REPORT OF THE AUDITOR-GENERAL ON KENYA SCHOOL OF GOVERNMENT
FOR THE YEAR ENDED 30 JUNE, 2020

REPORT ON THE FINANCIAL STATEMENTS
Qualified Opinion

| have audited the accompanying financial statements of Kenya School of Government
set out on pages 27 to 54, which comprise the statement of financial position as at
30 June, 2020, and the statement of financial performance, the statement of changes in
net assets, the statement of cash flows, and the statement of comparison of budget and
actual amounts for the year then ended, and a summary of significant accounting policies
and other explanatory information in accordance with the provisions of Article 229 of the
Constitution of Kenya and Section 35 of the Public Audit Act, 2015. | have obtained all
the information and explanations which, to the best of my knowledge and belief, were
necessary for the purpose of audit.

In my opinion, except for the effect of the matters described in the Basis for Qualified
Opinion section of my report, the financial statements present fairly, in all material
respects, the financial position of the Kenya School of Government as at 30 June, 2020,
and of its financial performance and its cash flows for the year then ended, in accordance
with the International Public Sector Accounting Standards (Accrual Basis) and comply
with the Kenya School of Government Act No.9, 2012 and the Public Finance
Management Act, 2012.

Basis for Qualified Opinion
1. Land Without Ownership Documents

The statement of financial position and Note 17 to the financial statements reflects
property, plant and equipment balance of Kshs.6,640,465,746. Included in the balance
are freehold parcels of land owned by the School at Mombasa and Matuga campuses
valued at Kshs.736,200,000 and Kshs.47,500,000 respectively but whose title deeds
were not provided for audit review.

1.1 Excluded Leasehold Land

The statement of financial position and Note 18 to the financial statements reflects
leasehold land balance of Kshs.1,971,989,175. The balance includes six parcels of land
valued at Kshs.1,677,336,407 located at Lower Kabete that have been illegally hived off
and allocated. Although available information indicates that these allocations have since
been revoked by a court of law, and the School has taken back possession of the six
parcels of land, ownership documents to the parcels are yet to be obtained.

Consequently, the completeness and ownership of the Leasehold land of
Kshs.1,971,989,175 as at 30 June, 2020 could not be confirmed.
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1.2 Lack of a Comprehensive Fixed Assets Register

The fixed asset register maintained by the School is not comprehensive and lacks the
following aspects; cost of the assets, date of acquisition, physical location and
depreciation charge for the year, the accumulated depreciation and net book value.
Further, the School’s assets valued at Kshs.11,070,763 are not tagged for unique
identification. The risk of loss due to pilferage or theft is high.

Consequently, it was not possible to confirm the completeness and existence of the
Property, Plant and Equipment of Kshs.6,640,465,746 as at 30 June, 2020.

1.3 Non-Valuation of Assets

As reported previously, the School continues to carry in its books, assets which are fully
depreciated but accrued benefits from their usage. Although the valuation process has
commenced with part of the headquarter assets having been valued during the year under
review, the valuation amounts have not been incorporated into the financial statements.

Consequently, the accuracy and completeness of the Property, Plant and Equipment
balances of Kshs.6,640,465,746 as at 30 June, 2020 could not be confirmed.

2. Unexplained Receivables from Exchange and Non-Exchange Transactions
Balances

The statement of financial position reflects receivables from exchange and non-exchange
transactions balances of Kshs.1,200,186,725;(2019 - Kshs.1,369,047,064) and as
disclosed under Note 22 to the financial statements, includes unexplained and
unsupported Embu campus debits and credits balances of Kshs.26,052,224 and
Kshs.5,975,139 respectively resulting in a net of Kshs.20,077,085. The balance owed by
the campus being a related party should have been reconciled.

2.1 Long Outstanding Receivables

The receivables balance includes an amount of Kshs.526,916,141 that have been
outstanding for a period exceeding 120 days. Included in this balance are amounts due
from defunct Institutions of Kshs.20,401,731 and foreign customers of Kshs.20,295,271
all totalling to Kshs.40,697,002. Management has not explained how the credits were
extended to the concerned institutions and individuals despite the Schools credit policy
requirement of advance payments prior to the commencement of any courses /activities.
No much efforts have been made to recover the balances and no provisions have been
made for their doubtful collection.

In view of the foregoing, the accuracy and completeness of the receivables from
exchange and non-exchange transactions balances of Kshs.1,200,186,725 as at
30 June, 2020 could not be confirmed.
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3. Unsupported Staff Remittances

The statement of financial position reflects trade and other payables balance of
Kshs.1,165,137,530 and as disclosed in Note 24 to the financial statements. Included in
the balance of trade and other payables is staff remittances of Kshs.28,472,436
comprising of bank and Sacco check-offs and staff welfare of Kshs.8,209,755,
Kshs.6,340,315 and Kshs.2,331,392 respectively. However, the documents provided in
support amounted to Kshs.26,381,742 resulting to an unexplained variance of
Kshs.2,360,694.

3.1 Unsupported VAT Payable Balance

Included in the payables balance is VAT payable amount of Kshs.25,634,424. However,
the schedule provided in support of the balance amounted to Kshs.1,107,437 leaving out
Kshs.24,526,987 unsupported.

3.2 Unsupported Withholding Taxes (VAT & Income)

Included also in the balance is withholding taxes on VAT and income of Kshs.5,789,801
whose detailed analysis of the tax return certificates making up the balance was not
provided for audit verification.

Consequently, the accuracy and completeness of the trade and other payables balance
of Kshs.1,165,137,530 as at 30 June, 2020 could not be confirmed.

4. Un-Supported Expenditures

The statement of financial performance reflects general expenses expenditure of
Kshs.669,710,478 and as disclosed in Note 16 to the financial statements. Included in the
expenditure is advertising and publicity, hospitality and hire of accommodation costs of
Kshs.947,146, Kshs.872,061 and Kshs.969,123 respectively all totalling Kshs.2,788,330.
However, documents in support of the payments were not provided for audit review.

4.1 Included also in general expenses are repairs and maintenance and security services
expenditure of Kshs.4,624,557 and Kshs.814,615 respectively totalling
Kshs.5,439,172. However, the supporting documents for procurement process,
professional opinions and the contract documents or service agreements were not
provided for audit review.

Under the circumstances, the accuracy and validity of the general expenditure totalling to
Kshs.669,710,478 could not be confirmed.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the Kenya School of Government Management
in accordance with ISSAlI 130 on Code of Ethics. | have fulfilled other ethical
responsibilities in accordance with the ISSAI and in accordance with other ethical
requirements applicable to performing audits of financial statements in Kenya. | believe
that the audit evidence | have obtained is sufficient and appropriate to provide a basis for
my qualified opinion.
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Key Audit Matters

Key audit matters are those matters that, in my professional judgement, are of most
significance in the audit of the financial statements. There were no key audit matters to
report in the year under review.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC
RESOURCES

Conclusion

As required by Article 229(6) of the Constitution, based on the audit procedures
performed, except for the matters described in the Basis for Conclusion on Lawfulness
and Effectiveness in Use of Public Resources section of my report, | confirm that, nothing
else has come to my attention to cause me to believe that public resources have not been
applied lawfully and in an effective way.

Basis for Conclusion
1. Irregular Payment of Allowances to Council Members

The statement of financial performance and Note 13 to the financial statements reflects
Kshs.10,942,602 for council expenses. Included in this figure is Kshs.400,000 paid by the
School in form of sitting allowances to persons who were not gazetted as Council
members as provided under Section 7(1) of the KSG Act. This is contrary to the
requirements of Article 226(5) of the Constitution of Kenya, 2010, Section 10(1) of the
State Corporation Act Cap 446, Paragraph 4 of the Attorney General’s advisory letter
reference number AG/CONF/6/D/73 VOL.1 of 22 August, 2013 and the Office of the
President Circular number OP/CAB.9/1A of 8 November, 2013.

Further, the term of the representative of Public Service Commission to the Council
expired on 7 January, 2019 upon retirement but continued serving without formal
authorization of the extension. The Council however, in its 515t Special Council meeting
of 7 January, 2019 resolved to co-opt the person as a member of Council in accordance
with Section 6(6) of the KSG Act. The lawfulness of the resolution of the Council, could
however not be established.

To the extent, the Council is in breach of the law.
2. Long Outstanding Imprests

The statement of financial position reflects receivables of Kshs.1,200,186,725 as
disclosed in Note 22. The balance includes outstanding staff imprests of
Kshs.10,703,908. This is contrary to the Public Financial Management Regulation, 2012
Section 93. Of the amount, Kshs.9,378,805 were imprests held by three (3) staff which
have remained outstanding for more than one year. Although the regulations require that
imprest and interest be charged to the officers for any un-surrendered/un-accounted for
monies, no action appears to have been taken against the defaulting officers.
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To the extent, the Management is in breach of the law.
3. Unremitted Statutory Deductions

Included in the trade and other payables balance of Kshs.1,165,137,530 are statutory
deductions on account of PAYE and NHIF of Kshs.13,987,381 and Kshs.1,517,052
respectively which are overdue and remained unremitted throughout the year. No
explanation has been provided for the continued delay in remitting the deductions despite
the risk of penalties and interests.

To the extent, the Management is in breach of the law.
4. Irregular Staff Recruitment

The School advertised for twenty-three (23) vacant positions in various departments in
the Daily Nation of Friday 18 December, 2018. In the advert, it was required that interested
persons log into the School’s website for detailed description of the job vacancies and
submit their applications through the School’s physical address or email not later than
4 January, 2019. As such, the applicants were only allowed a fifteen-day (15) window
period contrary to the Public Service Commission Human Resources Policies and
Procedures Manual for the Public Service, 2016, Part B.4(1) which provides that
Ministries/State Departments will advertise all vacant posts in a manner that reaches the
widest pool of potential applicants and allow for at least twenty-one (21) days before
closing the advert.

To the extent, the Management is in breach of the law.

The audit was conducted in accordance with ISSAI 4000. The standard requires that |
comply with ethical requirements and plan and perform the audit to obtain assurance
about whether the activities, financial transactions and information reflected in the
financial statements are in compliance, in all material respects, with the authorities that
govern them. | believe that the audit evidence | have obtained is sufficient and appropriate
to provide a basis for my conclusion.

REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT
AND GOVERNANCE
Conclusion

As required by Section 7(1)(a) of the Public Audit Act, 2015, based on the audit
procedures performed, | confirm that, nothing has come to my attention to cause me to
believe that internal controls, risk management and governance were not effective.

Basis for Conclusion

The audit was conducted in accordance with ISSAI 2315 and ISSAI 2330. The standards
require that | plan and perform the audit to obtain assurance about whether effective
processes and systems of internal control, risk management and overall governance were
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operating effectively, in all material respects. | believe that the audit evidence | have
obtained is sufficient and appropriate to provide a basis for my conclusion.

Responsibilities of Management and the Council Members

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with International Public Sector Accounting Standards (Accrual
Basis) and maintaining effective internal control as Management determines is necessary
to enable the preparation of financial statements that are free from material misstatement,
whether due to fraud or error and for its assessment of the effectiveness of internal
control, risk management and overall governance.

In preparing the financial statements, Management is responsible for assessing the
School’s ability to continue to sustain its services, disclosing, as applicable, matters
related to sustainability of services and using the applicable basis of accounting unless
Management is aware of intention to terminate the School or to cease operations.

Management is also responsible for the submission of the financial statements to the
Auditor-General in accordance with the provisions of Section 47 of the Public Audit Act,
2015. In addition to the responsibility for the preparation and presentation of the financial
statements described above, Management is also responsible for ensuring that the
activities, financial transactions and information reflected in the financial statements are
in compliance with the authorities which govern them, and that public resources are
applied in an effective way.

The Council Members is responsible for overseeing the School’s financial reporting
process, reviewing the effectiveness of how the Management monitors compliance with
relevant legislative and regulatory requirements, ensuring that effective processes and
systems are in place to address key roles and responsibilities in relation to overall
governance and risk management, and ensuring the adequacy and effectiveness of the
control environment.

Auditor-General’s Responsibilities for the Audit

The audit objectives are to obtain reasonable assurance about whether the financial
statements 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 in accordance with the provisions
of Section 48 of the Public Audit Act, 2015 and submit the audit report in compliance with
Article 229(7) of the Constitution. 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.

In addition to the audit of the financial statements, a compliance audit is planned and
performed to express a conclusion about whether, in all material respects, the activities,
financial transactions and information reflected in the financial statements are in
compliance with the authorities that govern them and that public resources are applied in
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an effective way, in accordance with the provisions of Article 229(6) of the Constitution
and submit the audit report in compliance with Article 229(7) of the Constitution.

Further, in planning and performing the audit of the financial statements and audit of
compliance, | consider internal control in order to give an assurance on the effectiveness
of internal controls, risk management and overall governance processes and systems in
accordance with the provisions of Section 7(1)(a) of the Public Audit Act, 2015 and submit
the audit report in compliance with Article 229(7) of the Constitution. My consideration of
the internal control would not necessarily disclose all matters in the internal control that
might be material weaknesses under the ISSAIs. A material weakness is a condition in
which the design or operation of one or more of the internal control components does not
reduce to a relatively low level the risk that misstatements caused by error or fraud in
amounts that would be material in relation to the financial statements being audited may
occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions.

Because of its inherent limitations, internal control may not prevent or detect
misstatements and instances of non-compliance. Also, projections of any evaluation of
effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the
policies and procedures may deteriorate.

As part of an audit conducted in accordance with ISSAIs, | exercise professional
judgement and maintain professional skepticism throughout the audit. | also:

e Identify and assess the risks of material misstatement of the 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.

e Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by the Management.

e Conclude on the appropriateness of the Management’s use of the applicable 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 ability to
continue to sustain its services. If | conclude that a material uncertainty exists, | am
required to draw attention in the 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 audit
report. However, future events or conditions may cause the School to cease to
continue to sustain its services.
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e 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 a manner that achieves fair presentation.

e Obtain sufficient appropriate audit evidence regarding the financial information and
business activities of the School to express an opinion on the financial statements.

e Perform such other procedures as | consider necessary in the circumstances.

| communicate with the Management regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies
in internal control that are identified during the audit.

| also provide Management with a statement that | have complied with relevant ethical
requirements regarding independence, and to communicate with them all relationships
and other matters that may reasonably be thought to bear on my independence, and
where applicable, related safeguards.

CPA Nancy Gathungu, CBS

AUDITOR-GENERAL

Nairobi

10 February, 2022
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