collections were stopped effective July 2012 and that all payments are now
being made directly to the bank by clients. | advised management to expedite the

investigation process so as to have the funds recovered accordingly.

Unretired Imprest

The financial regulations require that where Imprest is not settled by the expiry date of
the imprest warrant, a staff advances account will be opened in the names of the
Imprest holder to which the outstanding Imprest shall be debited and that no further
Imprest advances shall be issued to a public officer if he or she is still in possession of
an un-retired Imprest previously issued to him or her for a similar purpose. It was
however noted that no staff advance account was opened and debited with the
outstanding I mprest and the Imprest Holder continued to get more advances/Imprests
before retiring the previous ones contrary to regulations. As a result, Shs4,700,000

remained unaccounted for as shown in the table below: -

Month Amount ( Shs)
July 2011 700,000
September 2011 800,000
December 2011 800,000
January 2012 800,000
February 2012 800,000
March 2012 800,000
TOTAL 4,700,000
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Management acknowledged this anomaly and explained that the above amount was also
part of the ongoing investigations into the activities of the former accountant who had
since been arrested. Management was advised to follow up the case with Police with

aim of having the amounts in question recovered accordingly.

Book Keeping aspects

a) Maintenance of the Books of A ccounts

It was noted that the cash books and ledgers were not being maintained up -to-date
with transactions being entered several months after ocurrence. For instance by the
time of the audit, the Accountant was in the process of updating the cash book for the

period 1% March 2012 to 30" June 2012. This implies that there was no prompt follow
up and reconciliation of books of accounts by management, which could lead to errors
and omissionstaking long to be noticed and corrected.

Management explained that the Accountant was fired and the Council is in the process
of hiring a new Accountant. In addition, the Council is considering acquiring an
accounting software to ease the book keeping. | have advised management to update

and maintain proper books of accounts.

b) Monthly B ank Reconciliation Statements

It was noted that the books of accounts were not being reconciled by the Accountant
contrary to the Public Finance and Accountability Act 2003, which requires that the bank
reconciliation statements are prepared on a monthly basis to enable management
identify and follow up any errors that might have been committed. This reflects lack of

control over cash and bank transactions which could lead to loss of Council funds.

The Accounting Officer explained that an internal investigation was instituted and a case
of possible fraud was opened at Wandegeya Police. The Accontant was arrested and
investigtions were still ongoing. | have advised management to ensure that they adhere
to the requirements under the Act and have bank reconciliation statements prepared

monthly.
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c) Lack of Segregation of D uties

Inspection of the accounts department revealed that almost all accounting functions in
the Council were being handled by the Accountant, who undertakes the collection,
banking, posting the books of accounts and preparation of financial statements. |
informed Management that this is a control weakness that could lead to fraudulent

actions going undetected.

Management explained that the Council was in final stages of recruiting an administrator
to enable segregation of duties between Accounts and Administration. | have urged
management to ensure that the accountas department is adequately staffed to enable a

minimal segregation of duties within the department.

Use of Manual Accounting Syste m

Contrary to best practice, it was noted that the Council does not maintain an accounting
package to record its books of account. | explained to management that the manual
accounting system in place was prone to errors and ommissions. It was further noted
that the Council maintains a manual register for fees levied on the medical and dental
professionals across the country and those in the diaspora. This complicates the process

of updating and tracking of the subscriptions and fees by the members.

In their response, Management stated that it was considering acquiring an accounting
software in its budget for the FY 2012/2013 and that the procurement process was to
be initiated. | advised management to expedite the process so as to have the system in

place without further delay.

Ungazetted Names of Medical and Dental Practitioners

It was noted that the names of registered professionals and Health Units were not
published in the gazette as required under Section 19 (2) and (3) of the medical and
Dental Practitioners Act 1996. | explained to management that failure to gazette the
names of the Practitioners is irregular and may lead to legal suits being leveled against

the Council.

In their response, the Council attributed this anomaly to inadequate fundin g. However,
management has taken alternative approaches of disseminating this information through

uploading registers on the Council Website and developing a telephone reference
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directory for all practitioners and licensed clinics. | have however, advised management

to ensure that the requirement under the law is also fulfilled.

THE NATIONAL DRUG AUTHORITY - YEAR ENDED 30TH JUNE 201 2

The audit of National Drug Authority (NDA) had been completed but the financial
statements are still subject to approval by the Board. The following matters were

observed during the audit and -brought to

Improper Filing of Staff Records

A review of personnel files revealed that several files were incomplete. For instance
some files lacked appointment letters, contracts and academic qualification documents,
while in other instances, due to absence of the necessary documentations, it was nat

possible to ascertain the procedures used to recruit some personnel.

In response, management explained that this was due to a change in the filing system
whereby some personal files had not yet been merged. | advised management to
adhere to the set guidelines as stipulated in the staff manual regarding staff recruitment

and to ensure that documents are properly filed in the respective personnel files.

Staff Development and Training

A total of Shs.239,515,817 was spent towards staff development and trainin g during the
year under review. However, | was not availed with the annual training plan to confirm
that the expenditure was in accordance with approved training plan and budget for the
year. Besides, contrary to section 5.3 of the human resource manual, t here was no
evidence that training reports were filed. It was further noted that the trained members
of staff were not bonded to work for the Authority on completion of their trainings

contrary to section 5.1.6 of the human resource manual.

In their respon se, management explained that although there was no approved training
plan, all trainings were for courses geared at improving staff performance at NDA and
they were undertaken in accordance with staff appraisal recommendations. Management
further added th at the policy on bonding is not elaborate on the duration that should be
considered for bonding; the practice has therefore been to bond only those who train for

more than one year. It was further, explained that the HR manual is currently
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undergoing a review to address these deficiencies. | advised management to expedite
the review process and ensure that going forward, the provisions in the new manual are

strictly adhered to.

16.3 Responsibility Allowance

During the year under review, a total of Shs.58,388,272 was paid to various officers as
responsibility allowances. However, the basis against which the allowance was paid
could not be ascertained. Besides, there was no evidence that the allowances were
being paid with approval by the Board. In the circumstance, the eligibility of the

expenditure was rendered questionable.

Although management indicated that the allowance was approved by the Board to
replace housing allowance to Regional District Inspectors which was viewed as double
benefit for employees earning a consolidated salary, evidence of this authority was not
provided. | have advised management to ensure that payments of all forms of

allowances are in line with the HR Manual and authorized by the Board.

16.4 Staff Contracts

| noted that during the period und er review, several staff members who were employed
had completed their mandatory six months probation period. However, they had not
been issued with contracts nor had their services been terminated. It was further, noted
that some members of staff whose contracts expired during the financial year under
review and their contracts not yet renewed continued receiving their salaries. |

explained to management that this practice was irregular.

In their response, Management explained that the above matters were b efore the
Interim Board for consideration and approval. | advised management to expedite the

process.

16.5 The Office of the Secretariat

It was noted that the current holder of the above office has never been confirmed. The
holder of this office is the Accounting Officer of the Authority and yet he is not a
signatory to the Authoritydés bank accounts.
bearer effectively fulfills his functions as Accounting Officer without being a principal

signatory to the bank accounts.
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16.7

Management however stated that this matter was before the Interim Board for
consideration. | advised the Authority to expedite this process, so as to enable him

perform his functions effectively.

Board Retainer

During the audit it was noted that the Interim Board consisting of six members was each
paid a retainer fee of Shs. 500,000 per

provides that only the Authority Chairperson shall be paid an annual retainer fee.
Accordingly, in the absence of any other authority to this effect, expenditure totaling

shs.30,000,000 was irregularly incurred.

Management explained t hat retainer i s
appointment letters by the Hon. Minister of Health. The Minister did not appoint a full
authority but an Interim Board whose terms may not necessarily be the same as those
of the Authority. However, management will bring the rel evant section of the Authority
Manual to the attention of the Board at its next sitting. | have advised management to

either stop the practice or else have the allowance regularized.

Expenditure for Dossier Evaluation

During the year under review, Shs.132,374,623 was paid out to a technical committee
that was constituted to clear a backlog on the dossiers. However, we wer e not able to
ascertain the time frame within which the committee was to spend while evaluating
dossiers. Accordingly, it was difficult to verify the basis against which the expenditure
was made. A review of Board minutes revealed that this matter had been deferred by

the Board. It therefore, implies that the expenditure was not authorized and it was

mont h

e mb e c

ineligible to stand in the Authorityo6s account

In their response, Management explained that the Finance and Audit committee
considered the task force working method and recommended it to the Authority.
Payments were made in line with this recommendation. Management will however,
request the Interim Board to retrospectively approve the task force arrangement. |
advised management to always ensure that such payments are only made when there is

Board authority.
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16.8 Licensing Drug Shops

A review of the licensing guidelines revealed that all Drug Shops should be licensed by
the 31* of January of each year. However field inspections revealed that a number of
drug shops had not been licensed implying that those drug shops were operating
illegally. Existence of illegal operators implies that the population is vulnerable to being

exposed to substandard drugs.

Management attributed limited supervision to under staff ing and poor mechanical state
of the old fleet of vehicles and motor cycles. However, it was explained that a provision
had been made in the FY 2012/13 budget to recruit and equip 18 Zonal Inspectors of
Drugs to augment the current workforce . Further, mor e vehicles and motorcycles were
planned to be procured to improve staff mobility during supervision. | advised
management to ensure adequate monitoring and supervision of operational drug shops

facilities.

169 Use of DADI&s for supervision

It was noted that du ring the year, NDA was using District Drug Inspectors (DADIs) to
help with registration, licensing and supervision of drug shops, in addition to other

monitoring activities. It was also noted that NDA provides facilitation of about

shs.200,000 per month and motor cycles in some instances towards the facilitation of
each DADI. However, in some areas the support being offered by the DADI is
inadequate. For instance some drug shops are operating as clinics with the knowledge
of the DADIs of which several have illegal drugs, while others have class A and B drugs.
In the circumstances, over reliance on the work of DADIs seriously compromises on the

Aut horityds ability to operate as a regulator.

In their response, management concurred that reliance on DADIs is not effective for

NDAG6s operations but this has subsisted due t
term strategy is to completely phase out the role of DADIs and recruit and put more

reliance on Zonal Inspectors. | therefore await for the outcome of this management

commitment.
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16.10

16.11

Cash and Bank B _alances

It was noted that the Authority was holding over shs.16 billion on Non -interest
generating bank accounts. Given the inflationary tendencies and bank charges, it implies
that the amounts held in these accounts were steadily losing value. | explained to
management that if these funds were kept on interest bearing bank accounts, NDA

would be able to generate significant amounts in interest earned to support its activities.

Management explained that a draft investment policy was submitted and it was awaiting
approval of the Board and that if approved, the surplus funds will be invested to
generate more revenue. | have advised management to expedite this process to enable

the Authority supplement on its r evenue sources.

Legal Department

During the audit, it was observed that the Authority had quite a number of pending
litigations brought against it by several companies and individuals. Some of the major

pending litigations included the following: -

a) Mavid Pharmaceuticals & another vs. NDA & 2 others,Civil Suit No 383
of 2010

On 6™ July 2011, NDA was served with summons to file a defence in respect of the
above mentioned matter. This counter suit arose out of another suit in which Royal

Group of Pakistan is suing M/S Mavid Pharmaceuticals for recovery of money arising out
of a contractual relationship between the two parties. Mavid Pharmaceuticals, claimed
that NDAs actions of effecting a change in the Local Technical Representative (LTR) of
Royal Group of Pakistan from Mavid Pharmaceuticals Limited to Abacus Pharma (Africa)
Ltd, was done in complete disregard of the Law, Regulations and policy. Mavid
Pharmaceuticals is therefore seeking shs.6,000,000,000 (six billion Uganda shillings) as
monetary loss that was incurred as aresult of NDAs actions. The matter is ongoing

before the Commercial division of the High Court at Kampala.
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b) Dr. Frank Mwesigye vs. Attorney General and National Drug Authority:
Misc. Cause No. 103 of 2011

The applicant (Dr. Mwesigye Frank) filed an application before the High Court for several
declarations of judicial review. On 29" March 2012, Court delivered its Judgment in
favor of the applicant and granted him the orders sought. An appeal to the Court of

Appeal was subsequently lodgedby NDA, and the same is ongoing.

) National Council of Traditional Healers and HerbalistsAssociation

(NACOTHA) vs. NDA, Attorney General & Ms. Florence Nakiwala Kiyingi:
Civil Suit No. 392 of 2011

The plaintiff in this suit is seeking Orders nullifying the appointment of Ms. Florence
Nakiwala Kiyingi to the NDA Board. The plaintiff contends that the process by which
elections for the herbalist representative were conducted by Ministry of Health officials
was marred by irregularities. The matter is ongoing bef ore the Chief Magistrates Court of

Mengo.

d) Emmanuel Juma vs. NDA, Civil Suit No. 495 of 2006

The claim by the plaintiff is for an order for the return of drugs that were wrongfully
confiscated by NDA, loss ofprofits, interest and costs of the suit. The amount being
claimed is shs.118,000,000 (one hundred and eighteen million shillings only). The

matter is ongoing before the High Court.

e) George Peter Ngogolo vs. NDA, Civil Suit No. 183 of 2012;

The above suit is for various declarations by the High Court, arising out of the denial of
a License to operate by NDA. The plaintiff seeks general, aggravated, exemplary and

special damages in the sum of shs.51,103,000. The matter is ongoing.

f) Frank Nyakahuma & others vs. NDA, CB 152/2012;

This is a matter in the labour office at Kampala Capital CityAuthority. It was filed by
former temporary employees of NDA and they are seeking compensation for unlawful

termination of their contracts of employment. They are seeking about shs. 159,000,000
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Q) Kityo Semakula& 4 others vs NDA  :

On 15" June 2011, NDA was served with a Statutory Notice wherein the plaintiffs intend
to institute a suit for cancellation of the Certificate of Title to land comprised in Block
423, Plot 13 Busiro Mengo, the same having been obtained by NDA in 2005. The
intending plaintiffs allege that the transaction relating to the sale of this land is
fraudulent hence they intend to seek damages and costs. The value of the subject

matter as per the statutory notice is shs.320,000,000.

h) Nganwa & 2 others vs. NDA, High Court Civil Suit No. 6400f 2005:

In 2002, Nganwa William, Lule John and Francis Otim, the former Chairman, Executive
Secretary and Head DAR, respectively, were charged with abuse of office, neglect of
duty and falsification of the national register. Howev er, in 2005, the Director of Public
Prosecutions withdrew from prosecution of the case and no attempts were made to
reinstate the criminal charges. Subsequently, in 2005, the above named persons filed a
suit of malicious prosecution against the Attorney General in the High Court. The
presiding Judge advised that the parties should explore an out of Court settlement, but
the parties were unable to come to an amicable understanding. Resultantly the matter is

now before Court for determination.

i) Gideon Kisuule vs NDA, Civil Suit No. 513 of 2004

The above suit was instituted by Gideon Kisuule, former Head, Drug Assessment and
Registration Department of NDA. He seeks to recover Shs.6,250,000 as money which
was deducted by NDA from his terminal benefits upon his resignation, without his
consent. This money was paid by NDA to external lawyers as legal fees for defending
the plaintiff in a criminal case in which the plaintiff (Gideon Kisuule) had been charged

with offences under the National Drug Policy and Authority Act, Cap 206. In its defence,
NDA contends that this money was paid by NDA in error and thus the amount was
properly deducted from the Plaintiffs retirement package. Judgment was delivered on

20" April 2012 against NDA. NDA was ordered to pay shs.6,250000 plus accrued
interest from the date on which the plaintiffs cause of action arose, plus costs of the

suit.

| explained to management that such a high magnitude and frquency of litigations

against the Authority can have serious financial consequences whch can cripple its
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operations. Besi des, NDAOG s |l egal depart ment
challenges that can hinder successful defence of the Authority; these included the

following: -

o Human resource constraint in the unit/understaffing, Unit comprises of 1 officer,
following the resignation of Head Legal Services in June 2011. Heavy workload
vis-a-vis the low staffing levels in the unit,

o Reliance on guidelines which have no force of law. Section 64 of the NDP/A Act
empowers the Minister of Health to issue Regulations to operationalise the Act.
However, only 4 Regulations have so far been issued since 1993. Reliance on
guidelines is an avenue for litigation since guidelines are not legally binding.

o Inadequacies in handling of cases by DPP, due b the peculiar nature of offences
created by the NDP/A Act. NDA is considering obtaining permission from the DPP
to prosecute offences under the NDP/A Act in a private capacity. However, this
can only be attained when the legal unit has been sufficiently a nd adequately
staffed.

o Non consultation of the legal department at times leads to decisions with legal
implications being made and this leads to suits being instituted against the
Authority.

| advised management to always exercise prudence while making dedsions likely to

have legal implications, including obtaining the necessary legal advice. In addition, there

is need to strengthen the Authorityods Legal

effectively perform its responsibilities.
16.12 National Dru uality Control Laborator CDEPT

The National Drug Quality Control Laboratory was encountering several challenges as

explained below:-

o Delays in Procurement of laboratory supplies and services: The laboratory
experiences delays in purchase of its supples such as equipment, chemicals,
reagents, spares and laboratory services such as calibration of equipment; this
affects its testing activities. Management attributed the delays to specialized
nature of supplies with few local suppliers and the need for in ternational
procurements. The delay was further, attributed to the rigorous PPDA guidelines

especially for high value supplies. Management was contemplating to seek

89



PPDAOGs approval to develop and accredi

for specific to NDA.

Inadequate space: Despite the fact that a laboratory extension has been set up,
the laboratory space is still inadequate to cater for testing of all drug sample
categories and storage of retention samples and laboratory inputs such as
chemicals, reagents and lab consumables. Management explained that adelivery
of mobile racks for storage of chemicals and reagents was being expected, after
which, the laboratory will be rearranged to create more space for placement of
testing equipment. Plans for further laboratory expansion will also be considered.
Lack of enough testing equipment: The laboratory still lacks adequate testing
equipment to cater for all medicines including herbal medicine and other
categories of medical devices.

Lack of adequate human resources: The department lacks adequate numbers of
drug quality analysts to carry out testing of drug samples, a laboratory assistant
and a designated store keeper. Management indicated that it was in the process
of filling vacant positions for six (6) drug quality analysts and three (3) senior
drug analysts.

Lack of a laboratory Information management system (LIMS): The department
lacks a LIMS software that aids in computation and generation of tests reports.
This would greatly help to fast track the te sting exercise and enhance decision
making.

Testing of unplanned samples: The department receives various suspected drug
samples outside the planned testing schedules from both the ports of entry and
the market. This means that the lab has to stock numerous categories of
reagents, chemicals and chemical reference substances at any one time to cater
for such samples.

Lack of adequate funding for training: There is limited funding for training yet
laboratory personnel need to undergo continuous training to le arn new testing
technologies and skills. |1 have advised management to ensure that adequate
budgetary provisions are always made for training of its laboratory staff.

NDA has only one Quality Control Laboratory: This means that all drug samples
picked at ports of entry and those picked during drug surveillance programs from

all over the country have to be brought to this laboratory for testing. This creates
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a heavy workload. Setting up of regional laboratories would possibly help

alleviate this problem.

Management explained that currently, NDA uses mini labs in all regions and

Truscan at ports of entry. While fully fledged laboratories in the regions are

desirable, their feasibility and sustainability will be planned for long term

implementation. Management has however committed to assess the feasibility of

this recommendation further.

16.13 Status of Previous Audit Recommendations

The status of the findings and recommendations pointed out in the previous report is

summarized below:-

Audit Findings

Remarks

A Long outstanding static
debtors

The biggest debtor is the MoH. However, the ministry sent an
audit team to verify their outstanding debt with NDA in order to
recognize it in its accounts for inclusion as government
domestic arrears.

filing of returns with URA

A The i s s ue | The Interim Board requested for an independent report on the
dormant accounts - all NDA accounts for review.
A Rent al p ay rl NDA made payment for all rental tax arrears and is now tax

compliant.

A Leasehol d i
property at Nkrumah

NDA budgeted for the maintenance of this property before
revision of the rates as short term measure. In the long run,
NDA will need technical advice on any changes of a structural
nature. Stanbic bank is willing to credit finance deve lopments.

NDA Bank Account

A Land and b u | The property was revalued and it was in existence.
Lumumba Avenue,
Buganda Road and
Nkrumah
Un-identified deposits were attributed to drug shops that
A Un identi fi e|ldeposited money on account and never came for receipts and

licensing. NDA has now put in place a mechanism to identify all
deposits on to NDA account from Drug shops. Starting with this
licensing cycle, it is mandatory for clients to indicate their
Facility Identification Number (FIN) as allocated by NDA. The
bank has been instructed not to accept any deposits without
this information. In future, NDA working with the banks will
perform automated bank reconciliations using the FIN.

Stanbic Dollar Account.

A Finance a n| The Authority has not been fully constituted.
committee
A Un c r ¢ This transaction was cancelled and a fresh payment instruction
Us$.15,900.70 on the issued by the client.
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17.0 THE UGANDA NURSES AND MIDWIVES COUNCIL - YEAR ENDED 30TH JUNE
2012

17.1 Revenue Performance

It was noted that during the year under review, the Council budgeted to collect a total
of Shs859,325,000 out of which Shs659,406,000 was actually collected by the end of
the year, representing a performance of about 77%. | explained to management that
failure to realise all the budgeted revenues may deny the Council the vital resources
needed to implement all the planned activities which may therefore hamper the full

achievement of the objectives for the period.

In response, Management explained that with the help of development partners,
Regional Offices in each Regional Referral Hospital had been instituted and this is
expected to ease clients6é compliance, registr
offered by the Council. This is therefore antici
performance levels. | advised management to also strengthen its revenue collection

efforts so as to improve on its revenue performance.

17.2 Unutilized Cash B _alances - Shs.1.074.8 85,680

It was noted that the Council had a total of Shs674,885,680 at year end as cash and
cash equivalents at bank. It was further noted that the council maintained a fixed

deposit account with Stanbic bank whose balance stood at Shs400,000,000 by the end
of the financial year. | explained to management that in absence of a proper plan to
utilise these funds, this exposes such funds to a risk of deterioration in value as well as

misuse.

In their response, Council management explained that they had engaged a consultant to
design a Business Plan for the Council. | have advised management to expedite this

process accordingly.

17.3 Direct P rocurements - Shs.87,198,353

It was noted that the Council made direct procurements amounting to Shs87,198,353,

without following the procurement guidelines. For instance, some procurements which
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required Request for Proposal Method of procurement were made using Direct method
while in other cases Local Purchase Orders were not issued to providers. | explained to
management that failure to adhere to the recommended procurement methods does not
guarantee attainment of value for money and exposes the Council to a risk of fraudulent

procurements.

In their response, management attributed this anomaly to ab sence of a proper
procurement and disposal unit (PDU) adding that, going forward, the Council has been
boosted by the PDU of the Ministry of Health with a dedicated procurement officer to
help streamline the procurement procedures. It was further explained that the Council
now has a contracts committee awaiting approval by the Ministry of Finance, Planning
and Economic Development. | have advised management to always strictly adhere to

the PPDA laws and guidelines.

17.4 Gazetting of the Reqistered P__ersons

Section 23 (2) of the Uganda Nurses and Midwifes Act, 1996 requires the registrar to
publish in the Gazette the names of a person registered, as soon as is practicable,
between 1% January and 31* day of March in each year. It was however noted that the
Council does not publish the names of the registered persons in the Gazette. Failure to
gazette the registered persons denies the public access to vital information and also
dentsthe Counci | 6s function of regulating the prof
In their response, Council management explained that they were in the process of
computerizing and cleaning the database for nurses and midwives before they could
publish the information. | have urged management to expedite this process so as to fully

comply with the requirement s under the Act.

18.0 NATIONAL MEDICAL STO RES- YEAR ENDED 30TH JUNE, 201 2

18.1 Expenditure P erformance

An analysis of the expenditure performance revealed that a total of Shs191 billion was
released to NMS for procurement of drugs and other medical supplies for distribution to

National referral hospitals and lower health facilities. However, only Shs166 billion was
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18.2

18.3

utilized in the financial year under review leaving Shs25 billion (representing 13% of the
amount released by treasury) unutilized. | explained to management that the unutilised
funds may imply that NMS has a low absorption capacity leading to non availability of
drugs and other medical supplies at Hospitals and Health Centers. In response, the
Accounting Officer attributed the above scenario of unabsorbed funds on the side of
Health facilities. He stated that NMS procured and stored the medicines in the
warehouse awaiting orders from the individual Health facilities and that this challenge
had been brought to the attention of the Ministry of Health and the in -charges of
ordering Health facilities. He indicated that NMS was working with them to ensure that
the orders are aligned to procurement plans. | advised manag ement to follow up this
matter seriously so as to address the problem of non availability of drugs at the health

facilities.

Vacant Positions

During a review of the approved structure and the current staff establishment, it was
noted that out of the approved 165 posts, only 147 posts were filled leaving 18 posts
unfilled. | informed management that understaffing constrains and demotivates the
existing staff leading to poor service delivery. In their response, management explained
that a recruitment process was on going to fill all the vacant posts. | advised
management to expedite the recruitment process in order to have all the vacant posts

filled accordingly.

Procurement

a) Lack of a Price List for Common Drugs

A review of PPDA Mnute PPDA/M10/BO9/000 o 10™ October, 2005 revealed that NMS
was given a waiver to use restricted bidding instead of open domestic bidding in the
procurement of common drugs. However PPDA advised management to maintain a price
list of drugs commonly procured to ensure there is value for money in all procurements.
PPDA further advised that the World Health Organisation (WHQO) price indicator guide
should also be consulted to ensure value for money. However, contrary to PPDA advice,

management did not maintain a price list of commo nly procured drugs. On inquiry, it

94



18.4

was noted that management sets its own prices based on what the bidders offer. This

practice may lead to failure by management to achieve Value for Money spent.

Management explained that WHO only maintains a list of a few prequalified items and
not all items that NMS stocks are listed. It was further explained that the prices of all
items procured by NMS are maintained in the system (MACS) as purchase orders and
can be retrieved when required. These prices are used during estimation of unit prices
on PP Form 20 in subsequent procurements. However, NMS has created a position of a
Research Assistant (RA) who will be specifically responsible for carrying out price
surveys and maintain the price list of common drugs. | advised management to expedite

the recruitment of the RA to ensure that PPDA conditions are adhered to.

Fixed Assets Management

a) Inadequate Fixed Assets Function Policies and Manual

It was noted that the entity does not have comprehensive asset management policies,
manual and instructions. As a result the management of its assets are not guided by
uniform procedures across the entire organisation. In their response, management
admitted the shortcoming and indicated that this would be addressed accordingly. |
advised management to follow best practice by having the Fixed Assets Management

Policies, Manuals and Instructions developed and operationalized.

b) Non Disposal of Assets

A review of Board of survey and management reports revealed that there are a number

of items which had been due for disposal as shown below:-
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18.5

Item Quantity/reference photograph

Motor Vehicles 13
IT Equipment 88
Store Equipment 09
Administrative items 150

Grounded trucks at the NMS
headquarters not disposed off

Assorted items  lying idle in the entity
yard

| informed management that the accumulation of disposable items leads to
obsolescence, deterioration in value of the items and hence revenue loss to the entity.
Managements stated that the process of asset disposal was stated with the
appointment of valuers to attach values and determine reserve prices for disposable

items. | advised management to expedite the process accordingly.

ltems Stocked Overalong T ime

During an inspection of the stores, it was noted that some items have been stocked in

stores for a period of more than two years. The items include Dispersible Cotrimoxazole
tablets BP 120mg batch no cxzh0098, dihydroartemisirinelpc peraquirephostrate batch
no 1092 pd code 220045, Penicillin procario 3mu+ Benzy/1mu 1 fmpdct code 215440
batch no 1005035 and 19 sets of solar equipments which include solar panels and
batteries. | explained to management that overstocking increases the risk of drugs

expiring while still in NMS stores, which not only leads to loss of funds but also creates
more unnecessary costs for their disposal. Management explained that NMS depends on
instructions from MOH to deliver these items to health facilities which instructions

sometimes delay. However, NMS had since received instructions from MOH and the said

items had been distributed to the facilities. Management further explained that the PPF
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19.0

19.1

19.2

19.3

is a slow moving drug caused by MOH change of treatment policy from this item to

injectable ceftriaxone.

| advised management to have proper measures on slow moving drugs to be procured
on request to avoid a risk of them getting expired while still in stores as well as the

associated disposal costs.

ALLIED HEALTH PROFESSIONALS - YEAR ENDED 30TH JUNE 201 2

Opening and Comparative Balances

As stated in my previous report, the Council failed to prepare and submit financial
statements for audit for the financial year ended 30 ™ June, 2011 contrary to the
requirements of the Allied Health Professionals Statute, 1996. In absence of previous
year audited financial statements, the opening and comparative balances of the financial

statements for the year under review could not be ve rified leading to limitation of scope.

| advised management to prepare the financial statements for the period in question to

enable verification.

Expenditure Not Accounted For I _Shs.46,385.740

A total of Shs.37,785,740 was advanced to staff for various activities. However, by the
end of the financial year, the funds had not been accounted for. In absence of
accountability documents, | was unable to confirm that the funds were put to proper

use. In addition, Shs.8,600,000 advanced to a bank for loading on fuel cards lacked
accountability in form of fuel receipts, coupons and vehicle logs. | advised
management to provide accountability documents or have the advances recovered from

the recipients.

Failure to G azette the Allied Health Professionals

Chapter 268 Section 24 (2) of the Allied Health Professionals ACT requires the Registrar
to publish in the gazette the name of a person registered or struck off the register as
soon as is practicable and have an up-to-date register of professionals by the 31 day of
March in each year. However, it was noted that since the Councils inception in 1996, it

has never gazetted the names of Professionals contrary to the provisions of the Act.
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Failure to gazette the professionals could lead to legal suits being leveled against the

Council.

Management explained that the Council had to first carry out a verification exercise of
Academic documents and certificates due to the rampant forgeries. This exercise was
still ongoing. However, management anticipated the names of professionals to have
been gazetted by March 2013. | advised Management to expedite the process of

verification and have the names gazetted as required by the law.

19.4 Unapproved Budget

Part IV Section 17 of the Allied Health Professionals Act 1996, states that the Council

shall within three months before the end of the financial year prepare and submit to the

Minister of Health for approval, estimates of income and expenditure of the Council for

the next ensuing year and no expenditure shall be made out of the funds of the Council

unless that expenditure is part of the expenditure approved by the Minister. However,

there was no evidence to show that the Council budget was approved by the Minister in

line with this requirement implying that the Council oper ated on an unapproved
expenditure budget. I n absence of an approve

considered irregular.

Management attributed the omission to shortage of staff experienced at the time. |
advised Management to ensure adherence to the provisons of the law and have an

approved budget duly signed by the Minister.

19.5 Budget Performance

An analysis of the budget performance revealed that during the year under review, out
of the budgeted revenue of Shs.1,318,497,600, the council collected Shs.831,953,000,
leading to a shortfall of Shs.486,544,600 (representing 37% of the budget). | informed

Management that failure to realize all the budgeted revenues affects the
implementation of planned activities. For instance, a review of the annu al reports
revealed that a number of planned activities had not been implemented and these
related mainly to the administrative functions of the Council. Details are in the table

below:-
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Output description Planned output Actual Variance

Output
No of districts sensitized 80 32 (48)
Annual practicing licenses | 12000 1797 (10,203)
renewed(APL)
Professional  misconduct| 20 1 (19)

investigated
Sensitization through mass | 8 adverts in news | 4 adverts placed | (4)

media papers in papers.

Council meetings 5 3 (2)
Committee meetings 20 15 (5)
International conferences | 7 2 (5)
attended

Managment explained that the Council had opened up eleven (11) regional offices to
strengthen regular inspection, supevision, sensitization through local media and have a
constant touch with the professionals and easy accessibility of services which will

enhance revenue coll ections. | awai t out c ome

19.6 Unspent Balance

Shs.279,218,302 remained unutilized by the Council although it was noted that the
Council under performed on a number of planned activities. | informed management
that failure to utilize such funds indicates inability of management to utilize availed

resources and could lead to non implementation of planned activities.

In response, management explained that the funds in question were earmarked to

procure vehicles for the regional Supervisors offices opened up across the country for

inspection and taking services nearer to the professionals. However, the Council had not

been able to obtai n aut hority from the prime Minister
procurement of vehicles. | advised Management to continue pursuing the matter with

the Office of the Prime Minister.

19.7 Absence of a Reqister for Accountable Stationery

Paragraph 54 of the Treasury Accounting Instructions (TAI) requires registers to be kept
for recording the stock and disbursement of all counterfoils. However, it was noted that
the Council did not maintain a register for recording the stock and disbursement of
revenue receipt books. As a result, | could not ascertain the exact number of receipt

books that were utilized during the financial year. Failure to maintain such a register
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19.8

19.9

poses a risk of loss of revenue as a result ofusing unofficial revenue receipt books to

collect revenue. | advised management to ensure full adherence to the TAI.

Lack of a Training Manual

Good practice require that every entity should develop and operate within an approved
training manual. It was noted, that the Council sponsors staff for tra ining in different
professional courses. However, the Council does not have an approved Training Manual

to provide guidance to management on staff training matters.

In absence of the Manual, it is likely that irrelevant courses may be sponsored and/or

there may be a risk of unfair selection of some staff for sponsorship.

Bookkeeping

a) Cash Book

Contrary to Para 319 chapter VIl of the Treasury Accounting Instructions (TAI) which

requires that any amendments to the cash book be made neatly in ink without e rasure,
be signed and dated by the officer making it. It was noted that the Accounts Assistant

consistently recorded receipts in the cash book in pencil. In the circumstance, the
information contained in the cash book may not be credible. For instance whereas the
total revenue as per the receipts was Shs.790,743,100, the cash book reflected a total
of Shs.798,023,600. The variance of Shs.7,280,500 could not be reconciled.

Management explained that the Council is now using a new business online system
where all revenue is directly banked by the clients who are issued with receipts on

presentation of bank slips duly signed and stamped by the Bank.

| advised management to fully adhere to TAI by ensuring proper ink is used in the
posting of the cash books. Management was further advised to expedite the

investigation.

b) Non - preparation of Bank Reconciliation Statements

There were no bank reconciliation statements being prepared on a monthly basis
contrary to the Treasury Accounting Instructions and Generally Accepted Accounting

Principles. This practice reflects an override of internal controls leading to errors going
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undetected. For instance, it was established that whereas the total receipts during the
year amounted to Shs.790,743,100, an amount of Shs.830,475,310 was banked
resulting into an unexplained variance of shs.39,732,210. The Accounting officer stated
that the bank reconciliation statements were not being prepared because by that time
the Council had only one person, an Accounts Assistant inthe Accounts Section to

handle all Council activities.

Management was advised to ensure monthly bank reconciliation statements are
prepared and reviewed by the responsible supervisor. In addition, the above variance

should be investigated.

EDUCATION SECTOR

20.0 NATIONAL COUNCIL OF SPORTS - 30TH JUNE, 201 1

20.1 Council Land and B__uildings

It was noted that although the Council was allocated plots 2 7 10 Coronation Avenue

(Lugogo By-Pass) by the Kampala District Land Board on 9" July, 2008, it has neither

secured a formal lease offer nor a land title. Since it operates from the land in question,

its security is not guaranteed in the absence of a valid land title. The value of this

property stood at Shs15,307,103,028 as reflected i n t he Council 6s St
Financial Position at the close of the year under review.

Additionally, the size of the | and was neithel
in the valuation report casting doubts as to the actual size and boundarie s of the land.

This puts the said land at risk of illegal encroachment. This matter was also raised in my

previous audit reports.

| have again advised management to expedite the process of acquisition of the lease

offer and the land title.

20.2 Capital Develop ment Expenditure

During the year under review, the Council incurred capital development expenditure
amounting to Shs1,700,000,000 purportedly on renovation of the Main Hall. However,

no documents were availed to me to support the expenditure in question. In absence of
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the supporting documentation, | could not ascertain the genuineness and accuracy of

the amount in question.

In their response, management explained that this was an injection of funds by MTN
Uganda Ltd but the related documents are yet to be availed to the Council. | have
advised management to obtain the documentation in question and also ensure that
proper written agreements are in place before allowing third parties to make any capital

developments on any Council property.

Budget Performan ce

A review of the performance of the Council revealed that it registered a revenue shortfall
of Shs 196,855,000 as detailed in the table below: -

Particulars Budget ( Shs) Actual ( Shs) Shortfall ( Shs)
Perimeter wall 40,000,000 0 40,000,000
Cricket oval 140,000,000 51,370,000 88,630,000
Oasis sports club 35,000,000 32,175,000 2,825,000
Main hall 70,000,000 16,500,000 53,500,000
Hostel/Guest house 10,000,000 0 10,000,000
Rent from MTN mast 16,000,000 14,100,000 1,900,000
Total 311,000,000 114,145,000 196,855,000

Failure to collect all budgeted revenues may have constrained the Council in the

implementation of all planned activities during the year under review.

In their response, management explained that the main hall was under renovation
during the period while the perimeter wall no longer attracts customers as it is an
outdated medium of advertising. | advised management to endeavour to formulate

realistic annual budgets and also strengthen its revenue collection efforts.

Non -availability of Bank S tatements

At the time of the audit, the Council did not have complete bank statements for account

number 014/00/905044/01 with Stanbic Bank for the year ended 30 ™ June, 2011. Only
statements for the month of July 2010 and June 2011 were available for our review. The
non-availability of all the statements renders the Council unable to reconcile its cash

book balances with the bank statements balances for the period. In addition, the
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accuracy of the reported cash and cash equivalents balance of Shs92,614,075 could not

be ascertained in absence of all the bank statements.

In their response, management explained that efforts were made to obtain all bank
statements from Stanbic Bank for the financial year 2010/11 to no avail due to system
failure. | advised them to follow up this matter and secure all the bank statements to

facilitate the reconciliation process of

Unrecog nized Rental Receipts

A review of receipt books revealed that the Council collected Us$.16,800 from Uganda
Olympics Committee (UOC) vide receipt No.02411 dated ' June, 2011 in respect of
rent of the Guest House for the period 1° June 2011 to 31% May 2012. However, the
consideration received in advance (i.e. Us$.15,400) was not recognized as a liability
(deferred income) neither was the rent for the month of June 2011 (i.e. Us$.1,400)

recognized as turnover from other sources as required by IAS 18. In t he circumstances,

the financial position of the Council is misrepresented.

In their response management indicated that the entire amount was erroneously posted
in the financial year 2011/12. | have advised management to always ensure that proper
cut off procedures are adhered to in line with the requirements of the financial reporting

standards.
Un-accounted for Funds

During the year under review, National Council of Sports indicated in their Financial
statements that they disbursed a total of Shs18,517,450 to Athletics Assaociations.
However, after third party confirmation, Athletics Associations replied negatively that
they did not receive any funding from the Council. There is a risk that the funds in

guestion could have been misappropriated.

In their response, management explained that expenses are incurred on behalf of the
Associations and sited an example where tickets worth Shs 18,000,000 were bought for

Athletes to go to Spain.

| explained to management that the amount in question remains un accounted for.
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21.2

Status of Prior Year Audit Findings

The status of the prior year audit findings was as summarized below: -

Issue raised Remarks
1 Lack of a land title for the Council land and buildings Not addressed
2 Non insurance of council assets Partially addressed
3 Irregular back up of data and unsecure storage of Partially addressed
information
4 Lack of internal audit function Not addressed
5 Unretired staff advances Partially addressed
6 Lack of job descriptions Not addressed
7 Non accountability of withholding tax Partially addressed

NATIONAL COUNCIL OF SPORTS - 30TH JUNE, 2012

Loan Repayment Shs.200,000,000

The Statement of Financial Position indicates that a longterm liability amounting to
Shs200,000,000 had been fully repaid by 30™ June 2012. However, this state of affairs
is not reflected in the Statement of Cash flows. In the circumstances, the reported Nil
bal ance could be a misrepresentation of the

| advised management to make th e necessary adjustments.

Non preparation of Monthly B ank Rec onciliation S _tatements

It was noted that reconciliation of the cash book and bank statements was not carried

out mont hly as required by Sec.5.3 of t he
explained to management that such reconciliations help in detection of errors early
enough so that quick remedial action is taken. In the circumstances, the correctness of

the negative cash and cash equivalents balance of Shs67,335,054 reported in the
balance sheet could not be ascertained. Management acknowledged the anomaly and
undertook to address the matter by recruiting two more staff for effective and efficient
performance in accounts department. | advised management to ensure monthly
reconciliations are regularly carried out by a more senior officer not involved in either

payments or cash book maintenance.
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Unsupported Receivables and Payables

It was noted that the Trade and other receivables ( Shs77,574,033), and Trade and

other payables(Shs107,077,792) were not supported with detailed schedules showing

individual account balances and movement during the year under review.

Included in the payables is a balance of Shs71,538,328 due to Bank of Baroda.

However, no explanatory note was included in the finan cial statements to support the

transaction.

In the circumstances, | could not satisfy myself that the balances referred to above were

correctly stated.

Whereas management in their response indicated that the necessary adjustments had

been made, there was no proof to this effect.

| advised management to adjust the accounts accordingly.

Inconsistent Reporting of Reserves

Reporting inconsistences were noted between reserves balances stated in the Statement

of Financial Position and Statement of changes in equity as follows:

Item Statement of Financial Statement of Changes
Position in Equity
(Ugx) (Ugx)

Accumulated fund

1,698,924,171

1,529,292,862

Capital reserves

13,494,214,537

13,625,243,491

Long term Capital

53,689,940

13,845

On the other hand, Note 16(Accumulated funds) shows a balance of Shs1,582,968,957.

In the circumstances, the reserves are misrepresented.

Whereas management in their response stated that the discrepancies had been

corrected, there was no proof to this effect. | advised management to take corrective

action.
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Unsupported B alances in the Cash Flow Statement

The source of the following balances stated against line items in the Cash flow

statement could not be established:

Item Ugx
Purchase of Equipment 76,822,700
Increase in Trade & Other receivables (10,000)
Cash and cash equivalents at the 292,614,075
beginning of the period

In the circumstances, the cash flow statement could be ridden with errors. Whereas
management in their response indicated that the errors had been corrected, there was
no proof to this effect.

| advised management to support the reported balances.

Council Land and B uildings

It was noted that although the Council was allocated plots 2 7 10 Coronation Avenue
(Lugogo By-Pass) by the Kampala District Land Board on 9" July, 2008, it has neither
secured a formal lease offer nor a land title. Since it operates from t he land in question,
its security is not guaranteed in the absence of a valid land title. The value of this

property stood at Shs 15, 220, 897, 254 as reflected
Financial Position at the close of the financial year under review.

| advised management to expedite the process of acquisition of the lease offer and the

land title. This matter was raised in my previous audit reports but no action has been

taken yet.

Irrequ _lar payments to SOLECO L imited

An agreement was made between the National Council of Sports and MTN for the
refurbishment of the indoor stadium at a cost of Shs750,000,000 on the 22™ January,
2009. MTN was supposed to meet all the contractual obligations in the agreement in
exchange for some rights that were stipulate d in the agreement as follows:

o Naming rights for 10 years (MTN ARENA);

. 50% subsidies on costs/fees associated with the use of the facility;
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The right to advertise MTN/or the foundation in and around the stadium at all
times during the 10 years;
The Right to place a permanent mark and monument and

The Right to refuse use of the facility by MTN competitors among others.

However the following anomalies were noted:

Payment of Shs114,770,182 to SOLECO contracted by MTN was made from the
Council account out of a total contract sum of Shs151,142,355 for repairs of the
floor defects though there was no clause in the contract agreement requiring the
Council to make a financial contribution towards the refurbishment. It was not
explained as to why the building needed such major repairs hardly after 2 years
of undergoing major refurbishments paid for by MTN. The floor defects should
have been met from the 10% retention fee provided for in the original
construction works.

The contract prohibits the Council from hiring out the facility to MTN ¢ ompetitors
thus denying the Council other sources of revenue justifying the more reason all
funding should have been met by MTN.

If this was deemed to be a separate activity; then the Council did not follow the
laid down procurement guidelines before contracting the firm to undertake the
repairs in question. For instance,t her e was no Solicitor
contract.

The entire cost of repairs was expensed in the Income statement as opposed to
capitalization yet it was a major repair cost. This has unreasonably caused the

Council to report a deficit position.

In their response, management explained that SOLECO contract was approved by the

Board after MTN Uganda limited had asked NCS to contribute funds towards the

construction of the floor of the indoor stadium after it had developed defects.

| advised management to always adhere to the basic procurement principles laid out in
the PPDA Act 2003.
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Unauthorized Over E  xpenditure  Shs.45.815.800

Analysis of the budget and expenditure for the fi nancial year revealed that the Netball
Federation had an annual budget of Shs15,000,000. However, it was noted that total
payments to the club amounted to Shs60,815,800 leading to an over payment of
Shs45,815,800. There was no evidence that approval in form of reallocations or
virements were made as required by the financial regulations. The over payment to the

Netball federation could have led to diversion of funds meant for other activities.

In their response, management explained that Netball federation had internal wrangles
and the Minister in charge of sports wrote and directed council to take over
management of the federation. It was upon this directive that management forwarded

the matter to the board requesting approval in form of reallocation of funds for effective

management of the federationbs activities.

verification.

| advised management to rectify the anomaly following the provisions of Public Finance

and Accountability Act.

Irreqular salary payment - Shs.36.504.528

The head of accounts attained retirement age in 2009 having served in Government
from 1973 and the National Council of Sports (NCS) from 1994. However, despite
reaching the mandatory retirement age, he continued wo rking and drawing salaries for
two years without a formal contract until 2012 when he was given a contract for the
year 2012.

Details of salaries drawn are as follows:-

Year | No months Pay per month Total ( Shs) Payee
(Shs)

2010 12 1,521,022 18,252,264 | Muwonge P

2011 12 1,521,022 18,252,264 | Muwonge P

Total 36,504,528

A review of correspondences on his personal file indicated that the officer was not

performing his duties implying that the amounts in question were paid for no services
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rendered. The amount was therefore irregularly paid and is recoverable. The Accounting

officer explained that the anomaly is to be corrected by management.

| advised management to recover the funds involved.

Inadequate C ontrols over Custody and Maintenance of A ssets

During the review, it was noted that the Council had quite a number of assetsincluding
buildings, motor cars, sports equipment among others. However, there was no specific
officer responsible for the safe custody of all the assets as well as recommending
repairs, disposals and/or replacements. Besides, Board of Survey was nto undertaken at
the end of the year to confirm physical balances of all the Council assets. | explained to
management that this exposes the assets to a risk of loss or misappropriation without
notice. In addition, it could lead to misrepresentation and non -disclosure by omission
and/or commission in the financial statements. In their response, m anagement
explained that measures have been put in place to control and maintain the assets of
the council including store cards and requisitions that have been printed to ensure that
all receipts and issuance of assets are properly recorded. However, these were not

availed for verification.

| advised management to either assign an officer or consider appointing one to take
charge of council assets as soon as practi@ble and ensure Board of Survey is conducted

annually.

Absence of an Internal Audit Function

An internal audit function assists management in assessing the system of internal
controls, risk management and good governance practices and suggests improvements
where there are deficiencies. Despite its importance, it was noted that the Council did
not have an Internal Audit function to perform the above roles. | explained to
management that without an internal Audit function, assessment and evaluation of risk
may be difficult. In their response, management explained that the post was advertised
but the Council did not get a competent person from the candidates that responded to
the advert but added that plans were underway to outsource an Internal Auditor on a

part-time basis.
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I await managementdés action in this regard.

21.12 Human Resource Management

a) Lack o f Human Resource D epartment and the Manual

It is best practice that all councilemployeesare guided by the human
resource procedures manual with descriptions of their responsibilities. It was however
noted that the council did not have a human resource department nor documented

policy/manual to guide the employees.

| explained to management that lack of documented human resource guidelines
regarding staff recruitment, promotions and termination could lead to role conflict
among employees thus causing operational inefficiencies. In their response,
management explained that the process of developing a human resource manual was in

progress while the restructuring process was catered for in the strategic plan.

Management action is awaited in this regard.
b) Payroll Management

During the review, it was noted that the council did not have policy with respect to
payment of emoluments, allowances, increments and general salary management. |
explained to management that absence of payroll policies may lead to over or

underpayment of emoluments to staff.

In their response, management explained that the Council is in the process of
developing a human resource manual that will address payroll management and other
related issues concerning human resource.

| advised management to address the matter without furt her delay.
c) Non Deduction of Local Service Tax

During the review, it was noted that the Council did not deduct Local service tax
from its employees. | explained to management that this is irregular and could
attract penalties from the beneficiary local governments. In their response,

management acknowledged the anomaly and reported that consultations with local
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authorities were underway to get guidance as to where the tax should be remitted
effective January 2013. | advised management to always adhere to the requirements

of the law to avoid unfavourable outcomes.

21.13 Revenue Management

a) Absence of Revenue P olicies

Best practice requires an entity to have documented policies relating to revenue
management to help in identifying revenue sources, collection of revenues,
reconciliation and recording. These should be established and communicated to all
concerned employeesin writing in policy statements, manuals and or description of

responsibilities. However during the year, the council operated without guideline s for
revenue identification, tariff setting, and collection of revenue among others. | explained

to management that in such circumstances, the Council is exposed to a risk of
misappropriation of revenue collected. In his response, the Accounting officer explained
that NCS has got a financial procedures manual which addresses revenue policies,
segregation of duties in accounts department, control over revenue collection and

reconciliation of revenue.

| advised the Accounting Officer to document revenue management policies and ensure

they are followed.

b) Lack of Segregation of D  uties

During the review, it was noted that there was poor management of revenue function in

areas of segregation of duties in billing, custody of receipts, recording and banking of
revenue. All these activities were handled by one officer an indication of lack of proper
internal control systems. | explained to management that in the absence of proper
segregation of duties, there is a risk of misappropriation of cash collections since the
person who handles revenue also handles banking and payments. In his response, the
Accounting officer explained that the guidelines as contained in the financial procedures
manual clearly address revenue policies, segregation of duties, control over revenue

collection and reconciliation.

| advised the Accounting Officer to put in place and enforce adequate internal controls.
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c) Non Reconciliation of R evenue

It was noted that during the year, the council did not carry out reconciliations of the
revenues collected from its clients. | explained to management that lack of revenue
reconciliations makes it difficult to ascertain how much revenue has been collected,
what is outstanding and the aging of arrears of revenue. In addition, there is a risk that
collected revenue could get misused without being detected. | advised management to
put in place adequate controls over revenue management and carry out reconciliations

on a regular basis.

Lack of a Procurement and Disposal Unit

It was noted that the council did not have an appropriate procurement and disposal unit

(PDU) to handle all its procurements and disposals as required by Sec. 26 (c) of the
PPDA Act2003. In the absence of the PDU, most of the Procurement and disposal
functions were vested in the hands of one individual. In the circumstances, the Council
is exposed to a risk of inefficiencies such as delays in the procurement and disposal
processes. | explained to management that there is a high risk of losses as a result of

entrusting the entire process into the hands of one individual.

Management explained that the Council has got Procurement and Disposal Unit and a
Contracts committee which handles all the procurement functions in the entity and is
compliant with the PPDA rules and Regulations. However, | was not availed evidence of

approval of the Contracts Committee members.

| advised management to comply with the provisions of the PPDA Act.

Failure to Implement Planned A ctivities

During the review, it was noted th at a number of planned activities were not

implemented during the year. Details are as follows: -
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Planned Cost ( Shs) Deadline Management Comment
activity Response
Renovation of 200,000,000 | End of Architectual drawing Not
office block FY2011/12 secured, Bill of implemented.
Quantities is in place
and the structural
integrity report done.
Acquisition of 200,000,000 | End of Given lease by Kampala | Not
land title. FY2011/12 District Land Board and | Implemented.
matter before the Court
of law.
Carry out needs 30,000,000 | September 2011 | Bids for human resource | Not
assessment and consultancy service implemented.
train staff (3). being evaluated.
Meanwhile the human
resource manual is
being developed.
Establish a 12,000,000 | November 2011 Not
sporting Implemented.
marketing
department and
recruit sports
director.
Review and 25,000,000 | August 2012 Two study tours Partly
streamline sports conducted in south Implemented.
in Uganda-carry Africa and Peoples
out a study. Republic of China by
council members.
Equip NCS with 50,000,000 | July 2012 Not done due to lack of | Not
video van and funds. Implemented.
camera.
Train coaches at 157,000,000 | End of 2011 Not done due to Not
district level financial constraints. Implemented.

(210).

| explained to management that failure to implement planned activities affects

attainment of the operational targets for the year and the Council objectives. | advised

management to ensure that activities are implemented as planned.

Qutstanding |

ssues

from LubisR epofte ar 6 s A

In my report to Parliament for the year ended 30 ™ June 2011, | made recommendations

on a number of observations that were raised. However, by the time of writing this

report, it was noted that some of the recommendati ons had not been implemented by

management as indicated below:-
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Audit Issue and Recommendation

Current
Status

Non -availability of Bank statements

It was noted the Council did not have complete bank statements for
account number 014/00/905044/01 with Stanbic Bank for the year
ended 30" June, 2011. Only statements for the month of July 2010
and June 2011 were available for review. The non-availability of all
the statements rendered the Council unable to reconcile its cash
book balances with the bank statements balances for the period.
Moreover, the accuracy of the reported cash and cash equivalents
balance of Shs92,614,075 could not be ascertained in absence of all
the bank statements. | advised management to take up the matter
with the bankers.

Not
addressed.

Un-accounted for Funds

During the year under review, management indicated in the Financial
statements that Shs18,517,450 was disbursed to Athletics
Associations. However, after third party confirmation, Athletics
Associations denied having obtained such assistance from the
Council. There is a risk that the funds in question could have been
misappropriated.

| advised management to provide accountability for the funds.

Not
addressed.

THE UGANDA NATIONAL EXAMINATI

ONS BOARD (UNEB) - YEAR ENDED 30TH

JUNE, 201 2

Unsurveyed Boundaries

A review of a report dated 8" June 2007 made by a Private Surveyor appointed by the

Board for
compound, the boundary wall, generator house, plus the security house and Part of the

main four-storied office building encroach on the Martyrs and Kakungulu fronting roads

whi

purposes of securing

a bank

|l e ot her areas are not i ncluded on

t

faci

he

area so as to accommodate the encroached area which is enclosed with a boundary

wall. It was noted that to da te, the Board has not taken any action in securing the parts

on the 2 road ways.

In his response, the Accounting Officer acknowledged the matter and explained that
management was in the process of procuring professional services to undertake the

resurvey. | advised management to expeditiously handle this matter to avoid any future

challenges.
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22.2 Procurement Anomalies

a) Procurement of Portable Air Conditioners

During the financial year 2010/2011, a firm was engaged to supply Portable Air
Conditioners (ACs)  be used by all heads of Departments at a cost of Shs.13,274,847.
However during the audit for the year under review, the following post -acquisition

anomalies were noted:-

Head of department Findings and Comments from users

Executive Secretary e Two ACsbut not yet installed;

e Already furnished with ACs but still portable ACs were
procured for this office

Temperature cannot be adjusted; it was fixed at 25 °;
Faulty pipe which takes out air: the pipe is already
damaged, probably due to poor quality material that it
was made of;

Very noisy.

Admin and Human .
Resource Department .

Not effective as expected and Noisy;
Ordinary fans are far better;

Should be disposed of;

Better ACs should be installed.

Temperature cannot be adjusted;

Not effective at all and Noisy, even fans are better;

Faulty pipe;

No samples were provided and there was lack of physical
check by the evaluation team.

Secondary Department

Primary Department

Department

Finance and Accounts °

Noisy;
Office fans serve better.

Research and Data

Department

Noisy.

Need immediate replacement.

Business and Technical

Acs not yet installed.

Dept

| indicated to management that in view of the foregoing, value for money could have

been compromised.

In their response, management explained that they had since reallocated the air
conditioners to the Printery for valuable use. In addition, management committed to
ensuring that proper assessment of needs before requisitioning for procurements is to
be undertaken going forward. | have advised management to ensure that theres is
always a confirmation of needs before committment of funds, to avoid wastage of
public funds through procurement of unrequired items.
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b) Classic Paper

Classic paper was supplied to UNEB at a cost of Shs.12,992,000. However, during
inspection of the stores, it was noted that less than a quarter of the reams had been
used and no further use of this paper was evident. As a result, about 180 reams were
lying idle at the printery stores. Also noted was that there was Braille paper that has
been idle since its purchase. | explained to management that procurement of items in
excess of requirements leads to wastage of public funds.

The Accounting Officer regretted this anomally and explained that going forward,
emphasis is to be put on users to make proper assessment of needs before
requisitioning for procurements. | advised management to always carry out
procurements based on proper planning and needs assessmemn and to also explore a

possibility of disposing off the idle materials.

Nugatory Expenditure - Shs.10.,493.780

It was noted that during the month of November 2011, UNEB recovered PAYE from staff
amounting to Shs.171,934,019 through M/S Barclays Bank (U), for onward remittance to
URA, vide cheque No. 001287 dated 11/11/2011. However, the funds in question were
not remitted to URA by the Bank and the Cheque was later withdrawn by UNEB for
cancellation. As a result of failure to remit the funds in time, URA r ecovered a sum of
Shs.182,427,799 including a surcharge of Shs.10,493,780 from UNEB. | explained to
management that payments of such penalties is considered nugatory as it could have
been avoided.

In their response, management explained that UNEB processedthe payment on time
(i.e. by 11/11/2011); however, Stanbic bank misplaced the cheque and did not remit it
to URA thus causing the delay. It was further reported that management subsequently
raised the issue with the bank and the cheque was eventually found and returned to
UNEB. At the time of writing this report in March 2013, funds were not yet recovered
from the Bank. | advised management to follow up the matter and ensure

recovery of the funds from the Bank.

Lack of Annual Disposal Plan

It was noted that UNEB had many items/stores in various locations due for disposal but
neither a compiled report, nor evidence of any disposal plan for non -serviceable items
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were submitted to PPDA as required by the PPDA Regulations 2003. | explained to
management that lack of a disposal plan could result into keeping assets that are
impaired. Besides the continued failure to dispose off such assets also leads to further
deterioration in their value and hence the possible proceeds from their disposal.

In their response, management undertook to constitute a Board of Survey with effect

from the financial year 2013/14 to identify assets for disposal on a periodic basis and

make disposal recommendations to the Accounting Officer. | advised management to
expedite this process and also ensure that they always comply with the PPDA

Regulations.

Slow Moving Inventory

During the review, it was noted that there were slow moving stocks of 93,055 Maps as

at year-end worth Shs.186,110,000 that had occupied a lot of space in the stores.

Further examination revealed that only 1,273 maps were sold during the year. This

could be attributed to some of the weaknesses observed during the Board of Survey

carried out on June 30" 2012 as enumerated below:-

J Items being ordered for in large quantiti es when only a small number is needed
for use, leading to wastage of both physical and financial resources.

o Some printery stock, especially spare parts are not priced because some of these
items are very old and their prices cannot be readily established.

o Old/Used printery spare parts being kept together with useful/new ones. This
contributed to differences between stock cards and physical stock.

o Some chemicals (ink) have over stayed in printery stores and they are expired
and others are no longer needed, yet they still appear on the stock list. This

gives a wrong impression about the condition and value of the existing stock.

By the time of the audit, there was no evidence that management was taking any action
to address these matters raised in the Board of Survey report. | explained to

management that this is likely to lead to additional losses to government.

In their response, management explained that the maps had accumulated over a
number of years for both UCE and UACE as Schools no longer buy them becase they
retain maps provided during examinations for teaching purposes. It was further stated
that the maps are still useful as past papers and that candidates will buy them for their

own use as revision material. Additionally, the old and new spares were kept in one
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store due to inadequacy of the storage space but kept in separate boxes while the
chemicals (ink) were supplied together with the printer machines for test running during
installation. Management further explained that they had not used most of it because
the bulk of the print work is black and white and that the necessary steps would be

taken to dispose off all the items that are no longer useful.

| advised management to improve on stores management practices and to always
maintain updated stock cards. Additionally, used spares should be kept in a separate
location while all non-useful items should be disposed off, to free up some store space

for other fast moving inventory.

23.0 NATIONAL CURRICULUM DEVELOPMENT CENTRE (NCDC ) - YEAR ENDED 31ST
DECEMBER, 2011

23.1 Un-recovered Debtors

A review of the trade and other receivables revealed that a total of Shs578,323,708

remained un-collected by the closure of the year under review. Included in this figure is

a sum of Shs335,826,397 owed by a former Director who left the Centre in June 2002.

The advance to the former Director arose out
funds from M/S Pearson Longman and Macmillan accounts to his personal bank account

number 8670587 with Barclays Bank Queensway Nairobi-Kenya and it is reportedly still

under Police investigations. Failure to promptly collect its debtors can lead to cashflow

problems and also loss of the funds in question. This matter was also included in my

previous report but management did n ot address my recommendations thereto.

I n t heir response, management explained
Shs335,826,397 taken by the former director was that the matter was under
investigatation by the police. However, no feedback had been received on the matter
despite several reminders and visits to the Inspector General of Police. As for the other
debtors, management further explained that staff debts are being recovered from

salaries.

| advised management to increase its debt collection efforts and also consider
approaching other investigative arms of government for remedial action regarding the

amount fraudulently obtained by the former Director.
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23.2 Long Qutstanding Royalties

NCDC pays royalties to authors whose books it accredits for publishing br use in
educational institutions. However, included in the Trade and Other Payables balance of
Shs204,648,839 is a sum of Shs125,803,368 worth of royalties due to various authors
that have been outstanding since 1998. | explained to management that the continued
non-settlement of this liability is likely to lead to litigation costs if the authors opted to
seek legal redress. This matter was also included in my previous audit report but no
action has been taken by management todate.

In their response, management explained that the matter was presented to the
Governing Council through the audit committee in its meeting held on 5™ July 2012.

Council agreed that the obligation should be settled in a phased manner.

| advised management to expedite settlement of the obligation as it pursues recovery of
the diverted royalties from the former Direc

seeking legal redress.

23.3 Inconsistencies in the Accoun ting and Budgeting P eriods

NCDC Act Cap 135states that the centre's financial year shall be 31%' December and the
Centre has been following this accounting date. Section 28 of this Act requires the
council to forward to the minister (the Minister of Education) for his or her approval the

estimates of income and expenditure for the next financial year. However, estimates of
the Ministry are prepared for the period July to June basing on the Government's fiscal
year where Subventions which is the major funding source to the Centre come from. As
a result, management produces budget estimates basing on the GOU financial yearthat
ends 30" June which creates an overlap of 6 months. In the circumstances, analysis of

the centrebs trends in performance is render ec

Management admitted that the inconsustencies emanate from the NCDC Act 2000 as
amended, which defines the Financial Year as the calender year. On the other hand, the
Centre is dependent on funding from government. The team indicated that efforts have

been made to harmonize the two accounting periods thro ugh the NCDC Amendment Bill

that is currently before cabinet.

The eventual passing of the Amendment Bill is awaited.
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23.4

Budget Performance

Review of the budget performance revealed there was under expenditure on several

budget lines during the year under revi ew. These included the following: -

Development of P.4 | 1,290,346,900 324,973,000 | 965,373,900 Usual procedure

text books in 7 local of panel

languages i.e. identification

Lebthur, Lubwisi, could not be

Lululi, Aringa, used.

Kupsabiny,

Lugungu and Pokot

Orientation of P.5 1,213,000,000 | 963,778,400 249,221,600 | None

teachers on P.5

curriculum

countrywide

Drafting Local The books are the

Language Readers | 350,920,200 272,680,000 78,240,200 first of their kind,
not easy, so they
took a long time
than expected.

Editing local The books are the

language readers. 178,487,250 149,490,000 28,997,250 first of their kind,
not easy, so they
took a long time
than expected.

Reviewing Local Long time of

Language textbooks | 65,327,400 45,270,000 20,057,400 development.

and harmonizing

illustrations to the

content of the

Readers

Training of Master Unnecessary

Trainers for P.7 150,000,000 117,304,000 32,696,000 demands by the

curriculum District Officials
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Consultations with
stakeholders
(Southern region)
on integrating
Technology in the
teaching of
Mathematics and
Science

150,000,000

123,800,500

26,199,500

None

Stakeholders
workshop on
integrating
Technology in the
teaching of
Mathematics and
Science (Northern
Region)

150,000,000

124,900,000

25,100,000

None

Stakeholders
workshop on
integrating
Technology in the

150,000,000

124,900,000

25,100,000

None

Stakeholders
workshop on
integrating
Technology in the
teaching of
Mathematics and
Science (Central
Region)

150,000,000

128,220,000

21,780,000

None

Stakeholders
workshop on
integrating
Technology in the
teaching of
Mathematics and
Science (Western
Region)

150,000,000

126,950,700

23,049,300

None

Stakeholders
workshop on
Integrated Science
with Technology

150,000,000

124,900,000

25,100,000

None

Editing A¢
Syllabi

194,677,500

176,640,000

18,037,500

None

Finali zing
Syllabi and

Teachers Guide

200,140,000

184,410,000

15,730,000

None
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Activity Budgeted Actual Under Management

Expenditure Expenditure expenditure explanation for
(Shs) (Shs) (Shs) the variance
Writing Orientation None
Manual 12,710,400 5,220,000 7,490,400
for AO6 | ev
Entrepreneurship
Total 4,555,609,650 | 2,993,436,600 | 1,562,173,050

Under expenditure on budget lines implies that management did not fully implement all

planned activities, which in turn impacts negatively on service delivery.

| have advised management to always ensure timely implementation of planned

activities.

23.5 Status_of Prior Year Audit R __ecommendations

The status of the matters pointed out in my previous audit report is summarized in the

table below: -
SIN Issue raised S
1 Omission of Land and Buildings Addressed
2 Not addressed

Un-recovered Debtors

3 Long Outstanding Royalties Not addressed

4 Lack of Periodic review of the Strategic Plan Not addressed

Governance of the Centre Not addressed

240 NATIONAL COUNCIL FOR HIGHER EDUCATION FOR THE FINANCIAL YEAR
ENDED 30TH JUNE, 201 2

241 Studentsd Co iotthe Cduncit i on s

Statutory Instrument No.17 of 2010 requires every student enrolled or intending to be

enrolled and registered for the purpose of obtaining an academic qualification at a public

or private university, other degree awarding institution or ter tiary institution to annually

pay one currency point (currently Shs20,000) plus bank charges into the NCHE bank

accounts as a pre-condition for registration and enrolment. It further states that no
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24.2

institutions shall register any student who has not cleared his or her contribution to
NCHE.At the time of reporting in Feb 2013, only 40 out of 135 institutions had complied
with the above requirement. It was accordingly noted that out of the budgeted amount
of Shs1l billion expected from students, only Shs904,068,675 was realised giving a
shortfall of Shs95,931,325 (about 10% of the budget).

| explained to management that failure to enforce the above requirement deprived
Government of revenue that would have effectively enabled the Council to execute its
mandate. In their response, management explained that an officer to handle the
st ud e rontribdtion chad been recruited and mechanisms of tracking these
contributions stepped up accordingly. | therefore await for the outcome of this

management action.

Inadequate Staffing

It was noted that the Council has for a long time failed to fill some of the key vacant

positions as shown in the table below: -

S/No VACANT POSITION

1. Director Legal and Corporate Affairs

2. Director Accreditation and Quality Assurance

3. Director Finance

4. Principal Legal Officer

5. Principal Higher Educ. Officeri Universities

6. Principal Higher Educ. Officeri Other Tertiary Institutions
7. Principal Higher Educ. Officeri Lib & Resources

8. Principal Higher Educ. Officeri Data Analysis & Statistics
9. Principal human Resource and Administrative Cfficer

10. Senior Finance Uficer

11. Legal Officer

12. Senior Human resource and Administrative Officer

13. Senior Principal Legal Gficer

14. Principal Internal Auditor

15. Senior Internal Auditor

16. Principal Legal Officer

17. Human Resource and Administration Officer

| explained to management that failure to have all positions filled, over stretches the

existing staff and impacts negatively on their performance and the organisation at large.

In their response, management explained that with increased funding and adequate

office space, all vacant positions will be filled to enable NCHE fulfill its mandate. |
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advised management to endeavor to have the vacant positions filled without further

delay.

24.3 Delayed accreditation of Courses

During the year, it was noted that the Council did not fully implement its mandate as

evidenced by failure to accredit some of the courses applied for, by some Tertiary
Institutions. A case in point was Busitema University that applied on the 18™ April, 2011
for accreditation of five study programmes for both Mbale and Arapai campuses as

stated below: -

. Bachel or 6s degree i n Medi ci ne, Bachel or 0

Nursing for Mbale campus;

. Diploma in Crop Production and Management, Diploma in Animal Production and

Management and Certificate in General Agriculture for Arapai campus.

Although the University developed five study programs for both Mbale and Arapai
campuses as planned, the programmes were not accredited in time by the Council and
could not be operationalized during the year. At the time of reporting (Feb.2013) after a
period of more than 1%/, years, these programs were not yet accredited and there was
no evidence that the University management had been advised on the progress. |
explained to management that failure to accredit qualifying programs may force the
Institutions concerned to resort to offering unaccredited disciplines rendering the
marketability of the graduates difficult as they risk being shunned by potential

employers.

In his response, the Accounting Officer explained that the programs under reference
were submitted to the respective professional bodies for their input before they could be
accredited and that this procedure is part and parcel of the accreditation process. He
stated that Busitemabds case is currently beir
could delay a bit depending on the nature of the program applied for. I advised
management to always communicate to the affected institutions so as to assist them to

be aware of the progress of their applications and for proper planning.
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24.4

24.5

Lack of Operational Manuals/P olicies

It was noted that during the year, the Council operated without a number of policies and
operational manuals which are necessary for proper management of such an
organisation. These included: Fraud Control policy, Risk management policy, Training
policy and a Comprehensive Asset Management Policy. | explained to management that
such policies are necessary for providing management with detailed guidelines for the
operations of the different departments thereby ensuring effective and efficient service
delivery. Besides their absence also implies that there is lack of a consistent and
standardized way of performing certain operations and activities which may result into

poor performance.

In their response, management indicated they will endeavor to put in place the stated
policies as recommended. | therefore await for the outcome of this management

commitment.

Weaknesses in the IT  System controls

The council introduced an IT System for its operations. However it was noted that it
lacks essential elements for effective and efficient software applications as indicated

below:-

a. No IT System continuity and Disaster recovery plan in place;

Information Architecture, Segregation of Duties, Data backup and stand by
Facilities are missing;

C. Information Systems and Network Administration functions are not adequately
monitored by management. It was noted that the IT operations are handled by
one person designated as a Higher Education Officer - ICT/Documentation
implying therefore that there is no segregation of duties int he IT operations;

d. Management did not carry out a risk assessment on the IT system and there was

no evidence of continuous monitoring of IT resources to ensure efficient

performance;

e. No reports on computer usage have ever been produced and scrutinized by
management;

f. No evidence of the latest operational training to staff since training was last

conducted in 2007. Moreover, the IT officer has had no training for the last 5

years.
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| explained to management that the above weaknesses in IT controls expose vital
information and Council equipment to a risk of loss in case the system crashed. In
response Management explained that the Council procured backups and they are in
place. | have advised management to strengthen its IT controls in order to maximise the

benefits of using such a system as well as mitigate any risks that can occur.

24.6 Inadequate Assets Management Practices

A review of adsdtmanagemenm comntrbldrevealed the following anomalies: -

a. The Fixed Assets Register was not regularly updated contrary to the
requirements of the accounting manual. For instance; it lacked additions; the
accumulated depreciation and net book value columns were not filled; and assets
were not reconciled to the general ledger on a quarterly basis. It was also noted
that records were not posted in a timely manner suggesting poor supervision and

management ds | ack of commitment in this re

b. It was noted that th e storekeeper could record, post, reconcile and manage the
assets register contrary to best practice that recommends segregation of duties.
This meant that there were no checks and balances in place and fraud and error

could easily occur.

C. The Assets regiser is manually maintained yet the entity has all the facilities to
enable the use of a computerized Register that would enhance accurate

reporting and regular updates.

d. Although the accounting manual requires physical stock count to be carried

out twice a year for all items in the stores, this was not done.

e. There were no monthly reports on suprise stock counts that should be carried
out at least once a month contrary to Para 2.4.1 of the accounting manual; there
were no monthly spot checks carried out on the biggest five items by value as

required by the accounting manual.
f. There was no assets management Policy in place to guide staff; and
g. The store keeper lacked adequate qualifications and is not regularly supervised.

| explained to management that failure to strengthen controls in the management of

assets may lead to misappropriation of assets.
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24.7

24.8

25.0

25.1

In their response management regretted the anomalies and promised to take
appropriate steps to remedy the situation. | therefore await for the outcome of this

management commitment.

Lack of a Chart of Accounts

It was noted that the Council does not have a chart of accounts. | explained to
management that lack of a chart of accounts creates ambiguity in resource allocation
and categorization of the accounts that may easily lead to over expenditure on some

items.

In their response, management explained that although the tally system being used
does not have an inbuilt provision for chart of Accounts, steps will be taken to provide
for a Chart of Accounts. | advised management to expedite the process and have the

chart of accounts in place.

Motor Vehicle U sage

During the year under review, it was noted that monthly vehicle reports were not
prepared contrary to the motor vehicle control and tracking policy that requires
preparation of vehicle reports at the end of each month. These reports should indicate
among other details; total mileage per vehicle, total fuel consumed and repair costs.
Besides, the Council does not use Fuel cards contrary to government guidelines. |
explained to management that lack of monthly vehicle information reports may lead to

failure to assess vehicle performance leading to wastage of resources.

In response, management regretted this anormaly and committed to have the
weaknesses addressed going forward. | therefore await for the outcome of this

management commitment.

NAKIVUBO WAR MEMORIAL STADIUM FOR THE YEAR ENDED 31ST
DECEMBER 2011

Erroneous Reporting of Tax D eduction at Source

The Cash Flow statement reflects tax paid of Shs11,790,018. However, this amount is
not reflected in the income statement as taxation paid. Its genuineness was therefore

not established. In their response, management explained that the amount was withheld
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25.2

25.3

254

at source by a client and paid directly to Uganda Revenue Authority (URA) on behalf of
the Stadium and as such net income was recorded in the Income Statement. However, |
explained to Management that this action resulted into understatement of revenue since
the full amount was not recognized. | advised them to obtain evidence of remittance to
URA of the amount in question and thereafter make the necessary adjustments to the

accounts.

Excluded Outstanding Claim

The commentary in the final accounts shows that an outstanding claim of Shs270
million with Kampala Capital City Authority in respect of 30% rental rebate for the Owino
Park yard as at 31* December was excluded from the Debtors. This implies that the

debtorsd position is understated.

Management did not provide a formal response to this observation. | advised
management to take up the matter with the Authority with a view of recovering the

funds in question.
Misclassification of __Reserves

A review of the Statement of Changes in Equity shows that the revaluation reserve of
Shs34,360,055,220 created when the assets were revalued in 2010 have been

combined with the revenue reserves contrary to best practice.

In their response, management stated that the observation had been noted and

promised to effect the adjustment in the year ending 31st December 20 12.

Management was advised to adjust the accounts to reflect the true financial position.

Unpaid Corporati on T ax

The Statement of Financial Position reflects a sum of Shs12,650,926 as outstanding
Corporation tax. It was noted that this amount has been out standing for a long period of
time. Failure to settle tax obligations promptly attracts penalties and interest as per the

Income Tax Act.

In their response, Management attributed
insistence to conduct a tax audit prior to acceptance of the payment, which tax audit

has never been conducted. However, i was not availed any documentary evidence to
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25.5

25.6

support this explanation. | advised management to ensure that they settle the obligation

henceforth so as to avoid continued accumulation of interest and penalties.

Nugatory E xpenditure

It was observed that a total of Shs.18,546,688 was expended by the stadium, in respect
of interest and penalties on delayed VAT payments as per the VAT Act. This expendture
could have been avoided if management was adhering to the stipulated deadlines within

which to remit the related taxes.

| explained to management that their continued reluctance to settle tax obligations as
per the laid down requirments is a deficien cy which makes them liable to surcharge as

per the provisions of Section 25 of the National Audit Act 2008.

Budget Performance

a) Lack of an Approved B udget

It was observed that although management availed to me a copy of the budget

estimates for the year under review, there was no evidence that the said budget was
properly approved by the Board of Trustees. Failure to have the necessary approval
implies that the activities implemented during the year were irregularly undertaken by

management. Additionally, the absence of an approved budget may lead to uncontrolled
and wasteful expenditure.

| have advised management to always ensure that an approved budget is in place to

guide expenditure.

b) Excess E xpenditure

It was noted that the Trust incurred expenditure amounting to Shs375,577,714 during
the year under review. However, according to the copy of the budget that was availed,
an amount of Shs338,300,000 was planned to be expended, leading to excess
expenditure of Shs37,277,714. There was no documentary proof of approval of the
excesses expenditure. Management responded that the excess expenditure was incurred
during the time when fire gutted the neighboring building.

Management was advisedto always follow the laid down procedures as per the Budget

Act in case of any deviations from the original budget.
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c) Non Implementation of Planned A ctivities

The following activities included in the stadium budget for the year under review were

actually not undertaken: -

Area of Estimated Implementation Remarks
Intervention Cost of Period
investment
needed
1 | Furnishing of two new 15,000,000 Not done
dressing rooms. April 2011
New Public Address System Not
2 6,000,000 | June 2011 procured
3 | Purchase of new Motor 18,000,000 | July 2011 Not
vehicles procured
4 | Purchase of printer, CPU & Not
Monitor 1,000,000 | July 2011 procured
5 | Repair of stadium (Labour Not done
and materials) 3,000,000 | August 2011
Total 43,000,000

Failure to implement all planned activities could lead to inability to fully achieve all the

intended goals and objectives for the year.

In their response, management explained that the budget was based on an anticipated
grant from government of Uganda which did not materialize. | have advised
management to always endeavour to prepare realistic operational budgets and ensure

that all planned activities are implemented accordingly.
d) Under C ollection of Revenue

A further analysis of the budget revealed that during the year under review, the Trust
budgeted to collect a total of Shs383,988,000 from various revenue sources. However,
by the year end, actual collections amounted to Shs316,214,495 hence leading to an
under-collection of Shs67,773,505 (about 18% of the budget). Failure to collect all the
planned revenues could lead to insufficient cashflows to enable implementation of all

planned stadium activities.
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25.7

25.8

| advised management to strengthen its revenue collection efforts in order to collect all

planned revenues.

Lack of Chart of Accounts

Contrary to best practice, it was observed that the stadium did not have an approved
chart of accounts. Failure to have an approved chart of accounts implies that there is no
uniform guidance to staff on the recording and posting of financial transactions so as to
ease the summarisation of such transactions during compilation of the financial
statements. | have advised management to ensure that a chart of Accounts is compiled

and approved by the Governing Board henceforth.

Governance Issues

a) Staffing M atters

It was observed that the stadium lacked a Human Resources Department. This implied
that matters relating to human resource management may not be effectively handled in
the absence of such a department. It was further noted that the Stadium neither had an
approved establishment structure nor had all key personnel in place as exemplified in

the table below: -

Category of Observation and R ecommendation
Staff

1 | Stores It was best practice to have an officer to manage stores in an entity.
Personnel However, the stadium did not consider the post necessary and thus

none was employed to handle stores issues. Lack of a stores officer
renders stores vulnerable to misuse.

2 | Estates An estates manager in an entity was meant to be responsible for
Manager ensuring that infrastructure was properly used and adequately
maintained. However, the stadium did not have such an officer in
place. There was a risk that loss or misappropriation of assets may
easily occur since there is no responsible personnel to account for it

3 | Procurement The stadium did not have a Procurement officer to manage all its

Officer procurements.

Management was advised to liaise with the relevant authorities so as to have an
approved structure in place including all the key departments necessary to effectively

manage the stadium.

b) Absence of Key P olicies

It was noted that the following key policies were found absent at the stadium: -
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25.9

Policy Purpose

Policies on fixed

To guide in the management of the fixed assets of the

assets stadium

Human resource To guide in the management of the human resources
policies

Credit policy Toguideintheef f ecti ve management

debtors

Absence of the above mentioned policies implies that management actions in the areas

mentioned is haphazard, which may negatively affect the operations of the stadium.

operlationalised henceforth.

Review of Previous Year A udit Findings

advised management to ensure that the above policies are compiled and

The status of the prior year audit findings was as summarized below: -

Audit observation

Status at the time of audit

Understatement of oustanding VAT-
Shs.276,404,082

Addressed

Unsupported Expenditure Shs.22,500,000

Not addressed

Lack of a strategic plan

Not addressed

Lack of an internal audit dept.

Not addressed

The stadium has continued to be indirectly run by
trustees who are also the only signatories to all
bank accounts. Surprisingly, some of them are civil
servants in public entities where duty requires
then to be available full time with no time left to
manage the stadium

Management promised to present
the matter to the Board for
appropriate action although mandate
to implement the stadium activities is
derived from the Trust Act.

Not addressed

Non maintenance of registers

Not addressed

Debtors

a. Staff Advancesi Shs6,247,000
Staff debtors to the above tune
oustanding by the close of the year.

b. Uncollected sundry debtors- Shs 72,690,205
Sundry debtors in respect of revenue which was
apparently collectible against legally enforceable
contracts to the above tune remained un collected
by the close of the year.

Furthermore, the debt of Shs270,000,000 in
respect of unpaid rebates for the use of park yard
market by KCC raised in the previous reports was
excluded from the accounts without explanation

remained

Not addressed

Non-remittance of Contributionsto the Sports
Development Fund

Not addressed
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26.0 MANDELA NATIONAL STADIUM LTD FOR THE YEAR ENDED 31ST _DECEMBER
2011

26.1 [Failure to Prepare Financial Statements

Section 57(2) of the Memorandum and Articles of Association of Mandela National
Stadium Limited requires the Company within three months of the end of each financial
year to prepare and submit a statement of accounts to the Auditor General or a person
appointed by him or her on his behalf for auditing. However, by the time of writing this
report, the Stadium approved financial statements for the financial year 2011 had not

been submitted for audit. | explained to management that this contravened the law.

| advised management to comply with the requirements of the law and have financial

statements prepared.

26.2 Governance of the Company

a) Lack of Fraud Control Policy

It was noted that the entity did not have a fraud control policy and procedures in place
to guard against fraud and provide guidance to what course of action to be undertaken
in the event of fraud. Besides, there was neither an internal audit department nor a risk
management system in place. In the absence of such policies the entity is exposed to a

risk of financial losses which could impact negatively on performance.

In their response, management explained that an Internal auditor was recruited and
would start work on the fraud control policy and risk management system and present

them to the Board for approval.

| await for the outcome of management efforts.

b) Lack of a n approved human resource manual

It was noted that the entity does not have an approved Human Resource Manual (HRM)

and hence lack defined roles and responsibilities for its staff. For example, the Head of

Finance was at the same time the cashier and alsoi n contr ol of Storeo:c
noted was the high rate of staff turnover and yet management had not taken any steps

to establish the causes for possible solutions.
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| explained to management that lack of clear operational systems in place coupled with
lack of an approved Human Resource Manual renders the management of human
resources haphazard and ineffective which in turn constrains the operations of the

stadium.

| advised management to ensure that the HRM is developed and operationalised.

) Unapproved Organization Structure

During the review, it was noted that the organization structure currently in use has
never been approved. | explained to management that failure to have an approved
organizational structure implies that there are no approved lines of authority within the

entity which can hinder the effective management.

In their response, management explained that a draft Organisation structure was
formulated and presented to the Board. | advised management to liaise with the

authorities to ensure an approved organizational structure is put in place.

d) Annual General Meeting

| noted that no Annual General Meeting (AGM) has ever been convened despite a
requirement under Section 131 of the Companyé
failure to holdan AGM f or the I nstitution is not only a
al so deprives the wvarious stakeholders of the
and opportunity to contribute and monitor its activities. In their response, management

explained that arrangements are being made to hold an AGM before the end of 2013.

| advised management to ensure that an AGM is held in accordance with the

requirements of the Act without further delay.

26.3 Management of Stadium Property

a) Unupdated Fixed Assets Reqister and  Unengraved Assets

A review of the assets records during the year revealed that the fixed assets register
was not well maintained. The register was not updated and the assets were not
engraved. It was further noted that the stock taking list which was availed for audit did
not have values attached. | was therefore unable to confirm the completeness of the
stock taking lists and/or guarantee the security of the Stadium assets.
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| explained to management that failure to update the fixed assets register of all stadium
assets is likely to result in asset loss without detection. Additionally, non engraving of

the assets renders them vulnerable to misuse.

In their response, management explained that efforts to put in place a fixed assets
register have been frustrated by lack of financial documentation relating to the previous
periods while the engraving of the assets was reportedly awaiting improvement in cash
flows. | advised management to update the fixed assets regulary and have all assets

engraved.

b) Squatters on the Stadium Land

It was noted that the Stadium land has a number of squatters whose status was not
clear. While there was no memorandum of understanding seen between them and
management, structures that appeared permanent had been erected. Besides, the list of
all the squatters was not availed for review. | explained to management that the
continued stay and development of stadium land by squatters may lead to loss of the

land in question.

In their response, management explained that a comprehensive list of all squatters has
been compiled and shared with the relevant authorities and that the Board has toured

the land boundaries and is arranging a meeting with them.

| advised management to liaise with the respective stakeholders to ensure squatters

vacate the stadium land without further delay.

26.4 Lack of an Approved Budget

It was noted that the company operated without an approved budget during the year

under review. In addition, budgeting procedures were not followed as the user

departments were never consulted while developing the budget. As a result, comparison

between the actual expenditure and budgeted figures became difficult because of the

non reliability of the source of the budgeted figures. | explained to management that

execution of an unapprovedbudget may compromi se the achieve

operational objectives.

In their response, management acknowledged the anomaly and stated that the

subsequent budgets for the year 2012 was approved by the Board while the budget for
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26.5

26.6

2013 was to be presented to the Board for approval after the strategic plan has been
put in place. | advised management to always ensure that budgets are appropriately

approved before incurring any expenditure.

Unauthorized Interbank Transfers - Shs.173.706.000

During the financial year, it was noted that there were several transfers of funds
involving Shs.173,706,000 from different bank accounts without any documented

authority and no reasons for the said transfers were given.

Besides, maintenance of cash books was pooras collections were recorded ina cash
book for a different bank account and deposited in another bank account in a different
bank. | explained to management that there is a risk of funds being misused through
such unauthorized inter- bank transfers without adequate documentation. Furthermore,

it complicates the reconciliation process.

| advised management to always maintain cash books and carry out reconciliation of all
accounts regularly. In the meantime, management should institute an investigation on

the unauthorised transfers.

Irreqular Payments Shs.114,179.825

It was noted that management paid Shs.114,179,825 to various individuals as
commission for bringing business to the stadium. However during the review, the

following anomalies were noted:

a. There is no policy in place regarding payment of commissions. No particular rate
is applied to determine the commission. | explained to management that lack of
a clear policy on commission is likely to result in the stadium losing funds that

would have been put to good use.

b. Individuals or organizations paid were not disclosed and neither did they
acknowledge receipt of the said funds. | explained to management that there is

a risk that funds were fraudulently expended.

C. A payment of Shs.55,000,000 drawn on cheque 586484 was made to an
unnamed officer liaising with Uganda police for the training of Somali police.
This payment was made at the same time management was negotiating for an

overdraft with Bank of Baroda, of shs.50,000,000. | was not availed documentar y
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proof of justification for the payment, which could have saved enough funds to

negate the need for a costly overdraft facility.

| advised management to make a clear policy on payment of commission and have it

approved henceforth. Meanwhile, the above payments should be investigated.
26.7 Qverdraft Facilities

During the financial year under review, management applied for an over draft (OD) of
shs.50 Millionbasing on expected receipts from the Ministry of Education, Electoral
Commission, UNDP, and police tooffset the OD in a period of four months. However it
was noted that there was no evidence that the OD facility was approved by the BOD.
Besides, the OD that was to be serviced within a few weeks was not yet fully cleared as
at the end of the financial ye ar. | explained to management that lack of approval for
such overdraft facilities against which the stadium incurs high rates of interest is likely to

result in risks of litigation against the stadium by the bank.

In response it was explained that management is committed to clearing of the overdraft
facility where a balance of Shs.32 million remained outstanding and that deposits onto
the account were continuing. | advised management to endeavor to clear the overdraft
facility to avoid litigation and further i nt er est expense. Boardods ap

should always be sought.

26.8 Unbanked Revenue - Shs.429.901.,839

An analysis of the companyds <collections and
was utilized at source without being banked contraryto r egul ati on 6. 1 of t hi

Finance and operational manual.

| explained to management that there is a high risk of misuse of funds under such

circumstances.

Management acknowledged the anomaly and stated that some funds were banked while
somewere spent at source. | advised management to always observe the financial
guidelines and ensure funds collected are banked in the collection account intact. In the

meantime accountability is awaited.
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26.9

26.10

26.11

Doubtful Delivery of Goods -Shs.63.837.320

Goods worth shs.63,837,320 were deliverered for consumption at the Mandela Hotel.
However, it was noted that there was no proper documentation for requisitioning,
receipts in the stores and eventual utilization. There is a risk that the expenditure may
have been incurred for un-delivered goods or that the delivered goods were not
consumed at the Mandela Hotel. | explained to management that the expenditure
appeared doubtful due to the absence of any evidence concerning their receipt and

utilization.

In their response, management explained that with the lack of a full management team

in place, there was insufficient supervision and in many instances, proper documentation
was not being done and as a result, copies of the documents requested were not
prepared.l advised management to always abserve stores procedures and ensure stores

ledgers are put in place.

Unaccounted for Funds - Shs.60.460.752

It was noted that shs.60,460,752 was advanced to various staff to carry out various
official activities. However, the advances were charged directly to expenditure items
contrary to best practice of creating advances accounts in the officers names until the

funds are properly accounted for.

| explained to management that there is a risk that the funds in question may no t have

been expended for what it was requisitioned for.

In response, management explained that individuals concerned were being contacted to
provide accountabilities after which the evidence would be presented for review.l
advised management to ensure advances are treated as receivables until accounted for
or recovered from beneficiaries at the end of the respective activity period. Meanwhile

the above expenditure should be accounted for.

Dishonored Cheques -Shs.43.800,000

Pioneer bus limited made payments for rental space for the parking of their buses
totaling Shs.36,000,000. However, the two cheques of Shs.16,000,000 and
Shs.20,000,000 bounced. It was further noted that the dishonoured cheques were made

good more than a year later on 15/02/2012 with out any interest but less by shs.800,000
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26.12

on receipt number 780. In addition EAGCM also made a payment for Shs.7,800,000 by a
cheque which also bounced. To date no payment has been made and there is no
evidence of action taken by management to recover the said funds despite the fact that
the stadium is resource constrained. In addition due to the absence of a cheque register,
it is difficult to monitor the movement of cheques. Meanwhile, the cheque stubs were

missing.

In response, management explained that efforts to collect from outstanding debtors is
met with challenges especially in those cases where they do not have a permanent

address but stated that a cheque register was now in place.

| advised management to always be vigilant in following up of all bou nced cheques and

ensure maintenance of a cheque register.

Review of Internal Audit Report for the Period 2008 -2010

A review of the internal audit report by the internal audit of Ministry of Finance
(Directorate of Internal audit), revealed a number of iss ues that reflected internal
control weaknesses. It was noted that most of the recommendations given were not

implemented by management during the year as detailed below: -

Audit Observation/Recommendation Current Status

a | lrregular recruitment and selection:
In all staffing matters, relating to the employees of the stadium, | No steps have been
none of the vacancies were advertised contrary to sec 3.2 of the | taken to regularize
HR manual. It was noted this could lead to recruitment of | recruitment.
incompetent and unqualified staff.

It was recommended that all posts be advertised in a manner
consistent with the HR manual.

b | Lack of staff evaluation and appraisal

None of the staff of the stadium had been appraised and | No effort has been
evaluated, a requirement before confirmation as per the Human | taken on both
Resource manual. evaluation and
It was recommended that Regular appraisals and evaluation | appraisal.

should be done in line with HR manual.
¢ | Lack of and expired appointments: The appointments
A number of staff were serving with no valid appointment letters | have not been
yet others had their contracts which had long expired but were | regularized.

still in service

It was recommended that every staff be properly appointed.
e | Redundant staff

One member of staff was redundant for long yet she still earned | Not retired and still
her salary. earns her salary.
Management was required to explain why she was not retired.
f Differing salary rates and increment

Officers at the same level earn different salaries. A Hotel | No applicable sdary
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Audit Observation/Recommendation

Current Status

manager at level 3 is paid shs 4,394,737 while another at the
same level is earning shs. 1,387,218. There was no policy in
place regarding salary increments.

There should be a standard rate of payments for all levels

scale standards in

place.

Vacant Positions

The HR Manual provides for the position of the Finance Manager
but has been occupied by the Accountant for two years in acting
position. It also provides for the Internal Auditor which position
has been vacant

All positions should be filled.

These key Positions
have not been filled.

Expired Acting capacities

Some staff were serving in acting capacities for more than three
months yet the HR Manual provides for only three.

It was advised that all positions should be filled as soon as they
fall vacant.

Not implemented.

Unmatched qualifications with the job requirements:

A number of staff were serving in positions they were not
qualified for. A case in point is a procurement officer who was re -
designated as a cashier yet he had no requisite qualifications.

It was recommended that schemes of service to guide
recruitment and placement of staff be put in place.

No scheme in place
yet regarding staff
placements.

Inappropriate Budgeting & budgetary control measures

Lack of approved budgets as a tool for planning & control .The
draft budgets were prepared but were not presented to the
Board for endorsement, ratification and authorization

All activities should be budgeted for & budgetary controls
implemented.

Not implemented.

Unremitted Revenues by FUFA

Failure by FUFA to remit the agreed percentage of revenue to
MNSL. All matches handled by FUFA did not generate the
expected returns. A total of Shs.220,000,000 has not been
remitted and revenues from the pitch board advertising & score
board was never declared. The stadium lacked records regarding
attendance of the stated games.

It was advised that the stated amount be recovered and all
necessary records availed for audit verification.

No transparent
system and policy in
place, not even

agreements between
FUFA and MNSL.
Shs.220m not yet
remitted by FUFA.

Inconsistent rates charged for the use of the stadium.

Lack of standard charges .The stadium did not have a
procurement policy of its facilities. Different clients were charged

differently for the same facilities e.g. ICPA, KPC, UPDF & All
Saints all paid different amounts.

It was recommended that a Policy on the use of the assets
should be put in place and procurement guidelines followed.

No policy or system
in place yet.

I explained to management that failure to implement recommendations aimed at
improving internal controls renders the entity vulnerable to mismanagement. | advised

management to always implement internal audit recommendations for better

performance.
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26.13 Status of Prior _-Year Audit Issues and Recommendations

In my report to Parliament for the year ended 31st Dec 2010, | made recommendations

on a number of observations that were raised. However, these have not yet been

implemented by management as stated below:

Audit Issue Audit Issue and Current Status
Recommendation

1. Outstanding tax It was recommended that tax Whereas management in
obligations obligations are settled promptly | their response indicated
Shs.41,978,526 to avoid unnecessary penalties. | that Shs.40m had been

remitted, there was no
documentary proof to this
effect..

2. Non-payment of It was recommended that Management reported that
NSSF contribution | prompt clearance of the only Shs.6.7m has been
shs.638,830, 396 outstanding amounts to NSSF paid due to cash flow

should be made to avoid constraints.
unnecessary expenses in terms
of interest and penalties.

3. Non remittance of | The stadium management Outstanding
10% contribution should make plans to have the
to the Ministry of arrears cleared and ensure it is
EducationSports up to date with its remittances.

Development Fund

4, Uncollected Management should make an Not implemented yet.
receivables effort to have these
shs.1,141,015,601 | outstanding receivables

collected to help in the
development of the stadium
and meet other outstanding
obligations like payment of
salaries and tax obligations that
are in arrears.

5. Outstanding An effort should be made by Not fully cleared.
payables management to clear the
shs.892,365,987 outstanding payables to avoid

litigation. Management should
only enter into contracts it is
sure of fulfilling.

6. Unaccounted for Management should liaise with | Outstanding
Goods cleared at the ministry of education to
Shs.86,347,812 obtain all the relevant

documentation relating to the
above goods from the Chinese
government.

I have advised management to implement the recommendations for improved service

delivery.
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INFORMATION AND COMMUNICATION SECTOR

27.0 UGANDA PRINTING AND PUBLISHING CORPORATION - YEAR ENDED 30TH
JUNE 2012

27.1 Statutory obligations

It was noted that UPPC has a tax liability to settle with the tax body-URA of
Shs.1,761,532,794. In addition Shs.247,395,434 is also owed to NSSF in respect of
social security funds contributions. This exposes the Corporation to penalties from the
relevant statutory bodies. The issue was pointed out in my previous audit report but

has still remained outstanding.

According to management, the liability has remained outstanding due to lack of funds.
In addition, reminders have been sent to MoFPED but with no positive response. |
advised management to keep liaising with the Ministry to address the

corporati onds obligations to avoid further def

It was further noted that the Corporation employs sales personnel who are paid on a
commission basis monthly. However, no taxes are deducted from the payments made to
the Sales personnel. Failue to deduct, file and pay Withholding Tax (WHT) from the
sales representatives to Uganda Revenue Authority (URA) exposes the Corporation to
penalties with the Tax body (URA). | advised management to comply with the

provisions of the Income Tax Act to avoid unnecessary penalties.

27.2 Personnel files - Staff Appraisals

It was noted that staff appraisals are not undertaken regularly by the Corporation to

assess performance of staff. For the last two financial years there was no evidence to
show that this was undertaken. Without the appraisal of staff, management is unab le to
monitor the progress of staff and also to provide timely guidance in addressing any

weaknesses and challenges.

Management was advised to ensure that the appraisals are undertaken regularly.
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27.3

27.4

Management of Fixed Assets

The Corporation acquired new assets like computers, office equipment and some plant

and machinery worth Shs.14,715,150. However, it was noted that some of these assets

were not engraved by the time of the audit . Failure to engrave assets hinders easy

identification and may lead to their loss and misuse.

Management has promised to address the matter.

Non -approval & verification of expenditure by the Internal Auditor

According to

payments made by the Corporation.

t he

UPPCOs

financi al

However, the majority of the payments we

reviewed during the audit were not verified/initial ed by the internal auditor.

Sample of paym ents not verified by internal auditor :

manual

Date Cheque Amount Details Reason
No./
Payment
Voucher
No.
Not verified
Payment for by the
separate Internal
20/06/2012 007769 7,928,533 | vouchers auditor
Not verified
6,742,000 | Payment for by the
vouchers Internal
30/02/2012 007743 attached auditor
Not verified
3,600,000 | Payment of by the
printing Internal
22/01/2012 007443 materials auditor
Not verified
21/12/2011 007462 1,600,000 | Hardware by the
repair and Internal
Maintenance auditor
Total 19,870,533

This weakens the internal control system and may result in unexplained expenditures

being incurred and consequently misuse of Co r p o r @ftndso n 6
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Although management explained that UPPC is a commercial entity whereby urgent
payments can be made to avoid delays in the service delivery, internal audit
mechanisms should not be viewed as deterrents to efficient operations. | advised

management to comply with the manual.

275 Payment Vouchers not stamped APAI DO

It was noted that some of the cleared invoices and payment vouchers in the period

under review were not stamped APAI DO as tabul ¢

Amount
Unaccounted
Date Cheque No. Details for Reason
13/06/2012 | 007765 Legal fees 2,252,000 | Not Stamped paid
Fuel and
13/06/2012 | 007750 Lubricants 3,239,850 | Not Stamped paid
Total 5,491,850
Failure to cancel al | paid vouchers and thei

stamp presents a risk of resubmission of the same document for duplicate payment.

Management was advised to ensure that all cleared Invoices and together with the

payment vouchers are stamped APAI D.

27.6 Incomplete Bank Statements

At the time of the audit, the Corporation did not have complete bank statements for the

account number 014/00/545163/01 of Stanbic Bank Corporate branch for the year
ended 30" June, 2012. Only statements for the month of August 2011 up to June 2012
were available for our review. In absence of the statements it becomes difficult to
undertake reconciliation statements and as such errors that may have occurred go

undetected.

Management was advised to ensure that all the bank statements are obtained in

order to facilitate the preparation of bank reconciliation statement.
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27.7

28.0

28.1

Status of Implementation of prior year audit recommendations

A review of the status of implementation of previous audit recommendations was

undertaken and the status is indicated in the table below;

Recommendation

Status

Rental agreement

A tenancy agreement should be written, between the owners of the

property in this case the Corporation and a renter who desires to
have temporary possession of the property. As a minimum, the
agreement identifies the parties, property, and the term of the

rental and the amount of rent for the term. A typical arrangement

for tenancy will include a security deposit.

Management should ensure that all tenants of the premises have
copies of signed tenancy agreements and endeavour to obtain a

security deposit from each tenant.

Not implemented

Accounting software

The corporation should endeavour to programme the information Implemented
accounting system to avoid misleading information and time
consumption.
Obsolete stock
. . Being

Management should consider removing the obsolete stock from the

. . . , implemented
stores to avoid congestion and mix up in stores.
NEW VISION PRINTING AND PUBLISHING COMPANY LIMITED - YEAR ENDED

30TH JUNE 201 2

Receivables

I noted differences between the underlying receivables listings and the general ledger

trade receivables balances to the tune of Shs.7,744,395. The difference is as a result of

system errors that are being rectified as can be seen from the prior year differences of

up to Shs.49 million that have been reconciled down to Shs.7 million.
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Differences between the underlying listing and the general ledger balances may be used
to facilitate fraud or prevent the timely detection and prevention of errors in the

financial statements.

Management indicated that the causes have been identified and the new consultants are
working on a total solution to eliminate th is variance. The efforts had reduced  the
variance drastically by year end. Management should ensure payables and receivables
balances are reconciled to the underlying receivables and payables listings preferably on
a monthly or quarterly basis. Any discrepancies noted should be followed up and

satisfactorily addressed.

28.2 Inadequate password parameters

Password restrictions to Navision and CIO365 which are the main financial applications
are not as recommended by best practices. Restrictions on password length,

password history and lock out duration are not enabled on the Navision.

Weak password settings can lead to unauthorised access to the system and this may
cause unnoticed alterations that are reflected on the financial statements. Lack of
strong password parameters increases the risk of password discovery through repeated
access attempts. Weak password settings may be exploited to gain unauthorized access
tothe or gani zati onds net wor k and teatiplplosscat i ons

confidentiality and lack of financial data integrity.

Management explained that they contacted the service providers Akili-Africa for support
on Navision password restrictions, but the support was not forthcoming. Akili- Africa
finally closed business in Uganda and Microsoft appointed a new company (HRP
Solutions U Ltd) to offer local support from July 2012. They further indicated that

ClO was new software and they did not make stringent passwords for it because they
were focusing on ensuring users get to terms with the new system first before locking

it down. Otherwise it will be done from January 2013.

Microsoft customisation should be obtained so as to have the capability to enforce
password restrictions in Navision and ensure settings for password restrictions are set

as recommended by best practice.
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28.3 Status of prior year audit recommendations

The status of the recommendations contained in my prior year audit report is

summarized as follows:-

Issue raised Remarks
1 Recievables Partly addressed as in 5.1
2 Inaccurate system computation of depreciation on Addressed

Fixed Assets

3 Errors in inventory valuation Addressed

4 Compliance with procurement procedures Addressed

5 Access securityl inadequate password parameters Not addressed

6 System audit trail reviews Not addressed

7 Data Centre and Network operations Not addressed

8 Logical system accessi lack of review of super use Not addressed

activity

29.0 UGANDA COMMUNICATIONS COMMISSION - YEAR ENDED 30TH JUNE, 201 2

29.1 Lack of follow up of Debtors and Increase in R ecievables

Contrary to the provisions of the Finance and Accounting Manual, Shs 17.4bn was
outstanding up to 60 days and no debt recovery procedures were taken as prescribed in
the manual. Further, it was also noted that trade and other recievables increased from
t he previous y Slhsi50483,396,826 aon $he25,3v 3,755,277 (a 64.5%
i ncrease) at t he end of t he year under rev

management. There is a risk of loss of funds under trade debtors.

Management responded that they have undertaken vigorous debt collection

mechanisms. | await the outcome of the Management efforts.
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29.2

29.3

29.4

Provident Fund

It was established that Uganda communication Commission did not open up Provident
Fund Account to manage the deductions made during the year. At the close of the year
there was a balance of Shs424,828,849 payable to the Provident Fund and this money
was still held in the operational a ccount of the Commission. There is a risk of misuse of

staff savings under the circumstances.

Management in their response claimed that this was due to the delay in registration of
the Fund due to changes in the Pension Act 2012. The Provident Fund has now been

registered and the bank account opening is in progress.

| advised management to ensure that the account is opened to avoid comingling of

funds.

Unpaid Corporation Tax T Shs.29.394.038.994

Shs29,394,038,994 is a balance of funds payable to URA as Corporation tax. The
Commission has continued to accumulate such tax obligation without settling the
amounts due with the tax body. Delayed or non -remittance of taxes denies revenue to

the Treasury and may lead to surcharges from the tax authority.

Management explained that the outstanding tax amount relates to the period from 2005

i 2012. The accumulation of taxes arose due to a court case with URA which had been
ongoing since 2005 and had not been concluded by June 2012. However an agreement
has now been reached between Uganda Revenue Authority and Uganda
Communications Commission and a Consent Judgment entered between the two

organizations

| advised management to ensure that they honor their commitment to avoid further

litigation costs.

Signatori es to the Corporation Bank Accounts

It was established that current Executive Director who is the Accounting Officer is not a

signatory to the bank Accounts despite the fact that the Financial Manual provides for
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29.5

29.6

the ED to be a signatory together with oth er two directors. Such limitations may lead to

utilisation of resources without the consent of the Accounting Officer.

In responses management explained that the board is yet to pronounce itself on the

matter.

| advised that the Executive Director is the Accounting Officer and as such responsible

for the financial resources and stationery as such he should be a signatory.

Operational Bank Accounts

The entity operates 8 (eight) bank accounts from which payments were drawn during

the year. It was however no ted that no account was specifically maintained for revenue
collection to enable track all the revenues of the Commission. Instead the revenues are
banked in operational accounts. It was also observed that the number of bank accounts
is on a high side and as a consequence Shs 16,850,449 and US$ 9,636 was incurred as

bank charges.

| advised management to maintain a reasonable number of bank accounts in order to
minimize on the bank charges and risks that may arise from operating many bank

accounts.

Lack of IT Strategic Plan

It was noted that the entity did not have an IT strategic plan. The IT Strategic Plan
would provide guidance on the objectives to be achieved on IT for a given period. It

would also guide on the activities to be undertaken to achieve the stated objectives.

In absence of an IT Strategic Plan activities are undertaken in unco-ordinated way

leading to wastage of resources.

| advised management that a strategic Information Technology plan should be
developed which takes an integrated view of the technological and financial investment

requirements of ICT systems across the entity.
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30.0

30.1

31.0

31.1

31.2

THE BROADCASTING COUNCIL - YEAR ENDED 30 TH JUNE 201 2

Debtorsdé Management

It was noted that outstanding debtors Shs391,141,389 remained uncollected at the end

of the year. There is a risk of loss of funds under debtors.

Management explained that following the merger of UCC and UBC, the UCCFinance

department together with the Legal department has embarked on debt collection.

| await the outcome of this process.

UGANDA _INSTITUTE OF INFORMATION AND COMMUNICATIONS
TECHNOLOGY - YEAR ENDED 30TH JUNE, 2012

Lack of Internal Audit F___unction

It was observed that the Institute does not have an internal audit function contrary to
Public Finance and Accountability Regulations 28 and 29. This is likely to lead to poor

entity risk management, monitoring and poor control environment.

| have advised Management to ensure that an Internal Audit unit is established and

staffed with appropriate personnel.

Inappr_opriate IT Application S ystems

a) Acgqguisition of Solomonés Accounting Softwa

The institute purchased Solomonds viewothaint i ng

business process. Such a review woul d have

requirements and aligning it to the institute

that the few staff who were trained in using the system left the institute an d yet the
institute has also not been getting user support from the vendor due to financial

constraints.

| advised management that future IT solutions should be undertaken after proper study

of the processes to ensur e tquraments hey address
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b) Acquisition of School Master

On realizing that Sol omon does not me et t he
Institute further acquired another application system, School master, mainly to deal with
capturing student records. However, school master could not interface with Solomon

software for purposes of information sharing.

| advised Management to link the two systems together in order to have the IT process

properly aligned to harness the benefits of the applications.

31.3 Lackofa Training Plan

The Institute sponsors several of their staff for training in a bid to foster career
development. However, the institute did not prepare a training plan to indicate the
intended training activities, budgets and expected training outputs for the period. As
such, the expenditure on staff training was based on individual staff applications rather

than an approved training plan.

Lack of a training plan may lead to duplication of trainings, undertaking training that
does not support the strategic objectives of the institute and failure to attain value for

money from the trainings undertaken.

Management in response stated that the issue is going to be addressed in the near

future.

| advised management to ensure that periodic training plans are prepared and approved

by the training committee before implementation.

31.4 Un-filled Positions

The I nstituteds approved establishment requir
the time of audit only 46 (47%) posts were filled. Some of the vacant posts such as
Deputy Principal, Principal Lecturers are crucial for the achievement of the objectives of

the Institute and for effective internal controls.

Management in response stated that the process of filling staffing gaps had started and

that the few remaining vacancies will be filled as soon as the financial position improves.
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32.0

32.1

32.2

| advised management to liaise with the Council to ensure that the staffing gaps are
filled.

RURAL COMMUNICATION DEVELOPMENT FUND (RCD F) - YEAR ENDED 30TH
JUNE, 201 2

Provident Fund

It was established that Uganda communication Commission did not open up Provident
Fund Account to manage the deductions made during the year. At the close of the year
there was a balance of Shs 8,651,212 payable to the Provident Fund was still held in the

operational account of Uganda communication Commission.

There is a risk of misuse of staff savings under the circumstances.

Management in their response claimed that this was due to the delay in registration of
the Fund due to changes in the Pension Act 2012. The Provident Fund has now been

registered and the bank account opening is in progress.

| advised management to ensure that the account is opened and made operational.

Signatories to the Corporation Bank Accounts

It was established that current Executive Director who is the Accounting Officer is not a
signatory to the bank Accounts despite the fact that the Financial Manual provides for
the ED to be a signatory together with other two directors. Such limitations may lead to

utilisation of resources without the consent of the Accounting Officer.

In responses management explained that the board is yet to pronounce itself on the

matter.

| advised that the Executive Director is the Accounting Officer and as such responsible

for the financial resources and stationery as such he should be a signatory.
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33.0

33.1

33.2

33.3

UGANDA NATIONAL COUNCIL FOR SCIENCE AND T ECHNOLOGY (UNSCT)
30TH JUNE 201 2

Appointment of UNCST Governing Council and Executive Committee

Section 6(1) and (2) of the UNCST statute 1990 provides for a Governing Council
appointed by the Minister of Finance Planning and Economic Development (MoFPED)
and section 13 of the same Act provides for existence of the Executive Committee
appointed by Council from among the members of the Council. However it was noted
that the term /tenure of the governing council expired in 2006 and UNCST has been

operating without a Governing Council and an Executive Committee since then.

The Accounting Officer explained that UNCST notified the Appointing Authority and that

the process of appointing a new Board had been initiated.

The outcome is awaited.

Unacknowledoged R __emittance of PAYE and 6% WHT to URA

Shs64,637,500 in respect of PAYE and WHT did not bear proof of remittance to URA as
no acknowledgement receipts were presented for verification during the audit. This was
contrary to the provisions of the Income Tax Act and there is a risk of incurring penal ties

and interest under the Income Tax Act.

The Accounting Officer explained that the delay in remitting of funds to URA was
occasioned by the delay to release funds by Government. However, on receipt of funds

from Government, UNCST remitted the taxes to URA.

| was not able to verify the above remittance. | urged management to follow up on

acknowledgement receipts to ensure proper accountability of tax payments.

Delayed Accountability for F unds under IFS Project

USD 9,291 was advanced to John Richard Okkei as research fees to cater for project
activities under the grant agreement including equipment; US$2,200, supplies;
US$2,750, travel; US$2,800 and salaries; US$2,030. Despite the fact that the funds

were paid in August 2011, accountability was not pre sented for audit.
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33.4

33.5

The Accounting Officer explained that this is a unique scenario because research is
conducted on river Kagera in Tanzania and the researcher had been reminded to

account for the funds.

| advised the Accounting Officer that funds are re coverable from the officer in absence

of accountability.

Incomplete Research of Artemisia/Artavol Malaria Prevent ion Beverage
Project under IFS P roject

The general objective of this research was to develop Artemisia annual-avocado
powderi lemon grass beverage (tea) and carry out community trials of the tea in
selected villages in Uganda with a view to control malaria through a tea that boosts
human host defense against malaria parasite invasion and multiplication in man. It was
observed that the development of product into granules for tin and sachet
packaging was completed. However; deliverable 7 (Report on the impact of the product

on malaria and poverty at household level in trial communities) was not achieved.

The Accounting Officer explained that the activity was not carried out due to lack of

funds.

| urged the Accounting Officer to liaise with the various stakeholders and ensure that

the activity is completed to avoid wastage.

Phytolacca Dodecandra (PD) Project - _Unimple mented A ctivities

The main objective of the project was to eradicate rector born e diseases caused by
water shails through Industrial Production of Phytolacca Dodecandra. Although the final
Project product (SNAILTOX) had been used successfully in final trials on livestock farms

in Mbarara, the following project deliverables were parti ally or not implemented at all:

i) The construction of laboratories had not been undertaken and an office for the
project had not been completed. In addition, no appropriate equipment had been
installed as per set project deliverables.

i) The factory for processing P.D products and stores had not been constructed.

i) Scientists from Uganda and other countries were yet to be trained.
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iv) Vital procurements like the milling machine and related equipment for processing

Snailtox were not yet procured.

v) Although Article xvi (insurance) of the research agreement between the council and

the researcher (Principal investigator) provides for

comprehensive insurance of

research vehicles, motor bikes and selected IT equipment, the principal investigator

explained that these items are not insured.

In addition, it was noted that although the contract agreement was signed on 22 " July

2007, it was for the period from 1 %' July 2006 to 30™ June 2011 implying that for the F/Y

2006/2007, the research project was running without a forma | agreement.

The Accounting Officer explained that a follow up is being made with MOFPED to secure

funds to complete activities.

The outcome is awaited.

Inadequate Projec t s @ndiRqg

During the year under review, i dppraveddudgetss er ved
funding were not fully released. Details in table below:
Project Funding | Approved Actual Shortfall %age
Source Budget receipts
Integrated
Intelligent
Computer
Gou 4,962,590,180 | 2,017,000,366 | 2,945,589,814 40.6
Malaria Larvae
Research Project/
Malaria Endod
GOou 900,000,000 653,423,191 246,576,809 72,6
Artemisia/Artavol
Malaria Prevention
Beverage Project
GOuU 8,706,940,000 | 1,971,643,959 | 6,735,296,041 22.6

Failure to obtain all expected revenues implied that the entity could not fully undertake

t he

projectsd

pl anned

acti vi

ti es.

objectives which leads to wastage of resources already committed.
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34.1

| advise the Accounting Officer to continue pursuing the funding matters with the

authorities.

MILLENNIUM SCIENCE INITIATIVE (MSI) PROJECT IDA CREDIT NUMBER
4174 7 UG 30TH JUNE 2012

UNCST Head Office Operations

a) Non Deduction of Tax (WHT)

Section 119 (1) of the Income Tax Act (ITA) require a government institution, local
authority or any company controlled by government making a payment exceeding one
million shillings for supply of goods or any materials of any kind or for supply of any
services to withhold tax on the gross amounts of payment at 6% and subsequently
remit it to URA.

Contrary to the above provisions of the law, WHT amounting to Shs.13,687,003 was not

deducted for onward remittance to URA as shown below;

Particulars Amounts 6% WHT
Certificate 3 for Renovation of labs MUK Kabanyoro - 92,400,072 5,544,004
Cereal PJT

Design & print of 2011 NSW materials 21,970,000 1,318,200
75% Accommodation facilities19-23 Sep NSW 2011 113,746,650 6,824,799
TOTAL 228,116,722 13,687,003

Failure to withhold tax may attract penalties from the tax authority.

| have advised management to ensure timely remittances of deducted taxes to URA to

avoid possible penalties.

b) Contract approval by Attorney General

It was noted that UNCST signed a contract witha construction company for renovation

of laboratories at Kabanyoro contrary to Section 225.2 (f) of the PPDA which requires
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contacts to be approved by the Attorney General prior to signing with the service

provider.

Management explained that this contract was presented to the Solicitor General but
after evaluating the issues raised by SG and considering the time taken to get a
response they decided to proceed with contract in accordance with the contracts

committee minutes.

I informed management that the practice is irregular as the Solicitor General in the

circumstances did not give a final clearance of the contract.

| advised management to always adhere to the procurement law.

c) Unsigned Ethical Forms

The PPDA Regulation $9(9) provides for every member of the evaluation committee to
sign the code of ethical conduct in business using PP form 211 in the ninth schedule,
declaring that he or she does not have a conflict of interest in the procurement
requirement. However it was noted that a nhumber of procurement evaluations were
undertaken without members of the evaluation committees signing the ethical code of
conduct forms.

Details of procurements with unsigned ethical code forms

Name Of Provider Description Of The Contract Contract Price

China Nanijing International Limited Renovation of laboratories at Shs.214,755,398
Makerere University College

China Nanijing International Limited Renovation of Pathology Shs.48,156,944

laboratory and animal house at
Makerere University Faculty of
Veterinary Medicine

Labomedifam Supplies and Technical| Supply of Cryostat Euro 21,726

Services

Jos Hansen &Soehne GmbH Supply and |Installation of Euro 82,679.30
laboratory equipment-molecular
Biology

Performance Furnishings Limited Supply and installation of office US$161,278.19
furniture

Smart International Services Limited. | Supply & installation of 100 KVA US$36,500

diesel Generator

This could undermine the principle of transparency while under taking the evaluation of
submitted bids. | advised management to always ensure compliance with the

requirement in all the procurements.
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34.2

Creation of Program of Bachelor of Science in Biosystems Engineerin d Project

a) Reaqistration of Project Vehicle and Tractor

UNCST procured a motor vehicle, tractor and its trailer which were handed over to Gulu
University. However, it was noted that motor vehicle registration number UAA 866F and
tractor registration number UAJ 326X together with its trailer number UAL 059 were

procured and registered in UNCST names.

Failure to transfer the vehicle and tractor in the University names makes it di fficult for

the University to take full responsibility.

Management explained that the process of online registration is already on for both the

tractor and the Project vehicle. | await the outcome of management efforts.

b) Delayed Installation of Equipmen t

The University requested for various workshop tools and equipment which were
procured and delivered by UNCST. These workshop tools included; 600watts drilling
machine stayer; Arck welding machine BX 1-400; Pipe bending equipment (not entered
in Assets Register); Drilling machine 12 speed Drills Cap. 25mm, Motor 750w, Vol 220-
240V/50h2, chunk 16mw.

However these tools have not been installed for utilization, despite having been
delivered more than two years ago. The delay in installation was attributed to lack of a
workshop structure where the equipment could be installed. This is an indication of lack
of proper planning as the workshop should have been constructed prior to acquisition of

the tools.

I have advised project management to liaise with the University administration to ensure

that a workshop is constructed to enable installation and utilization of the tools.

c) Utilization of the Laboratory
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It was noted that the Bio systems laboratory in Gulu University which was funded under
the project was not being utilized after its construction being completed in September
2011.

Management explained that the original plan did not have a provision for gas and water
lines and indeed, the BOQs valued at shs.303,919,455 (VAT exclusive) for the
construction of the laboratory did not include a provision for gas and water. The budget
for gas and water lines was being funded by the University using local sources, hence
the delay in finishing the work. The University has promised to address this issue in line

with the project.

| advised that the completion of this facility be expedited to have the facility functional .

Supporting Establishment of a New Undergraduate Degree Programme in
Textile Engineering project

a) Lack of Project Cash book

It was noted that a cash book for the period under review and monthly bank
reconciliations were not prepared. | was therefore unable to confirm the accuracy and

completeness of the cash/bank balance.

| advised that the project cashbook is kept and maintained in accordance with the

financial guidelines of the project.

b) Diversion of Project Funds

Review of the project bank statement revealed that Shs.50,000,000 was transferred to
Busitema University subvention account number 014001483690 and had not been
refunded by end of the fin ancial year. Diversion of funds contravenes the financing

agreement and negatively affects implementation of the project planned activities.

Management explained that this was an error by university management. The university
bursar and university secretary were newly appointed and were not acquainted with the
project management procedures. Management reported that this error was corrected
and the money was banked to the project account.
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The evidence of banking was not availed to me. | have advised the project management

to ensure that project funds are refunded to the project account.

) Delayed procurement of Laboratory Equipment

According to the Gr a-plangladratorylequigprgeattand anactlinery o r k
worth USD 290,140 was approved for the project. However, it was noted that
equipment worth USD 134,190 had not been delivered as planned by the time of the

audit, (November, 2012).

Management explained that UNCST was in advanced stages in the procurement process
of the remaining laboratory equ ipment worth USD 134,190. However on 13" April 2012
the Pl wrote a letter to the Executive Secretary to stop the procurement of the
remaining equipment stating that the equipment that had been procured was sufficient
and the funds be used to cater for ot her critical areas of the program.

| was not provided with an explanation on how the procurements in process were to be
utilized. | advised management to verify the matter with the Pl so that the extra

equipment can be put to proper use.

d) Over expenditure on student supervision expenses

According to the approved work-plan, a sum of Shs.3,053,500 was budgeted for
industrial training supervision. However, review of expenditure records revealed that
Shs.14,825,700 was paid to cater for the supervision. This was above the budgetary
provision by Shs.11,772,200. There was no evidence to show that there was a budget
revision to allow for this overspending.

The over expenditure might have affected the achievement of other planned activities.

Management explained that due to delay in delivery of laboratory equipment from UK,

t he Project was all owed by UNCST Management
training program. Third year (pioneer) students urgently needed their practicals and the

most suitable place identified was Moi University Textile Factory (Rivatex East Africa) for

intensive practicals.
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34.5

Management was advised to ensure that there is controlled spending within the budget

provisions to avoid suffocating other project planned activit ies.

Untangling the Biology of Groundnut Rosette Virus Complex and
Mechanisms of Resistance to the Disease project

a) Undelivered Laboratory Equipment

At the time of the audit (November, 2012) a number of laboratory equipment and tools
in the approved budget worth Shs.80,385,000 that had been planned for delivery in the

first year of the project had not been delivered.

Management explained that the delay in procuring laboratory equipment for Round 3
MSI Grantees was generally due to the short fall in funding. The project was initially
intended to fund two rounds of research grants but a third round was added as a result
of savings made from rounds one and two plus the unallocated project funds. However ,
after consultations with all the grantees in August 2011, grantee budgets were
reviewed, adjusted and procurement of laboratory equipment was approved. Contracts
for supply of laboratory equipment were signed on 11th December 2012 and the latest

equipment delivery date is expected to be March 2013.

| have advised UNCST management to ensure conclusion of the procurements before

the project is closed.

Study of Trypanosoma in Post Conflict Districts of Adjuman, Amuru and Moyo

in Northern Uganda - Gulu University

a) Advance payment Shs.2,500,000

The review of payments revealed that an advance payment of Shs.2,500,000 was made
to a student to enable purchase of a personal laptop. The advance was supposed to be
recovered from t he Hswewedte fudds hawetsinge enotdbeen
recovered. In addition, an advances ledger was not opened to enable tracking of

recoveries.

161



Management explained that t he amount could n
stipend had not been paid by the time of audit. It was indicated that the money is to be

recovered on January 2013 when the studentds st

| have advised Management to ensure that funds are recovered from the student before

the project closes in February 2013.

b) Over expenditure on field research allowances

According to the approved work-plan, Shs.66,850,000 was budgeted for field research
allowances. However, it was noted that a sum of Shs.199,487,000 was spent on this
budget item leading to excess expenditure of Shs.132,637,000 which was not

authorized. This could have affected the achievement of other project planned activities.

Management explained that due to inflation, the cost of field activities went up.
Similarly, the reduction of the project period meant that activities had to be
accomplished within a short period. This did not affect achievement of the project
planned activities since the budgeted amount had to be front loaded in order to suit the
adjusted period. Management further explained that due to delay in delivery of reagents
and equipment some of the reagents required for field data collection had to be

acquired as well as simple equipment. This amounted to about USD 60,000.

| advised management that all changes to the workplan should be documented and

approved.

c) Undelivered Laboratory Equipment

Review of the approved work-plan indicated that tools and equipment worth USD
200,000 had been planned for delivery in the first and second year of the project.
However, it was noted that by the third year and near to the close of the project, the

tools of the equipment had not been delivered.

Management explained that the delay in procuring laboratory equipment for Round 3

MSI Grantees was generally due to the short fall in funding. The project was initially

intended to fund two rounds of research grants but a t hird round research was added as

a result of savings made from rounds one and two plus the unallocated project funds.

However after consultations with all the grantees in August 2011, grantee budgets were
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34.7

reviewed, adjusted and procurement of laboratory eq uipment was approved. Contracts
for supply of laboratory equipment were signed on 11 ™ December 2012 and the latest

equipment delivery date is expected to be March 2013.

I advised UNCST management to expeditiously conclude the procurements before the

project is concluded.

Rural Electrification Project in Uganda - Makerere University

a) Absence of the Principal Investigator

During the inspection exercise, it was observed that the Principal Investigator to this
Project was based in Nairobi. This was contrary to the terms and conditions of the
agreement between UNCST and Rural electrificatim Project, which placed the

responsibility of supervision and monitoring of the project activities on the PI directly.

The absence of the Pl and lack of close and direct oversight of the project

implementation implied that the capacity to supervise this project was hampered.

Management explained that the Pl had been doing some collaborative research in
Nairobi but often monitor ed the project implementation. UNCST was made aware of this

arrangement.

| advised management to ensure the project is implemented as provided in the

agreements.

Mango Fruit fly Project - Kawanda

a) Diversion of Funds

Review of payments for the period under review revealed that Shs.10,406,380 was paid
for an activity that was outside the project work -plan. The funds were used by NARO to
facilitate a trip to Israel for Caroline Nankinga in Agribusiness, post-harvest Marketing
and Project Management Course from 2 to 16™ May 2012. This practice could have

affected implementation of project planned activities.
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Management explained that the funding for this activity was erroneously charged on

MSI. The funds were subsequently refunded on the project account.

However evidence of refund by NARO was not provided to me. | have advised the Pl to

ensure that the diverted funds are reimbursed to the project account.

Malaria Vaccine Development Project

a) Deduction o f Statutory Payments

The staff under Malaria Vaccine Development Project were paid salaries, however,
statutory deductions in respect of PAYE and NSSF were not effected from the various
employees for remittance to the relevant authorities. This was contrary to the
requirements of the | ncome Tax Act and NSSF Act. This irregularity could attract fines

and penalties from the authorities.

Management explained that the statutory deductions were outstanding due to late

release of funds.

| advised the Principal Investigator to comply with the provisions of the Income Tax and

NSSFActs to avoid unnecessary penalties

b) Doubtful Advances to Staff

On the 20™ December, 2011, the Principal Investigator was paid a sum of
Shs.53,000,000 to his personal bank account, without stipulating any project activity to
be under taken. Further interview s revealed that this payment was a refund to the
Principal Investigator in respect of funds he had advanced to staff for their allowances at
the time when he was awaiting for releases from UNSCT. However, there was no
evidence that the staff had received money before from the PI. There is a risk that the

funds could have been deposited on the Pl personal account for personal gains.

Management explained that it was ascertained that this was a refund to the Pl who had

used his personal funds to pay staff due to over delayed funds.
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35.0

35.1

| was not availed with the details of documentation for verification. The funds there still

remain unaccounted for.

Carcinogenic Genital HPV Surveillance study Project

a) Unaccounted fo r Funds

Shs.39,886,560 was advanced to project staa to undertake research activities in June
2012. Verification of accountabilities attached in support of the payments revealed that

a balance of shs.11,340,000 had not been accounted for.

Failure to account for funds is contrary to the financing agreement which requires
effective control and accountability for funds, property and other assets. In addition, |

was not able to confirm that the Shs.11.3 Million was used for intended activities.

| have advised Management to ensure that funds advanced are promptly accounted for

as required by the financing agreement.

NATIONAL IN FORMATION TECHNOLOGY AUTHORITY -YEAR ENDED 30TH
JUNE 2012

Delay t o Approve the Financial Management M anual

Under Section 11 of the NITAU Act the Board is required to put up appropriate
governance structures and formulate Policy guidelines for the Authority development
and adoption/approval of manuals. It was noted the financial management manual that
was developed by a consultant had not been approved by the Board. This creates
operational risks on part of management due to lack of guidance/reference for

undertaking certain activities.

Management in response stated that the Board differed the approval of the financial
management manual pending the ongoing amendments in the Public Finance and
Accountability Act 2003 to ensure that the finance manual does not contradict the PFAA.
Management further stated that the Board will be requested to consider approving the

manual as an interim document.

| await efforts being made to have an approved financial manual in place.
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36.1

Lack of an automated Financial Management System

The Authority did not have an automated financial management system for the
preparation of the financial statements. In the year under review the processes for
generation of financial statements were purely manual and this led to late submission of

the accounts and need to produce a number of versions due to errors.

In response management stated that in the past it was not possible to have an
automated system due to inadequate funding, but that currently they were undertaking
procurement of an ERP system which will automate its business processes including the

financial management system.

| advised management to consult with the Accountant General on the procurement of an

appropriate Accounting software.

Incompatible Toner Cartridges

Inspection of the stores, revealed that there were t oner cartridges that had been lying in
the stores for some time ever since they were handed over by the Ministry of ICT.
According to Management, these types of cartridges were used in older machines and
could not be used because they were incompatible with the newly purchased machines.
Arrangements are under way to have the toner cartridges disposed off in the near

future.

| advised management to expedite the disposal to avoid further deterioration.

UGANDA POST LIMITED 1 30TH JUNE, 2010

Financial Stateme _nts

a) Cash and Cash Equivalents

An analysis of the cash and cash equivalents (under note 5) shows that although cash at
hand is reflected as Shs276,500,130 as at 30" June 2010, the cash count sheets for all
the District Post Offices (DPOs) reveal a figure of Shs69,665,054. No explanation was
given for the resultant variance of Shs206,835,076. Similarly, the reported bank balance
of Shs605,967,290 (under the same Note 5) is also at variance with the verified and

reconciled bank balance of Shs30,606,803. No alternative audit procedures could be
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undertaken to ascertain the genuineness of the amounts reflected as cash and cash

equivalents. There is therefore a risk that the amounts in question are not fairly stated.

b) Understatement of Inventory B alance

Included in the statement of financial position was an inventory balance of
Shs338,330,026. However, a review of the stocktaking report revealed that stamps
received from a stamp supply centre worth a resaleable value of Shs18,852,375,907
and stamps received worth Shs492,843,000 from other Posta outlets across the
country, as well as obsolete/damaged stock worth Shs377,543,990 were excluded and
not disclosed.

In addition, a review of Note 6 further revealed that Aerogrammes valued at
Shs374,375,000 during the stock taking exercise was reflected as Shs13,453,780 in the
financial statements leading to an understatement of this account balance by

Shs360,921,820. No satisfactory reasons were provided to me for this inconsistence.

c) Prior year A djustments

Included in the statement of Changes in Equity is a prior year adjustment of
Shs.1,049,505,000, while in the cash flow statement, another Shs1,098,160,000 is also
reflected as a prior year adjustment. In both cases, neither a disclosure nor supporting
documentation have been provided to explain the reasons as to why these amounts are
reflected in the two statements. | was therefore unable to satisfy myself as to the

genuineness of these amounts.

d) Share C apital Balance

A review of the statement of financial position and Note 15 revealed that 779,487
authorised ordinary shares valued at Shs25,000 each were issued and fully paid for
Shs19,487,175,000. However, there is no evidence of share certificates issued to justify
this figure. In the absence of evidence of issued share certificates, | was unable to

confirm the accuracy of the balance reported in the financial statements.
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Asset Management

a) Lack of Approved Assets Management Manuals/Policies

Inspection of the premises and Company documents revealed that the Company has
Assets/Properties ranging from Land, Buildings, Motor vehicles and furniture. However,
the Company does not have approved Manuals/Policies in place for their protection and
streamlined management. | was, therefore unable to ascertain how the assets owned by
the Company are being managed without these procedural manuals/policies.

| have advised management to expedite the approval process of the manuals/ policies in

order to ensure that, the assets are well managed.

b) Land and Buildings

A review of the document in relation to the company land and buildings revealed the
following matters: -

. Valuation of Land and B___uildings

IAS 16 requires that assets are revalued regularly if an entity chooses to use the
revaluation model. Included in the statement of financial position as the value of
property, plant and equipment is an amount of Shs26,975,069,000. It was however
noted that the Company land and buildings were last revalued in 2003. In absence of
the valuation reports in support of regular valuation exercises and an updated assets
register, | could not confirm that the balances of Property, Plant and Equipment as well
as the related depreciation charge are fairly stated in the financial statements.

In their response, management explained that revaluation of land and buildings will be

undertaken during the financial year 2012/2013.

. Non Attachment of V. alue s to some Propertie s (Land and B uildings )

It was noted that the Company owns land and buildings in 43 different parts of the
Country. However, scrutiny of the related asset schedules revealed that some of the
land and buildings included in the schedules did not have values attached to them.
Failure to attach values to all the company assets in the schedules implies that their
value is not fairly reflected in the financial statements.

Management explained that a firm of surveyors has been engaged to assess the

condition of th e various properties and therefore update the register accordingly.
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. Reqistration of L _and

A review of the schedule for properties owned by the Company revealed that the
Company owns land in Atiak for which it does not have a land title rendering its
status/ownership doubtful. Lack of a title to the land in question exposes it to a risk of

loss to unscrupulous individuals.

Management explained that Atiak is not in the statutory instrument used to transfer
assets and liabilities at the creation of UPL (The Uganda Communication Transfer of
Assets and Liabilities instruments, 1998). Management further stated that it was
currently engaging the Local Authorities to formalize the acquisition of the land at Atiak.
| have advised management to expedite the process and ensure that they obtain the

title for the land in question without further delay.

c) Motor Vehicles

The company has operational vehicles and separate unit of buses that ply various routes

across the country. However, the following matters were noted: -

J Movement log books were not availed.

o The bus business had no properly analysed records of their financial performance
as to justify the existence of the unit.

o The Company does not have a monitoring and motor vehicle management policy.

. There were notable high maintenance costs of up to Shs755,240,000,000 during
the year under review and high rates of breakdowns.

o There were no properly maintained records on each vehicle regarding repairs

and maintenance including all financial and non-financial information for review.

The above matters imply that the Company does not properly manage its motor vehicle
fleet in accordance with the regulations and best practice. This may result into misuse of

the company vehicles and un necessarily high mantenance costs.

Management was advised to ensure that adequate controls are put in place to safeguard

all company vehicles from misuse.

In their response, management explained that a fleet management policy has been
introduced to address the concerns. Management further stated that the fleet which was
dilapidated had since been replaced.
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Revenue Collection
Audit of Revenue for the year under review revealed the following shortcomings: -

a) Unbanked R evenue i Shs.325.056.831

During the financial year under review, Posta Uganda Management budgeted to collect a
total of Shs14,341,374,136 from all its revenue sources. However, examination of
records revealed that a total of only Shs9,035,612,650 (representing 63% of the

budget) was collected/receipted, of which only Shs8,710,555,819 was banked, leaving a
balance of Shs325,056,831 unbanked and unaccounted for.

Audit further noted that amongst the revenue sources which disclosed material

variances between receipts and banking included the following:-

Source Receipts ( Shs.) Banking ( Shs.) | Unbanked ( Shs.)
Post Shop 113,144,400 99,280,200 13,864,200
Post Bus 885,163,000 644,121,500 241,041,500

Failure to account for all receipted revenue may imply that the funds in question were

misappropriated.

In their response, management explained that the process of reconciling the receipts

and banking was ongoing.

| advised management to institute strong internal controls in revenue collection and
ensure that all receipts are promptly banked intact. In addition, accountability for the
unbanked revenue should be provided or else have the unbanked revenue recovered

from the responsible officers.

b) Poor Record K eeping

It was noted during the audit that some daily revenue collection records reflect deferring
revenue collections, from that which is recorded in the revenue ledgers. For example,

weekly Post Bus Revenue records reflect a total of Shs806,135,700 for the entire
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financial year, whereas Post Bus collections receipted in the revenue ledgers show an
amount of Shs888,121,500, thus creating an unexplained difference of Shs82,076,800.

| explained to management that poor record keeping can lead to errors and omiss ions,

going undetected to enable corrective action to be made.

Management was advised to institute proper record keeping system to enable
maintenance of proper revenue collection records. In addition, the above errors in the

recording of the Post Bus revenues should be investigated and concluded.

) Uncollected Box Rentals T Shs.474,746.050

According to revenue records, it was established that during the year under review,
management should have collected a total of Shs2,023,280,000 from Box Rentals
country wide. However, only Shs1,548,533,950 was collected. The unrealized revenue
amounting to Shs474,746,050, was not explained. Furthermore, no box rental ledgers
were maintained to establish the defaulters and accrued revenue for the year.

In their response, management attributed the above to the fact that the company did
not realise full capacity due to damaged boxes which could not be rented out and also

lack of effective demand especially for upcountry offices as well as defaulters.

However, i was not availed any documentary evidence in support of these reasons made
by management. | advised them to ensure that adequate documentation is maintained
including ledgers to allow for proper reconciliation and follow up of rental fees from this

revenue source.

Expenditure

a) Cash withdrawals - Shs.616.680.344 and US$.118.098

A review of a sample of expenditure records indicates that the company withdrew huge
sums of money in cash purportedly to settle day-to-day obligations. However the
following matters were noted r egarding payments amounting to Shs616,680,344 and
Us$.118,098:-

e Several transactions lacked appropriate supporting documents to enable their review

and verification.
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e There were no policies of cash limits and eligibility criteria of what can be drown in
cash or not.

e There were no cash limits to control cash transactions.

e There was no insurance cover or any form of security for those that were handling
cash.

e Cash spent on Procurement of items had no evidence of deliveries in the stores,
since they were not taken on charge, and lacked Goods Received Notes.

e All services rendered to the company by individuals and firms, were never certified
by competent personnel in order to rule out shoddy works or none delivery.

e Cash spent on salary advances to staff had no evidence of recoveries, since no salary

advance ledger was availed for verifications.

| informed management that Cash payments are potentially risky as they are prone to
abuse. | advised management to come up with sound internal controls that will ensure
security and proper cash management in the Company. Management was further

advised to provide proper accountability for the funds in question.

b) Unvouched Expenditure

It was noted that payment vouchers amounting to Shs231,571,212 were not availed to
me for verification. In absence of the vouchers in question, it was difficult to ascertain
the purpose to which these funds were put. There is a risk that amount in gquestion
could have been expended on unlawful purposes. By the time of compiling this report,
management had not yet provided to me the documentation in question. | advised
Management to always ensure that all payment vouchers are properly filed as required
by regulations and to also provide the expenditure vouchers in question for audit

verification.

c) Doubtful/Fictitious Expenditure

A total of Shs404,952,822 was paid to individuals and firms purportedly for supply of

goods and services. However, the records of the payees in the books of the Company

and those of the actual payees in the bank were at variance. It was not clear how the
cheques drawn in other payees®6 names (individai
of bank agents. This practice is highly suspicious and potentially fraudulent.

Management explained that the matter was being heard in the anti-corruption court.
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d) Limitation of S cope Grant US$.61.400

A total of Us$.61,400 was received by the Company as a grant from the Universal Postal
Union. However, our request to have the accountability documents and a report
regarding its utilization provided for verification was not honoured as these were not
presented at the time of audit. Accordingly, | was unable to confirm that the funds were
put to proper use.

Failure to properly apply and account for donor funds could affect the relationship wi th

the donor community thereby adversely affecting the image of the company.

| advised management that donations should always be applied in accordance to the set
objectives and be duly accounted for on a timely basis. | further advised management to

provide accountability for the funds in question for audit verification.

e) Improperly  Vouched E xpenditure i Shs.1.074.411.526

A sample of payment vouchers was examined. We noted that payments worth
Shs1,074,411,526 were incompletely vouched as they lacked appropriate supporting
documents. Improperly vouched expenditure may imply that the funds in question may

have been fraudulently expended.

Management should put in place proper internal controls in the payment process to
minimize possibilities of mismanagementof t he companyds resources
above expenditures should be investigated further to ascertain whether they were

genuinely incurred for the intended purposes.
36.5 Procurement
a) Doubtful/F _ictitious Procurements Shs.393,339.891

Documents availed for audit indicate that whereas the Company processed documents in
the names of the firms that had business with it, the documents in the Banks bore
different names. A review of the minutes of the Contracts committee revealed that the
firms in question, that were paid a total Shs393,339,891, neither had evidence of
contract awards nor their company profiles. The details of firms are as follows: -

e Uganda Proper Tyres,

e Uganda Christian Suppliers,
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e Vision Dot Com,
e Technology Associates Ltdand
e Southern Business Solutions

There is a risk that the above procurements were fraudulent.

Management was advised to investigate the expenditure to ascertain its authenticity.

b) Procurement of a Station Wagon 4 Wheel Drive i_Us$.65,905

The procurement of a station wagon was awarded at a cost of JPY.6,195,104
(Us$.65,905). Although the vehicle was delivered and registered, there was no report
from the mechanical Engineer or a verification report to confirm that the type of vehicle
that was delivered was the one specified and that it was in sound mechanical condition.
Furthermore, there is no evidence that clearance was obtained from the Office of the
Solicitor General as required by the PPDA regulations for contracts above
Shs50,000,000.

| have advised management to always adhere with the PPDA regulations.

36.6 Accounting Package

It was noted that the Company procured and installed an accounting package called
PASTEL. However the procurement of this package did not go through a proper software
acquisition or development process. As a result, management did not secure software
warranty to hedge against the possibility of failure during its initial operations and there

were no arrangements for service support by the supplier.

Although management explained that the software was installed over a period of time
and that it is comfortable with its operations, | advised that systems acquisition should
always be carried out such that they meet the intended objectives and that mitigating

factors are provided to reduce on the risk of systems failure.

36.7 Corporate Governance

a) Failure to C onvene an Annual General Meeting

It was noted that the Company never hel d a

(AGM) during the year under review. According to the Memorandum and Articles of
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36.8

Association, the shareholders are the Minister responsible for Works (1 Share) and the
minister responsible for Finance (999,999 shares). However, it was established that the
Company operationally reports to the Minister responsible for Information,

Communication and Technology ICT).

Management explained that the Articles of Association specifies the supervising Minister

as that of the ministry of ICT.

| have advised management to ensure that the AGM is always held as specified in the
Articles of Association and to liaise with the responsible authorities to ensure that its

reporting responsibilities are harmonized.

b) Policy Manuals

It was noted that Policies such as Fleet and Transport Management Policy, Estates
Management Policy, Inventory Management Policy and other related Policies were not in
place. Although management explained that they are in the process of having them
approved, the continued delay in having them in place implies that the Company lacks

adequate guidance in the manage mdeanwhilefa
review of the accounting manual revealed that it is full of extrac ts of various
International Financial Reporting Standards (IFRS). There was nothing to guide
management on operation and internal controls that would mitigate risks and safeguard

the assets of the Company.

Management was advised to expedite the approval process and to also ensure that the

accounting manual is reviewed to make it more useful to the users.

Strateqgic Plan

A review of the strategic plan revealed that there were no mechanisms for monitoring
and evaluation of performance. In addition, there wer e no physical outputs to be
delivered and set implementation timelines for the activities included in the plan contrary
to best practice. It was accordingly noted that no evaluation was done to assess the

extent of achievement of the set objectives in the strategic plan.

Lack of proper monitoring and evaluation mechanism may lead to poor plan

implementation and hence failure to attain the intended strategic objectives.
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36.9

Management was advised to ensure that mechanisms are put in place to enable proper

monitoring of strategic plan implementation.

Human Resource Issues

a) Payroll Management

It was observed that there is no clear division of roles between the Finance and Human
resources departments regarding payroll management. As a result there was a clash of

duties in the origination, processing, verification and payment of salaries and wages.

Management was advised to streamline the operations of the two departments with

regard to their responsibilities in management of the payroll.

b) Restructuring Project

It was noted that the Company carried out a restructuring exercise between 2008 to
2011. It was explained that the exercise was carried out after a Human Resource
Functional Study and analysis report that was intended to align the organizational

structuretothe Company 6 s st r a20&3gThefollpwing insue2 @ebetoted: -

o The Human Resource Functional Study and analysis report was not provided for
review.
o The exercise was intended to get an optimal human resource base that was

expected to scale down the numbers of staff from 380 to 299 However, by the
close of the exercise, the numbers had instead increased to 453 as shown

below:-

Pre restructuring Expected Actual /Post Variance after
restructuring

380 299 453 154

However, justification for the increase was not provided.

o The exercise dragged on for 3 years causing cost escalation hence loss to the
organization.

o A total of 224 staff in various categories were dropped. However, no capacity
building programs were conducted that would have helped them either to retain
their jobs or cope with life outside the company after loss of jobs. Emotional and
psychological needs were not taken care of.
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o Best practice demands that fair criteria be used and that relevant information be
availed to former employees and their Unions. While staffs were made aware of
the intentions of the exercise, they were not told that numbers were actually to
go up.

. There were no job specifications and as a result 54 new employees indicated

that they were dissatisfied with their new jobs and quit.

The above matters imply that the recommendations of the report appear not to have
been fully implemented by management despite having incured the the related
consultancy costs. | have advised management to ensure full implementation of the
recommendations of the report so as to maximise value for money from the

consultancy in question.
36.10 Provisional T _ax Returns

It was noted that provisional tax returns for the year under review were not submitted
to Uganda Revenue Authority as required by the Income Tax Act. Besides, the final
income tax returns for the year ended 30 ™ June, 2010 that were due for submission on

31° December, 2010 were also not submitted to the tax body.

Failure to comply with the Income Tax Act may result into imposition of penalties and

interest by URA.

37.0 UGANDA BROADCASTING CORPORATION (UBC) - YEAR 30TH JUNE 2012

37.1 Statement of Financial Position

The Corporationés f i x Slk4208283%71060 indhe statemenfdf ect e d
financial position. However the Corporation did not maintain a fixed assets register
during the year under review to enable track
revaluation was undertaken contrary to IAS 16 which requires regular revaluation of
assets. It was also noted that the general ledger recor d for the non -current assets and

documents relating to title of ownership of the stated assets were unavailable.
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37.2

37.3

Schedules for assets additions during the year amounting to Shs4,718,155,000 were

also not availed.

I was therefore not able to determine whether Assets of the Corporation are fairly
reflected in the statement of financial position, and whether the assets are owned as

stated.

Management explained that a revaluation process was on-going and land titles for UBC

land are being processedby Ca por ati ondés Lawyers.

| advised management to expedite the revaluation process and the updating of the fixed

assets register.

Trade and other Payables i Shs.10,384.556.000

It was observed that the Corporation owes Shs10,384,556,000 to trade creditors
(Shs4,751,886,000) and other creditors ( Shs5,632,670,000) and does not have credit
management policy in place. Furthermore the incoming invoice records were not availed
for verification. | was therefore unable to verify whether the payables with regard to

amounts and existence.

| advised management to ensure that all documents relating to payables are properly

kept and filed for future reference.

Cash and Cash Equivalents

It was observed that there were disparities between the reported balances and
cashbook balances amounting to a net value of Shs579,698,004 which were not

explained. The details are in the table below;

Title Of | Balance per | Balance per | Variance

No Account Cashbook Financial (Shs)
(Shs) Statements
(Shs)

1. DFCU Account 490,274,881 605,892,000 | (115,617,119)
2. ORIENT Account 0 255,000 (255,000)
3. UBA Account 472,803,712 33,582,000 439,221,712
4, STANBIC Account 406,248,411 107,937,000 298,311,411

Dollar
5. STANBIC Accourd 41,963,000 (41,963,000)

MEGA Fm
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37.4

37.5

| | TOTAL | 1,369,327,004 | 789,629,000 | 579,698,004 |

Management in response explained that historically the opening balances in the cash
book figures have not been accurately reconciled and that this financial year, they have
tried to perform reconciliations but still have short falls due to non -availability of

historical information.

| advised management to undertake proper reconciliation to support amounts reflected

in the financial statements.

Trade and other Receivables - Shs. 4.585,286.000

It was observed that there was neither the debt management policy nor the bad debt
management manu al in place contrary to the
manual. A total of Shs317,944,000 represents receivables aged between 90120 days,

while receivables aged over 120 days amounted to Shs2,745,960,000 reflecting
unsatisfactory collection system. As noted in the previous report, collection of proceeds

from the sale of land was still remote. For instance no collections were made out of
Shs400,000,000 collectable from M/s M&B Engineers. Lack of proper debt management
policy can result into credit and liquidity risks. | also noted laxity on the part of

management in ensuring outstanding amounts due are collected.

| advised management to develop a proper debt management policy aimed at

minimizing tying the corporation funds in debtors and also losses through bad debts.

Advances

Personal Advances to Sales Executives

Sales Executives are responsible for soliciting business and follow up on client s 6
payments. Therefore, Sales Executives are freelance commission earners and not
corporation staff. However, the Sales Executives were being treated like full time
employees of the Corporation enjoying personal advances that would only be granted to

full time employees.

According to their appointment letters, Sales Executives are entitled to a weekly advance
of Shs70,000 which is deductible from their payments and such advances should be

given upon submission of business proposal to the Managing Diredor. Examination of
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37.6

the advances on the Commi ssionés Ledger
other advances were also made to Sales Executives. As a consequence it was noted that
out of Shsb56,357,536 in form of outstanding advances to sales executives,
Shs47,753,375 remained unrecovered from Sales Executives who left and no longer

have any business with UBC.

Advancing money to sales executives in anticipation of making recoveries from the sales
commission poses a risk of losing funds in the event that they cease to do business with

the Corporation. Therefore, the recoverability of Shs47,753,375 is uncertain.

| advised management to make recovery of the outstanding salary advances and ensure
strict observance of the Human Resource regulations regarding management of staff

salary advances.
Governance

i Absence of Board/Directors and Senior Management

The entire Board Members of UBC were suspended by the line Minister in charge on

account of financial impropriety and their cases are still being investigated by CIID and

Anti-Corruption Court. It was further noted that His Excellency the President appoint ed

the Permanent Secretary Office of the Prime Minister to act as a caretaker. The current

Managing Director, Human Resource Manager, Marketing Manager, some sectional

heads and a number of other staff are also in acting capacity.

Because of lack of a Baard, the following have not been undertaken;

e The budget estimates for the year 2011/2012 were not approved by the Board.

e All policies, procedures and manuals are in draft form with no Board to approve
them.

e No approvals on investments (for funds not requir ed for immediate use) have been

undertaken.

Management explained that the Minister responsible is unable to appoint a new Board of
Directors without dismissing the old Board as they are on suspension pending the
outcome of the cases which are before court. Termination at the moment would lead to

litigation and probable financial loss to UBC.

| await the outcome of the pending court cases.
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ii. Absence of an approved IT Policy

The Corporation has heavily invested in the Information and Communication Technology
(ICT). However it was noted that the Corporation has not developed an IT strategic
plan. The information security policy available is still in draft form pending approval by
the Board. Without an approved IT/information security policy and IT strategic plan that
aligns the IT requirements to the UBC Strategic plan, there is a risk of making
investments in IT that are not well aligned with other business processes and

objectives of the Corporation which could lead to wastage of resources.

Management stated in response that there is a draft IT Policy in place pending approval
by the Board of Directors.
| advised management to table the IT policy as soon as the Board of Directors is in

place

iii. Absence of Fraud Control Policy
It is best practice in organizations that fraud control policies are put in place. These

should be documented and disseminated to all staff to avoid risk of fraud. However,
during the audit it was observed that a fraud policy was not in place. Lack of
documented fraud control policies could result in failure to prevent and/or detect fraud
or taking appropriate action where fraudulent acts have been identified in the

organization.

| advised management develop a fraud control policy as soon as the Board of Directors

is in place.

iv. Absence of an Approved Salary Structure and Job Descriptions
The Corporation's Human Resource Regulations 2006 section 5.1 (2) state that

'‘Salaries paid to staff shall be in accordance with the salary scales approved by the
Board for the corporation'. However, during the audit | noted these were not in place.

Human Resources practices require that employees are recruited based on approved job
positions, clear job descriptions, and relevant qualifications and paid according to salary

scales approved.

Management explained that they are currently in the process of developing a revised

salary structure and is working with departmental managers to improve staff job
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descriptions which will then be presented to the BOD for approval. | await the outcome

of efforts being made to have an approved salary structure and job description in place.

37.7 Internal Audit Department

i. Understaffing of Internal Audit Department
During the review of the Corporatiornnfesialor gani

audit department, it was noted that the department is under staffed. There is only one
staff in the department and is also not sufficiently qualified to head the department. It
was noted that the acting head of internal audit did not produce reports throughout the
financial year under audit. No training plan and budget were made for audit staff during
the year. There was also lack of appraisal on the adequacy and effectiveness of internal
control systems and this could easily lead to loss of Corporation assets and

misstatements/errors in bookkeeping.

Management explained that the recruitment process is underway to adequately staff the

department. | advised Management to expedite the recruitment process.

ii. Record Keeping

Generally the record keeping in the Corporation is inadequate. The Subsidiary ledgers
and records relating to Cash and Bank balances were not reconciling throughout the
year though attempts were made to that effect. Both the receipts and payment
vouchers lacked the accounting classification codes. The details of monthly revenue
collections and targets set for agents were not availed to correlate with the Commission
of Shs482,370,777 paid to the agents.

It was also observed that the Corporation does not have a comprehensive list/register of
all its various sources of revenue. Management was relying more on the database made
by Commission agents which data was also not availed for audit verification. Relying on

sales executive records is risky.

Management in response stated that all revenue sources are projected in the annual
budget and are documented. | advised management to establish proper accounting
records that should account for the Corporations revenue and expenditure. Regular

reconciliations should be undertaken.
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37.8

37.9

37.10

Procurement and Expenditure

Procurements without adherence to PPDA Requlations
It was noted that procurements worth Shs.1,082,013,409 for Goods, Services and Works

were undertaken without competitive bidding comtrary to PPDA procuring and
contracting procedures. The procurements were in violation of regulations. There is a
risk that payments may be made for poor quality go ods, services and works and/or at

exorbitant prices.

| advised management to strictly adhere to procurement regulations.

Unaccounted for Expenditure

Shs.25,011,500 paid to staff for execution of activities and payment of allowances while

attending meetings remained unaccounted for. The respective payment vouchers lacked
necessary support documents such as invoices, receipts, activity reports, statements of
fuel consumption and acknowledgement by recipients of allowances. | was therefore

unable to verify whether the expenditure was actually spent on intended activities.

| advised management to open up personal advance accounts in the names of officers
who failed to account for their administrative advances and recover the amounts

involved.

Corporation Motor Vehicles

i. Absence of Vehicle Maintenance Service Charts/Reqister
Paragraph 16.17 of the UBC Finance and Accounting Regulations requires the Finance

Department/Transport Officer to maintain an operating records/register for each vehicle
to record its history, 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.

I't was noted that the Cor por abperating recad norrae r
general repair register to record all repairs done on vehicles and spares used. In
absence of the records, periodic assessment of vehicles performance compared with
their cost of maintenance cannot be undertaken. In addition, funds m ay be lost through
recycling vehicles for similar repairs.
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| advised management to put in place operating records for each vehicle to enable

monitoring of maintenance costs.

ii. Internal Assessment of Vehicles

Shs 32,101,133 was paid to various service providers in respect of repair works without

formal requisitions for the repairs. It was further noted that, UBC has no internal

mechanism in place for a competent Engineer to carry out internal assessments of

vehicles that are due for repairs. According to the acting transport officer, repair needs

were mainly based on the assessment done by the respective drivers and service
providersdé6 mechanics. No post vehicle repai
repairs were done as specified in the Repair orders. Payments were based on the

driverso6 assurances on the repairs.

| advised management to have in place a technical officer to assess the requirements

and repairs undertaenonthe ¢ o r p o r weehidledleed s

iii. Grounded UBC Vehicles

According to the motor vehicles allocation and operational status from the Acting

Transport Officer, UBC has 7 grounded vehicles verified beyond repair four of which are
currently being kept in various garages and the remaining three are kept at the

Broadcasting House. The said vehicles have been grounded for a long time without
being disposed of. Failure to dispose of the grounded vehicles can result into incurring
Storage costs especially those vehicles kept in garages, loss in value of the vehicles due

to depreciation and theft of vehicle parts due to insecurity in the garages.

Management in response stated that all the grounded motor vehicles were not officially
transferred to UBC by the office of the President and so they could not be disposed of in
their current state. Management further stated that arrangements were underway to

transfer the logbooks to UBC and after which they would be disposed as procedures

demanded.

| await the outcome of the process to dispose of the grounded vehicles.

37.11 Borrowing from Capital Account for Recurrent Expenses
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37.12

37.13

It was noted that Shs500,000,000 was borrowed from the Capital expenditure Account
no.01063500184513 held with DFCU Bank to a recurrent expenditure bank account
no.0109000017 held at UBA Bank. Howeve, there was no evidence to show that the
borrowed funds were returned to the capital account in DFCU. It was also noted

Shs.600,000,000 from sale of land borrowed in the previous year was not refunded.

Scrutiny of the documents relating to the transaction revealed that the funds were
borrowed to bridge the gap for working capital of the Corporation, however, it was

noted that the funds were spent on Salaries (Shs250,000,000); Utilities-UMEME
(Shs100,000,000); URA Taxes (Shs80,000,000); and payments of Commission to sales
executives (Shs70,000,000). The working capital gap was not explained by

management.

The diversion of funds to recurrent expenditures without appropriate authority affected

the implementation of development programs.

| advised management that authority should be sought before such expenditures are

incurred.

Statutory Deductions

Non -remittance of PAYE and WHT - Shs.716.,968,757

While computing the net pay for the UBC staff, it was noted that a total of

Shs 716,968,757 was deducted and withheld from salaries as PAYE as required by the
Income Tax Act. However, the funds were not remitted to the Uganda Revenue
Authority.  Non-remittance of taxes is a violation of the Income Tax laws which may

lead to fines and penalties.

Management was advised to comply with the tax laws to avoid the associated penalties.

Unaccounted for VAT 1 Shs.1,514.,830,672

It was noted that UBC charged and collected from its client 18% VAT on receipts.
However, while recording into the income ledgers the net amounts were recorded.
Consequently, the VAT amounts were not recorded in the Corporation records, and the

VAT that was collected was not remitted to URA. As a result, VAT invoiced amounting to
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Shs1,514,830,672 remained unaccounted for. In addition, | did not obtain evidence that

UBC was a VAT registered collector.

There is a risk that the funds collected as VAT were not used for the intended purposes.

Management was advised to remit the VAT to the tax authority.

37.14 Non -remittances of 15% NSSF Deductions I _Shs.489.373.143

During the year, the Corporation failed to remit Shs489,373,143 to the National Social
Security Fund (NSSF). This was an amount of 15% due to the fund out of 5% staff
contributions and 10% Employer6s conéaésri buti ons

indicated below: -

Annual 5% NSSF deducted = Shs163,124,381
Add 10% Annual Employer contribution: = Shs326,248,762
Total 15% Due to NSSF for the year Shs.489,373,143

It was also noted that unremitted contributions to NSSF increased from Shs990,082,000

for the previous year to Shs1,399,490,000 for the year under review. This exhibits an

increasing laxity in adhering to statutory requirements.

Failure to remit UBCO&s NSSF contributions may

use and risks of deprivation of retirement benefits when employees retire.

Management was advised to remit NSSF deductions in accordance with the NSSF Act.

37.15 Non -acknowledgement of WHT Deductions - Shs.218, 723,859

A total of Shs218,723,859 was deducted and withheld from suppliers as required by the
Income Tax Act. However, there is no evidence that these deductions were received by
the Uganda Revenue Authority as there were no acknowledgement receipts for the
remittances. It was also noted that the Corporation failed to deduct Shs.40,192,305 as
Withholding Tax from Antenna lItalia which was paid Euro 79,510 (equivalent to
Shs267,948,700) for supply of UHF and VHF Antenna with accessories.

Non-remittance of taxes is a violation of the Income Tax laws which may lead to fines

and penalties. There is also a risk that the retained deductions could be diverted.
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37.16

Management explained that payment plans had been negotiated with URA and NSSF to

remit outstanding arrears.

| advised management to ensure that statutory deductions are remitted promptly as
required by the law and acknowledgment receipts obtained and attached to relevant

payment documents and filed for future reference to avoid fines and penalties.

Disposal of Land

a) Disposal of L and to M/s M&B Engineers
Last year, | reported that UBC leased land measuring approximately 1 acre on  plot 13

Mpanga Drive Kampala, to a company in the names of M/s M&B Engineers Ltd at a cost
of Shs450,000,000. This was the consolidated figure for premium and ground rent for
the full term of the lease and subjected to the covenants and conditions of the lease
agreement. M/s M&B Engineers had emerged the best evaluated bidder in an open

bidding process. According to the lease agreement the term of the lease was 49 years.

A review of the disposal file, the agreement and other related documents revealed

the following matters;

b) Failure of the L essee to Fulfill the Obligation under the  Agreement
S.1.2 of the lease agreement required the lessee to pay the entire lease amount of

Shs 450,000,000 within two months following the signing of the agreement. Payments

were expected to be made in three equal installments as follows: -

Shs.150,000,000 at the execution of the agreement
Shs.150,000,000 within 30 days from the date of execution of the agreement
Shs.150,000,000 within 30 days from the date of the second installment.

S.1.3 provided that failure to fulfill the whole or any part of the above pa yment
schedul e shal/l l ead to termination of t he

revealed that only Shs50,000,000 was paid leaving a balance of Shs400,000,000.

During the current year audit, M& B Engineers did not make any payments on the
outstanding obligation and there was no evidence to show that management had

invoked the rights under the agreement to enforce performance or termination of the
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agreement as provided. There is a risk of loss of the land by UBC under the

circumstances.

Management explained that the sale agreement will be revised and a decision taken on
the fate of that contract and in any case UBC is still in possession of the land. | await

the outcome of remedies sought in accordance with the provisions of the agreement.

C) Disposal of Land to Three Ways Shipping Services/(BRO G roup)

In the previous audit, | reported that on 27 ™ Nov, 2009, the Managing Director
requested the Minister to approve the sale of approximately 24 acres of UBC land on
Kibira Road in accordance withthe UBC Act of 2005. S.6 (a) of the UBC Act requires the
disposal of UBC property to be approved by the Minister.

In her response, which was copied to H.E the President, the Minister approved the
request to lease the land and directed management to lease the land to specific

investors selected by her as detailed below:-

i) Lease 8 acres to BroGroup Holdings Ltd for establishing within 2 years, an inland
transportation and logistics terminal centre as well as communications centre that
will service the East and Central African Region.

ii) Lease 1 acre to Aqua Coollers Ltd for a water distilling plant.

iii) Lease the rest (Approximately 15 acres) through bidding to investors.

d) Lease to BRO G roup
A Procurement document (PP Form 209) indicates that the contract committee in its 92™

CC meeting of 14" December, 2009 approved the direct negotiation method and

evaluation/ Negotiation team.

According to the minutes of the negotiation, it was agreed that M/s BRO T Group
Holdings Ltd should pay Shs419,954,649 per acre. The total value payable for the
8.138 acres was put at Shs3,417,590,930 for a 49 year lease. It was also agreed that
there shall be no change of land use from what was proposed by M/s BRO Group
Hol dings 1 td as per t he Magneedsthat thebFnanteeandt
Administration Manager collects the money receivable and the Company Secretary was
to be appointed the Contract Manager. On 20" Jan 2010, the contract committee

approved the disposal to Bro-group Holdings Ltd at a total value of Shs3,417,590,930.
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37.17

The following maters were observed: -

i) lrreqular Allocation of L __and by the Minister

The Honorable Ministerbés directive to have

and 1 acre to Aqua holdings Ltd was in contravention of the PPDA Act. The act of the
Minister amounts to interference with or exertion of undue influence in the dispo sal

process, an act that contravenes the PPDA Act.

i) Breach of Terms of the Lease A ___greement

BRO group fundamentally breached the terms of the agreement. | noted that whereas
S.1.2 of the lease agreement required that full payment be made within a period o f
approximately 5 months from the date of signing the agreement (21 %' Jan 2010), the
debtors ledger indicated that by the closure of the previous financial year (30 ™ June
2011), BRO group had an outstanding amount of Shs987,915,898 .

It was further not ed that the intended purpose provided under S.4&5 (setting up of an
inland transportation and logistics terminal center and communication centre to serve
the East African region), has not been achieved to-date. The current year (year ended
30™ June 2012) audit revealed that the outstanding amount had not been paid and the

agreement terms had not been fulfilled.

Management in response stated that a payment of 600 million shillings was paid in the
Corporation Stanbic Account during the year which offset the overdraft and paid off the
lease charges at the time. Management further stated that efforts to collect the

outstanding balance of 388 million shillings will be made.

| advised management in consultation with the Solicitor General to invoke the clauses in

the agreement.

Audit Inspections

During the course of my field inspections of some of the radio stations of Uganda
Broadcasting Corporation (UBC) in Bundibugyo, Kasese, Buruli, Mega in Gulu and
installations in Kabale, Mbarara, Masindi and Kampala,the following observations were

made:-
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Voice of Bundibugyo

() Incon sistent Use of Revenue Receipt B 00ks
It was noted that several receipt books were in use at the station at th e same time. The

use of several receipt books at the same time makes it difficult to trail the records and
the transactions in a sequential manner and this may result into misuse and loss of

revenue.

Management in response stated that usually receipt books are issued and used in
sequential order, however this was not the practice at the station. | advised
management to ensure that serially numbered receipt books are used one at a time so

that a sequential pattern is followed in posting the receipts in the cash book.

(i) Cash Book not PosteduptoD ate
It was noted that transa ctions from 27" Feb to 3 March 2013 were not posted in the

cash book. The delayed posting of the cash book may lead to loss of financial resources.

Management in response stated that transactions were supposed to be posted on a daily
basis and the anomaly in Bundibugyo would be investigated. | await for the

outcome of the investigation to be carried out.

(iir) Accommodation

It was noted that the Radio station is occupying the Bundibugy o Educati on Depar
building for the disabled people. In case the District intends to utilize their premises, the

occupants may not be able to operate. Management in response stated that the building

is the districtds contribution to the cause a
Government alone (through UBC) to single-handedly finance every aspect of the radio

but rather the initiative of both the Local and Central Governments.

| advised UBC to plan and acquire their own premises to avoic disruptions in operations.

Ngeva FM in Kasese

(i) Receipts and Bankin _gs
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It was noted that no receipts and bankings were availed for the one month the station
had been in operation. In absence of the  supporting documents in form of copies of

receipts and banking slips, | was unable to ascertain the revenue collected and banked.

| advised management to institute strong controls in regard to revenue collection and

banking to avoid loss of revenue.

(i) Accommodation

Currently the ratio station is operating in Kasese District buildings and no agreement has
been signed. In case the District requires utilizing their premises, the occupants may not

be able to operate.

| advised UBC to plan and acquire their own premises to avoid potential disruptions in

operations.

Kyeriba Station in Kabale District

() Land

The station has land that has been surveyed. However it does not have the title.
Whereas the land has earlier been fenced, some parts of the fence are broken and fallen
off. This may lead to encroachers to access the land for settlement. Besides the
equipment may not be safe as anybody can access the premises/land. Management in
response stated that they have engaged professional surveyors and legal personnel to
legalize titles of all UBC properties and demarcate the land after which it will then be

fenced off.

| await for outcome of management efforts.

(i)  Non-payment of Water B ills

The station is operating without water. There is piped water in the area but it was
disconnected due to nonpayment of water bill. Management in response stated that it is
in the process of clearing overdue bills as financial constraints have always led to
rationing of expenditure and delayed clearances of bills. | advised management to clear
station bills to ease constraints in the operations of the stations.

(iif) Health Hazard
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The roof housing the station still has asbestos sheets which are in a poor state and pose
health hazards/risks to the occupants. Management in response stated that the
asbestos roofing will be replaced as soon as possible. | await the outcome of

Managemernt efforts.

Kihumuro TV Station Land

The station has a large expanse of land however, it has neither been surveyed nor title
obtained. Besides there is already encroachment on the land as there is a road passing
between the Dish and the transmitter hou se. Furthermore the gates (lower and upper
gate) to the station are open throughout and not locked because people have to pass

through to access their homes and gardens.

Management in response stated that it has already engaged professional surveyors ard
legal personnel to legalize titles of all UBC properties and demarcate the land which will

then be fenced off

| await for outcome of management efforts.

Mwizi Radio Station in Mbarara District

() Lack of Agreements
This station has a radio transmitter for BBC, UBC and UBC transmitter for the TV. BBC

maintains their own transmitter and even repairs. However there were also other
transmitters for other radio stations like; Top Radio, Bushenyi FM, Radio West, Capital
FM, Vision Radio and Greger African Radio. At the time of inspection, no agreements
with the various stations were availed for audit verification, as all the agreements were
claimed to be in UBC Headquarters in Kampala. However, these were not presented by
management. In the absence of the copies of the agreements, | was unable to ascertain
terms and conditions of sharing the masts and the revenue collected for rental of the

mast.

| advised management to have agreements in place.

(i)  Non-compensation of O ccupants

The station land was surveyed, however, it was noted that some of these people were
not compensated and are still occupying the land.
Management in response stated that the land has been surveyed and UBC will

compensate the squatters and fence off the land.
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| await the outcome of Management efforts.

(iii) Dilap idated Building due to Lack of M aintenance

It was noted that apart from the building where the transmitters and equipment were,
all the other four blocks were dilapidated and needed urgent repairs. In absence of
proper maintenance the station risks interruption of operations if total breakdown

ocCcurs.

Management in response stated that the repairs and overhauls will be done as soon as
funds are available as the stringent budget that UBC currently operates does not allow
for immediate responses to some of the repair needed. | advise management to plan to

repair and maintain the upcountry stations.

Buruuli FM in Nakasongola District
® Lack of Fixed Assets Reqister
Although the station had assets such as computers, generator, transmitter link, call
phones, furniture and other studio equipment, it was noted that the station did not have
a properly maintained fixed assets register as required by the regulations. The available
record of assets only indicates the particulars of the assets and quantity, other details

are not disclosed. This poses risk of poor coc¢

Management in response stated that UBC is in the process of assets verification and
thereafter developing a comprehensive Fixed Assets Register and that the assets
register will be in place by the end of the FY 2012/2013. | await the outcome of

the management efforts.

(i) Un-engraved Assets

I't was noted that contrary to the Conwprer ati on
not engraved. It was therefore difficult to confirm whether all the un - engraved assets

belonged to the Station.

Management in response stated that it will ensure that all Corporation assets listed in
the assets register are engraved where possble.

| await the efforts of Management in engraving the assets.
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(iii) Missing components in the Transmitter
A visit to the station studio revealed that the transmitter in the studio lacked some

components. There was no issue voucher to provide details of the items delivered. The
marketing officer also confirmed that some components were missing. In the absence of
the material issue voucher, it was difficult to confirm whether the transmitter was

delivered to the station in that form or other part s were removed at the station. The

missing components may affect the efficiency of the equipment.

Management in response stated that the matter will be investigated to obtain
explanations of the missing components of the transmitter. | advised Management to

investigate the matter to its conclusion.

(iv) Security of Cash in T__ransit

It was noted that the Corporation is not operating any bank account in Nakasongola or
in nearby towns where collections from Buruuli Radio station can be banked. Due to lack
of banking facilities, all cash collected by the station is periodically transported to UBC
headquarters in Kampala by the station cashier. This arrangement does not only put
the life of the cashier and money in transit at risk but also results in wasteful

expenditure on transport and subsistence allowance for the cashier.

Management in response stated that an account will be opened in Nakasongola Town to

extend banking to Buruuli FM station. | await the outcome of management action.

(V) Status of | nfrastructure at Kigulya Mast at Masindi

The mast is located on Kigulya hill 19 Kms from MasindiTown (7km off Masindi-Masindi
Port road). During the visit of the site, it was noted that the infrastructure facilities of
the mast were not in good condition. The compound was bushy with an ant hill near the

station premises. The toilet was not only full but was about to collapse:
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An ant hill near the station premises and a collapsing toilet facility

Management in response stated that cleanliness of the compound will be ensured and a

new pit latrine will be dug. | await for the outcome of management efforts.

(vi) Hire of space on UTL mast
The radio station is continuing to rent space for its br oadcasting services from UTL.

Whenever the UTL generator runs out of fuel, the radio gets off air until UTL fuels the

generator. During the time the radio is off air, service delivery by the station is affected.

Management in response stated that it was cheaper to hire the mast space from UTL
than construct one and that consideration will be ma de on obtaining a generator or solar
technology to avoid interruptions in service delivery. | await for the outcome of

management efforts.

MEGA FM in Gulu District

() Inadequate Human R esource

A visit to the station revealed that there was no organization chart indicating the various

sections/departments and personnel to run the activities of the station. Examination of

the staff list availed revealed that the following key posts were not provided for:

e Internal Auditor-to review the effectiveness of the internal controls put in place by
management and advise management accordingly

e Receptionist to direct all in-coming customers and visitors and

e Store keeper- to maintain stores records and safe custody of stores.

Staffing gaps affect service delivery.

Management in response stated that a needs assessment will be done and the

necessary staff hired to fill the vacant posts. Management further indicated a proper
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organization structure for MEGA FM falling within the confines of UBC structure will also

be developed. | await the results of management efforts.

(i) Inadequate Internal C __ ontrols

o Lack of Segregation of D uties
It was noted that some staff perform more responsibilities outside their schedule of

work as per job descriptions. For example, the Accounts assistant who is supposed to
assist the stationds Accoumecoads also irepeivenaailynt ai ni
collections from the cashiers and is responsible for banking the collections. In addition,
the same person is responsible for withdrawing cash fromt he bank to run the
operations as well as being the imprest holder. Also noted were station collection
cashiers whose designation was not appearing on the staff list also act as receptionists

at the reception desk.

Management promised to address the matter.

o Lack of Store and Stores R ecords

Audit inspection of stores revealed that Mega FM has no stores accommodation where
goods could be kept safely. In addition, stores record keeping was noted to be poor.
The only record in place is the Stores Received Note Book. All items received are
recorded only in the stores received note book. Records such as; Stores Ledgers, Issue
Vouchers, Stock Cards are not available. The person writing the goods received note is

the person in charge of human resource.

Management in response stated that a competent store keeper will be recruited to
maintain the stores and stores records and properly secure the stores. | await the

outcome of management efforts.

. Lack of Fixed Assets Reqister

Although the station had assets such as computers, generator, transmitter link, call
phones, furniture and other studio equipment, it was noted that the station did not have
a properly maintained fixed assets register contrary to the regulations. There is a risk of

loss of assets under the circumstances.

Management in response explained that UBC is in the process of assets verification and

thereafter a comprehensive Fixed Assets Register will be developed and is expected to
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be in place by the end of the FY 2012/2013. | await the outcome of Management

efforts.

(i)  Delays in Banking C _ollection

During the audit inspection on 5th March 2013, it was noted that the last banking was

done on 26th February 2013. A cash survey conducted with a view to establish the
correctness of cash collected as per the daily cash tally summary sheets, revealed total
unbanked cash of Shs4,943,850 lying in the safe. The cash found in the safe
Shs4,943,850 could be attributed to either banking less cash than collected or un -
receipted cash collections or delayed bankings. There is a risk of loss of cash under the

circumstances.

Management in response stated that immediate corrective action will be taken to

address the issue of collections.

(iv) Poor custody of cash and _counterfoils

o Redundant Cash S afes
During the inspection, it was noted that the cash collected is kept in a small safe/cash

box which cannot be used to keep other counterfoils.

However, two unused safes were found at the station. One of the safes with S/No D610
was procured by the Headquarters and sent to the station reportedly about three years
ago, but has never been used due to failure to ably operate it. Although it was reported
that the safe has never been used, no initiative was taken to have it returned to the
supplier as the station has not derived any benefit out of it. Another safe was last used
by two Accounts Staff who have since left service with the station leaving it locked. See

photos below:

Unused safe kept in Accounts section and sfe formally used by former Accountant
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