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FROM: Ag. Chief Internal Auditor DATE: 2™ October, 2018

TO: Vice - Chancellor REF: MU/IANC/22/18/65

RE: FI L F I
TE EA N Y E

Reference is made to our provisional report Bef. MU/TA/WE/25/1/18 dated 7" August,
2018 on the above subjject matter,

This is our final report on the same and incorporates the responses from the Center
Leader.

BACKGROUND

The Eastern and Southern Africa Higher Education Centers of Excellence (ACE II)
Project supports the governments of eight countries - Kenya, Ethiopia, Malawi,
Mozambigue, Rwanda, Tanzania, Uganda and Zambia to collectively address key
development challenges facing Eastern and Southern region through interventions in
developing critically needed science and technoleqy capacity.

African Center of Excellence in Phytochemicals, Textile and Renewable Energy {ACE II
FTRE) of Moi University is one of the African Centers of Excellence project selected.

The Project Development Objective for the ACE IT is to strengthen selected Eastern and
Southern African higher education institutions to deliver quality post graduate education
and build collaborative research Capacity in the regional priority areas,

The project’s duration is July 2017 to June 2021 and the total project financing is 6
million US Dollars. The disbursement of funds for the International Dewvelopment
Agency (IDA) eredit and Grant that finances the ACE 1] project activities is based on the
achievement of agreed upon Disbursement Linked Indicators (DLIs)/Disbursement
Linked Resuits (DLRs).

Disbursement Lirked Indicators and allocated amounts; DLR#1 on institutional
readiness resulted to an amount USD 1,100,000 being received. Funds were disbursad
when all conditions for effectiveness outlined in the legal agreements signed betwaen
the ACE hosting goverment and the World Bank were met and detailed
implementation plan of ACE was approved by the Ministry in charge of Higher Education
as part of the performance agreement,
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AUDITORS RESPONSIBILITY

We conducted this audit in accordance with the International Standards for the
Professional Practice of Internal Auditing, Those standards require that we comply with
ethical requirements and plan and perform the audit to obtain reasonable assurance
about whether the Praject’s financial statements are free from material misstatement.

An audit involves performing procedures to obtain evidence about the amounts and
disclosures in the Project’s financial statements. The procedures selected depend on the
auditor’s judgment, including the assessment of the risks of material misstatement of
the Preject’s financial statements, whether due to fraud ar eITor,

An audit also includes evaluating the appropriateness of accounting policies used by the
management, as well as evaluating the overall presentation of the Project’s financial
statements.

In presenting our audit findings and observations; Criteria means what should be
{policy references, statutory requirements, best practices), Condition means what was
found/observed, and Risk means potential risk to the project, that is, risk if condition
continues as it is.

AUDIT OBIECTIVE

To ascertain if financial records, reports and statements are prepared according to
acceptable accounting standards and guidelines,

SCOPE OF THE AUDIT

The audit of the project was conducted in conformance with the International
Standards for the Professional Practice of Internal Auditing and incuded tests and
auditing procedures considered necessary,

Our audit covered financial statements/transactions for the period ending 30" June,
2018,

AUDIT FINDINGS AND OBSERVATIONS
1.1 PROJECT BANK ACCOUNT

Objective: To ensure that the project operates a bank account as per the International
Development Agency and University financial procedures,

Criteria: A project bank account shall be opened at a commercial bank acceptable to
International Development Agency,

Condition:

The Project operates a commercial bank account whose details are;
Bank: Kenya Commercial Bank

Branch: Eldoret

Account name: Moi University ACE 1T World Bank Profect

Account Number: 1202447163

The account has three categories of signatories:
. Category A:
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Prof. Isaac S. Kosgey —Vice - Chancellor
Prof. Daniel K. Tarus — Ag. Deputy Vice ~ Chancellor (Finance)

ii. Category B:
Mr. Joshua C. Koech — Ag. Finance Officer

iil. Category C:
Prof. Ambrose Kiprop — Center Leader.
One signature in category A and B is valid at any time, and category C Is
mandatory.

The bark account has been opened as per the International Development Agency and
University financial procedures, and the signatories requirement also comply since one
category comprises of Project’s management and the second the staff accounting for
the Project's funds.

1.2 PROJECT FINANCIAL RECORDS

Objective: To establish whether the financial records and statements are prepared in
accordance with the financial reporting requirements of the World Bank procedures and
guidelines, and revenue and expenditure posted is supported and eligible and comply
with the requirements of Public Finance Management Act, 2012

A. Project Books of accounts
Criteria:

PFM Regulations, 2015. Section 74(6) (a) An Accounting Officer of & national
govermnment entity shall cause to be kept and maintained proper books of accounts and
records in respect of all projects and donations;

Section 90 (1) Accounting Officers shall ensure bank accounts reconciliations are
completed for each bank account and submit a bank reconciliztion statement not later
than the 10" of the subsequent month...

Section 100 Accounting Officers shall keep in all offices concerned with receiving cash
or making payments a cash book showing the receipts and payments and shall maintain
such other books and registers as may be necessary for the proper maintenance and
production of the accounts...

Condition:
. The books of accourits and relevant source documents have been kept.

ii. Posting of entries to the cash book was not up to date, it was observed there
were entries appearing in the bank statement and nat in the cashbook.

ii. The bank account reconciliation statements provided were erronecusly prepared.
For instance, the bank account reconciliation statement for the month of
September 2017 indicated that the balances as per bank statement and cash
book were Kes. 107,885,447.75 whereas the cash book balance was Kes.
126,980,297.75.

iv. Deposits not in cashbook:
14" November, 2017 of Kes. 60,555 - Not Posted

21 Movember, 2017 of Kes. 121,632 - Posted and Reversed
Page3ois



15" December, 2017 of Kes., 25,000 - Posted and Reversad
15" December, 2017 of Kes. 48,330 - Posted

05™ February, 2018 of Kes, 486,921.60 - Posted

07" June, 2018 of Kes, 4,000 - Posted

11" June, 2018 of Kes, 3,862 - Posted

197 June, 2018 of Kes. 258,166.65 - Posted
Payment not posted to cash book:

07 une, 2018 cheque no, 195 of Kes.71,300 - Posted
Risk: Misstatement of fi nancial

Recommendation:
The Accountant should regularly update the cash book and undertake bank account
reconciliations which should be ch

ecked and approved By the Finance Officer,
Center Response: These SMOUNEs were receipled by cash office but due fo system

information,

Internal Audit Opinjon: Response not satisfactory,
The following entries are stil not posted to the cash book:

. Two entries of Kes.121,632 and Kes, 25,000 which had not been posted were
Posted and subsequentiy reversed, and

. Deposit of Kes, 60,555 has not besn posted. DOC. I
The updated bank account reconciliation has not been availed.
B. Project Renovation expenses
Criteria:The Maintenance Officer assesses

and quantifies requirements for building
repairs including works and materials. Materials sre Procured according to the
specifications of the Maintenance Officer,

Condition: Material specifications prepared by the Maintenance Officer to support
refund for the payment of renovation expenses including cost of works and materials
was not attached to the request for refunds,

Risk: Misappropriation of funds.
Recommendation: Procurement of materials for
@ specification order from the Maintenance Officer,

Center Response: The specification order was not altached in the request for refurd
but it is available for vevification,

renovations should be sanctioned by

This has been correcled by attaching a request fist by the Estates Officer
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Internal Audit Opinion: Response satisfactory. However, in future such materials
should be procured and received as required by procurement procedures, such as
issuance of Goods Received Notes (GRNs),

A. Accounting for Imprests

Criteria: PFM Act, 2012 Section 71 (2 and 3) a public officer to whom cash advarnce is
made shall account for the advance within a reasonable period and return the balance
of the cash advanced together with signed supporting documents for the expenditure

incurred in accordance with any requirement set out in the documents used to apply for
or authorise the advance, regulations prescribed or any written notice given to the

officer by the accounting officer.

National Treasury circular on control of imprests requires imprest to be surrendered or

accounted for within 48 hours
event.

1. Delay in surrender of imprest under spent

Condition: There was delay
Indicated in the table below.

following retumn from official journey or completion of an

in accounting for imprests for up to two months, as

PF

Fmprut No. | Mame a8

| cha
Mo

Imprest |
amount
Hies

Amount
spent
Kes,

Linder

spent
Kes.

| Remarks

i . )
1. TMPOOD447/18 | Dr. F,

Myamwala

G320

16

| 1,467,000

1,240,350 |

277 550 |

Amount advanced an
23/2(17, under spent
surrenderad on 11/12/17, @
| delay of over 2 months.

Naomi
Mkonge

2. IMPOD0OS93/18

31

822,000

125,132

Amount advanced on

L3/ 10/17, for & workshop
an 16" and 17 October.
Under spent surrenderad
| on 2211117, a delay of 1
manth.

3. IMPOD16%3/18 | Naomi

MNkonge

203;
203

| 1,750,000 |

1,550,500 |

200,000

Amount advanced on

B/6/18, for a short course

on 11" lo 157 June. Under

| spent surrendered on

i 12/7/18, a delay of 3
wesks

4. IMPOD698/18 | Dr. 8.
| | Ramkal

1
k | i

441

121,210

87,080 | 33,230 Amount advanced on

12{6/18, for & meeting on
7% June. Under spent
surrendered on 28/6/18. a
oefay of 2 weeks, .

Risk: Misappropriation of funds {(teeming and lading).

Recommendation: Imprests should be accounted for within the specified period.
Center Response: Some imprests took long to account because they were not paid on

the anticipated time and their functions had lo be
some of the participants who were e
members of staff have been sensiti

imprests circular.

rescheduled, fo meei the needs of
ngaged an academic or other official duties. The
zed according o the requirements of contral over
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Internal Audit Opinion: Response is adequate. However, officers should be reminded
to surrender or account for imprest within 48 hours following return from official
journey or completion of an event.

2. Imprests accounted with no evidence of travel
Condition: The following imprest was for money advanced to travel out of the country,
but the accounting did not include boarding passes for the staff.

Imprest No. | Name PF Chg. | Amount | Purpose

R e ) Mo. | MNo. |

| IMPOO1305/18 | Sheita A. | 4827 | 107 | 374,422 | Visit Ghent University from 20/3/18 to
Odhiambo | 10/4/18 for staff exchange programme.

| Iy

Risk: Misappropriation of funds.

Recommendation: Imprests should be accounted for with all relevant documents
attached.

Center Response: The Centre only provided the per diem component of the staff
exchange programme. The beneficiary atfended lhe exchange programme and
accounted for the imprast including writing 2 report fo support the trip. The member of
staff has been requested lo provide the boarding pass and it will be availed for
varification.

Internal Audit Opinion: The boarding pass has been provided for verification and the
response is satisfactory.

B. Overpayment of Subsistence Allowance
Criteria: Subsistence allowances shall be paid as per the approved rates in Salaries
and Remuneration Commissions Circular on Allowances in the Public Service, 2014.

Condition: Two members of staff were paid subsistence allowances at rates higher
than approved rates. Rates paid were for Nairobi and not for Nyeri and Nakuru
respectively. The overpayment was Kes, 78,400,

Risk: Nen-compliance with Government Circulars and finandial loss.

Recommendation: Subsistence allowances should be paid as per the approved

Government rates, and overpaid allowances should be recovered from the respective
members of staff,

Center Response: The Center Leader has contacled the members of staff to refund

the overpayment. The overpayment was an ovarsight during preparation of their
allowances and measures have been put in place 3o as not to recccur.

The affected members of staff have been notified and they will pay back the amounts
overpald.

Internal Audit Opinion: Response is satisfactory, subject to verification of amounts
refunded by the affected members of staff during follow up audit.
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1.3 PROJECT FINANCIAL STATEMENTS

According to Financial Accounting Reporting and Auditing Handbook (FARAH), the main
feature of the Project’s financial statements is the source and application of funds for
the Praject during the current year, and cumulatively since the start of the Project.
Related comparisons of actual expenditures should be shown against projections, and
explanations provided for significant variations.

The Warld Bank is interested in the total project, irespective of whose funds are used
to undertake a particular activity or operations in a project for which it has provided
part of the funding. Application of funds should be summarized to show expenditures
and allocations.

A. Statement of Sources and Uses of Funds (DOC. II)

Criteria: Preparation of a Statement of Funds received, showing funds from the World
Bank, Project funds from other donors and counterpart funds separately, and of
expenditure incurred.

Condition:

i, The Statement of Sources and Uses of Funds for the period ending 30"Jure,
2018 has been prepared.

ii. Funds and income received and expenditure incurred was verified to the bank
statements and payment vouchers for the period.

ii. Income from counterpart funds was Kes. 21,127,948,
Financing agreement between the University and the counterpart funds donor
was not provided for examination.

iv. The summarized expenditures do not tally with those reported in the Uses of
Funds Statement.

Risk: Payment of unbudgeted expenses using Project funds.

Recommendation: Presentation of the Statement of Sources and Uses of Funds
should be as per the prescribed format.

Center Response: The slalement of Sources and Uses of Funds has been corectad.
The contract between Moi University and the Ministry of Education for consultancy
sepvices has been refrioved and is available for verfication.

Internal Audit Opinion: Response is not adequats;

The contract between Moi University and the Ministry of Education for consultancy
services was not availed. A copy of a memo availed by the Center from the Ministry of
Education-State Department for University Education to the Vice - Chancellor dated 4
January, 2018 stated that the contract document is being prepared for signing by the
twa parties. DOC. IIT

B. Uses of Funds Statement (DOC. IV)

Criteria: Preparation of Uses of Funds, giving a breakdown of expenditure for the
period as per the expenditure classification in project implementation plan.
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Condition:

L. The Uses of Funds Statement for the period ending 30 June, 2018 has been

prepared, giving a breakdown of expenditure for the period as per the
Expenditure classification in project implerentation plan,

li. Explanations provided for significant variations in regards to procurement
challenges was inadequate as it did not address specific challenges faced,

ii. The uses of funds (expenditure) was vouched to the payment vouchers and
acoounting for imprests,

. The amounts posted to the statement do nat tally with the specific classification
class totals.

v. It was noted during the audit that there was misclassification of expenditure:
Payments vide chegue number 146 of Kes. 403,152 and 147 of Kes. 22,318 in
relation to Refurbishment of Center Office buildings activity 1.5 were classified
under activity 4.4 Purchase of Laboratory consumables and softwares,

Risk: Non-compliance with procedures,

Recommendation: Uses of Funds should be prepared in accordance with the Warld
Bank requirements, and all records/ documents should be maintained.

Center Response: The Uses of Funds Statement has been corrected and the specific
classificalion class totals ftally to the ststement The misclassification has been
corrected.

Explanation has besn enriched with further details.

Internal Audit Opinion: Response s not satisfactory, explanations provided for
significant variations are general. Specific procurement challenges are not mentioned.

C. Alist of Non-Current Assets procured to date using Projects funds.

Objective: To confirm that purchases of fixed assets have been recorded In the
Property, Plant and Equipment register and in the correct general ledger account.

Criteria: Asset register is maintained and up to date and posted to the general ledger.

Condition: The Asset register is maintained but it is not yet posted to the general
ledger account.

Risk: Misappropriation of asssts,

Recommendation: An assets register should be maintained and expenditure posted
to the general ledger account,

Center Response: The Finance Officer is pasting the assets to the general ledger and
will be avaifed for venification,

Capy of Moi University Assets Register is attached.

Internal Audit Opinion; Response is not satisfactory.
The availed copy of the asset register is inconclusive since a list of assets maintained
on excel spreadshest does not reconcile with this copy. DOC. ¥
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CONCLUSION

We have audited the Project’s financial statements and confirm that the reports
presented are a true and fair reflection of the project operations for the period
reviewed.

The Center, however seems to be having challenges in absorption of funds budgeted
and should accelerate the progress of its activities in the next financial year so as to
reach the recommended level of 80%.

e = .
i O N T, W

CPA Margaret K. Gimaiyo
AG. CHIEF INTERNAL AUDITOR

Cc Ag. Deputy Vice ~ Chancellor (Finance)
Center Leader, ACE I PTRE
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