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GLOSSARY OF TERMS

Agronomy

Classified Expenditure
Cognizant

Contingent Liability

Domestic Arrears

External Debt

Garnish

Hydromet Stations

Impact Evaluation/
Analysis

Nugatory Expenditure
Recruitment

Revolving Fund
Satisfactory
Sediments

Sovereign Immunity

Tracer Studies

The scientific study of soil management and crop production, including
irrigation and the use of herbicides, pesticides, and fertilizers.

The expenses and commitments incurred by an authorised agency for
the collection and dissemination of information related to national
security interests

Having knowledge or awareness.

A potential liability that may occur depending on the outcome of an
uncertain future event.

Domestic arrears refer to short-term debts incurred by governments
against unpaid procurement invoices for supply of goods and services
during the financial year

Portion of a country's debt that was borrowed from foreign lenders
including commercial banks, governments or international financial
institutions.

Serve notice on (a third party) for the purpose of legally seizing money
belonging to a debtor or defendant.

An institution that conducts meteorological and hydrological observations
of weather conditions and the condition of oceans, seas, rivers, lakes,
and marshes

This is an assessment of a project, program, or policy which looks for
changes in outcome that are directly attributable to that program/
project/ policy.

Expenditure that does not achieve any result

Refers to the process of attracting, screening, selecting, and on boarding
a qualified person for a job, provided by an employer in another territory
and the preparation for their departure.

A fund that is continually replenished as withdrawals are made.

The Municipality exhibited outstanding performance on a number of
performance parameters used in the assessment tool.

Matter that settles to the bottom of a liquid

Refers to the fact that the government cannot be sued without its
consent.

Studies to determine whether or not the graduates’ specific works
assigned are related to their field of study
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In accordance with my mandate as stipulated under Article 163 of the
Constitution of the Republic of Uganda and as amplified by the National
Audit Act, 2008, I hereby present to you the Annual Audit Report on the
public accounts of Uganda for the financial year ended 30t June, 2018.

This is the second year of reporting in a summarized format where am
able to give you a helicopter view of the 1919 reports that I have audited
during the year.

This report contains my highlights, key findings and crosscutting issues
across Ministries, Departments and Agencies, Public Corporations and State Enterprises and Local
governments as well as annexure of summaries of my Audit findings. The individual entity reports have

been submitted to Parliament separately and give the details.

In 2017, I adopted a thematic approach to audit, and this year chose three areas. I assessed
government wide risk and ascertained that an in depth analysis of these areas would provide enhanced
information to enable easier constructive oversight by Parliament that would eventually feed into better
government performance. The themes chosen were: 1) Budget implementation, 2) Youth Livelihood
programme and 3) Public Debt. Issues that need consideration are contained in the report and for Public

Debt, I have also issued a separate detailed report.

The highlights in this report will provide you with issues that my audit found to be most pertinent that I

considered important to draw to the attention of those charged with governance.

For the first time, the Accountant General produced four sets of consolidated statements for: 1) MDA’s,
2) District Local Governments, 3) Municipal Councils and 4) Performance of State Enterprises and
Commission. I have issued opinions on the first three and given an analysis of the information in the

fourth consolidated statement.

It is my expectation that the report will enable enhancement of public accountability and will be used to
make a difference.

Thank you.

John F.S. Muwanga
AUDITOR GENERAL
Date: 29t December 2018




PART 1: INTRODUCTION AND PURPOSE OF THE REPORT

1.0

1.1

1.2

Introduction and Purpose

Introduction

I am required by Article 163(3) of the Constitution of the Republic of Uganda and
Section 13 and 19 of the National Audit Act 2008 to audit and report on the Public
Accounts of Uganda and of all public offices including the Courts, the Central and Local
Government Administrations, Universities and Public Institutions of like nature and any

Public Corporations or other bodies established by an Act of Parliament.

Section 13 (b) of the National Audit Act 2008 further requires me to conduct the
following audits:

e Financial audits

e Value for money,

e Gender and Environment and any other audits in respect of any project or

activity involving public funds.

e C(Classified expenditure

e Audit of all government investments

e Procurement Audits

e Audit of the treasury memoranda

Under Article 163 (4) of the Constitution, I am also required to submit to Parliament
annually a Report of the Accounts audited by me for the year immediately preceding.
I am therefore, issuing this report in accordance with the above provisions.
Purpose
The purpose of this report is to provide;
e A summary of audit results for audits done in the year
e Report and Opinion of the Auditor General on the
» Government of Uganda Consolidated Financial Statements for the year ended
30% June 2018
» Annual Consolidated Financial Statements of District Local Governments for the
year ended 30™ June 2018
» Annual Consolidated Financial Statements of Municipal Councils for the year
ended 30" June 2018



e Performance highlights of the Auditor General on the Consolidated Summary
Statement of Financial Performance of Public Corporations and State Enterprises

e Summary of Audit Results of specific entities which include opinions from the audit
of Ministries, Departments, Agencies, Commissions, Statutory Corporations and
Local Governments.

e Sectoral and cross cutting issues/findings, implications and recommendations from
the audit of Ministries, Departments, Agencies, Commissions, Statutory
Corporations and Local Governments.

e Key findings, implications and recommendations from Value for Money and other

Special Audit Reports.

The report is arranged in seven parts, namely;

Part 1: Introduction and Purpose of the Report

Part 2: Opinion on the Consolidated Financial Statements of MDAs and LGs
Part 3: Audit results on Government Ministries, Departments and Agencies
Part 4: Audit results on Commissions and Statutory Corporations

Part 5: Audit results on Local Government

Part 6: Audit results on Value for Money Reports

Part 7: Audit results on Special Reports

1.3 Summary of Audit Results

1.3.1 General Performance

Contained in this report, is a total of 1919 audits, which I conducted and completed
during the year. The audits include 1863 financial audits comprising of 168 MDAs, 134
Commissions, Statutory Authorities and State Enterprises, and 1561 Local Governments.
I have included 10 Value for Money reports, 18 Specialised/Engineering and 3 IT audit
reports. The Engineering Audit reports have been included in the individual entity

reports.

The 25 forensic/special reports have been issued to the respective stakeholders who

requested them.

Details of the general performance are provided in Table Below.



Table 1: Status of Audit performance for audit year 2018

Audited entities Planned Audits | Completed Audit Progress
Audits

Local Governments 2434 1561 440

Ministries, Departments and 218 168

Agencies

Public Corporations and State 113 134

Enterprises

Special, IT and Forensics 36 28 6

VFM 12 10

Engineering Audits 6 18

TOTAL 2819 1919

1.3.2 Summary of Opinions

Of the 466 financial audits concluded, 428 (91.8%) entities had unqualified opinions, 37

entities had qualified opinions and 1 entity had an adverse opinion.

The table below provides the summary of the Opinions:

Table 2: Summary of Opinions

S/N | Entity Category Type of Opinion Total
Unqualified | Qualified | Adverse | Disclaimer

1 Ministries, 154 13 1 0 168
Departments,
Agencies and Projects

2 Commissions, 125 9 0 0 134
Statutory Authorities
and State Enterprises

3 Local Governments 149 15 0 0 164
Total per category 428 37 1 0 466

*This excludes 355 secondary schools and 1042 Lower Local Government audit

reports issued during the year.

The details of Opinions for each entity are given in the individual parts of the report

relating to financial audits.
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Highlights from Audits Performed
Below are brief highlights of my findings, the details of which are in Parts 2 to 6 of this

report.

1.4.1 Planning and Budgeting

1.4.2

143

There were gaps in Government planning and budgeting which affect the
timeliness, accuracy and usefulness of plans by Government. The shortcomings
include; sector delays to submit plans, lack of service delivery standards in all MDAs
and LGs, delay in issuing of circular for NDP III by NPA, failure by NPA to undertake
mid-term review assessment of the NPD II, failure by 40 entities to submit strategic
plans, failure by 54% of MDAs in attaining satisfactory score on Certificate of
Compliance (CoC). As a result most sector plans and annual budgets are not aligned
with the NDP and assessing service delivery and level of implementation of the NDP
is difficult without service delivery standards and regular reviews.

Out of UGX 28.2trillion government had set out to receive in form of domestic,
development partner funding, Treasury Instruments and Appropriation in Aid (AIA)
only UGX. 26.6trillion (94.3%) was received leading to a shortfall of UGX 1.6trillion
During the year, government budgeted to spend a total of UGX 30.8trillion, through
MDAs, LGs, Referral Hospitals, Missions and embassies. Only UGX26.1trillion was
released representing a performance of 85%. This affects implementation of

planned activities.

Pension and Gratuity
By close of the financial year, MDAs and LGs had not paid out UGX65.6bn in

Pension and gratuity arrears despite the fact that these funds had been released.

Funds were thus returned to the UCF. The implication is that either the pensioners

are non-existent or MDAs/LGs are denying/delaying beneficiaries their benefits.

Management of Public Debt

Debt has increased by 22% from UGX33.99trillion as at 30" June 2017 to
UGX41.51trillion as at 30" June 2018.

Although Uganda’s debt to GDP ratio of 41% is still below the IMF risky threshold
of 50% and compares well with other East African countries, it is unfavourable

when debt payment is compared to national revenue collected which is the highest
in the region at 54%.
50% of the loans sampled totalling UGX 3.98trillion will expire in 2020. If

government is to service the loans as projected in the next financial years

4



1.4.4

(2018/2019 and 2019/2020), it would require more than 65% of the total revenue
collections which is over and above the historical sustainability levels of 40%.
Interest payments (domestic and external) during the year amounted to UGX
2.34trillion, which is 17% of total revenue collections, above the limit set in Public
Debt management Framework 2013 of 15%. This has been on the rise for the last
4 years.

Although absorption of external debt has improved compared to last financial year,
I noted some loans with absorption levels as low as 10% and below. An example
is the USMID project with over UGX95bn (95%) still on the various accounts of
Municipal Councils by close of year, despite various incomplete and abandoned
works due to non-payment to Contractors. Another project, Mbarara-Nkenda and
Tororo-Lira transmission line has delayed for almost 8 years resulting into
cancellation of the loan by the funder with an undisbursed loan amount of USD
6.5m.

I noted that significant value loans have stringent conditions which could have
adverse effects on Uganda’s ability to sustain its debt. These conditions include;
waiver of sovereign immunity by government over all its properties and itself from
enforcement of any form of judgement, adoption of foreign laws in any
proceedings to enforce agreements, requiring government to pay all legal fees and

insurance premiums on behalf of the creditor.

Youth Livelihood Program
Whereas Ministry of Gender, Labour and Social Development had budgeted for a

total amount of UGX. 231.2 bn for the F/Y 2013/2014 to F/Y 2017/2018, only UGX.
161.1bn (69.7%) was released to the program resulting in a shortfall of
UGX.70.1bn (30.3%).

As a result only 15,979 (67%) of the proposed 23,850 projects were funded. This
affected the number of youths who had been targeted by the program by
benefiting only 195,644 out of 286,200 youths, (68%) by 30th June 2018.

From a total amount of UGX.38.8 bn that was disbursed to 5,505 YIGs in the
financial years 2013/2014 and 2014/2015, on average, only 26.7% was recovered
from the youth countrywide. There is high probability that the balance of almost
UGX28.4bn may never be recovered as almost 64% of the sampled projects,
consisting of 71% value of loans, were non-existent. Another 25% had reportedly

embezzled or diverted the funds.



In the financial years 2015/16 to 2017/18, out of a total amount of UGX.83.3bn
disbursed to 10,444 Youth Groups there was a noted improvement of recoveries
ranging from 24% in 2015/16 to 60% in 2017/18 which is still below satisfactory
performance.

Out of the total amount of the UGX.18.1bn recovered from the YIGs at the time of
audit, UGX.16.1bn (90%) had been transferred to the Revolving Fund in BOU
according to the guidelines. Besides, only UGX.8bn had been revolved to other
Youth Groups. Delay in revolving funds to other eligible groups undermines the

ultimate goal of the program.

1.4.5 Funding for Tax Incentives

Because of lack of a proper policy, tax incentives are given to Investors without an

accompanying budget. Close of financial year debts for the incentives had grown by
83% to UGX153.6bn up from UGX83.8bn in the previous year.

1.4.6 Payroll and Pension management

1.4.7

148

Out of the total Government staff establishment of 469,216 positions, only 311,987
positions had been filled leaving a gap of 157,229 representing 34% of vacant
posts across MDAs/LGs. This affects service delivery as a majority of these are
critical jobs like Doctors, Clinical Officers, Professors, commissioners. Public

Universities and Local government districts were most affected.

Management of court awards and compensations
Although government has won many cases in court and has been awarded a total

of UGX 20.6bn as at 30" June 2018, this money has not been collected.
Government accumulated liabilities amounting to UGX 655bn in respect of
unsettled court awards. As a result of non-payment of these liabilities, some cases
had accumulated interest amounting to UGX.124bn for close to 10 years.

During the year under review, I noted that a sum of UGX15.8bn was garnished
from three government Agency accounts resulting from Court judgements to
creditors. This leads to the suspension of rights to withdraw funds from the
affected accounts thus delaying government projects/activities.

Land management issues

Significant pieces of land owned by government MDAs, SEs and LGs have either been

encroached on, lack titles or are undeveloped. Further, over 2m hectares of forest



1.4.9

1.4.10

1.4.11

cover have been encroached upon with Police, Prisons and NAGRIC land the most
affected.

Control and performance of State Enterprises and Corporations

Since 2012, government has made investments in various projects, through
Uganda Development Corporation (UDC), amounting to UGX70.1bn. However
projects with investments of UGX53.2bn are not operational. The only operational
project of KIS with an investment of UGX 16.9bn and 45.7% shareholding by UDC
has not declared any profits to UDC since 2012.

I also noted that some assets like Munyonyo Commonwealth Resort, Nile Hotel,
Logistics and Tristar Apparels, in which government has ownership have not been
taken over for management by UDC. Government could be losing a lot of revenue
from these investments.

Out of twenty seven (27) State Enterprises, only 17 (58.6%) made profits during
the year. Of the profit-making enterprises, only one entity (New Vision) declared
dividends to government.

Suspected Fraud

I noted that UGX.2.3bn had been paid to 6 Apac district officials without any
supporting documents. There were also no details on the IFMS (Tier II) payment
file to indicate the purpose for the payments. Two staff have so far been interdicted

and investigations continue.

Inadequate financial Controls

I noted that MDAs and Statutory Authorities continue overriding financial controls
which has resulted in Mischarge of expenditure amounting to UGX. 369.8 bn,
unaccounted for expenditure of UGX 21.7 bn, wasteful expenditure of UGX 66.9 bn

and expenditure on undisclosed domestic arrears amounting to UGX 377.1 bn.



14.12

1.4.13

Preparedness by the government of Uganda for the implementation of
sustainable development goals (2030 agenda)

Whereas government committed itself to implement SDGs Agenda 2030 over the next
15 years from 2016 to 2030, and had formulated the SDGs Coordination framework

and launched the SDGs roadmap in 2018, some gaps were noted in the

operationalisation of the SDGs framework which pose a challenge in creating a suitable

environment for their implementation. The gaps noted included:

Failure by the National Planning Authority (NPA) to guide the review process
of SDGs to identify applicable goals and targets, and how they were to be
reflected in Uganda’s development policies, strategies, and planning processes,
which also affects the ability of the MoFPED to adequately budget and mobilise
funds for the implementation of all SDGs.

Low awareness by the Public in regard to SDGs,

Technical Working Groups (TWGs) to steer the SDGs function were not fully
constituted, and responsibilities to the various parties in the TWG had not been
fully assigned.

UBOS was yet to establish comprehensive baseline data on all applicable

targets that would be used to track progress for SDGs implementation.

Management of wetlands in Uganda by the wetlands management
department, ministry of water and environment

The roadmap for cancellation of land titles in wetlands approved by Cabinet
had not been funded by Ministry of Finance, Planning and Economic
Development (MoFPED), and this hindered its implementation.

No evidence was obtained that shapefiles indicating wetland boundaries were
being used by Ministry of Lands to prevent further issuance of titles in wetlands.
Whereas government'’s aim was to increase intact wetland coverage to 12% by
2020, only 0.3% of the required area had been restored in the 4 years under
review, leaving a restoration shortfall of 99.7%. Moreover, degradation
continues to outpace restoration, with about 28,261.43 hectares of wetland
coverage lost each year, yet only 628.9 hectares were restored on average.
WMD had not gazetted the country’s wetlands. It also failed to utilise all pillars
and beacons purchased for demarcation, presenting a risk of potential wastage
of the money spent on purchasing the unused pillars and beacons amounting
to UGX 662.84m.



There was unclear delineation of roles, responsibilities and mandates between
WMD, NEMA and other key players in regulation and management of wetlands;
A review of the legislation to clarify the mandates and roles of the different
players was on-going.

WMD had not updated the National Wetlands Inventory since 2000, and had
not adequately disseminated knowledge on wetlands to stakeholders to guide

decision making.

1.4.14 The requlation of universities by the National Council of Higher
Education (NCHE)

Whereas the National Council of Higher Education has undertaken specific
interventions aimed at increasing the quality of higher education in universities,
inadequate monitoring and conducting of institutional audits, tracer studies and
non-establishment of minimum standards of courses of study have resulted in
universities having unaccredited and outdated programmes, operating below
the required quality assurance and capacity indicators, which has an effect on

the quality of higher education.

1.4.15 The Identification and registration of persons by the National

Identification and Registration Authority

There are delays in the processing of applications for registration. Three
application strata were assessed, namely: processing of new applications,
applications for replacements, and applications for change in particulars. The
least delay was experienced for applicants for replacement National Identity

cards while the most delay was for new applicants.



PART 2: CONSOLIDATED FINANCIAL STATEMENTS

2.0 CONSOLIDATED FINANCIAL STATEMENTS

2.1 OPINION OF THE AUDITOR GENERAL ON THE GOVERNMENT OF UGANDA
CONSOLIDATED FINANCIAL STATEMENTS OF MDAS FOR THE YEAR ENDED
30™ JUNE 2018

THE RT. HON. SPEAKER OF PARLIAMENT

Qualified Opinion

I have audited the accompanying consolidated financial statements of the Government of
the Republic of Uganda for the year ended 30" June 2018. These financial statements
comprise of the consolidated Statement of Financial Position, the consolidated Statement
of Financial Performance, and consolidated cash flow statement together with other

accompanying statements, notes, and accounting policies.

In my opinion, except for the possible effects of the matters described in the Basis for
Qualified Opinion paragraph, the financial statements of the government of Uganda for
the year ended 30" June 2018 are prepared, in all material respects, in accordance with
Section 51 of the Public Finance Management Act, 2015, and the Financial Reporting
Guide, 2008.

Basis for Qualified Opinion

e Mischarge of Expenditure — UGX.369,809,626,532

A review of the expenditures revealed that various entities charged wrong expenditure
codes to the tune of UGX.369,809,626,532. This practice leads to financial misreporting.
Besides, this practice undermines the budgeting process and the intentions of the

appropriating authority as funds are not fully utilised for the intended purposes.

e Expenditure on undisclosed Domestic Arrears - UGX.377,104,623,387
Included in the expenditure for the year is UGX.377,104,623,387 that relates to domestic

arrears payments which had not been disclosed by several votes. The expenditure was
irregularly reported as current year’s expenditure, whereas it relates to previous financial

years. This overstated the current year’s expenditure.
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¢ Unaccounted for Advances — UGX.21,650,656,528

Expenditure by various entities amounting to UGX.21,650,656,528, was not accounted for
by the time of the audit, contrary to the Public Finance and Accounting Regulations, 2016.
In absence of proper accountability, I could not provide assurance as to whether the funds
involved were utilised for the intended purposes. Such delays in accounting for funds

encourage misuse.

I conducted my audit in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). My responsibilities under those standards are further described in the
Auditor’s Responsibilities for the Audit of the Financial Statement’s section of my report. I
am independent of the Treasury in accordance with the Constitution of the Republic of
Uganda (1995) as amended, the National Audit Act, 2008, the International Ethics
Standards Board for Accountants (IESBA) Code of Ethics for Professional Accountants
(Parts A and B), the International Organization of Supreme Audit Institutions (INTOSAI)
Code of Ethics and other independence requirements applicable to performing audits of
Financial Statements in Uganda. I have fulfilled my other ethical responsibilities in
accordance with the IESBA Code, and in accordance with other ethical requirements
applicable to performing audits in Uganda. I believe that the audit evidence I have obtained
is sufficient and appropriate to provide a basis for my qualified opinion.

Key Audit Matters

Key audit matters are those matters that, in my professional judgment, were of most
significance in my audit of the financial statements of the current period. These matters
were addressed in the context of my audit of the financial statements as a whole, and in
forming my opinion thereon, and I do not provide a separate opinion on these matters. I
have determined the matters described below to be key audit matters communicated in

my report.

¢ Budget performance

Section 45 (3) of the Public Finance Management Act, 2015 states that “"An Accounting
Officer shall enter into an annual budget performance contract with the PS/Secretary to
the Treasury which shall bind the Accounting Officer to deliver on the activities in the work
plan of the vote for a Financial year, submitted under section 13 (15)” of the said Act. It
has been observed over the years that planned and budgeted for activities of a number of

Government entities are not implemented thereby affecting service delivery.
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During the overall office wide planning, I assessed risks of inadequate revenue collection,
and failure to release budgeted funds that are likely to be the causes of failure to implement
planned activities. The focus was put on variance analysis. Consequently, I developed
specific audit procedures which included undertaking a variance analysis for revenue and
releases and testing the completeness of the reported actual figures. Based on the

procedures performed, the following were observed;

a) Overall Revenue performance

Government set out to collect a total of UGX.28.2 trillion in the year under review in terms
of URA taxes (Domestic Revenue), Development Partner funding (Loans and Grants),
Treasury instruments, and Non-Tax Revenue (NTR). However by the close of the year,
Government had collected UGX.27.1 trillion equivalent to 96% of the planned revenue. This
resulted into a revenue shortfall of UGX.1.095 trillion (4%). This performance was
commendable; however, a lot still has to be done to improve the domestic revenue
collection by setting higher targets given that over 40% of the revenue is from borrowing

and foreign grants.

Management explained that government has developed a new Domestic Revenue
Mobilization (DRM) strategy which is aimed at ensuring greater self-reliance in financing
economic development through a broad based and sustainable taxation approach.

I await the implementation of the DRM strategy by government.

b) Non-Tax revenue performance

Government set out to collect a total of UGX.805,419,254,229 in the year under review in
terms of Non-Tax Revenue (NTR). By the close of the year, the NTR performance exceeded
expectation and stood at UGX.1,157,042,912,405 or 144%. Despite this performance, out
of a total of 49 MDAs reviewed, 20 of them failed to collect 50% of their planned NTR. In
addition, a number of entities did not include NTR in their budgets and Accounting Officers
attributed this to a restriction in the budgeting tool. Accordingly, the high overall collection
of NTR of 144% was attributed to collections that had not been budgeted for. This further

limits an assessment of their performance since no figures were included in their budgets.

Management explained that the budgeting process for NTR will be further streamlined to

eliminate the residual bottlenecks.
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c) Supplementary Expenditure

Supplementary budgeting is a mechanism that allows for financing of events and
occurrences during the financial year that were not foreseeable or predicted. This was
envisaged under Article 156(2) of the Constitution of the Republic of Uganda 1995 (as
amended). It is further operationalized by Section 25 of the PFMA 2015 as amended and
Regulation 18(6) of the PFM Regulations 2016. Good practice requires that the

supplementary expenditure should be unforeseeable, unabsorbable and unavoidable.

It was observed that as of 30" June 2018, a total of UGX.1.7 trillion had been approved as
supplementary expenditure. It was however noted that of this amount, expenditure worth
UGX.75,361,462,968 could have been either postponed to the subsequent year or absorbed
in the current budget. It was also observed that the majority of the supplementary
expenditure was for recurrent activities. Some of the incidences that necessitated
supplementary expenditures could be attributed to weaknesses in the planning and
budgeting processes. The practice may lead to distortions in the expenditure framework
and buildup of debt.

Management explained that supplementary expenditure beyond 3% require prior approval
by Parliament, hence it is within the jurisdiction of Parliament to reject or approve such
supplementary expenditure cognizant of the conditions and purpose for required funds.
Government is advised to subject all supplementary requests to rigorous tests to eliminate

those that can be postponed or absorbed.

d) Releases of budgeted funds to MDALGs

Government set out to spend a total of UGX.25,597,780,834,222 through MDAs, referral
Hospitals, embassies, Local governments and Missions. Analysis of warrants revealed that
a total of UGX.21,988,888,156,257 was released representing 86% performance. The
shortfall was attributed to shortfalls in revenue collections by Uganda Revenue Authority
and undersubscription of domestic debt instruments. A further analysis revealed that out
of the released funds, a total of UGX.21,988,865,753,673 was actually spent by the
MDALGSs representing a 99.9% performance.

Failure to release the budgeted funds to the entities affected implementation of the planned
activities and led to build up of arrears. Management explained that releases are in
response to available cash resources. I advised government to continue enhancing its
revenue mobilisation and collection mechanisms so as to be able to fully provide the

amounts appropriated for all MDAs.
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e Public debt management

According to the Public Debt Management Framework (2013), Public debt is composed of
Public and Publicly Guaranteed debt (PPG). This includes external debt, which is defined as
debt denominated in foreign currency, and domestic debt contracted either through direct
or indirect borrowing. According to the Audited financial statements for Treasury
Operations for the financial year ended 30™ June 2017, it was noted that the position of

Government Public debt had again increased tremendously in the past three financial years.

It is therefore imperative that acquisition and disbursement of loans are done diligently
and proper controls exist to keep the debt sustainability in constant check. During the
overall office wide planning, I assessed risks related to public debt in relation to acquisition,

disbursement and repayment of public debt.

Based on the above, I considered public debt as a key audit matter. The objective of the
audit was to assess whether the acquisition, disbursement and subsequent repayment of
all Public debt obtained by the government were in accordance with the laws, regulations,
and policies of Government of Uganda, and the development partner’s requirements in the
loan agreements. Consequently, I developed specific audit procedures which included the
review of the processes, procedures and documentation relating to the acquisition and
disbursement of debt, analyzing the debt performance of the government including
confirming whether debt principal and interest are duly paid, and analyzing information on
the debt management system for accuracy, completeness and consistency and reviewing
the debt sustainability indicators of government vis-a-vis best practice as well as making

comparisons to countries in the region.
Based on the procedures performed, I observed the following;

a. According to the Public Debt Management Framework (PDMF), Public debt is composed
of external debt (Debt denominated in foreign currency) and domestic debt (stock of
shilling denominated liabilities). The definition, however, excludes domestic arrears,
pension liabilities which are on the rise across government. The total disbursed debt
has increased by 22% from UGX.33.99 trillion as at 30" June 2017 to UGX.41.44 trillion
as at 30" June 2018.

b. There are a number of stringent loan conditions in the loan agreements signed by the
Government of Uganda and these have further increased the cost of borrowing and at

times expose Uganda’s sovereignty to risk.
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c. There has been a huge increase in onlent loans to parastatals from UGX.431 billion in
2015/16 to UGX.4,634 billion in 2017/18 representing a 975% increment; however,
this is happening in the face of failure by parastatals to repay loans earlier onlent.
There is likelihood that the financing instruments being used are not appropriate for

some parastatals.

d. An assessment of Uganda’s debt sustainability revealed that though Uganda compares
well with other countries in the debt to GDP ratios, it fares poorly in interest to revenue
and debt repayment to revenue ratios. This is largely due to the low tax to GDP ratios
suffered by Uganda. As a result, Government is heavily relying on rolling over domestic
debt.

e. Government does not have a clear strategy that would protect the country against
foreign exchange risk as a result of debt dominated in foreign currency. In the year
under review, there was an exchange loss of UGX.2.4 trillion resulting from the

translation of foreign denominated loans.

In response, Government has committed to addressing the above shortcomings by
increasing efforts to collect domestic revenue, cutting back on short term domestic
borrowing, initiating policies to support import substitution and export promotion,
developing policies to deal with foreign exchange risk as well as developing new guidelines
for loan negotiations. This is in line with the recommendations I have made to government.

I await the outcome of this commitment

Emphasis of Matter

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

which have also been disclosed in the financial statements;

e Contingent Liabilities — UGX.9.4 trillion

As disclosed in the statement of contingent liabilities, Government contingent liabilities
have increased to UGX.9.4 trillion up from UGX.7.5 trillion reported in the previous year.
The trend appears unsustainable in the event that a significant percentage crystallizes into
liabilities.

o Classified Expenditure

As disclosed under note 8, a total of UGX.757 bn relates to classified expenditure. In
compliance with Section 24 of the Public Finance Management Act, 2015 (Classified
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Expenditure), this expenditure is to be audited separately and a separate audit report

issued.
Other Matter

I consider it necessary to communicate the following matters other than those presented

or disclosed in the financial statements;

o Expenditure off the IFMS

The government of Uganda introduced the IFMS with a core objective of ensuring accurate,
reliable and complete financial information for Government Ministries, Departments,
Agencies and Local Authorities as well as an increase in the transparency of public
spending. From a sample of 7 Ministries and Agencies which are on the IFMS, it was
observed that 6 entities still send huge block figures outside the system after charging
expenditure codes on the system; however, the ultimate expenditure cannot be restricted
to what was charged. It was also noted that a number of entities post these funds to
commercial bank accounts a practice that was stopped many years back. This practice

exposes such funds to a risk of misuse.

The Accountant General explained that the identified expenditures are transfers made to
regional offices where IFMS is not yet deployed. Progress is being achieved in rolling out
IFMS to regional offices of entities. I advised the Accountant General to expedite the roll

out so as to mitigate the exposure to risk of abuse.

¢ Weaknesses in the E—Cash payment platform

GOU has implemented wide-ranging Public Financial Management (PFM) reforms geared
towards ensuring efficient, effective, transparent and accountable use of public resources
as a basis for improved service delivery. These reforms have provided the foundation for
improved transparency and accountability in public financial management process,
however, one of the challenges that still exists is the management of cash transactions in

government entities.

To further strengthen the management of cash transactions, Government acquired an e-
cash solution to enable MDALGs efficiently process cash payments directly to beneficiaries
without going through employee personal accounts. The objective of adopting e-cash
system was to mitigate the risk associated with cash advances to employee personal
accounts. The system is used by MDAs to effect one-time payments to mobile money
accounts of persons not employed by the MDA.
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A review of the system revealed major weaknesses in the controls which are likely to
undermine the attainment of the stated objectives. It was noted that funds could be sent
to bank accounts rather than mobile money, non-individual beneficiaries can be set up,
multiple payments can be made to individual beneficiaries in the same seating and there

was no cap on the amounts that can be sent.

As a result of the above weaknesses, I noted that payments were made to employee
accounts instead of third parties, huge sums of money were transferred in single
transactions to a beneficiary through the system and multiple payments were made to the

same beneficiaries on the same day.

If the system weaknesses are not plugged, the intended objectives of the system may not
be achieved as it appears to be creating a parallel payment platform to the IFMS. I have
advised the Accountant General to consider strengthening the controls embedded on the

system as it rolls it out to other MDAs.

o Leased data and Internet Services for IFMS from private entities

Section 4 (a) of the NITA-U Act provides that NITA-U shall provide internet services to the
government. In addition, regulation 10 of the NITA-U (E-government) regulations provides
that all public bodies shall use the NBI and electronic government infrastructure as the

primary vehicle for all government data, internet and voice services.

I noted that the Ministry of Finance entered into contracts and continues to lease data and
internet related services for its IFMS sites from private entities and pays them directly. In
the year under review, a total of UGX.2,381,843,130 was paid to various local companies
for the data communication. Interaction with NITA(U) revealed that their service to IFMS
in the year under review had a 99% uptime, their coverage is countrywide and the current
Rural Communication Infrastructure Project funded by the World Bank was to provide last
mile connectivity to all major installations in the country. I noted that NITA(U) provides
connectivity using the budget already availed to it through appropriation. The continued
solicitation of services from private data providers is wasteful as the funds could be used
to expedite last mile connection to the national backbone where needed.

Management in their response stated that the National Backbone Infrastructure (NBI) that
is provided by NITA (U) has been adopted as the main link in all the sites within Kampala.
The adoption of the NBI at other sites is ongoing and the roll out exercise has a target

completion date of 31t March 2019 for sites where NITA-U link is accessible such as IFMS
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sites. The second link, which is by a telecom company, will only be maintained for

emergency purposes only at negotiated rates for IFMS regional centres.
I await the conclusion of this management initiative.

¢ Conflict between Loan Agreement, Power Purchase Agreement and

Generation and Sale License

Article 3.1 and Appendix 1-A (11) of the loan agreements between GOU and the financing
Bank for the construction of Isimba HPP and Karuma HPP requires UEGCL to enter into a
power purchase agreement (PPA) with Uganda Electricity Transmission Company Ltd
(UETCL) on a take or pay basis (also known as capacity payment). Part IV of the power
purchase agreements signed between UEGCL and UETCL in relation to Karuma and Isimba
respectively, and approved by EXIM Bank requires UETCL to make capacity payments to
UEGCL. Under the capacity payment method, the purchaser is required to pay for the entire

available capacity of the hydropower facility.

The government of Uganda guaranteed the above agreement between UETCL and UEGCL,

implying that in case UETCL fails to pay, Government of Uganda would bridge the gap.

Contrary to this arrangement, it was noted that clause 6 and Annex D (2) of the generation
and sale licenses issued by the Electricity Regulatory Authority (ERA) to UEGCL in relation
to Karuma and Isimba authorises UEGCL to only charge UETCL an Energy charge. Under
the energy charge method, the purchaser is only required to pay for energy consumed, as
measured by a meter. The purchaser is not required to pay for the available energy that it

does not consume.

UEGCL charging UETCL an energy charge and not requiring capacity payment implies
flouting of the power purchase agreement and would require Government of Uganda
through the Ministry of Finance to bridge the gap. Indeed the Solicitor General’s advice
dated 14" September 2018, forwarded to ERA by UEGCL, recommended for the
amendment of the generation license to harmonize with the PPA and credit loan agreement.
This has not been undertaken up to date. I advised the PS/ST to ensure that the license is
harmonized with the agreements as advised by the Solicitor General to avoid crystallization
of the guarantee.
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Other Information

The Accounting Officer is responsible for the other information. The other information
comprises the statement of responsibilities, statement from the Hon. Minister of Finance,
Planning and Economic Development, statement from the Secretary to the Treasury,
statement from the Accountant General, and other supplementary information. The other

information does not include the financial statements and my auditors’ report thereon.

My opinion on the financial statements does not cover the other information and I do not

express an audit opinion or any form of assurance conclusion thereon.

In connection with my audit of the financial statements, my responsibility is to read the
other information and, in doing so, consider whether the other information is materially
consistent with the financial statements or my knowledge obtained in the audit, or
otherwise appears to be materially misstated. If, based on the work I have performed, I
conclude that there is a material misstatement of this other information, I am required to

report that fact. I have nothing to report in this regard.

Responsibilities of Management for the Consolidated Financial Statements

Under Article 164 of the Constitution of the Republic of Uganda, 1995 (as amended) and
Section 45 of the Public Finance Management Act, 2015, the Accounting Officers are

accountable to Parliament for the funds and resources of the Government of Uganda.

The Accountant General is appointed as the Accounting Officer and Receiver of Revenue
for the Consolidated Fund. The Accountant General is therefore responsible for the
preparation of financial statements in accordance with the requirements of the Public
Finance Management Act 2015, and the Financial Reporting Guide, 2008, and for such
internal control as management determines is necessary to enable the preparation of
financial statements that are free from material misstatements, whether due to fraud or

error.

In preparing the financial statements, the Accountant General is responsible for assessing
the Government’s ability to continue delivering its mandate, disclosing, as applicable,
matters related to affecting the delivery of the mandate of the Government of Uganda, and
using the Financial Reporting Guide 2008 unless the Accountant General has a realistic

alternative to the contrary.

The Accountant General is responsible for overseeing the Government’s financial reporting

process.
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Auditor’s Responsibilities for the Audit of the Consolidated Financial
Statements

My objectives are to obtain reasonable assurance about whether the consolidated financial
statements of government as a whole are free from material misstatement, whether due
to fraud or error, and to issue an auditor’s report that includes my opinion. Reasonable
assurance is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with ISSAIs will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or
in the aggregate, they could reasonably be expected to influence the economic decisions

of users taken on the basis of these financial statements.

As part of an audit in accordance with ISSAIs, I exercise professional judgment and

maintain professional skepticism throughout the audit. I also;

Identify and assess the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error, design and perform audit procedures
responsive to those risks, and obtain audit evidence that is sufficient and appropriate
to provide a basis for my opinion. The risk of not detecting a material misstatement
resulting from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal

control.

Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of

expressing an opinion on the effectiveness of the government’s internal control.

Evaluate the appropriateness of accounting policies used and the reasonableness of

accounting estimates and related disclosures made by management.

Conclude on the appropriateness of management’s use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty
exists related to events or conditions that may cast significant doubt on the
government’s ability to deliver its mandate. If I conclude that a material uncertainty
exists, I am required to draw attention in my auditor’s report to the related disclosures
in the financial statements or, if such disclosures are inadequate, to modify my opinion.
My conclusions are based on the audit evidence obtained up to the date of my auditor’s
report. However, future events or conditions may cause the government to fail to

deliver its mandate.

20



Evaluate the overall presentation, structure, and content of the financial statements,
including the disclosures, and whether the financial statements represent the

underlying transactions and events in @ manner that achieves a fair presentation.

I communicate with the Accounting Officer regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant

deficiencies in internal control that I identify during my audit.

I also provide the Accounting Officer with a statement that I have complied with relevant
ethical requirements regarding independence, and to communicate with him/her all
relationships and other matters that may reasonably be thought to bear on my

independence, and where applicable, related safeguards.

From the matters communicated with the Accounting Officer, I determine those matters
that were of most significance in the audit of the financial statements of the current period
and are therefore the key audit matters. I describe these matters in my auditor’s report
unless law or regulation precludes public disclosure about the matter or when, in extremely
rare circumstances, I determine that a matter should not be communicated in my report
because the adverse consequences of doing so would reasonably be expected to outweigh

the public interest benefits of such communication.

Other Reporting Responsibilities

In accordance with Section 19(1) of the National Audit Act (NAA), 2008, I report to you,
based on my work described on the audit of the GoU Consolidated Financial Statements
that;

Except for the matters raised in the compliance with legislation section below, and
whose effect has been considered in forming my opinion on the GoU consolidated
financial statements, the activities, financial transactions and information reflected in
the consolidated financial statements that have come to my notice during the audit,

are in all material respects, in compliance with the authorities which govern them.

REPORT ON THE AUDIT OF COMPLIANCE WITH LEGISLATION

In accordance with Section 13 of the NAA, 2008, I have a responsibility to report material
findings on the compliance of Treasury management with specific matters in key
legislations. I performed procedures to identify findings but not to gather evidence to

EXpress assurance.
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The material findings in respect of the compliance criteria for the applicable subject matters

are as follows;

Government Commitments beyond Appropriation and off the IFMS

Section 21(2) of the Public Finance Management Act 2015, states that a vote shall not take
any credit from any local company or body unless it has no unpaid domestic arrears from
a debt in a previous financial year, and it has the capacity to pay for the expenditure from

the approved estimates as appropriated by Parliament for that year.

A review of the consolidated financial statements revealed that for 27 entities, their total
expenditures plus new commitments for the year exceeded the appropriation for the year
by a total of UGX.363,791,707,071. This implies that the Accounting Officers committed
votes beyond the appropriation which contravenes the requirements under the Act. I
observed that the IFMS has controls to avoid commitments beyond appropriation, implying
that the commitments were done outside the IFMS system. The continued circumvention

of budget controls leads to further accumulation of domestic arrears.

Management acknowledged that in some cases, commitments outside of the IFMS were
done in breach of existing guidelines on committing government. But in other cases, the
breach is unavoidable where the commitments arise from outside the organisation such as
court awards. Management noted that the MTEF funding has been enhanced effective
2018/19 to clear all verified arrears progressively up to 2021/22 as per the Domestic Arrears
Strategy. New measures will also be undertaken for cases of errant Accounting Officers
who commit Government beyond the budget without justifiable reasons. I await the

outcome of management’s commitment.

John F.S. Muwanga

AUDITOR GENERAL
KAMPALA
27% December, 2018
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2.2 REPORT AND OPINION OF THE AUDITOR GENERAL ON THE
CONSOLIDATED FINANCIAL STATEMENTS OF DISTRICT LOCAL
GOVERNMENTS FOR THE YEAR ENDED 30TH JUNE 2018

THE RT. HON. SPEAKER OF PARLIAMENT

Opinion
I have audited the consolidated financial statements of Local Governments Districts
which comprise the consolidated Statement of Financial Position as at 30th June
2018, and the consolidated Statement of Financial Performance, consolidated
Statement of Changes in Equity and consolidated statement of Cash flows together
with other accompanying statements for the year then ended ,and notes to the
consolidated financial statements, including a summary of significant accounting

policies.

In my opinion, the consolidated financial statements of Local Governments for the
year ended 30th June 2018 are prepared, in all material respects in accordance with
section 51 of the Public Finance Management Act, 2015 and the Local Government

Financial and Accounting Manual, 2007.

Basis for Opinion
I conducted my audit in accordance with International Standards of Supreme Audit

Institutions (ISSAI), and the National Audit Act 2008. My responsibilities under those
standards are further described in the Auditor’s Responsibilities for the Audit of the
Consolidated Financial Statements section of my report. I am independent of the Local
Governments Districts in accordance with the Constitution of the Republic of Uganda
(1995) as amended, the National Audit Act 2008, the International Ethics Standards
Board for Accountants’ Code of Ethics for Professional Accountants (IESBA Code)
together with the ethical requirements that are relevant to my audit of the consolidated
financial statements in Uganda, and I have fulfilled my other ethical responsibilities in
accordance with these requirements and the IESBA Code. I believe that the audit

evidence I have obtained is sufficient and appropriate to provide a basis for my opinion.
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Key Audit Matters

Key audit matters are those matters that, in my professional judgment, were of most significance
in my audit of the Consolidated Financial Statements of the current period. These matters were
addressed in the context of my audit of the consolidated financial statements as a whole, and in
forming my opinion thereon, and I do not provide a separate opinion on these matters. I have
determined the matters described below as key audit matters to be communicated in my report;

o Performance of Youth Livelihood Programme.

The Youth Livelihood Programme (YLP) is a Government Programme being implemented
under the Ministry of Gender, Labour and Social Development (MoGLSD) through the Local
Government Administrations. The programme, which started in the financial year 2013-
2014, was to respond to the existing challenge of unemployment among the Youth. The
programme is implemented through the District and support to the vulnerable youth in
form of revolving funds for skills development projects and income generating

activities.

The audit focused on an amount of UGX.32.9 bn disbursed to 105 Districts in the Financial
Years; 2013/2014 and 2014/2015 whose recovery period of three years had expired by
30™ June 2018. The audit procedures performed included ascertaining the following;

e Whether all funds budgeted for YLP during the period under review were actually
released and used only for the program.

e Whether all funds advanced to the youth groups were repaid in accordance with
the agreed repayment schedule and to establish reasons for failure or delays to
repay the funds.

e Whether all funds recovered during the period under review were transferred to
the revolving fund account in Bank of Uganda and

e Whether on a sample basis the funded projects exist and are operating.
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I made the following observations;

Underfunding of the Programme.

A review of the approved budget for the YLP program revealed that whereas the
Districts had budgeted for a total amount of UGX. 35.2bn for the financial years
2013/2014 and 2014/2015, only UGX. 32.9bn was released resulting in a shortfall
of UGX. 2,381,248,643. As a result only 15,979 (67%) of the proposed 23,850
projects were funded. This affected the number of youths who had been targeted
by the program by benefiting only 195,644 out of 286,200 youths, (68%) by 30th
June 2018. This undermined the intended objective of responding to the challenge

of unemployment amongst the Youths.

The Accounting Officers mainly attributed this to budget cuts by the Ministry of
Gender, Labour and Social Development (MGLSD) which has the final say in this

programme.

I advised the Accounting Officers to continuously engage the MGLSD to ensure

success of the programme.

b. Low recovery of Youth Livelihood Funds

I observed that whereas the groups funded in 2013/2014 and 2014/2015 were
expected to have repaid a total amount of UGX.33.6 bn (Interest inclusive) by
close of the financial year 2017/2018, only UGX.8.3 bn (24.7%) was collected
leaving a balance of UGX.27.4 bn (75.3%).

Physical inspection was carried out on two selected projects per district
(2013/2014) to ascertain whether they were in existence and executed in
accordance with the operational guidelines. Out of the 172 inspected projects,

only 63 projects were in existence (36%) while 109 projects were nonexistent.

Failure to repay in a timely manner implies that other eligible groups were unable

to access the funds since this is a revolving fund.

According to the Accounting Officers, delayed repayment was mainly attributed to
disintegration of groups and sharing of funds by members (45%), embezzlement

of funds by group members (23%), failure of some projects especially agriculture
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projects due to bad weather patterns (10%) and other reasons including lack of

skills, Sensitization and insecurity (22%).

I advised Accounting Officers to seek for a lasting solution with all stake holders

in order to address the challenge of youth unemployment.

c. Failure to transfer recovered funds to the recovery account in BOU.

A review of the bank statements of YLP collection accounts revealed that out of
the recovered amount of UGX.8.3 bn from 105 districts, UGX.6.9 bn had been
transferred to the National Revolving Fund Collection Account by the end of the
financial year 2017/18. However the balance of UGX.1.4bn had not been
transferred. This undermines the effective implementation of the program.

The Accounting Officers attributed this to the slow recovery rates and failure to
allocate some recoveries to individual groups.

I advised the Accounting Officers to follow the programme guidelines in order to

achieve the project objectives.

Implementation of the Uganda Road Funds
Section 45 (3) of the Public Finance Management Act, 2015 states that ™ An Accounting

Officer shall enter into an annual budget performance contract with the PS/Secretary
to the Treasury which shall bind the Accounting Officer to deliver on the activities in
the work plan of the vote for a Financial year, submitted under section 13 (15)” of the
said Act.

Regulation 18(3) of the Local Government Financial and Accounting regulations, 2007
requires budget estimates to be based on objectives to be achieved for the financial
year and during implementation, effort to be made to achieve the agreed objectives

or targets as per the programme of Council.

It has been observed over years that planned and budgeted for activities of a number

of Local Governments are not implemented thereby affecting service delivery.

During the overall office wide planning, I identified risks such as inadequate release of
funds and failure to undertake budget monitoring and supervision that are likely to be

the causes of failure to implement the planned activities under Uganda road fund. The
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focus was put on the planned major outputs under Uganda Road Fund which greatly

impact on service delivery in the Local Governments Districts.

Consequently, I developed specific audit procedures which included to ascertain
whether;
e The budgeted URF releases for Local Governments for the year under review
were actually received ;
e The planned URF outputs were achieved;
e The monitoring and supervision was carried out by reviewing reports to assess
performance.

Based on the procedures performed, the following observations were made;

a) Budget performance

A total of UGX.55.1bn was budgeted to cater for routine manual maintenance, routine
mechanised maintenance, periodic maintenance and emergency activities on several
District roads using Road gangs and the force Account mechanism. However, the
Districts received UGX.55.3bn resulting into an excess of UGX. 0.16bn. The excess
constituted 0.3% of the budgeted amount.

b) Status of implementation

A review of planned outputs against actual performance revealed the following;

e A total of 26,883.28 kms at an estimated cost of UGX.13bn was planned to be
undertaken under routine manual maintenance. Audit noted that 20,487.29
kms (76%) were actually undertaken at a cost of UGX.10.1bn (77%).

e Atotal of 7,006.82 kms at an estimated cost of UGX.16.2bn was planned to be
undertaken under routine mechanised maintenance. Audit observed that
6,698.9 kms (96%) were actually undertaken at a cost of UGX.15.8bn (97%).

e A total of 1,619.1 kms at an estimated cost of UGX. 9.7bn was planned to be
undertaken under periodic maintenance. However, audit noted that 1,828.8
kms (113%) were actually undertaken at a cost of UGX.10.3bn (106%).
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c) Field Inspections

Inspection carried out in 115 Districts revealed unsatisfactory and incomplete works in
31(27%) Districts as shown in the individual entity reports. The Accounting Officers
attributed this to heavy rains and floods, failure to attract road gangs, budget cuts and

high unit cost per kilometre.

I advised the Accounting Officers to engage relevant authorities to revise the funding

model that suits the different localities.

Emphasis of Matter
Without qualifying my opinion, I draw attention to the following matters presented in the

financial statements.

Unpaid Pension and Gratuity Arrears

Districts had not paid pension and gratuity arrears totalling to UGX.20.7bn by the end of
the financial year as disclosed in note 24 of the consolidated Financial Statements for the
year ended 30" June 2018. The unpaid pension and gratuity negatively impacts on the
well-being of the retired civil servants. The Accounting Officers attributed this to delayed

access to the pension payroll.

I advised the Accounting Officers to follow-up the matter with the MoFPED and Ministry of
Public Service to expedite the verification process and have the pension and gratuity arrears

payments effected.

Inadequate Controls Surrounding Management of Payables
I observed that payables increased from UGX.43.7bn to UGX.104.1bn as disclosed in the

consolidated statement of financial positions for District Local Governments. The
accumulation of payables may lead to litigation and payment of fines and penalties.
I advised the Accounting Officers to observe the commitment control system and to settle

outstanding payables.
Arrears of Revenue

Disclosed in the consolidated statement of Arrears of Revenue is UGX.10.8bn accumulated
revenue arrears which have increased by 58% up from UGX.6.8bn reported in the previous
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year. Money owed to Councils represents an idle asset as it denies them the opportunity
of using the money to provide services promptly.

I advised the Accounting Officers to initiate measures to recover the outstanding amounts.

Contingent Liabilities

Disclosed in the Consolidated Statement of Contingent Liabilities on page 32 of the
Consolidated Financial Statements of the Local Governments is a contingent liability of
UGX.2.4bn. These are as a result of legal proceedings lodged against the Districts. This
appears unsustainable in the event that a significant percentage crystallizes into liabilities.
I advised the Accounting Officers to explore the causes of the accumulation of contingent

liabilities with a view of curtailing further increment.

Funds not accounted for

An amount of UGX. 1.1bn included in the expenditure figures of the consolidated financial
statement lacked supporting documents at the time of Audit. Consequently, I was unable
to confirm that the funds were utilised for the intended purposes.

I advised the Accounting Officers to ensure that the funds are properly accounted for or

else effect recovery from the responsible officers.

Other Matter

In addition to the matters raised above, I consider it necessary to communicate the

following matter other than those presented or disclosed in the financial statements:

Local Revenue Performance

Regulation 32 of the Local Governments Financial and Accounting Regulations, 2007
requires Councils to ensure collection of all budgeted revenue in an approved manner and
the revenue banked intact in Council accounts. A review of revenue performance revealed
that districts budgeted to collect UGX.18.6bn. However only UGX.11bn (59%) was released
leading to an under collection of UGX.7.6bn (41%). Under collections negatively affect
implementation of planned activities.

This was attributed mainly to challenges in revenue collections from tax parks, creation of

new entities draught and natural calamities.

I advised the Accounting Officers to enhance the sensitisation of tax payers on tax

compliance and to develop other strategies to enhance revenue collections.
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Details of other information, Accounting Officers and my responsibilities are included in

Annexure 1.

Other Reporting Responsibilities
In accordance with Section 19 (1) of the National Audit Act, 2008, I report to you, based on

my work described on the audit of Financial Statements, that the activities, financial
transactions and information reflected in the financial statements that have come to my notice
during the audit, are in all material respects, in compliance with the authorities which govern

them.

/:-;

C/(‘t*‘o ¥

——

John F.S. Muwanga
AUDITOR GENERAL
KAMPALA

22" December, 2018.
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2.3 REPORT AND OPINION OF THE AUDITOR GENERAL ON THE CONSOLIDATED
FINANCIAL STATEMENTS OF MUNICIPAL COUNCILS FOR THE YEAR ENDED
30™ JUNE 2018

THE RT. HON. SPEAKER OF PARLIAMENT

Opinion
I have audited the consolidated financial statements of Municipal Councils which
comprise the consolidated Statement of Financial Position as at 30™" June 2018, and the
consolidated Statement of Financial Performance, consolidated Statement of Changes in
Equity and consolidated statement of Cash flows together with other accompanying
statements for the year then ended ,and notes to the consolidated financial statements,

including a summary of significant accounting policies.

In my opinion, the consolidated financial statements of Municipal Councils  for the
year ended 30*" June 2018 are prepared, in all material respects in accordance with section
51 of the Public Finance Management Act, 2015 and the Local Government Financial and

Accounting Manual, 2007.

Basis for Opinion
I conducted my audit in accordance with International Standards of Supreme Audit

Institutions (ISSAI), and the National Audit Act 2008. My responsibilities under those
standards are further described in the Auditor's Responsibilities for the Audit of the
Consolidated Financial Statements section of my report. I am independent of the Municipal
Councils  in accordance with the Constitution of the Republic of Uganda (1995) as
amended, the National Audit Act 2008, the International Ethics Standards Board for
Accountants’ Code of Ethics for Professional Accountants (IESBA Code) together with the
ethical requirements that are relevant to my audit of the consolidated financial statements
in Uganda, and I have fulfilled my other ethical responsibilities in accordance with these
requirements and the IESBA Code. I believe that the audit evidence I have obtained is

sufficient and appropriate to provide a basis for my opinion.
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Key Audit Matters
Key audit matters are those matters that, in my professional judgment, were of most significance in

my audit of the Consolidated Financial Statements of the current period. These matters were
addressed in the context of my audit of the consolidated financial statements as a whole, and in
forming my opinion thereon, and I do not provide a separate opinion on these matters. I have
determined the matters described below as key audit matters to be communicated in my report;
¢ Performance of Youth Livelihood Programme.
The Youth Livelihood Programme (YLP) is a Government Programme being implemented under
the Ministry of Gender, Labour and Social Development (MoGLSD) through the Local
Government Administrations. The programme, which started in the financial year 2013-2014,
was to respond to the existing challenge of unemployment among the Youth. The programme
is implemented through the District and support to the vulnerable youth in form of revolving

funds for skills development projects and income generating activities.

The audit focused on an amount of UGX.1,6Bn disbursed to 17 Municipal Councils in the
Financial Years; 2013/2014 and 2014/2015 whose recovery period of three years had expired

by 30" June 2018. The audit procedures performed included ascertaining the following;

e Whether all funds budgeted for YLP during the period under review were actually
released and used only for the program.

e Whether all funds advanced to the youth groups were repaid in accordance with the
agreed repayment schedule and to establish reasons for failure or delays to repay the
funds.

e Whether all funds recovered during the period under review were transferred to the
revolving fund account in Bank of Uganda and

e Whether on a sample basis the funded projects exist and are operating.
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I made the following observations;

Underfunding of the Programme.

A review of the approved budget for the YLP program revealed that whereas the
Municipal Councils had budgeted for a total amount of UGX.1.7bn for the financial years
2013/2014 and 2014/2015 , only UGX.1.6bn was released resulting in a shortfall of
UGX.17,971,000.

This undermined the intended objective of responding to the challenge of unemployment
amongst the Youths.

The Accounting Officers mainly attributed this to budget cuts by the Ministry of Gender
which has the final say in this programme.

I advised the Accounting Officers to continuously engage the ministry of gender to

ensure success of the programme.

Noncompliance with the repayment schedule

It was observed that whereas the groups funded in 2013/2014 and 2014/2015 were
expected to have repaid a total amount of UGX.1.8bn (Interest inclusive) by close of the
financial year 2017/2018, only UGX0.44bn (24.9%) was collected leaving a balance of
UGX.1.3bn (75.1%). Physical inspection was carried out on two selected projects per
Municipal Council to ascertain whether they were in existence and executed in
accordance with the operational guidelines. Out of the 26 inspected projects, only 6

projects were in existence while 20 projects were non-existent.

Failure to repay in a timely manner implies that other eligible groups were unable to

access the funds since this is a revolving fund.

According to the Accounting Officers, delayed repayment was mainly attributed to
disintegration of groups and sharing of funds by members (45%), embezzlement of
funds by group members (23%), failure of some projects especially agriculture projects
due to bad weather patterns (10%) and other reasons including lack of skills,

Sensitization and insecurity (22%).
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I advised Accounting Officers to seek for a lasting solution with all stake holders in order

to address the challenge of youth unemployment.

C. Failure to transfer recovered funds to the recovery account in BOU.

A review of the bank statements of YLP collection accounts revealed that out of the
collected amount of UGX0.44bn only UGX0.4bn was transferred to the National Revolving
Fund Collection Account by the end of the financial year 2017/18 leaving a balance of
UGX0.079bn. This undermines the effective implementation of the program.

The Accounting Officers attributed this to the slow recovery rates and failure to allocate

some recoveries to individual groups.

I advised the Accounting Officers to follow the programme guidelines in order to achieve
the project objectives.

o« Implementation of the Uganda road Funds

Section 45 (3) of the Public Finance Management Act, 2015 states that ™ An Accounting Officer
shall enter into an annual budget performance contract with the Secretary to the Treasury
which shall bind the Accounting Officer to deliver on the activities in the work plan of the vote
for a Financial year, submitted under section 13 (15)” of the said Act.

Regulation 18(3) of the Local Government Financial and Accounting regulations 2007 requires
budget estimates to be based on objectives to be achieved for the financial year and during
implementation, effort to be made to achieve the agreed objectives or targets as per the

programme of Council.

It has been observed over years that planned and budgeted for activities of a number of

Municipal Councils are not implemented thereby affecting service delivery.

During the overall office wide planning, I identified risks such as inadequate release of funds

and failure to undertake budget monitoring and supervision that are likely to be the causes of
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failure to implement the planned activities under Uganda road fund. The focus was put on the
planned major outputs under Uganda Road Fund which greatly impact on service delivery in

the Municipal Councils.

Consequently, I developed specific audit procedures which included to ascertain whether;
e The budgeted URF releases for Local Governments for the year under review

were actually received ;

e The planned URF outputs were achieved;
e The monitoring and supervision was carried out by reviewing reports to assess
performance.

Based on the procedures performed, the following observations were made;

a) Budget performance

A total of UGX.24.4bn was budgeted to cater for routine manual maintenance, routine
mechanised maintenance, periodic maintenance and emergency activities on several
Municipal roads using Road gangs and the force Account mechanism. However, the
Municipalities received UGX.24.5bn (resulting into an excess of UGX.112,625,251 . The

excess constituted (0.5%) of the budgeted amount.

b) Status of implementation

A review of planned outputs against actual performance revealed the following;

e A total of 2,229 kms at an estimated cost of UGX.2.6bn was planned to be
undertaken under routine manual maintenance. Audit revealed that 2,059 kms
(92%) were actually undertaken at a cost of UGX.2.3bn (88%)

e A total of 741 kms at an estimated cost of UGX.4.1bn was planned to be
undertaken under routine mechanised maintenance. Audit revealed that 877 kms
(118%) were actually undertaken at a cost of UGX.4.2bn (103%)

e A total of 171 kms at an estimated cost of UGX. 11.6bn was planned to be
undertaken under periodic maintenance. Audit revealed that 162 kms (97%) were
actually undertaken at a cost of UGX.10.9bn (95%)
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c) Field Inspections

Inspections carried out in 35 Municipalities revealed unsatisfactory and incomplete work
in 8 Municipalities (23%) as shown in the individual entity reports. The Accounting Officers
attributed this to heavy rains, delayed access to read equipment from districts, failure to

attract road gangs and high unit costs per Kilometerage in some areas.

I advised the Accounting Officers to engage relevant authorities to revise the funding

model to suite the different terrains and situations.

Emphasis of Matter

Without qualifying my opinion, I draw attention to the following matter presented in the financial

statements —statement of financial performance

e Unpaid Pension and Gratuity Arrears

Municipal Councils had not paid pension and gratuity arrears amounting to UGX.2.3bn by the
end of the financial year as disclosed in note 24 of the consolidated financial statement of
Municipal councils for the year ended 30" June 2018, in their respective Financial Statements.
The unpaid pension and gratuity negatively impacts on the well-being of the retired civil
servants. The Accounting Officers attributed this to delayed access to the pension payroll
arising from delays in verifying pension and gratuity files by the Ministry of Public Service.

I advised the Accounting Officers to follow-up the matter with the MoFPED and Ministry of

Public Service to have the pension and gratuity areas payments effected in a timely manner.

¢ Funds not accounted for

An amount of UGX. 263,269,202 included in the expenditure figures of the consolidated
financial statement lacked supporting documents at the time of Audit. Consequently, I was
unable to confirm that the funds were utilised for the intended purposes. I advised the
Accounting Officers to ensure that the funds are properly accounted for or else effect recovery

from the responsible officers.
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o Inadequate Controls Surrounding Management of Payables

It was observed that payables increased from UGX.19.9bn, to UGx.28.5bn as disclosed in the
consolidated statement of financial positions for District Local Government. The accumulation

of payables can lead to litigation, and payment of fines and penalties.

I advised the Accounting Officers to observe the comment control system and to settle

outstanding commitments promptly.

e Outstanding Arrears of Revenue

Disclosed in the statement of consolidated Arrears of Revenue is UGX.8.3bn accumulated
revenue arrears which have increased by 16% up from UGX.7.2bn reported in the previous
year. Money owed to councils represents and asset that is idle as it denies them the opportunity

of using the money to provide services promptly.

I advised the Accounting Officers to initiate measures to recover the outstanding amounts.

¢ Contingent Liabilities

Disclosed in the Consolidated Statement of Contingent Liabilities on page 61 of the
Consolidated Financial Statements of the Local Governments is a contingent liability of
UGX.1bn. These are as a result of legal proceedings lodged against the Municipal Councils.

This appears unsustainable in the event that a significant percentage crystallizes into liabilities.
I advised the Accounting Officers to explore the causes of the accumulation of contingent

liabilities with a view of curtailing further increment.

Other Matter
In addition to the matters raised above, I consider it necessary to communicate the following
matter other than those presented or disclosed in the financial statements:
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Local Revenue Performance

Regulation 32 of the Local Governments Financial and Accounting Regulations, 2007 requires
Councils to ensure collection of all budgeted revenue in an approved manner and the revenue
banked intact in Council accounts. A review of revenue performance revealed municipal
councils budgeted to collect UGX.20.1bn. However, only UGX.13.3bn (66%) was collected
leading to a shortfall of UGX.6.8bn (34%).

The Accounting Officers attributed this to challenges in revenue collections from tax parks,

creation of new entities, draught and natural calamities.

I advised the Accounting Officers to sensitize of tax payers on tax compliance and to develop

other strategies to enhance revenue collections.

Details of other information, Accounting officer and my responsibilities are included in

Annexure 1.

Other Reporting Responsibilities
In accordance with Section 19 (1) of the National Audit Act, 2008, I report to you, based on my

work described on the audit of Financial Statements, that the activities, financial transactions and

information reflected in the financial statements that have come to my notice during the audit,

are in all material respects, in compliance with the authorities which govern them.

-
IS NS
(iims ™

——

John F.S. Muwanga
AUDITOR GENERAL

KAMPALA

22" December, 2018.
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PART 3: GOVERNMENT MINISTRIES, DEPARTMENTS AND AGENCIES (MDAS)

3.0

3.1

3.2

3.1.1

GOVERNMENT MINISTRIES, DEPARTMENTS AND AGENCIES (MDAS)

SUMMARY OF AUDIT RESULTS

I carried out 166 Financial Audits and 5 Engineering Audits, 2 under USMID (18
municipalities for two financial Years), 2 in Mulago and Butabika Hospitals, and 1 in
Entebbe Senior Secondary School. Accordingly, the detailed reports have been issued to
the individual entities.

Regarding the financial audits, 154 entities had unqualified opinions up from 149 entities

last year. The qualified opinions on the other hand decreased by 3 to 13 and one adverse

opinion.
S/N FY Type of Opinion Total
Unqualified Qualified Adverse | Disclaimer
2016/17 149 16 0 0 165
MDAS ©2017/18 154 13 1 0 168

CROSS — CUTTING ISSUES FOR CONSIDERATION BY THE OVERSIGHT
COMMITTEES

Budgeting and Budget Implementation

Over the years, planned and budgeted for activities are not adequately implemented
thereby impacting on the achievement of the national objectives. I assessed the budgeting
and implementation of key Ministries, Departments and Agencies to establish adequacy
planning, budgeting, financial and annual physical performance by analysing government
revenue and expenditure planning procedures, release of funds, testing consistency of
planned outputs with the approved budget and verifying the accuracy and completeness
of the reported actual outputs. Below are the key highlights of the findings, details are
provided in my separate budget performance report and individual reports which have

been issued separately.
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National planning and assessment of Government performance

I observed some gaps in Government planning and budgeting which affect the timeliness
and accuracy of plans by Government. The shortcomings include;

e 1 out of 16 sectors delayed to submit sector plans.

e Lack of service delivery standards in all MDAs and LGs.

e Delay in issuing of circular for NDP III by NPA.

e Failure by NPA to undertake mid-term review assessment of the NPD II.

¢ Failure by 40 entities to submit strategic plans.

e Failure by some MDAs in attaining satisfactory score on Certificate of Compliance

(CoC) 88 entities (66%) scored less than 60%

These gaps imply that the sector development plans may not be aligned with the NDP.
Further, lack of service delivery standards implies that there is no bench mark for
assessing service delivery and implementation of the NDP. In addition, the failure to
undertake a mid-term review affects the planning of NDP III as the results of the midterm
review are used to provide guidance to stakeholders in the development and timely

implementation of NDP III.

There is need for NPA to follow up with the MDAs and LGs to ensure that the above

challenges are addressed.

Implementation of planned /budgeted activities

Unimplemented activities in MDAs

Section 45 of the Public Finance and Management Act, 2015, requires the Accounting
Officer to control the regularity and proper use of the money appropriated to the vote.
According to Section 45 (3) of the same Act, the Accounting Officer shall enter into an
annual performance contract with the Secretary to Treasury which shall bind the
Accounting Officer to deliver on the activities in the work plan for the vote for the financial
year. Work plans are based on outputs to be achieved for the financial year and during
implementation effort are required to be made to achieve the agreed objectives/targets
for the entity within the available resources.
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A review of the Ministerial policy statements, expenditures and performance reports
revealed a number of entities implemented their activities in accordance to their plans.
However, I noted that some entities did not implement activities as planned citing non-
release of funds, late release of funds, delayed procurement processes. I also noted that

there were diversions in a number of instances.

The most affected entities were Ministry of Works and Transport, Ministry of Health and

Ministry of Education and Sports.

Details of implementation of planned activities are in my budget performance report issued
separately.

I advised Accounting Officers to follow approved plans and appropriations in
implementation of activities and follow up with MoFPED for full funding of activities.

Non Payment of Pension Arrears

I noted that many votes were not paying pension and gratuity to beneficiaries. For MDAs,
by the close of the f/y an amount of UGX35bn, up from UGX 17.34bn last financial year,
which had been released for payment of pension was not paid out. The biggest amount,
of UGX11.6bn is by Ministry of East African Affairs. For Local Governments, an amount of
UGX30.6bn down from UGX100.7bn had not been spent by close of the year.

The Accounting Officers attributed this to non-existent pensioners, delayed verifications
and late releases of funds. This negatively affects the delicate lives of senior citizens and

has a direct impact on their human rights and needs to urgently be addressed.

Under absorption

It was observed that there has been an improvement in the disbursement and absorption
of loans; by the close of 2017/2018 only 10 loans were performing below expectation with
absorption levels below 10%.

Several projects had not utilised significant amounts of funds released to them. For
example USMID project which had disbursed an amount of UGX100.6bn to the Municipal
Councils. I noted that an amount of UGX95bn was still on the accounts of 14 Municipal
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Councils (UGX95bn) unutilised despite various incomplete/abandoned civil works due to
non-payment to Contractors. A significant number of projects had delays in
implementation with the Energy and Education sectors being the most affected.

Unspent funds imply delayed or non-implementation of planned activities for service
delivery. The occurrence of these unspent balances was attributed by Accounting Officers
to late release of funds from Ministry of Finance, Planning and Economic Development,

inefficiencies in procurement units and incompetent contractors among others.

I advised the Accounting Officers to liaise with MoFPED for timely release of funds and

streamline procurement and contract management processes.

3.1.2 Decentralization of Pension and Payroll Management
In financial year 2014/15, Government partially decentralized Pension management with

the Planning (budgeting) and ensuring that processing of files is undertaken by MDAs and
LGs. MOPS pledged to eventually have the decentralization of pension to be fully
undertaken by all MDAs and LGs. Whereas the Government has made substantial progress
in reducing the ghost pensioners, I noted that there were still gaps in the processing of

Government employee emoluments as indicated below.

e I noted that 1674 staff from the June 2018 payroll deemed to have reached the
mandatory retirement age were still on the active payroll and were paid a total of
UGX.1.4bn during the month of June alone in form of salaries and allowances
contrary to Public Standing Orders.

e Payroll of June 2018 revealed that pensioners in various Votes were employed on
contract terms but there was no evidence indicating that their job positions
required special skills. Some of the positions in question include; drivers, plant
operators, accountants, administrative assistants, askaris and special constables
which positions can easily be filled from the existing job market. Irregular
employment of pensioners results into excess expenditure by Government and
denies the unemployed access to government jobs.

e The system being used to manage the pension was unable to generate automatic

notifications of the retirement due dates.
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3.1.3

There were delays in solving queried files as 931 files were queried and stored at

the MOPS awaiting collection by the respective vote human resource officers for

further action. I noted that it takes on average between 6 to 12 months for vote

Human Resource Officers to pick up the queried files for correction.

I noted from review of the IPPS electronic files that some pensioners were

assigned multiple gratuity payments both on the payrolls and interface files. In the

event that Votes do not carry out a review to ascertain the accuracy of the interface

files uploaded on the IFMS, the possibility of double payments cannot be ruled

out.

I note that Government is in the process of procuring a system that will solve these

challenges. I await the outcome of this initiative for future pensions and call for immediate

addressing of bottlenecks for the 931 pensioners.

Non-Compliance with Tax laws

During the year under review, a sample of MDAs did not comply with Tax laws in respect

to deductions and remittances to UGX. 27.4 bn. The failure to deduct and remit taxes

directly impacts on collections by the Uganda Revenue Authority. I advised Accounting

Officers to comply with the tax law.

Table 3: Non-deduction and Non-remittance of taxes

S/N |Entity

1 | Community Agricultural Infrastructure
Improvement Programme — Project 3 (CAIIP — III)

2 | Urban Markets and Marketing Development of
Agricultural Products Project

3 | District Commercial Services Support Project
(DICOSS)

4 | Soroti University

5 | ADB V Support to Higher Education, Science
&Tecchhnology-1273 (USD. 657,578.14)

6 | Gulu University

7 | Gulu Regional Referral Hospital

Total
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Non deducted
taxes

1,062,000

2,450,004,629

324,624,045

2,775,690,674

Non remitted
taxes

18,287,066,139

6,184,417,820

141,733,220

111,598,776
24,724,815,955



3.1.4 Wasteful/ Nugatory Expenditure

Good practice requires Accounting Officers to reduce cases of apparent waste,
extravagant administration or failure to achieve value for money due to management'’s
laxity in the conduct of operations. However, I noted wasteful expenditure to the tune of
UGX 1.6 bn. These arose as a result of interest on late payments on VAT and breach of
contracts. Table below refers. This affected the implementation of activities in the entities

and on the overall service delivery.

I advised Accounting Officers to adhere to the contract arrangements with a view of

avoiding such expenses.

Table 4: Wasteful/Nugatory Expenditure

S/N | Entity Particulars Amount
1 | Ministry of Water and Interest charges
Environment and Urban 803,111,726
Development
2 Ministry of Education and | These include payment of
Sports interest on delayed payments,
litigation costs for wrongful 798,940,237

termination of contracts and
refund of embezzled funds.

Total 1,602,051,963

3.1.5 Outstanding Receivables

During the review, it was noted that receivables worth UGX. 60.8 bn were not collected
by the various Ministries, Departments and Agencies and were therefore still outstanding
as at 30" June 2018 as summarized in table below. This was a reduction from the total
receivables of UGX. 74.8 bn as at 30" June 2017. There is a risk that the receivables may
not be collected.

I advised the Accounting Officers to ensure timely collection of receivables and devise

measures to enforce recovery.
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Table 5: Outstanding Receivables

S/N | Entity Summary Amount

1 Ministry of Justice & Constitutional Affairs 20,609,131,791

2 State House 590,200,000

3 Petroleum Fund 12,877,415,932

4 Water Supply And Sanitation Programme support 32,064,486
(WSSP) I under JWESSP

5 Kyambogo University 4,684,030,407

6 Busitema University 246,527,500

7 Ministry of Education and Sports 21,609,448,397

8 Uganda Blood Transfusion Services 74,600,000

9 Jinja Regional Referral Hospital 109,663,453
Total 60,833,081,966

3.1.6 Staff Shortages
I noted that out of the total Government staff establishment of 469,216 positions, only

311,987 positions had been filled leaving a gap of 157,229 representing 34% of vacant
posts across MDAs/LGs. These vacant posts include key staffing posts such as Doctors,
Clinical Officers, Professors, Theatre Staff, Human Resource Officers, Legal Officers and

Commissioners among others.

The major staffing shortfalls were noted in Local Governments, Public Universities and
Directorate of Public Prosecutions with staffing levels of only 30%, 40% and 41%
respectively which are far below the recommended minimum staffing level of 65%. Police
and Prisons are equally substantially affected. Inadequate staffing affects the timely
implementation of entity activities and may adversely impact on the entities in the
achievement of its strategic objectives. The matter requires urgent attention.

I advised Accounting Officers to make concerted efforts in engaging with all stakeholders
to ensure that vacant posts are filled to enable the entities adequately deliver on their

mandate.

3.1.7 Untitled Land/ encroached land/ other land matters

Land matters have again remained an issue featuring in my current year audit report.
A number of instances have been noted where Government entities have continued to

lose out on land to encroachers because the land is not fenced, surveyed and titled.
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The entities that are greatly affected by this problem are Uganda Police (UPF), Prison
Services and public universities.
Further, I noted that the Uganda Land Commission which is mandated to hold Government

Land in trust does not have an updated register of all the land it holds in trust for

Government. There is a need to address land issues in Government Institutions.

Table 6: Untitled/Land/Encroached land/Other Land Matter

S/N Entity Land Matter

1 Directorate of Public | The ODPP RSA Residence Kapchorwa building was
Prosecutions constructed on land whose ownership was contested.

2 Uganda Police Force Unsurveyed land, Untitled land, Encroachment on

Natete land (total land with issues is approximately 570
acres.
across the entire country)

3 Uganda Prisons Unaccounted for land at Luzira (106.692 acres),

Services Untitled and Unsurveyed land, Land with encroachments,
disputes and encumbrances at Arua, Namalu, Amita,
Ngenge, Ragem, Kotido, Bukedea and Budaka--un surveyed
and un titled land is equivalent to 89 pieces of varying sizes
across the country

4 Ministry of Defence Compensation of Land at Usuk, Ngariam Katakwi, JIE Block
and Veterans Affairs 4, Plot 21, Nakapirimor, Kotido District, Petero Bashaija

(Estate of Maria Kakindu) Kabamba and Plot 20 Lugard
Avenue, Entebbe (Total 7.675bn)

5 Ministry of Agriculture | Untitled Land(VODP),Missing land title and loss of land to
Animal Industry & Government Departments (Bukalasa Agricultural college)
Fisheries

6 Ministry of Tourism, 6 pieces of land where museums are located did not have
Wildlife and titles
Antiquities

7 Ministry of Water and | Various water schemes built (construction cost over
Environment UGX50bn) across the country have no land titles

8 Public Universities Illegal encroachment, underutilised and untitled land
(KYU, Soroti,

Busitema, Muni,
Gulu)

9 Jinja Referral Lack of Titles

10 Ministry of Science Lack of Land Titles for PIBID Land (land at Sanga
and Technology approximately 50 acres and land where the water source is

located at Kyamugambira approximately 4 acres).
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3.1.8 Court cases won by Government
I observed that a sum of UGX. 20.6bn was reported as cumulative arrears of revenue as

at 30" June 2018 arising from won cases. There was no evidence to show that
Management had collected any of the arrears although the Ministry continues to make
payments for cases lost. There is a risk of loss of Government revenue arising from failure

to enforce collection of revenue due from cases won.

The Accounting Officer explained that the Ministry has engaged external parties to follow
up collection of the outstanding arrears of revenue from cases won.

I advised the Accounting Officer to expeditiously follow up the matter and have the
outstanding revenue collected.

3.1.9 Pending legal cases
I noted that a number of entities had ongoing court cases whose outcomes were still

uncertain. Notable among them were Ministry of Energy and Mineral Development and

Makerere University as outlined in table below.

Table 7: Pending Legal Cases

S/N | Entity Estimated legal cost Remarks

1 Ministry of Energy and 389,800,000,000 several legal cases arising from
Mineral Development land compensation claims for
the Isimba and Karuma projects

2 Soroti University 1,025,265,000

3 Makerere University 5,634,291,157

4 Makerere University 3,803,637,896

Business School
Total 400,263,194,053

Their eventual determination and/or payment could negatively effect on the cash flows

and ability of the concerned entities to continue as going concerns.

I advised Management to always ensure due diligence in carrying out their work to

safeguard against litigation and consequential unfavourable outcomes.
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3.3
3.3.1
a)

b)

Sectoral Key Findings
Accountability

Funding for Tax Incentives

The roles and objectives of the Tax Policy department under Ministry of Finance Planning
and Economic Development (MoFPED) among others are to initiate, evolve and formulate
policies to achieve economic policy goals and objectives including stimulating investments
and also raise domestic revenues to finance the government budget. The department is
also mandated to evaluate and advise on the impact of tax policy on taxpayers and the

economy.

It was noted that the Ministry introduced a policy of paying taxes to URA on behalf of
Companies in specific sectors such as the steel sector. In addition, the ministry also agreed
to settle electricity bills for some firms in the textile industry. However, due to lack of a
proper policy, it was observed that incentives are given without accompanying budget
provisions and as such, this has always led to creation of domestic arrears under the
Ministry. As such, by the close of the FY 2017/2018, domestic arrears attributable to these
incentives had grown to UGX.153 bn up from UGX.83 bn in the previous year, this

represented an 83% increase.

The Accounting Officer explained that the Tax and Energy incentive was not backed by
relevant resources, which created domestic arrears.
I advised Government to consider establishing a policy framework for not only guiding the

funding mechanism for such incentives but to also limit them to available resources.

Inadequate Project monitoring by Project Steering Committees

Project Steering Committees have a role to provide overall guidance on project activities
and this is to be done on a regular basis. However, I noted 8 projects whose value
amounted to USD.516,760,000 (UGX.1.912trillion) were experiencing difficulties in having
these meetings undertaken. As a consequence, there were delays in approving and
implementing work plans and manuals and policies approved. This has adverse effect on
the timelines for implementation which could lead to extra costs in case of project

extensions.
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3.3.2

The Accounting Officers attributed this to difficulties in constituting these meetings as the
membership consists of Permanent Secretaries that are usually busy on other

assignments.

There is need for Government to review the compositions of these committees with a view
to having alternative representatives at these meetings so that regular meetings can be

undertaken.

Energy and mineral development sector

Funds withdrawn from the Petroleum Fund

Section 58 of the Public Finance Management Act (PFMA), 2015, requires withdrawals
from the Uganda Petroleum Fund (UPF) to the Uganda Consolidated Fund (UCF) to be
made under authority granted by an Appropriation Act. In addition, section 59(3) requires

that Petroleum revenues be used for financing infrastructure and development projects.

I noted that management transferred UGX.125.3 billion on 2" November 2017 from the
UPF to the UCF, without explicit mention of the UPF, in the Appropriation Act, as a source
of funding. Instead the withdrawal was premised on the MTEF fiscal framework for
financial years 2015/16-2021/22 submitted to Parliament which includes the different
sources of revenues financing the budget.

In the absence of guidance from the Appropriation Act, which would indicate the activities
for which the funds have been budgeted, there is no assurance as to whether the funds
were used to finance infrastructure and development projects of Government, as provided
for under Section 59(3) of the PFMA.

In response, management explained that the Appropriation Act, as defined in article 156
of the Constitution, provides for only expenditures but does not reflect the various sources
of funding for the budget, and that discussions are ongoing to review the presentation of
the Appropriation Act to incorporate funding sources.

I advised management to liaise with the relevant authorities to align the legal framework
to sufficiently provide for a format of the Appropriation Act which shows the purpose,
activities and amounts of the Petroleum Funds to be appropriated under the Consolidated
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Fund, or to be transferred to the investment reserve account in accordance with the PFMA,
2015.

Delay to establish the Petroleum Investment Framework

Section 62 and 63 of the PFMA 2015, requires that monies withdrawn from the Petroleum
Fund to the Petroleum Revenue Investment Reserve (PRIR) shall be done with the
approval of Parliament and warrant of the Auditor General. In addition the money shall
be invested in accordance with the Petroleum Revenue Investment Policy issued by the
Minister of Finance, Planning an Economic Development, in consultation with Secretary to
the Treasury. Section 64 (3) also requires that Bank of Uganda (BoU) manages the PRIR
within the framework of a written agreement entered into between the Minister and the
Governor of Bank of Uganda. Section 66 further provides for the appointment of a
Petroleum Investment Advisory Committee to advise the minister on investments to be

undertaken under the Petroleum Revenue Investment Reserve.

However, three years after enactment of the law, the framework (PRIR, Policy,
Committee, agreement) were not in place. It is commendable that BoU made call
investments using the Petroleum Fund bank balance of USD.108,764,044, during the
period under review and earned interest amounting to USD1,007,212.92. In the absence
of an investment framework, I could not guarantee whether the investments provided
value for money and maximum returns had been obtained without causing undue risks to
the Fund. Though management stated that a Draft Investment Framework was in place,

it had not been approved.

I advised the Accounting Officer to expedite the approval process of the Petroleum
Investment Framework and appointment of an Investment Advisory Committee, in line
with the requirements of the PFMA, 2015 to guide the Investment of funds from the
Petroleum Fund. In addition, BoU should provide documentation regarding the type of

investments, interest rates agreed and duration.

Court cases relating to compensation of sub-surface rocks

I observed that there are a number of on-going court cases arising from legal suits by

Project Affected Persons (PAPs) against the Ministry of Energy and Mineral Development.
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3.3.3

The legal suits relate to compensations for sub-surface rocks amounting UGX. 389.8 billion
as at 30" June 2018. An amount of UGX379.1 billion relates to compensation claims for
land affected by the construction of Isimba HPP while UGX. 10.75 billion relates to the
construction of Karuma HPP.

These court cases may result into the delays in the construction of the strategic dams
thus resulting into increase of commitment fees and delay in achieving the intended

objective of the project.

I advised Government to expedite the settlement of these court cases.

Delayed Completion of Projects due to Right of Way challenges

I noted that a number of Projects under the Energy sector were not completed within the
agreed contract periods. This was attributed to delays in compensation of Project Affected
Persons, hence failure to access Right of Way (ROW). Many PAPs also refuse the
valuations by Chief Government Valuer. The delay to complete the projects ranged from
4months to 8 years and resulted into contract cost escalations in some projects. For
example the case of Mbarara-Nkenda transmission line which delayed for 8 years resulting
into standby costs, additional supervising consultant’s costs and interest charges totalling
USD 9,936,215.1 and UGX.5.1bn and Hoima-Nkenda transmission line which delayed by
two years and has resulted into standby costs of USD982,295.

I advised Government to acquire land before commencement of such major projects.

Education

Under absorption of Projects funds under MOES
Assessment of absorption of Loans and Grants from various development partners

indicated low uptake of the funds given the remaining implementation period.
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Table 8: Under absorption of project funds

Project Loan Amount Current %age Elapsed End Date
Absorption duration

(HEST-AfDB) UA 67,000,000 UA35,804,422.4  53% 5 Years 30/06/2019

USDP-PSFU USsD.21,800,000 USD.4,090,945 | 19% 3 years 31/08/2020
(World Bank)

USDP-MOES  USD.78,200,000 USD.1, 2% 3years  31/08/2020
(World Bank) 516,701.86

UTSEP USD. 100, USD.54, 469,714  54% 4years  30/06/2019
(GLOBAL 000,000

PARTNERSHI

P FUND)

The Accounting Officer attributed the delays to;

b)

¢ Low disbursement of funds due to delays in constituting the project coordination unit.

e Insufficient funds as a result of disbursement conditions by the World Bank such as
matching grants under component 4 of Uganda Skills Development project and
difficulties in securing internationally recognises Twinning Institutions to Support Local
Technical colleges.

e Delayed signing of the Financing agreements by the Government of Uganda

I advised projects management to streamline planning and procurement processes so as
to reduce the inefficiencies which are affecting the project implementation. I also advised
the Implementing Ministries to put in place proper follow up procedures to ensure timely

signing of Financing Agreements.

Review of Operations Of Public Universities

I undertook a review of management of operations of the 9 public universities for selected
key areas. The audit focused on management of fees collection, management of University
land, management of income generating assets, allocations to key budget areas, and
staffing. The following were observed;
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Implementation of Fees Collection policies

I noted that nine (9) public universities had not fully implemented the measures put in
place to ensure collection of all fees due to the University. This led to accumulation of
tuition arrears amounting to UGX 11.841bn as at 30th June 2018. The arrears were
majorly identified in Makerere (UGX 3.5bn), Kyambogo (UGX 4.5bn) and Gulu (UGX
1.4bn). Further analysis indicated that tuition arrears in 6 Universities span over a period
of one year with UGX 4.058bn outstanding for 2 years and UGX 0.363bn outstanding for
3 years and above. The under collection of tuition fees affects implementation of planned

activities and achievement of intended objectives.

I advised the Universities’ management to ensure adequate adherence to guidelines set

out in the fees management policies.

Illegal Occupancy of University facilities

Physical inspections of the University premises revealed that 5 out of the 9 public
Universities had over 380 private businesses (mostly small scale) occupying University
facilities and space without tenancy agreements or Memorandum of understanding. This
implies that the tenants illegally occupied the premises since there were no official tenancy
agreements with the businesses. Due to lack of tenancy agreements, the tenants were
neither paying the Universities tenancy fees nor utility fees for electricity and water
consumed thus occasioning a financial loss to the Universities.

I advised management to develop policies on administering business operations at the

universities.

Under collection of Rental fees from Tenants

Review of tenancy agreements and rental collections for 2 Universities revealed that the
Universities were supposed to collect UGX 2.179bn from tenants as per their tenancy
agreements but only collected UGX 1.162bn resulting into a shortfall of UGX 1.017bn
during the financial year. This presented an average increase of 143% in shortfall from
UGX 0.460bn experienced the previous financial year. The uncollected rental fees may

become irrecoverable from the tenants leading to revenue loss.
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I advised management of the universities to put in place measures to ensure that all rental

fees due to the universities are fully collected.

Inadequate budget allocation for Library function

I noted that despite a general increment of provisions for Library resources between
FY2016/17 and 2017/18, the allocations to library by all public Universities were at an
average of 1.1% of the approved budget estimates below the prescribed allocation of
10% contrary to the University and Other Tertiary Institutional standards regulations,
2005. Insufficient funding to the Library limits the universities ability to facilitate research

and growth in the existing and newly developed areas of study.

I advised management of the Universities to ensure that adequate funds are allocated for

this function in line with the regulations.

Status of stadia in the Country
Despite the enormous success that Ugandan teams have shown in the recent past both

on the local and international scene, especially in Athletics, Football, Netball, University
Sport, Rugby; field inspections and review of the National Council Sports report on the
status of stadia in the country revealed lack of; perimeter walls, water facilities, Lighting
facilities, acceptable playing grounds, and functioning toilet facilities. Incidences of Land

encroachment were also widely prevalent in stadia located in Municipal councils.

This has rendered most of the stadia unfavourable for hosting sporting activities which
has limited talent growth in the country. This has also limited the ability of most sports
federations and the National Council of Sport from achieving their core mandate of

promoting sports development in the country.

Management explained that most of these stadia are owned by government and are
managed as private enterprises under the control of Boards while others are managed by
District Councils. I also observed that stadia do not receive any government financial

support, and therefore cannot sustain their maintenance budgets.
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I advised Management to develop a feasible strategy for improvement of sports facilities
in the country and ensure that necessary approvals are obtained from line Ministries, Local

Authorities and Departments for stadia Infrastructural funding.

3.3.4 Justice Law and Order Sector

e Operationalization of regional Government analytical laboratories

The Directorate of Government Analytical Laboratories (DGAL) opened regional
laboratories in Mbarara, Gulu, Mbale, and Moroto. To date, a total of UGX.2.2bn has been
invested in these facilities. The investment was aimed at having exhibits analysed locally
and to reduce the referral of exhibits to Kampala for analysis. Although these regional
offices were opened, they were non-operational. They lacked adequate staff and
necessary equipment and had instead been turned into collection centers for exhibits and
samples for onward transmission to Kampala. Failure to optimally utilize such resources
not only denies the public the services of the Government chemist but also directly affects
the delivery of justice.

For example, there has been accumulation of case back logs. During the year, DGAL
received a total of 2000 case applications for various types of analyses but only managed
to dispose only 726 cases translating into only 36.3% of the total applications received.
Overall, DGAL has accumulated significant case backlog over the years with 5559 cases
unattended to.

According to the Accounting Officer, a budget has been drawn to handle case backlog in
FY 2019/20 amounting to UGX12.8bn.

There is need to prioritize the implementation of this case backlog strategy and engage

Government to have the budget for this activity funded.

e Failure to produce suspects in court and overstay of prisoners on remand
Section 25(1) of Police Act requires that a police officer on arresting a suspect without a

warrant shall produce the suspect so arrested before a magistrate’s court within 48 hours
unless earlier released on bond. A review of the case register and case files in 5 sampled
police stations revealed that a number of suspects spent more than the 48 hours in cells

without either being charged or being granted police bond. In some cases suspects spent
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up to 200 hours without being charged. Keeping suspects beyond the mandatory 48 hours
not only contravenes the provisions of the Act but also results in unnecessary expenditure

for the force in terms of costs to maintain these suspects.

Relatedly, an analysis of the population of prisoners currently on remand revealed that
the performance of Uganda Prison Services (UPS) in achieving the objective of addressing
the problem of long stay on remand, high remand population and the observance of the
right to fair and speedy trial was still unsatisfactory. A number of prisoners had stayed for
long periods on remand and in some cases without being produced in court. It was noted
that 2305 prisoners had stayed on remand for more than 3 years. Overstay on remand
affects the delivery of justice to these suspects and is a contravention of the rights to a

fair and speedy trial.

Management attributed the delays to inefficiencies in agencies within the sector that
investigate, prosecute and try suspects which have a direct effect on the length of stay of
these suspects. I advised UPF and UPS to liaise with responsible agencies to ensure that
the suspects are arraigned in court within the mandatory period.

¢ Management Information Systems within the JLOS sector

I observed that the JLOS entities procured Management Information Systems at a cost of
UGX.14.7bn to enable these entities undertake their mandates as follows.

Table 9: Details of Management Information systems within JLOS sector

Entity System Purpose of the system Cost (bn)
Uganda Crime Records | Ensure that case investigations are automated 0.5
Police Management and to improve efficiency within the

Force Information investigations department of the UPF.

System (CRMS)

Suspect Profile | To provide profiles of suspects through capture

System (SPS) and storage of bio data, photographs, and
thumbprints among other features, to help in
quick identification of suspects.

DPP Prosecution Improve case output through the use of 14
Case computer-based systems, record and collect
Management information pertaining to cases, rapidly transfer
Information case details from law enforcement through the
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System use of computer and communications systems

(PROCAMIS) and roll over the system in all DPP Offices
country wide.
MOICA DCL Information | The system among other functions was procured 0.05
Management to;
System e Track on going cases giving details like;

the lawyer handling the case, documents
used in the case, status of the case, file
movement, tasks handled during the case,
and amounts claimed against
Government.

e store case information in soft copy

e Run reports as requested.

e Easily provide amounts claimed against
Government as well as cases pending
payment with their outstanding amounts.

Judiciary Government is yet to procure a System 0
Uganda Prisons staff | Government is yet to procure a Human .15
Prison Management Management System to improve on the
Service System efficiency in prisons information.

Total cost 14.7

However, I noted that the implementation of the MIS has had challenges towards
attainment of its objective. For example, the system procured by DPP four (4) years ago
has only had 11 (9.2%) out of the planned 119 stations covered and operational. The
Accounting Officer attributed this to a number of reasons such as;

¢ Inadequate trained personnel

o Insufficient laptops and scanners

e Lack of training manuals and software review documents.

e Standalone systems which do not interface with other government systems.

Failure to operationalise the systems negates the purpose for which they were procured

and may result in total waste of resources invested.
There is need for Government to undertake a comprehensive assessment of the level of

implementation and ensure that these systems are fully operationalised as envisaged.

These systems should be integrated if the information has to be effectively shared.
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e Outstanding court awards and compensations
MOJCA had outstanding domestic arrears of UGX.664bn during the year ended 30th June,

2018. The bulk of the liabilities comprised of unsettled court awards and compensations
amounting to UGX.655bn. A review of a sample of files revealed some cases that had not
been paid nor considered for payment for close to 10 years after the award was made
had accumulated interest totalling to UGX124bn.

Delay to settle the obligations have resulted into Government accumulating interest on

the principal amounts.

I advised the Government prioritises settlement of these arrears to minimise the

accumulation of avoidable interest payments.
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3.3.5 Tourism Sector

Management of Museums and Monuments

During the year under review, Government invested UGX 53,889,420 in establishing and
managing 4 Museums in across the country. However, an inspection of these museums
to establish how they are managed revealed that there was no Policy and Regulatory
guidelines put in place to regulate access, management and accountability of old and new
assets in the Museums and Monuments. What is guiding management and accountability
of the historical monuments is a very old historic monuments Act that appears outdated.
As a consequence, there are over 650 sites and monuments that have been documented
but many of these are yet to be mapped and gazetted.

There were no funds provided in respect of research and promotional activities of the
Museums implying that the expected value from undertaking research activities may not
have been achieved. Government will not match the global standards as expected.

I also noted that 6 pieces of land where museums are located did not have titles. The

affected Museums include those located in Kampala, Soroti, Kabale and Moroto.

There is need for Government to fund research activities in line with the provisions of the
International Museum Standards a view of benefiting from global dynamic research

activities

3.3.6 Works Sector

Expiry of Standard Gauge Railway Board (SGR)

It was noted that all the Board members’ terms expired in November 2017 and have
not been renewed or replaced contrary to Section 4.4 of the SGR Project Governance
Manual which requires members of the Board to hold office for a period of 2 years
renewable at the discretion of the Minister of Works and Transport. For instance the
Annual Board reports had not yet been prepared and submitted to the Minister.

Absence of a Board creates challenges in governance and execution of the Project’s
mandate.

The Accounting Officer explained that the issue of the expiry of the SGR board was
brought to the attention of the Minister for further action.
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I advised management to expedite the process of re-appointment or appointment of new

Board members as required by the manual.

e Development of New Kampala Port at Bukasa

The Ministry of Works and Transport plans to contract a modern port at Bukasa on the
shores of Lake Victoria as part of the development of the Central Corridor from Kampala
across Lake Victoria to Mwanza, Musoma to Dar es Salaam on the Indian Ocean. The
Central Corridor will provide an alternative route to the Northern corridor from Kampala
to Mombasa hence promoting regional trade, increasing economic growth and integration,
reducing heavy traffic on the Northern Corridor hence reducing road maintenance and
cost of doing business. It was noted that the Master plan for the development of the new
Kampala port at Bukasa was finalized. In addition the topographic survey was completed
though the water lines are not yet complete. The training needs assessment report was
prepared but no training was carried out.

Procurement of consultancy services for construction of start-up infrastructure (Road and

Fence) is in advanced stage.

In spite of the above progress to date with the accompanying benefits for the country, it
was noted that a budget provision for the compensation of 1,833 project affected persons
(PAPs) estimated at UGX.87.5 billion had not been made in the financial year 2018/19.
The implication is that the project may stall thereby impacting implementation of
subsequent project phases.
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3.3.7 Health Sector
o Improvement of Health Services at Mulago Hospital and the City of Kampala

Project (MKCCAP)

The Government of the Republic of Uganda received a loan from the African Development

Fund and the Nigerian Trust Fund towards the cost of the improvement of Health Services
at Mulago Hospital and the City of Kampala Project. Specific objectives of the project
included improvement of interrelationships of facilities and departments within and
between the floors and blocks, improvement of the internal and external works, improve
appropriateness of specification of finishes, overhaul and modernise the electro-
mechanical works and enhancing the functionality of the hospital. I noted that whereas
the civil works executed were generally in accordance with the agreed designs and
specifications, there were some issues I noted that should be addressed to ensure delivery

of the hospital infrastructure is as per the approved designs.

There was omission of essential components of works during planning and design review
as a result of resource constraints. Owing to this, the Consultant was requested to design
a reduced scope of rehabilitation works that would fit in the budget. This resulted in some
essential components of the works such as organ transplant unit, paediatric ICU,
pathology unit, landscaping and incinerator being omitted in the design review on the
understanding that funds permitting, to be done in future. During execution of works, it
became clear that some of the omitted works needed to be carried out and on this basis,

MOH sourced for additional funding which substantially increased the project cost.

The project has experienced significant delays in execution. The original project period
of 24 months had been exceeded by 16 months. Delays in execution of works were mainly
attributed to delayed handover of sections of the site due to delayed relocation of patients
to Kawempe and Kiruddu hospitals. The final section of the site was handed over in
October 2016 (22 months after the project commencement) and yet clause 2.1 of the
general conditions of contract of the signed contract states that the contractor will be
given full access to site before commencement of works. Other reasons for delayed
execution of works were; increased scope of works, late instructions and pending

information from the consultant, delayed payment of VAT amounts, and delayed payment
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3.4

of IPC no.13 by 69 days. Delayed execution of works resulted into additional costs of USD
380,000 incurred in extension of the supervising consultant’s contract. Furthermore,
Kiruddu hospital septic tank overflows from time to time due to overwhelming number of
patients transferred from Mulago hospital posing a health risk to the users and

neighbouring areas.

There is Lack of a maintenance plan for implemented Infrastructure. There are a lot of
sophisticated installations, being done by international experts, yet the Contract did not
allow for maintenance costs in case of any unforeseen future failures. It is evident that in
case of future equipment failures, there will be either need for restoration by the same
experts, or neglect which will mean non achievement of value for money on the
implemented infrastructure. I advised the Accounting Officer to ensure that; a
maintenance plan and budget is provided for maintaining the sophisticated installations
at the Hospital Complex; and training of local personnel is undertaken since the
installations were undertaken by international experts.

SUMMARY OF AUDIT RESULTS OF ENTITIES

This section includes all matters that were classified as matters of high significance during
the audit. It summarises the findings in each individual audit report and includes all entities
with modified and unmodified opinions. They comprise of findings in the basis for qualified
opinion paragraphs, key audit matters, emphasis of matter, other matters and compliance
matters raised. The details are in the individual reports issued separately to Parliament

and Accounting Officers. Refer to Annexure II
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PART 4: COMMISSIONS, STATUTORY AUTHORITIES AND STATE ENTERPRISES
4.0 COMMISSIONS, STATUTORY AUTHORITIES AND STATE ENTERPRISES

4.1 SUMMARY OF AUDIT RESULTS
I carried out 134 Financial Audits for Commissions Statutory Authorities and State
Enterprises and 13 Engineering Audits under UNRA during the year under review.
Accordingly, the detailed reports have been issued to the individual entities. By the time
of this report, 6 financial audits were still ongoing while 4 planned financial audits were

not undertaken.

125 entities had unqualified opinions representing an increase of 6.8% from 117
unqualified opinions issued last year. The qualified opinions on the other hand decreased
by 40% from 15 to 9 in the year under audit and the disclaimer of opinion also decreased
by 100% from 2 to None. Chart below refers;

Figure 1: Summary of Opinions
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4.2

4.2.1

FINANCIAL PERFORMANCE OF PUBLIC CORPORATIONS AND STATE
ENTERPRISES FOR THE YEAR ENDED 30TH JUNE 2018

In line with the PFMA 2015, I reviewed the consolidated summary statement of
Financial Performance of Public Corporations and State Enterprises for the year ended
30 June 2018 and noted the following:

Completeness of Statement of Performance
Section 52 (1c) of the Public Finance Management Act (PFMA), 2015 requires the

Accountant General, within three months after the end of each financial year, to prepare
and submit to the Minister responsible for finance and the Auditor General the
consolidated summary statement of the financial performance of Public Corporations,

State Enterprises and Companies where Government has controlling interest.

However, a comparison of the consolidated statement of treasury operations and the
consolidated summary of financial performance of the public corporations and state
enterprises revealed that entities with shareholders' equity of UGX 15.7 Trillion as at
30" June 2018 where government has controlling interest! were not consolidated.
Below is a summary of financial performance of public corporations and state enterprise

that were not consolidated.

Table 10: Un-Consolidated State Enterprises

S/N | Enterprise Government Shareholders’

Shareholding Equity

1 National Social Security Fund 100% 9,936,291,648,000

2 Uganda Railways Corporation 100% 3,426,533,654,000

3 Uganda Electricity Generation 100% 829,652,214,000
Company Limited

4 Uganda Electricity Transmission 100% 379,189,000,000
Company Limited

5 National Housing and Construction 51% 311,942,288,000
Company Limited

6 Uganda Property Holdings Limited 100% 229,950,802,062

7 Uganda Electricity Distribution 100% 205,977,780,000
Company Limited

8 Nile Hotel International Limited 100% 193,584,509,164

9 Uganda Air Cargo Corporation 100% 76,361,088,653

1 Ownership interest with enough voting shares, that is over 50%
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10 Post Bank Uganda 100% 64,205,605,803

11 Uganda Wildlife Conservation 100% 13,233,498,966
Education Centre

12 Uganda Printing and Publishing 100% 11,370,013,230
Corporation

13 Uganda Seeds Limited 100% 6,678,058,279

14 NEC Farm Katonga Limited 100% 5,050,688,396

15 NEC Construction Works & 100% 2,047,012,597
Engineering Limited

16 NEC Tractor Project 100% 1,910,356,736

17 NEC Tractor Hire Scheme Limited 100% 1,572,895,139

18 NEC Uzima Limited 100% 1,507,223,000

19 Uganda National Oil Company 100% 0
Limited

Shareholders' Total Equity 15,697,058,336,025

This implies that the consolidated summary statement of financial performance of the
public corporations and state enterprises is incomplete and thus does not reflect the

accurate government ownership.

The Accountant General should maintain a comprehensive and up-to-date record for
all the entities where government has controlling interest to reflect the true picture of

government ownership, in line with the law.

Alignment of Reporting periods
Section 85(3) of the PFMA, 2015 requires State Enterprises or Public Corporations

whose financial year end are not aligned with the Government of Uganda (GoU)
financial reporting period of 30" June, to comply within three years after the
commencement of this Act, which elapsed in the FY 2017/18.

I noted that most enterprises had complied with the directive of aligning their financial
year ends with the GoU financial reporting period of 30" June, except Post Bank Uganda
Limited and Pride Micro Finance which still have 31 December as their reporting period
ends. These however have cited the provisions of the Financial Institutions Act as the

impediment to compliance.

I advised the Accounting Officer to harmonise the PFMA 2015, with the Financial
Institutions Act.
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4.2.3 Financial Performance of Enterprises

The Government of Uganda (GoU) owns shares in a number of State Enterprises. These
enterprises, which are independently managed, are supposed to operate efficiently,
make profits and pay dividends to Government. Their financial performance is therefore
of interest to Government. I noted however that Nakivubo Memorial Stadium did not
submit financial statements while results for Civil Aviation Authority relate to the year
ended 30" June 2016.

A computation and analyses of the profitability, liquidity and gearing parameters of

these enterprises revealed the following;

Profitability of Enterprises

Fourteen (14) out of the 29 State Enterprises analysed made profits in the year under
review, with Bank of Uganda (BoU), National Social Security Fund (NSSF) and National
Water and Sewerage Corporation (NWSC) posting profits of UGX 424bn, 240bn and
51bn respectively as shown in the table below.

Table 11: Profitability of Enterprises

No. | Enterprise Profit After Profit After Tax - %age
Tax - 2017/18 2016/17 (UGX) Change
(UGX)

1 Bank of Uganda 424,113,000,000 (95,982,000,000) (542)

2 National Social 240,444,091,000 11,003,211,000 2,085
Security Fund

3 National Water and 51,188,903,000 26,711,133,000 92
Sewerage Corporation

4 Pride Micro Finance 16,496,928,000 15,046,452,000 10

5 Post Bank Uganda 6,204,064,468 5,061,961,867 23
Limited

6 New Vision Printing 2,318,223,000 14,685,000 15,686
and Publishing
Company Limited
(Dividend is proposed
not declared)

7 Nile Hotel International 1,521,712,661 761,162,918 100
Limited

8 Uganda Air Cargo 1,511,953,445 2,598,256,138 (42)
Corporation

9 NEC Construction 795,920,408 781,979,028 2
Works & Engineering
Limited
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10 NEC Tractor Hire 752,282,106 439,878,942 71
Scheme Limited

11 NEC Luwero Industries 230,073,329 (854,360,481) (127)
Limited

12 Uganda Property 125,315,766 553,504,151 (77)
Holding

13 Uganda Post Limited 100,495,000 (4,449,441,000) (102)

14 Uganda Wildlife 65,550,177 89,060,223 (26)
Conservation
education Centre

15 NEC Tractor Project (70,636,203) (31,875,591) 122

16 Uganda Seeds Limited (182,934,495) 48,162,092 (480)

17 Mandela National (238,902,339) (669,415,803) (64)
Stadium

18 NEC Farm Katonga (359,026,879) 38,464,862 (1,033)
Limited

19 NEC Uzima Limited (385,744,000) 57,668,000 (769)

20 Uganda Printing and (1,403,798,564) (616,572,195) 128
Publishing Corporation

21 Kilembe Mines Limited (1,624,302,143) (440,930,080) 268

22 National Housing and (2,050,991,000) 12,863,781,000 (116)
Construction Company
Limited

23 Uganda Electricity (6,682,561,000) (6,730,922,000) (1)
Distribution Company
Limited

24 Uganda National Oil (9,584,449,000) (3,421,297,000) 180
Company Limited

25 Uganda Electricity (10,856,159,000) (13,483,005,000) (19)
Generation Company

26 Uganda Development (17,571,299,000) 13,691,981 (128,433)
Corporation (Group)

27 Civil Aviation Authority | (21,070,422,000) 11,922,770,000 (277)
(2016)

28 Uganda Electricity (75,526,000,000) 62,254,000,000 (221)
Transmission
Company Limited
(prior year figure are
for 6 months)

29 Uganda Railways (93,036,050,000) (199,481,183,000) (53)
Corporation

The worst performing State Enterprises were Uganda Railways Corporation (URC),
Uganda Electricity Transmission Company Limited (UETCL) and Civil Aviation Authority
with losses of UGX93bn, UGX75.5bn and UGX21bn respectively.
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b)

In comparison to the previous year, 12 enterprises posted improved (increased profits
or reduced loss) performance, with New Vision Printing and Publishing Company

Limited, NSSF, Kilembe mines registering over 200% percentage increase.

Return on Assets

Return on Assets (ROA) is an indicator of how profitable an enterprise is relative to its
Total Assets. It measures management’s efficiency in using the enterprise’s assets to
generate earnings. NEC Tractor Hire Scheme Limited, NEC Construction Works &
Engineering Limited and Pride Micro Finance recorded Return on Assets of 43%, 27%
and 7% respectively.

Apart from the banking institutions, which may not be asset intensive, the majority of
the enterprises are suboptimal and inefficient in utilising their assets. The worst
performing Enterprises were Uganda National Oil Company Limited, NEC Uzima Limited
and Uganda Development Corporation. Details are shown in the table below.

Table 12: Returns on Assets

No. Entity Return on
Assets
1 NEC Tractor Hire Scheme Limited 43.3
2 NEC Construction Works & Engineering Limited 26.8
3 Pride Micro Finance 6.7
4 National Water and Sewerage Corporation 3.2
5 National Social Security Fund 2.7
6 New Vision Printing and Publishing Company Limited 2.7
(Dividend is proposed not declared)
7 Bank of Uganda 2.7
8 Post Bank Uganda Limited 1.8
9 Uganda Air Cargo Corporation 1.7
10 | NEC Luwero Industries Limited 1.3
11 | Nile Hotel International Limited 0.8
12 | Uganda Wildlife Conservation education Centre 0.5
13 | Uganda Electricity Distribution Company Limited 0.4
14 | Uganda Post Limited 0.1
15 | Uganda Property Holding 0.1
16 | Mandela National Stadium -0.1
17 | Uganda Electricity Generation Company -0.2
18 | National Housing and Construction Company Limited -0.5
19 | Civil Aviation Authority (2016) -2.4
20 | Uganda Railways Corporation -2.6
21 | Uganda Seeds Limited -2.7
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c)

d)

22 Uganda Electricity Transmission Company Limited (prior -2.9
year figure are for 6 months)
23 | NEC Tractor Project -3.2
24 | Kilembe Mines Limited -4.3
25 | NEC Farm Katonga Limited -6.2
26 | Uganda Printing and Publishing Corporation -9.8
27 | NEC Uzima Limited -20.1
28 | Uganda Development Corporation (Group) -24.9
29 | Uganda National Oil Company Limited -178.5

Proposed Dividends
Furthermore, I observed that, out of the 17 profit making enterprises, only New Vision

Printing and Publishing Company Limited proposed a dividend pay-out amounting to
UGX1,912,500,000. In the year under review, it demonstrated this commitment by
paying out dividends totalling UGX.101,037,000. Government should ensure that profit

making enterprises provide a return to the investment made by government

Liquidity Assessment

I analysed the ability of state enterprises’ to meet their short-term financial obligations
by comparing the current assets and current liabilities. The ratio of Current Assets to
Current Liabilities exceeding 2:1 is desirable, although acceptable current ratios vary
between industrial sectors. I noted that 17 entities were above the ideal threshold,
implying that they are able to meet their liabilities as they fall due. 7 entities were below
the threshold and may have a challenge of paying their liabilities.

The liquidity assessment of four state enterprises namely Bank of Uganda, Pride Micro
Finance, Post Bank Uganda Limited and NSSF was not made because the financial

institutions have mandatory liquidity thresholds.

I further observed that 16 out of 24 entities had improved their liquidity ratios in

comparison with the previous year.
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Table 13: Liquidity of Enterprises

S/N | Entity Liquidity | Liquidity %age
2017/18 | 2016/17 Change |
1 NEC Farm Katonga Limited 305.9:1 0.7:1 43,809%
2 Uganda Seeds Limited 135:1 114:1 18%
3 Uganda Development 62.1:1 50:1 24%
Corporation
4 NEC Tractor Project 8.3:1 7.5:1 11%
5 Nile Hotel International 7.8:1 8.6:1 -9%
Limited
6 Uganda Electricity 7.6:1 7.2:1 6%
Generation Company
Limited
7 Uganda Railways 5.4:1 2.9:1 84%
Corporation
8 NEC Luwero Industries 5.1:1 19.8:1 -74%
Limited
9 NEC Tractor Hire Scheme 5:1 1.6:1 216%
Limited
10 Uganda Electricity 4.5:1 3.7:1 22%
Distribution Company
Limited
11 NEC Construction Works & 3.9:1 1.6:1 135%
Engineering Limited
12 New Vision Printing and 3.6:1 3.1:11 14%
Publishing Company
Limited
13 Uganda Property Holdings 3.5:1 1.8:1 97%
Limited
14 National Housing and 2.5:1 2.8:1 -11%
Construction Company
Limited
15 NEC Uzima Limited 2:1 2.4:1 -16%
16 Kilembe Mines Limited 2:1 3.1:1 -36%
17 Uganda National Oil 2:1 1.6:1 28%
Company Limited
18 Uganda Air Cargo 1.8:1 0.1:1 1,643%
Corporation
19 Uganda Electricity 1.5:1 1.4:1 7%
Transmission Company
Limited
20 National Water and 1.3:1 1.4:1 -8%
Sewerage Corporation
21 Uganda Post Limited 1.1:1 1:1 6%
22 Uganda Printing and 0.6:1 0.9:1 -29%
Publishing Corporation
23 Uganda Wildlife 0.5:1 0.7:1 -27%
Conservation education
Centre
24 Mandela National Stadium 0.4:1 0.3:1 58%
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I advised the Accounting Officers to ensure Treasury/working capital management is
strengthened by ensuring speedy collection of debts and reduction of liabilities not

guaranteed by enough assets.

Long-term Debt
Entities should be able to meet their long-term debt obligations. Gearing (debt) ratios

measure the proportion of the enterprises’ assets that are financed by debt. Although
the risk levels vary from industry to industry, a debt ratio of more than 50% is
considered undesirable. I noted that 4 State enterprises had debt ratios of more than
50% implying that their total assets were insufficient to cover their total debt. These
were UEDCL, UEGCL, UETCL and NWSC.

Another 8 enterprises, namely Uganda Development Corporation, National Housing and
Construction Company Limited, Kilembe Mines Limited, New Vision Printing and
Publishing Company Limited, NEC Luwero Industries Limited, Uganda Post Limited,
Uganda Air Cargo Corporation and Uganda Railways Corporation had debt ratios of less
than 50% implying that owners’ equity was sufficient to cover total debt.

I noted that 14 Statutory Enterprises were not highly geared, probably because being
Government entities, they depended solely on Government funding (owners’ equity)

and internally generated revenue as shown in the table below.

Table 14: Enterprise Gearing

No. Entity Debt Ratio
2017/18 2016/17

1 Uganda Electricity Distribution Company 87 86
Limited

2 Uganda Electricity Generation Company 85 86
Limited

3 Uganda Electricity Transmission 84 74
Company

4 National Water and Sewerage 63 59
Corporation

5 Uganda Development Corporation 28 27

6 National Housing and Construction 19 19
Company Limited

7 Kilembe Mines Limited 14 13
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8 New Vision Printing and Publishing 9 10
Company Limited

9 NEC Luwero Industries Limited 5 6

10 Uganda Post Limited 5 5

11 Uganda Air Cargo Corporation 3 3

12 Uganda Railways Corporation 1 2

13 NEC Construction Works & Engineering 0 0
Limited

18 Uganda Printing and Publishing 0 0
Corporation

19 Nile Hotel International Limited 0 0

20 NEC Uzima Limited 0 0

21 Pride Micro Finance 0 0

22 Post Bank Uganda Limited 0 0

23 Uganda Wildlife Conservation education 0 0
Centre

24 Uganda Seeds Limited 0 0

25 NSSF 0 0

26 Uganda Property Holdings Limited 0 0

On a positive note though, some entities have reduced their debt-to-asset ratio in the

year under review compared to 2016/17.

Interest cover

For some Companies that had taken on loans, I analysed their ability to service the
loans through payment of interest, by using the interest cover. Interest cover looks at
how many times a Company’s operating profits exceed its interest payable. A cover of
four (4) times and above is usually considered to be safe, depending on the nature of

industry. The implication is that a company is most likely to meet its interest payments.

Going by the above, I noted that 6 State enterprises were better placed to meet their
interest obligations, while 4 were not. The three worst performing State enterprises in
this aspect were, Uganda Electricity Transmission Company Limited, National Housing
and Construction Company Limited, and Uganda Post Limited which may have
challenges meeting their interest obligations. Details are shown in the table below

72



Table 15: Enterprises' ability to service loan obligations

No. | Entity Profit before | Interest Number of
Interest (Financing Times
(Operating cost) (UGX)
Profit) (UGX)
1 NEC Luwero Industries Limited 231,972,069 1,898,740 122.2
2 National Water and Sewerage 58,889,248,000 891,744,000 66.0
Corporation
3 NEC Tractor Hire Scheme 765,650,619 13,368,513 57.3
Limited
4 NEC Construction Works & 810,468,628 14,548,220 55.7
Engineering Limited
5 NEC Tractor Project 69,353,628 1,282,575 54.1
6 Bank of Uganda 442,262,000,000 | 18,149,000,000 24.4
7 Uganda Property Holdings 672,423,379 229,649,582 2.9
Limited
8 Uganda Post Limited 600,331,000 626,531,000 1.0
9 National Housing and (101,502,000) 1,949,498,000 -0.1
Construction Company
Limited
10 | Uganda Electricity | (106,636,000,00 588,000,000 -181.4
Transmission Company 0)
Limited

Through its oversight role, government should caution the management of these
enterprises to limit the amounts of debt to manageable levels guaranteed by improved
profitability.

Overall Conclusion/Recommendation

Whereas government policy to invest in critical sectors of the economy is commendable,
it is important to ensure that enterprises are operating efficiently and profitable and able
to service both short and long-term obligations to meet sector objectives. There is need
for government to improve on supervision and monitoring of these entities. Introduction
of performance based contracts with clear performance targets for management of these
Entities will also enhance performance. In addition government could also explore
avenues of procuring effective Public Private Partnerships to revamp the operations of

some of these enterprises.
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4.3

4.3.1

4.3.2

CROSS-CUTTING ISSUES FOR CONSIDERATION BY THE OVERSIGHT
COMMITTEES

I noted cross-cutting issues affecting performance of Commissions, State Enterprises and
Authorities which I bring to the attention for consideration by the Oversight Committees.

These include:

Garnishee of Government Funds

I observed that a sum of UGX.16.85bn was garnisheed from 3 Government agency
accounts resulting from court judgments to Creditors during the year under review. These
include KCCA, URSB and Administrator General. (KCCA project KIIDP II, USD3.942m &
URSB UGX 1.539bn)

The Garnishee order has often led to the suspension of the rights to withdraw funds from
the entity accounts thus delaying or affecting implementation of planned activities.
Furthermore if funds are not safeguarded from Garnishee orders, there is a likelihood that
the Government activities will stall or project activities will be suspended.

Government in consultation with cabinet should develop strategies to safeguard funds

from Garnishee orders.

Corporate Governance
Organizations established by Acts of Parliament, the Public Enterprises Reform and

Divestiture Act (Cap 98) and The Companies Act, Cap 110 are required to have governing
bodies and structures. A review of governance practices in a number of organizations
revealed weaknesses in a number of Boards including expired boards, misunderstandings
with management, lack of internal audit functions. Details as shown in the table below. I
also noted that Uganda National Meteorological Authority and Uganda Seeds Company
Limited had the same issues for over 2 years.
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Table 16: Corporate governance weaknesses

S/N

10

11
12
13
14

15
16

17
18

19

20
21

22

ENTITY

Uganda Revenue Authority -
Corporate Services
Uganda Seeds Co Ltd.

Uganda Free Zones Authority

National Agricultural Advisory
Services-NAADS
Management Training and
Advisory Centre (MTAC)
National Drug Authority

National Medical Stores

National Information
Technology Authority -Uganda

Uganda Communication
Commission

Uganda Institute of
Communication and
Information Technology
Uganda Posts Limited

Uganda Human Rights
Commission

National Identification and
Registration Authority (NIRA)

National Planning Authority

National Council for Disability

Uganda National Cultural
Centre

Uganda National Children’s'
Authority

Uganda Industrial Research
Institute

Uganda National Council for
Science and Technology

National Enterprise Corporation

Uganda Veterans Assistance
Board

Uganda Wildlife Research and
Training Institute

GOVERNANCE ISSUE

Absence of a Board Charter
Absence of a Board of Directors since January, 2008

Lack of an Internal Audit function
legal mandate of NAADS (Irregular restructuring)

Lack of a governing council

Board not fully constituted

Failure to provide for position of Deputy General
Manager

Board not fully constituted

Conflicting sections of the Law in Regard to the
Position of the Executive Director also being a Board
Member

Unclear governance structure and legal status of
the Institute

Expired Contracts for Members of the UPL Board
Only 3 of the 7 members were appointed

Lack of a fully constituted Board

Board not fully constituted

Failure to Hold Annual General Meeting
Expiry of Board Tenure

Lack of a governing board
Absence of a Board of Directors

Absence of a fully constituted Governing Council,
only 9 out of the 36 members are appointed

Absence of an Audit Committee

Failure to implement the mandate of Uganda
Veterans Assistance Board

Inappropriate composition of the Governing
Council and absence of academic Board
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23 Nile Hotel International Limited | Continuous stay of the Board after the expiry of the
two terms and override of managements
responsibility by the board

24 Uganda National Lack of a Board of Directors
Meteorological Authority
25 Uganda Road Fund Board misunderstandings. In spite of several
meetings, chairperson has not signed any minutes
25 Civil Aviation Authority Failure to assess likelihood of fraud and absence of

related policies

26 Uganda Railways Corporation - | The terms of all Board members for the Standard
SGR Gauge Railway Board had expired in November
2017

Noncompliance with corporate governance principles hinders oversight and may affect the
implementation of the organisation policies and procedures. Key decisions like approval
of procedures, manuals and budgets, staff recruitments and strategic plans are not made

I advised Management to comply with corporate governance principles as this will enhance
efficiency and effectiveness of the institutions in attaining their prescribed mandate.

4.3.3 Pending Legal Cases
I noted that a number of entities had ongoing court cases with estimated legal costs

amounting to UGX.531.4bn whose outcomes were still uncertain. Notable among them
were, Uganda National Roads Authority (UNRA) Kampala Capital City Authority and NSSF
whose contingent liability has been outstanding for over 2 years.
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4.3.4

Table 17: Pending Legal Cases

S/n | Entity No. of cases | Estimated legal Remark
outstanding | cost-UGX

1 National 15 18,000,000,000 | Estimated costs for
Agricultural outstanding court cases
Advisory Services-
NAADS

2 Kampala Sanitation 1 1,395,856,789 | Impending Legal Suits
Program (KSP) - on Disputed
National Water Compensation

Offers/claims

3 Kampala Capital N/A 39,818,479,736 | For existing and potential
City Authority legal claims

4 National Social 1 42,200,000,000 | Tax dispute with URA
Security Fund
(NSSF)

5 Uganda National N/a 430,013,722,276 | Contingent Liabilities
Roads Authority
Total 531,428,058,801

Their eventual determination and/or payment could negatively affect the cash flows and

ability of the concerned entities to continue as going concerns.

I advised Management to always ensure due diligence in carrying out their work to

safeguard against litigation and consequential unfavourable outcomes.

Wasteful/ Nugatory Expenditure

I noted cases of nugatory expenditure totalling to UGX.65.3bn in @ number of entities.
These mainly arose as a result of failure to meet contractual and payment obligations
among others. This affected the implementation of activities in the entities and on the

overall service delivery.
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Table 18: Wasteful/ Nugatory Expenditure

SN
1

10

Entity

National Agricultural
Advisory Services-
NAADS

Electricity Regulatory
Authority (ERA)
Mbarara Nkenda-
Tororo-Lira
transmission line
(UETCL)

Uganda Electricity
Transmission Company
Limited

Hoima-Nkenda
Transmission Line
Project (UETCL)

Uganda Posts Limited

Kampala Capital City
Authority

National Enterprise
Corporation — Tractor
Project

National Information
Technology Authority
Uganda

Uganda National Roads
Authority

Total

Particulars

Delayed delivery and installation of milk
coolers and pineapple juice processing
equipment to the intended
beneficiaries, Extension of LCs as a
result of non-performance

URA Penalty on under declared PAYE

Delayed acquisition of right of way
(ROW) resulting into Standby costs,
Interest charges and additional
supervision costs to the contractor
(UGX.5,076,700,788 + USD
9,936,215.1)

Surcharges for delayed payments to
Bujagali Energy Limited (BEL)

Costs resulting from delay to handover
site to KEC due to right of way
challenges (USD 982,295.99)

Penalties and fines resulted from
interest on late payments, breach of
contracts and litigation costs

Interest charged for delayed payment
of civil works

Nugatory interest paid to NSSF

Unused bandwidth

Interest on delayed payments

Exchange rate used (1USD = UGX.3,884)

Amount (UGX)
93,159,046

108,389,948

43,668,960,236

391,752,610

3,815,237,625

330,537,700

714,318,282

21,761,163

663,398,278

15,509,054,863

65,316,569,751

The wasteful expenditures could have been avoided if management of the respective

entities had acted prudently.

I advised management of the affected entities to ensure adequate financial planning and

to adhere to regulatory and contractual requirements in order to avoid wasteful

expenditure.
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4.3.5 Staff Shortages
A review of the approved staffing structures of various entities revealed a total of 2,380

vacancies in 24 entities. Some of the key vacant positions include; Commissioners,
Directors and Managers. This could have been caused by inadequate funds and budget
ceiling. The most affected entities include; National Identification and Registration
Authority (NIRA), National Drug Authority and Uganda Institute of Communications

Technology among others.

Table 19: Staff Shortages

Entity Established | Filled | Vacant | %age

S/n posts posts | posts of Gap

1 Financial Intelligence Authority 64 39 25 39%

2 National Population Council 84 49 35 42%

3 Public Procurement and Disposal of 132 101 31 23%
Public Assets Authority

4 Uganda Retirement Benefits 58 30 28 48%
Regulatory Authority (URBRA)

5 Dairy Development Authority 140 65 75 54%

6 National Agricultural Research 994 881 113 11%
Organization -NARO

7 National Animal Genetics and Data 313 142 171 55%
Bank (NAGRIC)

8 Higher Education Students Financing 36 21 15 42%
Board

9 National Drug Authority 109 32 77 71%

10 Allied Health Professionals Council 69 45 24 35%

11 Uganda Cancer Institute 294 209 85 29%

12 Uganda Medical and Dental 26 19 7 27%
Practitioners Council

13 National Information Technology 157 66 91 58%
Authority-Uganda

14 Uganda Institute of Communications 107 44 63 59%
Technology (UICT)

15 Uganda Registration Services Bureau 332 149 183 55%
- Operations

16 Amnesty Commission 75 38 37 49%

17 National Identification and 864 206 658 76%
Registration Authority (NIRA)

18 National Council for Disability 12 8 4 33%

19 National Women’s Council 8 6 2 25%

20 National Youth Council 14 9 5 36%

21 Uganda National Cultural Centre 57 38 19 33%

22 Uganda Industrial Research Institute 560 282 278 50%
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4.3.6

23

24

Uganda National Bureau Of
Standards

Uganda Wildlife Conservation &

Education Centre (UWEC)
Total

640

59

5204

306 334
39 20
2824 2380

52%

34%

Inadequate staffing affects the timely implementation of entity activities and may

adversely impact on attainment of their strategic objectives.

The respective Accounting Officers were advised to liaise with all stakeholders and have

the vacancies filled to enable the entities to adequately deliver on their mandate

Outstanding Receivables
I noted that receivables of UGX. 2.92trillion remained uncollected by various Commissions

and Statutory Authorities by 30th June 2018. The receivables increased by 26.63% from
UGX 2.31trillion in FY2016/17 as shown in the table below. This could have been caused

by inadequate collection efforts or non-compliance with credit Management policies.

Table 20: Outstanding Receivables
Bal 2016/17 - UGX | Bal 2017/18 - UGX

S/N

1

N

N o ubH W

10
11

12

Entity

Privatisation & Utility Sector
Reform Project (Divestiture &
Redundancy Accounts)
Uganda Revenue Authority -
Revenue Collection Account
Custodian Board

Capital Markets Authority
Financial Intelligence Authority
Insurance Regulatory Authority

Public Procurement and
Disposal of Public Assets
Authority

Management Training and
Advisory Centre (MTAC)
Hoima Nkenda transmission
line

Rural Electrification Agency
Uganda Energy Credit
Capitalisation Company Limited
The Interconnection of
Electrical Grids Of Nile

172,696,000,000

1,932,040,000,000

239,714,000
113,996,000
49,355,357
12,314,825

677,343,281

64,854,115,321
570,132,000

80

80,888,000,000

2,589,531,840,858

3,126,497,383
194,784,000
127,106,000
64,957,554

723,055,573
140,272,966

87,202,173,016
825,705,000

981,333

%age
change
(53.16)

34

100.00
(18.74)
11.50
31.61
(100.00)

6.75
100.00

34.46
44.83

100.00



13

14

15
16
17
18

19

20

21

22

23
24

25

26

27
28

39

Equatorial Lakes Countries
(NELSAP) Uganda Part

Equal Opportunities
Commission

Uganda National Cultural
Centre

Joint Clinical Research Centre

National Drug Authority
National Medical Stores
Uganda Aids Commission

Rural Communications
Development Fund

Uganda Broadcasting
Corporation

Uganda Communications
Commission (UCC)

Uganda Registration Services
Bureau - Liguidation

Kampala Capital City Authority

Uganda Industrial Research
Institute

Uganda National Council for
Science and Technology
National Enterprise Corporation
Construction Work and
Engineering Ltd

National Enterprise Corporation

Uganda Hotel and Tourism
Training Institute

National Environment
Management Authority
TOTAL

239,749,390

334,530,298

17,927,749,070
11,825,660,000

826,301,466
13,011,508,074

21,300,000,000

47,156,334,104

113,996,000

519,194,053

239,274,060
207,034,396

20,863,895,193

211,105,359
2,071,691,350

4,689,310,000
22,338,224,283
8,091,650,000
74,600,000

1,695,783,743
25,038,763,268
26,170,253,357
6,252,764,629

44,095,770,425
78,138,376

127,106,000

505,324,165

260,379,800
124,268,897

15,307,218,000

2,305,818,196,888 | 2,919,957,725,335

(11.95)
519.28

100.00
24.60
(31.58)
100.00

105.23
92.44
22.87

100.00

(6.49)
100.00

11.50

(2.67)

8.82
(39.98)

(26.63)

26.63

The outstanding receivables represent idle assets which constrain availability of cash for

the entities’ operations. There is a risk that the activities for which these receivables were

appropriated were not carried out which could have affected the implementation of

planned activities.

I advised Management of the affected entities to institute necessary measures to recover
the funds.
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4.3.7 Non-Compliance with statutory deductions
I noted that various entities contravened tax and NSSF laws; by failure to deduct

withholding Tax of UGX 22.48m and PAYE of UGX 526m, non remittance of PAYE of
UGX.23.75bn, VAT of UGX.3.96bn and NSSF of UGX.3.71bn during the year. Uganda Posts
Limited, Kampala Capital City Authority, Uganda Revenue Authority - Corporate Services

and Joint Clinical Research Centre were the most non-compliant entities.

Table 21: Noncompliance with statutory deductions

S/
N

10

Entity

Uganda
Revenue
Authority -
Corporate
Services
Uganda
Posts
Limited
National
Agricultural
Advisory
Services-
NAADS
Electoral
Commission
National
Library of
Uganda
National
Youth
Council
Uganda
Export
Promotion
Board
Kampala
Capital City
Authority
Joint
Clinical
Research
Centre
Uganda
Medical and
Dental

Non Deduction of Taxes

PAYE WHT VAT
3,281,864,010
442,536,000
20,052,000
28,515,000
676,696,602
2,430,540

82

PAYE

1,035,638,150

31,140,617

20,745,588,266

1,933,190,000

Non Remittance of Statutory Deductions

NSSF

3,675,217,390

373, 510,209

34,660,000



4.3.8

Practitioner

s Council
11 | Uganda 55,602,000
Road Fund
Total 526,653,000 22,482,540 3,958,560,612 23,745,557,033 | 3,709,877,390

This could have been caused by inadequate funds to meet statutory obligations.
I explained to Management that failure to withhold tax attracts fines and penalties from
the tax body.

I advised Management of the affected entities to ensure that statutory deductions are

made and remitted timely in accordance with the provisions of the law in order to avoid

penalties and interests.

Land Matters

A number of instances were noted where Government entities have continued to lose their

land to encroachers because the land is not fenced, utilised, surveyed and titled.
Table 22: Land Matters

S/N
1

10
11

Entity
Uganda Bureau of Statistics

Uganda Free Zones Authority
Uganda Investment Authority

Uganda Seeds Company Limited
Uganda Property Holdings

National Agricultural Research
Organization -NARO

National Animal Genetics and
Data Bank (NAGRIC)

Dairy Development Authority

Mandela National Stadium -
Namboole
Hoima Nkenda transmission line

Mbarara Nkenda transmission
line

Issues

Lack of Certificate of Land Title for the Statistics House
Plot 9 - Statistics Hous

Lack of land title for land acquired at UGX.7.4 billion
Failure to Revise the Service Charge from 0.5% and
Ground Rent for Leased Land

Underutilization of land and other assets

Lack of Certificate of Title for Masese Land (the
Company land located on JJA 191 Folio 8 Plot 3
Industrial Estate Link in Masese Jinja)

Lack of certificates of land titles for most of the land at
Research Institutions leading to encroachment

8 out of the 12 ranches had land encroachment issues

Absence of land title, encroachment of school land,
Dilapidated structure, no valid agreements with
tenants

Increased Encroachment on Stadium Land.

Delays in land titling
Delays in land transfer and titling
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4.3.9

12 Uganda National Oil Company Lack of Title for assets transferred to the Company

13 Uganda Posts Limited Lack of Land Titles for UPL Land - Plot 40 Margarita
Road, Kasese; Plot 18-20 Gogonyo Road, Pallisa; Plot
76 Mawokota Block 92, Mpigi; Plot 6-10 Birch Avenue,
Masaka; Plot 2-6 Mutekanga Road, Kamuli; Plot 1-11
Nsambya Road, Kampala

14 Law Development Centre ¢ Untitled Land on plots 34, 89, 155, 159, 166, 170,
221, 222, 245, 450, 451, 464, 465, 466, 482, 481,
508-510, 613-615
¢ Untitled Land in Kyadodndo and Bukoto

15 Uganda Human Rights Inadequate management of land assets
Commission
16 Parliamentary Commission Absence of land titles for 3 plots; 16-18 on Parliament
Avenue
17 National Library of Uganda Forfeiture of land/Loss of land
18 NEC Head Quarter Undeveloped Plot in Namanve Industrial Park
19 NEC Farm Katonga Un-surveyed Land/untitled land blocks 274,378 and
386
20 National Water & Sewerage Absence of land titles for assets taken over
Corporation
21 National Forestry Authority * Over 2m Hectares of Forest cover lost in last 10yrs

e Loss of land in Buhungiro Central Forest Reserve in
Kyegegwa District
e Encroachment on Namanve Central Forest Reserve
22 Uganda National Road Authority | ¢ Delayed return of residual Titles to Project Affected
Persons (PAPs)

23 Uganda Railway Corporation e Un-titled land of over 362 sq meters at Nalukolongo
leading to encroachment of some plots

I advised Management of the affected entities to process land titles and institute measures

to recover land from the encroachers.

Procurement Anomalies

I noted in several instances that a number of commissions, statutory authorities and state
enterprises did not comply with procurement guidelines during procurement and contract
management. The anomalies included un-planned procurements, unjustified use of direct
procurement, awards above market prices and un-documented procurements among

others.
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Table 23: Procurement Anomalies

S/n | Entity

1 Financial Investment
Authority

2 Insurance Regulatory
Authority

3 National Drug Authority

4 Uganda Aids Commission

5 Uganda Blood Transfusion
Services

6 Uganda Communications
Commission

7 Uganda Free Zones
Authority

8 Uganda Institute of
Communication and
Information Technology

9 Uganda Heart Institute

10 | Uganda Investment
Authority

11 | URA - Corporate Services

12 | Uganda Virus Research

Institute

Total

Issues

Uncompetitive procurement of air
tickets worth

Incomplete Procurements

Non-delivery of items paid for during
installation of Microbiology Laboratory
Contracts awarded above budgeted
provision

Delay in execution of signed contracts

Direct Procurements

Un documented procurements under
the regional blood banks

Un-justified use of direct procurement
method

Failure to enter into framework
contracts

Weaknesses in Contract Management

Procurement of air tickets by HR
Department instead of PDU

Direct Procurement

Contracts above estimated prices
Cancelled Procurements

Unplanned Procurements

Ineligible Revision of Contract Price by
more than 15%

Irregular Contract Amendment for
Additional Quantities

Failure to advertise a call for bids to
provide support and maintenance of
Disaster recovery site firewall
Non-submission of final completion
certificate for the contract for
replacement of asbestos sheets

Amount - UGX
162,261,990

210,684,500
165,811,844
82,222,500

185,670,619
36,978,521
2,031,530,472

36,279,935

29,406,600

694,476,276
2,417,186,147
412,125,972
82,826,140

618,866,009

137,155,200

7,303,482,725

The Procurements in a number of cases were not competitive and the entities may not

have achieved value for money.
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4.4
44.1

4.4.2

I advised management to strengthen controls under procurement and always ensure

compliance with the procurement laws.

SECTORAL KEY FINDINGS
ICT Sector

Redundant Resources

NITA-U signed a contract for the supply of bulk internet bandwidth of 10Gbps at a total
of USD.4,745,000 for 15 years. However, it was observed that the current national
bandwidth consumption stands at approximately 3 Gigabits per second (Gbps). I observed
that the contract locks NITA-U into paying for the entire internet bandwidth even when
not consumed. This implies that at the moment, 7Gbps is being paid for by NITA-U without
corresponding commercial utilisation. Under the circumstances, this translates to wastage
of the funds paid for the unutilized bandwidth. I advised the Accounting Officer to expedite

connection of other commercial users to ensure 100% uptake.

I also observed, that 16 sites out of the 74 MDA sites visited did not utilize the NITA-U
network, despite an investment of USD.172,400.8 (approx. UGX. 663,398,278.40). A total
of 5.1808 Km, 50 manholes, 14 switches and 2 Optical Network Units (ONUs) were
implemented towards these unutilized sites resulting in wasteful expenditure of the same
magnitude. Management explained that in September 2017, government issued a
directive to all MDAs to procure Internet Bandwidth from UTL, the Government entities
that the NBI had been extended required clear guidance before service could be activated,
and this hindered the provision of services.

I advise the government to streamline the utilisation of IT resources.

Science, Technology and Innovation Sector

Inadequacies in the Implementation of the Innovation Fund

The government created an innovation fund to support innovation, product development,
and commercialization effective FY 2017/2018. The fund aims at enhancing the capacity
of local scientists and breaking the bottlenecks along the research and innovation value

chain leading towards a knowledge society. The Ministry of Science Technology and
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Innovation is currently implementing the Fund through its three core
agencies/subventions of; Uganda Industrial Research Institute (UIRI), the Uganda
National Council of Science and Technology (UNCST), and Presidential Initiative on

Banana Industrial Development (PBID).

During the financial year under review, a total of UGX.35bn was budgeted and released
to the Ministry of Science, Technology, and Innovation for the innovation fund. I observed
that there was no clear formula applied for the distribution of the funds across the
implementing agencies. There were also no operational guidelines or policy on the

management of the innovation funds.

As a result, of the total amount released to the ministry, UGX.28,340,742,072 was
released to subventions and UGX.6,800,000,000 was retained by the Ministry for
monitoring. The Ministry did not release a total of UGX.654,217,928 meant for
subventions. I observed that there was scanty information relating to how the projects
facilitated under the fund by the subventions (UNCST, UIRI and PBID) were identified.

Under the circumstances, there is a risk that researchers with brilliant innovations may
not be accorded the chance to benefit from the innovation fund. Besides, the lack of fund

management guidelines exposes the fund to a risk of abuse.

The Accounting officer explained that the guidelines on Innovation fund are still in draft

form and before cabinet for approval.

I advised Government to expeditiously develop elaborate Policy Guidelines for the smooth

operationalization of the innovation fund to enable the creation of maximum impact.

Accountability Sector

Departed Asians Properties for which compensations were made

I noted that the Custodian board is in the process of winding up as evidenced by minute
34/DAPCB/2018 of the 16th meeting of the Board of Directors in which the Chairman
emphasized the issue of winding up Custodian Board activities within one year. I noted
that management is still in the process of claiming some assets which were not rightfully

repossessed.
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Management explained that 115 properties whose former owners had been earlier
compensated through the British High Commission and 87 properties for which UNHCR
made compensations to former owners way back in 1999, were not under the control of
the Custodian Board by the time of the audit. The Board maintains that the seating tenants
did not legally repossess the properties and are not paying rent. I noted that some of the
properties are in prime locations of Kampala City, for example; Kampala road, Hannington
road, Kololo hill drive, Clement Hill drive, Dewinton road, etc.

Given the impending winding up activities of the Board, there is a likelihood of closure
without proper accountability of the said properties which places them at risk of being lost

and occasioning a loss to Government.

I advised government to establish a proper mechanism of following up such assets even
when the Board has wound up its activities to ensure proper accountability for the assets

in question.

Works and Transport Sector

Delayed return of Residual Titles to Project Affected Persons (PAPs)

It is a requirement under the Land Act 1998 subsection (3) for an authorized undertaker

executing public works on land to promptly pay compensation to any person having an
interest in the land for any damage caused to crops or buildings and for the land and
materials taken or used for the works. In the process of compensation, UNRA should
obtain titles for the land acquired and return them to the land owners after mutation.

Despite having raised this issue in the previous audits, the audit team noted that since
2014, approximately only 222 titles (5%) had been returned to PAPs out of over 4,319
titles collected. This implies that over 4,097 residual titles have not been returned to the
affected persons. Of this number, about 169 titles were indicated ready though not yet
returned to PAPs yet some of the roads were completed years back and are being used.
There are potential risks that some of the land titles initially surrendered to UNRA may be

untraceable.

I advised UNRA to liaise with Ministry of Lands to have this process fast-tracked.
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Entebbe International Airport -Expansion Project Management
On 8 October 2014, Civil Aviation Authority (CAA) and China Communications Construction

Company (CCCC) entered into a contract for the upgrading and expansion of Entebbe

International Airport (Phase 1). To access funding for the project, Government of Uganda
(GoU), represented by the Ministry of Finance, Planning & Economic Development
(MoFPED), signed a concessional agreement with EXIM Bank of China dated 31 March
2015 for a principal amount not exceeding Renminbi 1.26 Billion (USD 200 million) and
interest to be charged at a rate of at 2% per annum. Management fees and commitment
fees payable are 0.25%. Subsequently, an on-lending agreement was signed between
GoU and CAA in November 2015 in which GoU agreed to lend to CAA as borrower the
amount borrowed (USD 200 million). The on-lending agreement also transferred all the
obligations of GoU as principal borrower from EXIM Bank to CAA.

However, I noted that there are inconsistencies in the operationalisation of the
requirements of the agreements.. The deemed actions of the different parties are
contradictory to the requirements of the agreements. Some of the inconsistencies noted

are highlighted below:

e CAA has not fulfilled the terms to fund the repayment reserve account, rather this has
been done by GoU; Under the original Government Concessional loan agreement,
although the GoU was to pay a management fee of Renminbi 1.315 million, this fee
was paid by CAA;

¢ Under the refinancing agreement and funding of the escrow account, it is clearly stated
that repayment of the loan is the responsibility of the end user (CAA) and the accounts
should be funded using the revenues and collections from the operation of the airport.
However, so far it is the Ministry of Finance that has made the interest payments and

no revenue collections are being deposited on the escrow accounts as expected.

The inconsistencies in the operationalisation of the agreements and the involved parties'
deemed actions represent non- compliance/ breach of contract that could result in
penalties and even cancellation of the facility.

The initial contract signed between the contractor and CAA requires an independent
consultant's verification report before the contract can be deemed to come into effect.
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However, it was noted that the 2 subsequent addenda to this contract exclude this clause.
Given the complexity and the nature of the agreement, involving an independent
consultant’s verification prior to and during construction would represent best practice and
contribute to ensuring that the objective of value-for-money is achieved. I advised
management to take the necessary steps to ensure that the operationalisation of the
contracts and the actions of the different parties are in agreement with the original

contracts signed and being adhered to by the different parties.

Trade and Industry Sector
Non-operational projects invested in through Uganda Development

Corporation

Since 2012, government has made investments in various projects, through Uganda
Development Corporation (UDC), amounting to UGX70.1bn. I however noted that projects
with investments of UGX53.2bn are not operational. Refer to table below for details.

Table 24: Non-operational projects

No | Investment Amount spent in the FY | Accumulated Amount
2017/2018 (UGX)
1 Soroti fruit Factory 2,563,768,000 13,353,129,943
2 Luwero fruit factory 0 367,142,000
4 | Tea project 2,697,556,773 10,704,080,460
5 Kira Motor Corporation 3,509,089,000 7,156,734,353
6 | Kira ashok 0 1,146,879,627
7 | Sheet Glass 133,032,000 215,219,000
8 [ Uganda National 200,000,000 400,000,000
Commodity Exchange
Zombo tea Factory 63,526,000 63,826,000
10 | Atiak sugar factory 19,811,808,120 19,811,808,120
Sub-TOTAL 28,978,779,893 53,218,819,503
11 | Kalangala Infrastructure 0 16,867,500,000
Services (KIS)
Total 70,085,319,505

The only operational project of KIS with an investment of UGX 16.9bn and 45.7%
shareholding by UDC has not declared any profits to UDC since 2012.
Government should ensure adequate follow up on the progress in order to achieve the

intended objectives of eradicating poverty among communities.
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I also noted that contrary to Section 4(e) of UDC Act which requires UDC to take over the
interest of Government assets in order to manage, promote and facilitate the interest of
Government in those entities this has not been achieved as envisaged in some of the
assets that included Amber House, Embassy House, Development House, Munyonyo
Commonwealth Resort, Nile Hotel, Phoenix Logistics and Tristar apparels. The continued
exclusion of these assets from the envisaged management by UDC could lead to loss of
revenue to Government.

UDC indicated that the process of taking over these assets is on-going and some of which
are in the final stages.

Government should ensure the assets are placed under the control of UDC for better

management.

4.4.6 Agriculture Sector

Implementation of Coffee Development Strategy

Government desires to accelerate coffee exports from 3.5 million 60-kg bags per year to
20 million 60-kg bags by 2020. To achieve this goal, HE the President directed that 300
million seedlings should be planted every year from FY2014/15 to FY 2017/18 financial
years.

I noted that the UCDA had inspected and certified for export 4.4 million bags in the year
which is a 0.9 million increase from 3.5 million bags in 2014 when the goal was set
however, this goal may not be achieved in the set timelines due to the various challenges
encountered during its implementation some of which include;

e Low survival rates of the seedlings planted at only 42%.

e Inadequate coffee extension workers as there are only 44 extension officers who
provide extension services to over 1,000 sub-counties in the 104 coffee planting districts.
e Distribution of seedlings was not based on demand as the targeted farmers are not
listed for purposes of distribution. Therefore there is minimal verification made as to
whether the distributed seedlings are planted by farmers which is mainly attributed to the
few extension workers;

e There is also lack of a farmers’ register as UCDA did not maintain a farmers’ register.
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My inspection of coffee seedlings planted in Mukono, Pader, Gulu and Amuru Districts
revealed confirmed the challenges indicated above.

Management explained that that they had signed MoUs with private organizations that
have extension staff and this is anticipated to provide additional support to farmers. In
addition, management is building capacity of District and Sub County Extension staff
within the Single-Spine Extension system to offer coffee specific knowledge and
information to farmers.

Government should expedite the current recruitment drive under the single spine

extension system to address the challenges in the Agriculture sector.

SUMMARY OF AUDIT RESULTS OF ENTITIES
This section summarises the findings in each individual audit report. It includes all entities

with modified and unmodified opinions. These were classified as matters of high significance
during audit and comprise of findings in the basis for qualified opinion paragraphs, key audit
matters, emphasis of matter and other matters raised. The details are in the individual

reports issued separately to Parliament and Accounting Officers. Refer to Annexure III
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PART 5: LOCAL AUTHORITIES/ GOVERNMENTS

5.0

5.1

LOCAL AUTHORITIES/ GOVERNMENTS

SUMMARY OF AUDIT RESULTS

During the year ending December 2018, the directorate of Local Government planned to
undertake 2,434 financial audits
Divisions, 330 Town Councils, 355 Secondary Schools and Tertiary Institutions (Financial
year 2017) and 1,463 sub counties .

including; 121 Districts 41 Municipal Councils, 124

However, by the end of the Audit year 2018, the Directorate had completed 121 Districts,
41 Municipal Councils, 355 secondary schools and Tertiary, while 440 sub counties were
still work in progress and as detailed below;

Table 25: Summary of Audit Results

Entity category Planned Completed Percentage Audits in
Audits audits (%) progress
Districts 122 122 100.0%
Municipal Councils 42 42 100.0%
Divisions 124 0* 0.0%
Town Councils 330 0* 0.0%
Secondary Schools and 355 355%* 100.0%
Tertiary Institutions
Sub counties 1463 1042%** 440
Total 2436 1561

*incomplete due to budget cuts;

*¥reports were issued during the year.
***| ower local government for the FY 2014/2015 issued

I have also included the cross cutting issues in Secondary Schools and Tertiary Institutions

for the audit of financial year 2017. In addition I have included the cross cutting issues

arising from the audit of 1,042 Sub counties during the year 2014/15.

Finally my report gives a summary of Opinions on financial statements audited, the

modified opinions issued including reasons for modification for consideration by the

oversight committee of Parliament.
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5.2

5.2.1

CROSS-CUTTING ISSUES FOR CONSIDERATION BY THE OVERSIGHT
COMMITTEES

Performance of Youth Livelihood Program (YLP)

The Youth Livelihood Programme (YLP) is a Government Programme being implemented
under the Ministry of Gender, Labour and Social Development (MoGLSD). The programme,
which started in the financial year 2013-2014, was to respond to the existing challenge of
unemployment among the Youths and is being implemented in all the 112 districts of
Uganda (including Kampala), with a projected total budget of UGX.265 billion. It is also

worth noting that the program is run on a revolving mechanism.
The results from my review of this program for the period 2013/2014 and 2014/15 have
been reported on in section 2 of this report. This section relates to results from my review

of the period 2015/16 to 2017/2018.

Delays in fund access by the Youth groups

I noted that although all funds disbursed from the ministry were duly received by the
districts; many districts had delayed to remit funds to the YIGs for more than three
months. Out of the UGX124,818,278,518 disbursed to the district for the period 2013/2014
to 2017/2018, a total amount of UGX.122, 232,424,586 was approved and disbursed to
15,949 Youth Groups leaving 2,585,853,932 withheld at the districts. Failure to timely
disburse the funds affects implementation of projects and ultimately the rate of recovery.
There is also the risk of misuse and diversion at the districts.

The was attributed to challenges of YIGs in obtaining TIN and supplier Numbers from URA
and MOFPED, delays by YIGs opening bank accounts and failure by LGs to timely train the

successful YIGs due to either lack of commitment or delayed release of operational funds.
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Status of fund recovery

Section 4.0(xvii) of the YLP program document, 2013 provides that the Youth Grants shall
be administered in an interest-free Revolving Fund arrangement. It further provides that

that the overall period of repayment should not exceed 3 years. I noted the following:

Recoveries From Ongoing Projects (2015/16 — 2017/18)
Projects which received funding during the period 2015/2016 - 2017/2018 were

considered to be ongoing and therefore presented partial recoveries.

During this period, an amount of UGX.83.3bn was disbursed to Youth Groups.

An analysis of performance over the period revealed that the rate improved over the
period increasing from 24% in 2015/16 to 60% in 2017/18 as shown in below:

Table 26: Recoveries for on-going projects for 2015/16-2017/18

Financial Due for recovery Recovered Rate
Year

2015/16 11,290,540,819 2,673,218,476 24%
2016/17 12,121,547,096 6,309,586,720 52%
2017/18 18,905,742,549 11,421,195,874 60%

The positive trend was attributed to; Development and inclusion of performance indicators
on YLP in the Annual Local Government Performance Assessment Tool; Invoking of
sanctions against poor performing districts by suspending disbursement to the non-
compliant DLGs; Undertaking of joint inspection activities at Local Government level to
enhance accountability, reporting and responsiveness of DLGs in the implementation of
the Programme; Regular joint monitoring and supervision of Local Governments and Youth
Groups by the MoGLSD and MoLG; Increased sensitization on radio-talk shows, TVs and
Community meetings by MoGLSD, RDCs, IGG and Youth Leaders to strengthen social
accountability; Deployment of Programme Officers at the Regional level for close
supervision and backstopping of the Local Governments; Collaboration with Police, IGG,
and Judiciary to handle reported cases and routine monitoring and implementation
support among others.
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It should however be noted that while there has been a positive trend in fund recovery,
the rate was still unsatisfactory an indication of continued program implementation

challenges.

I advised management to address the causes of non-recovery identified above in order to
minimise future losses and to be able to achieve the ultimate objective of reducing Youth

unemployment.

Delays in revolving of recovered funds

Out of the total amount of UGX.16.1bn received on the revolving fund account in BoU,
UGX.8.1bn had been revolved to other Youth Groups. The balance of UGX.8.0bn (50%)
was yet to be disbursed by 30th June 2018. This was attributed to delays by districts to
submit the applications to the ministry. Delay in revolving funds to other eligible groups
undermines the ultimate goal of the program.

I advised the Accounting Officer to adhere to the programme guidelines so that the

funding in the revolving account is rolled out to other beneficiaries.

Accounting and Controls
Unverified Pension and Gratuity

Although the Consolidated Financial Statements disclose an amount of UGX. 32.8bn as
Gratuity and pension liabilities as at 30th June 2018, I observed that a total of UGX. 14.5bn
was not properly supported with documentation.

Under the circumstances, I was not able to provide assurance that the amounts in question
are genuine liabilities to government.

I advised the Accounting Officers to ensure that these pension arrears are paid after a
comprehensive verification of the supporting documentation.

Mischarge of Expenditures

I noted that during the year under review, a total of UGX 1.5bn was charged on items

which do not reflect the nature of the expenditure.
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This was majorly attributed to the accounting framework which has limited expenditure
codes. Mischarge of expenditure undermines the purpose of budgeting as a control tool

and impacts on the credibility of the financial statements.

I have advised the Accounting Officers to engage the Accountant General to address the

matter.

Low absorption/Unspent Balances
Section 45 (3) Public Finance Management Act (PFMA) 2015 provides that an Accounting
Officer shall enter into an annual budget performance contract with the Secretary to the

Treasury which shall bind the Accounting Officer to deliver on the activities in the work
plan of the vote for a financial year submitted under section 13 (15). It was observed that
in 10 Districts and in 1 Municipal Council an amount of UGX. 11,770,488,982 had not been
utilised by the end of the financial year. Failure to implement all the planned activities is

an indication of capacity gaps and delays in release of Funds.

I advised the Accounting Officers to engage Ministry of Local Government and Ministry of

Finance Planning and Economic Development to address the challenges.

Assets Management
Management of Medical Equipment

Inspection of 26 District hospitals and 90 Health Centre IV revealed that 9 (8%) Health

Facilities did not have an inventory of all their medical equipment exposing the medical

equipment to mismanagement and loss without trace. I further observed that a number
of key medical equipment was either missing, non-functional or not in fair condition as

summarised in the table below.
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Table 27: Status of Medical Equipment

No | Basic Medical Availability | Functiona Non % of Non-
Equipment | Functional | Functional
Vacuum Extractor 25 13 12 48%

2 | Resuscitation manual 34 28 6 18%
adult

3 | Ultra sound scanner 25 17 8 32%

4 | Centrifuge 8 piece 30 21 9 30%
electricl

5 | Blood pressure 212 157 55 26%
machines[bp]

6 | Oxygen cylinders 106 66 40 38%
(large size)

7 | Ophthalmoscope 39 20 19 49%

8 | Blood bank 54 31 23 43%
refrigerator
Total 525 353 172

The above critical equipment was non-functional due to absence of technical staff required
to maintain and operate them and lack of adequate maintenance budget.

During inspection I noted that there was no skilled personnel to handle the
Ophthalmoscopes equipment used for eye examination in 30 (27%) out of the 110 Health

Facilities visited.

Consequently, patients are referred to distant facilities to receive the same services putting
their lives at risk. In addition lack of skilled staff required to handle and operate the
specialist medical equipment leads to poor diagnosis and increased costs due to poor

handling of equipment.

I advised the Accounting Officers to engage the relevant Authorities for funding the

maintenance budget and recruitment of the required technical staff.
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5.2.4 Management of Natural Environment

Lack of Environmental Committees

Section 14 and 16 of the National Environment Act, 1995 requires the Authority shall, in
consultation with the Local Councils to provide guidelines for the establishment of the
Environment committee for each Local Council, in this Act referred to as a District or
Municipal Environment Committee. The function of the committee among others is to
coordinate the activities of the council relating to the management of the environment,
ensure that there are appropriate mechanisms in place to address the poor practices on

the natural resources and prepare a state of the environment report every year.

Contrary to the requirement under the Act, it was observed that out of 117 District, 38
(32%) did not have Environmental Committees. I further observed that out of the 44

Municipal Councils 7 (16%) did not have an Environment Committee in place.

Lack of the committee negatively impacts on the management of environment and natural
resources in the Local Governments as there is no adequate monitoring and supervision
of the usage of Natural Resources. This was mainly attributed to inadequate funding to

facilitate the work of the Committee.

I advised the Accounting Officer to engage the relevant Authorities to ensure that funds
are secured and the Environmental Committees are established in accordance with the
Law.

Unlicensed Activities on Natural Resources

Section 37(3) of the National Environment Management Act, 1995 requires that the
authority may, in consultation with the lead agency and the District Environment
Committee, declare any wetland to be a protected wetland, thereby excluding or limiting
human activities in that wetland while Section.36 provides for restrictions on the use of
wetlands and requires a person to obtain written approval from the authority given in

consultation with the lead agency.

Audit inspection revealed that there were a number of unlicensed activities carried out on
various wetlands and forests in form of cultivations, settlement and waste dumping. I

observed that out of the 117 districts, 88 (75%) were affected by unlicensed activities in
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the wetlands while 48 (41%) lacked a register of licensed activities on the gazetted

wetlands.

The continued undertaking of these practices on the natural resources continues to have
adverse effects on the environment like climate change and unbalanced eco system. This
was majorly attributed to inadequate staffing coupled with limited funding to carry out

the necessary monitoring activities, and lack of legal ownership of the natural resources.

I advised the Accounting Officers to address the issue of legal ownership, lack of registers
and institute measures to ensure that utilisation of natural resources is in accordance with

the law.

Existence and Functioning of the Physical Planning Committees
I observed that 34 Districts and 13 Municipal Councils out of a total population of 117 and

44 respectively lacked Physical Planning Committees contrary to the Physical Planning Act,
2010. I further noted that, all the Local Governments with the committees in place, lacked
representation of a Physical Planner/Architect from private practice as required by law. In
addition I observed that in all Councils there was neither a budget nor expenditure on

activities of the committee implying non-prioritization of their functioning.
Absence of planning committees affects physical planning as there is no oversight body
to enforce existing plans which results in unplanned developments, increased land

conflicts, encroachment, pollution, and flooding.

I advised the Accounting officers to ensure that the Physical Planning Committees are
established, have detailed plans in place and budgeted for.

Garbage Management in Municipal Councils

Section 39(1) of Local Government Act 1997 (as amended) empowers urban councils to
make bye-laws in relation to their powers and functions. Part three of the Second Schedule
of Local Government Act, 1997 Cap 243 (as amended) requires urban councils to offer

sanitary services for the removal and disposal of garbage. Inspection revealed that 13
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(33%) out of 39 Municipal councils (MCs) lacked bye laws in relation to management of
garbage. I further noted that out of the 39 Municipal Councils 21 (54%) lacked transport
equipment, composite sites and treatment facilities.

Consequently, large quantities of garbage remained uncollected and inappropriately

disposed which is hazardous to human beings and the environment.

I advised the Accounting Officer to liaise the relevant authorities to ensure that by-laws

are approved and enforceable and source funding for waste management.

o Financial Statements for Lower Local Governments Financial Year

2014/2015

In my audit reports for the two previous years, I noted that there was still a problem with
presentation of financial statements in the Lower Local Governments.

In the financial year under review, I finalised 1042 audits of lower local governments
earlier noted. The earlier noted shortcomings were persistent. The anomalies include;

e Non-adherence to presentation and disclosure requirements as per Local
Government Financial and Accounting Manual 2007, for example, lack of cash flow
statements, memorandum Statements and schedule.

e Lack of Board of survey reports

e Lack of other statements, schedules and Notes to the accounts.

e Incomplete Financial Statements

e Lack of accountability documents

e Un authorized excess expenditure

¢ Non-disclosure of Comparative figures in the Financial statements

e Misstatement of account balances.

¢ Non- preparation of primary books of accounts such as Ledgers, cash books, and
vote books.

e Lack of Revenue Registers

e Failure to prepare Financial Statements

Preparation of Financial statements is a stewardship role in which accountability for
application of resources entrusted to Accounting Officers is reported to the stakeholders.
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Failure to present financial statements properly impairs interpretation and analysis of
entity performances. This was attributed to understaffing, lack of training, Low levels of
practical experience by clerks and non-adherence to the guidance provided in the Local

Governments’ Financial and Accounting Manual 2007 and other accounting standards.
I advised the Accounting Officers to liaise with responsible authorities to address the

staffing and capacity gaps in the Lower Local Governments.

5.3 SUMMARY OF AUDIT RESULTS OF SPECIFIC ENTITIES
The summary of audit results includes all matters that were classified as matters of high

significance during audit. These comprise of matters in the basis for qualified opinion
paragraphs, key audit matters, emphasis of matter and other matters raised. The details
are in the individual reports issued to Parliament and Accounting Officers. Refer to

Annexure IV
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PART 6: VALUE FOR MONEY

6.0

6.1

6.2

VALUE FOR MONEY

OVERVIEW

This part contains summary reports of 10 Value for Money (VFM) audits undertaken during
the audit year ended 31t December 2018. The summary reports contain the scope, key
findings, conclusions and recommendations made for each of the VFM audits undertaken.
The detailed reports have been separately issued and copies are available on the OAG
website.

DEFINITION AND FOCUS OF VFM AUDITS

A VFM audit is an independent and objective examination of whether government
undertakings, systems, operations, programmes, activities or operations are operating in
accordance with the principles of economy, efficiency and effectiveness and whether there
is room for improvement. Economy, efficiency and effectiveness (3Es) can be defined as

follows:-

¢ Economy — Minimizing the cost of resources. The resources used should be available

in due time, in an appropriate quantity and quality and at the best price.

e Efficiency — Getting the most from available resources. It is concerned with the
relationship between resources employed and outputs delivered in terms of quantity,
quality and timing.

o Effectiveness — concerns meeting the objectives set and achieving the intended

results.

These principles (3Es) also encompass audits addressing environmental management and

equity.

Value for Money audits are conducted in accordance with International Organization of
Supreme Audit Institutions (INTOSAI) standards. Those standards require that a
performance audit should be planned, conducted and reported on in a manner, which
ensures that an audit of high quality is carried out in an economic, efficient and effective

way and in a timely manner.
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In carrying out such an audit, the auditor takes an analysis of the conditions that are

necessary to ensure that the principles of economy, efficiency and effectiveness can be

upheld. These conditions may include good management practices and procedures to

ensure the correct and timely delivery of services. Where appropriate, the impact of the

regulatory or institutional framework on the performance of the audited entity is also

taken into account.

Value for Money Audits Undertaken

1.

Performance audit of government of Uganda’s preparedness for implementation of
sustainable development goals (2030 agenda)

Management of wetlands in Uganda by the wetlands management department
(WMD) under the ministry of water and environment (MWE)

3. The regulation of universities by the National Council of Higher Education

9.

The identification and registration of persons by the National Identification and
Registration Authority

Report on the facilitation and promotion of export trade by Uganda Export Promotions
Board

An evaluation of the output based aid project implemented by Rural Electrification
Agency

The reliability of meteorological information produced by Uganda National
Meteorological Authority (UNMA)

Follow up report on the value for money audit on regulation and monitoring of drilling
waste in the Albertine graben by the National Environment Management Authority
(NEMA)

Budget performance by the health sector

10. Budget performance by the works sector
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6.3
6.3.1

KEY FINDINGS, CONCLUSIONS AND RECOMMENDATIONS
PERFORMANCE AUDIT OF GOVERNMENT OF UGANDA’'S PREPAREDNESS FOR
IMPLEMENTATION OF SUSTAINABLE DEVELOPMENT GOALS (2030 AGENDA)

The Sustainable Development Goals (SDGS) also referred to as the 2030 Agenda are a set

of 17 aspirational goals elaborated through 169 targets and 232 indicators. The UN
member states are expected to use SDGs to frame their agenda and political policies over
the 15 years from January, 2016 to December, 2030. The SDGs form a cohesive and
integrated package of global aspirations the world committed to achieve building on the
accomplishments of their predecessors the Millennium Development Goals (MDGs). The
2030 Agenda seeks to drive the economic, environmental and social dimensions of
sustainable development through five pillars namely; people, planet, prosperity, peace

and partnerships.

During the United Nations General Assembly in New York, September 2015 the
Government of Uganda was among the UN Member States that adopted the
comprehensive, far reaching and people centred set of universal and transformative goals
and targets. The declaration gave states the primary responsibility to follow-up and
review, at the national, regional and global levels, the progress made in implementing the

goals and targets over the fifteen years of the Agenda.

The preparation of Uganda’s NDPII (2015/16-2019/20) coincided with the inter-
governmental negotiations on the SDGs in 2015. This gave the Government of Uganda an
opportunity to try and integrate the SDGs framework into its national plan, accelerate
national efforts towards achieving a middle income status, while pursuing sustainable and
inclusive development within the framework of the Uganda Vision 2040 and the second
National Development (NDP II). Accordingly, Uganda was among the 22 countries that
volunteered to conduct a National status review under the auspices of the first High Level
Political Forum (HLPF) in July 2016 to establish the country’s readiness.

The Office of the Prime Minister is charged with the responsibility of creating an enabling
environment conducive to the implementation of SDGs. SDGs activities are guided by the
established SDGs Coordination Framework, 2017 and SDGs roadmap, 2018.
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The objective of this audit was to assess the Government of Uganda’s preparedness to

implement the 2030 Agenda.

KEY FINDINGS

The Government of Uganda (GoU) through the OPM has made strides in preparing the
country for the implementation of SDGs. The government formulated the SDGs
Coordination Framework in 2017 and launched the SDGs roadmap in 2018. As required by
the SDGs Coordination Framework, the key institutional Technical Working Groups namely:
the Planning; Data; Finance; Communication and advocacy; Coordination, Monitoring and
Evaluation and reporting that should steer the SDGs function have been established and
operationalised. However, this audit has identified key bottlenecks that still impede the full
operationalisation of the SDGs activities as envisaged under the SDGs Coordination

Framework as outlined below;

Integration of SDGs into National Context

Uganda committed to take ownership and establish national frameworks for the
implementation and achievement of the 17 SDGs. NPA was expected to guide the review
process for identification of applicable goals and targets, and how they were to be
reflected in Uganda’s development policies, strategies, and planning processes to identify
areas for improvement. By the time of audit, June 2018, the NPA had not undertaken a
review of the national policies and frameworks with respect to SDGs to identify gaps and
develop an action plan to address them. There were no targeted reviews done to assess
how the existing Comprehensive National Development Planning Framework (CNDPF),
National Policy for Public Sector Monitoring and Evaluation (NPPSME), GAPR, and the
Results Reporting Framework (RRF) accommodated the elements of SDGs.

Alignment of Policies, Budgets and Programmes to SDGs
NPA undertook a preliminary assessment that put the level of NDPII alignment to the global

targets of the SDGs at 69% (strategic level).However the road map developed was not
clear on when and how the remaining 31% will be incorporated into the National
development framework. It was also observed that NPA had not mapped and
communicated the applicable targets and indicators for each sector, MDA, LGs, private

partners and CSOs. In addition, guidelines for mainstreaming SDGs into sectors, MDAs
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iv.

V.

and Local government plans had not been developed. Without a framework for
mainstreaming SDGs, assessment of alignment of sectors, MDAs and LGs to SDGs will

present challenges.

Policy integration and coordination
TWGs are not functioning as envisaged in the SDG coordination framework. The

committees and TWGs were not fully constituted; there was no record of quarterly
meetings and progress reports. None of the TWG had appointed its full membership, and

assigned responsibilities to the various parties in the TWG.

Creating ownership and engaging stakeholders in integrating the SDGs into the

national context

Overall, the level of public awareness on SDGs in the country remained low as reflected in
responses obtained through interviews conducted by the audit team in selected MDAs and
LGs. There were no specific SDG outreaches organised to engage and get views of various
stakeholders at regional and local government levels for consideration in the preparation
process. Whereas the TWG on communication and advocacy had developed a
communication framework for SDGs, it was yet to develop the communication and
advocacy strategy. The MOICT&NG with support from UNDP had translated SDGs
awareness messages into 10 local languages in form of brochures. However, the
communication and advocacy TWG did not provide evidence of having disseminated them

to sectors, MDAs, LGs and communities as intended.

Mobilizing resources and capacities for implementing the 2030 Agenda
The Finance TWG led by MoFPED was expected to use the identified national programs

and applicable targets for Uganda to assess the resources needed in terms of financing
and capacity development to deliver the 2030 Agenda. This was to include reviewing and
enhancing the existing arrangements for mobilising resources, knowledge sharing,
technology and partnerships for implementing the 2030 Agenda in Uganda. It was
observed that MoFPED was in the process of developing a domestic revenue mobilization
strategy for Uganda with the aim of raising tax-to-GDP ratio from 14% to 16% by 2019/20
in line with the set target under the NDPII and medium-term Sustainable National

Development Plan. However the delay by NPA in identification and integration of all SDG
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vi.

targets into the national development plans presents a risk that the current revenue
mobilisation efforts may not fully address the needs of the 2030 Agenda. It was also

observed that TWGs had not been facilitated to implement their planned activities.

Monitoring, follow-up, review and reporting on progress towards the

implementation of the 2030 Agenda
The 2030 Agenda required monitoring, follow up, review and reporting processes for SDGs

to be a primary responsibility 