REPORT OF THE AUDITOR-GENERAL ON POSTAL CORPORATION OF KENYA
FOR THE YEAR ENDED 30 JUNE, 2020

REPORT ON THE FINANCIAL STATEMENTS
Adverse Opinion

| have audited the accompanying financial statements of Postal Corporation of Kenya
set out on pages 1 to 34, which comprise the statement of financial position as at
30 June, 2020 and the statement of profit or loss and other comprehensive income,
statement of changes in equity, 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 the audit.

In my opinion, because of the significance of the matters discussed in the Basis for
Adverse Opinion section of my report, the financial statements do not present fairly, the
financial position of the Postal Corporation of Kenya as at 30 June, 2020, and of its
financial performance and its cash flows for the year then ended, in accordance with
International Financial Reporting Standards and do not comply with the Postal
Corporation of Kenya Act, 1998 and the Public Finance Management Act, 2012.

Basis for Adverse Opinion

1. Failure to Disclose Material Uncertainty Relating to Going Concern

The statement of profit or loss and other comprehensive income reflects a net deficit of
Kshs.1,243,859,896 (2019-Kshs.966,104,608) further diminishing the accumulated
general reserves to a negative balance of Kshs.6,401,919,708 from the negative balance
of Kshs.5,158,059,813 reported in the financial year ended 30 June, 2019.

Further the statement of financial position reflects current liabilities of Kshs.8,404,751,793
which exceed the current assets balance of Kshs.1,291,975,839 resulting into a negative
working capital of Kshs.7,112,775,954.

The Corporation was therefore technically insolvent and may not be able to meet its
financial obligations as and when they fall due. The material uncertainty relating to going
concern and the actions being taken by the Directors and Management to reverse the
trend have not been disclosed in the financial statements.

2. Land Without Ownership Documents

The statement of financial position reflects Kshs.11,733,229,800 for property, plant and
equipment which as disclosed under Note 9.a to the financial statements, included
Kshs.9,036,850,000 being the revalued land balance of which Kshs.1,478,000,000
related to thirty-three (33) parcels of land in various parts of the country whose ownership
was in dispute. The land parcels had either been encroached on, double allocated or
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grabbed.

In the circumstances, ownership of the thirty-three (33) land parcels valued at
Kshs.1,478,000,000 could not be ascertained.

3. Intangible Assets

The statement of financial position reflects intangible assets balance of Kshs.316,338,473
which as disclosed under Note 9.b to the financial statements, comprised of
Kshs.313,554,473 relating to software projects that were ongoing (work in progress) net
of amortization costs of Kshs.928,000. An amount of Kshs.255,749,829 was in relation to
a contract between the Corporation and a Consortium for the supply and installation of
an Enterprise Resource Planning (ERP) software. The contract was signed on
2 January, 2014 for implementation within a period of eleven (11) months. However, no
evidence of completion certificates issued or extension of the contract period was
provided for audit.

Consequently, the validity, propriety and fair statement of the intangible assets balance
of Kshs.316,338,473 as at 30 June, 2020 could not be confirmed.

4. Trade and Other Receivables

The statement of financial position reflects trade and other receivables balance of
Kshs.1,056,768,734 which as disclosed under Note 10 to the financial statements,
included staff advances of Kshs.64,866,489 of which Kshs.26,787,970 was as a result of
staff fraud. Although Management explained that the amounts had been fully provided for
as doubtful and that measures had been put in place to reduce the possibility of future
fraud incidences, the advances amounts remained outstanding as at 30 June, 2020.

5. Cash and Cash Equivalents

The statement of financial position reflects cash and cash equivalents of
Kshs.235,207,106 which as disclosed under Note 11 to the financial statements, included
Kshs.194,168,159 held in various bank accounts as at 30 June, 2020. However, the June
2020 bank reconciliation statements reflected unpresented cheques amounting to
Kshs.52,798,917 of which Kshs.20,405,262 were already stale but had not been written
back into the cash book as at 30 June, 2020.

In view of the foregoing, the accuracy of the reported cash and bank balance of
Kshs.235,207,106 as at 30 June, 2020 could not be confirmed.

6. Revenues

The statement of profit or loss and other comprehensive income reflects operating
revenue of Kshs.2,276,868,189 which as disclosed under Note 2 to the financial
statements, included revenue of Kshs.415,899,319 in respect of Express Mail Service
(EMS) of which Kshs.105,040,000 was from Kenya National Bureau of Statistics for the
provision of motor vehicles used for the 2019 Kenya Population and Housing Census as
per the contract dated 1 May, 2019. Documents provided for audit revealed the following:
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I. The supporting schedule for revenue reflected Kshs.111,998,000 resulting into an
unexplained difference of Kshs.6,958,000;

ii. According to the records maintained by the Kenya Nationals Bureau of Statistics, the
total amount payable to the Corporation under the contract was Kshs.141,462,000
while the Corporation reflected an amount of Kshs.138,923,000. No reconciliation was
provided for the difference of Kshs.2,539,000.

lii. No ledger was provided to demonstrate that all invoices raised under the contract had
been captured into the accounting system,;

iv.  The first billing for car hire was done on 27 May, 2019 yet the contract with the Kenya
National Bureau of Statistics was signed on 31 May, 2019 and backdated to
1 May, 2019;

v. The Corporation had no vehicles to hand over to Kenya National Bureau of Statistics
at the time of the commencement of the service. The contract between the
Corporation and the service providers was finalized in December, 2019 - seven (7)
months after the contract commencement date.

vi. No evidence was provided that the service providers were paid for the services
rendered as well as the basis of payments to be made.

In the circumstances, the accuracy, validity and completeness of the EMS revenue of
Kshs.415,899,319 could not be confirmed.

7. Lack of a Reliable Accounting System

The financial statements were prepared from reports extracted from different accounting
systems that had manual interventions. The credit sales were extracted from an
accounting system which captured the credit sales but had no link to the cash receipting
system. The accounting system also captured expenses and payment vouchers but it had
no direct link to the cashbook payments. The cash sales were receipted using a second
accounting system which also had no link to the cashbook receipts. The two accounting
systems had manual link into open excel sheets that served as the general ledger system
and which were used in the preparation of the financial statements. Further, the cash
sales were used to meet operating expenditures at the originating office with only the
surplus being banked at the regional head offices.

In view of the foregoing, the accuracy of the financial statements could not be confirmed.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the Postal Corporation of Kenya Management
in accordance with ISSAI 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 adverse opinion.
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Key Audit Matters

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

Other Matter
1. Budgetary Control and Performance

The statement of comparison of budget and actual amounts reflects a final revenue
budget and actual revenue on comparable basis of Kshs.4,204,003,000 and
Kshs.2,278,101,002 respectively, resulting to an under-funding of Kshs.1,925,901,998 or
46% of the budget. Similarly, the Corporation expended Kshs.3,012,463,523 against an
approved budget of Kshs.3,519,858,690 resulting to an under-expenditure of
Kshs.507,395,167 or 14% of the budget.

The under-performance affected the planned activities and may have impacted negatively
on the Corporation’s operations.

2. Unresolved Prior Year Audit Matters

As disclosed under the progress on follow up of auditor recommendations section of the
financial statements, some of the prior year audit issues remained unresolved as at
30 June, 2020. Management has not provided satisfactory reasons for the delay in
resolving the issues.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC
RESOURCES

Conclusion

As required by Article 229(6) of the Constitution, because of the significance of the
matters discussed in the Basis for Conclusion on Lawfulness and Effectiveness in Use of
Public Resources section of my report, based on the audit procedures performed, |
confirm that public resources have not been applied lawfully and in an effective way.

Basis for Conclusion
1. Trade and Other Payables

The statement of financial position reflects trade and other payables balance of
Kshs.8,404,751,793. However, the following observations were made:

1.1. Unremitted Statutory Deductions

As disclosed under Note 12 to the financial statements, the payables included
Kshs.585,152,651 being statutory deductions, Value Added Tax withheld, customs and
excise taxes and other taxes not remitted to Kenya Revenue Authority contrary to the
rules made under Section 130 of the Income Tax Act.
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Tax offences and non-remittance of statutory deductions could attract punitive penalties
and interest.

1.2. Pensions and Gratuities

The trade and other payables balance included pensions and gratuities deductions
amounting to Kshs.1,323,528,860 that had not been remitted to the Staff Pension
Scheme, Kshs.108,575,458 due to Cooperatives and Kshs.305,665,755 being staff bank
loans deductions not remitted. This is contrary to Section 19 (4) of Employment Act, 2007
which requires an employer who deducts an amount from an employee’s remuneration
to pay the amount so deducted in accordance with the time period and other requirements
specified in the law.

1.3. New Posta Pay-EFT Balances

Included in the service creditors of Kshs.2,467,165,882 as disclosed under Note 12 to the
financial statements, is an amount of Kshs.1,314,805,667 described as New Posta Pay
EFT. The amount related to revenue collected by the Corporation on behalf of other
entities but not yet remitted to those particular entities as from the year 2016.

Although Management explained that they were in negotiations with the creditors for a
workable repayment plan, failure to settle financial obligations as they fall due may cause
reputational damage to the Corporation, lead to interest and penalties for breach of
contractual obligations and also litigation.

2. Procurement of Transport Logistics and Airlifting Services

Note 7(a) to the financial statements discloses total operational expenses of
Kshs.315,653,931 which includes transport hire, clearing and freight charges of
Kshs.70,370,768. However, payments amounting to Kshs.30,365,000 were made to two
suppliers between May and November 2019, before the contract for the supply of services
was signed.

In addition, documentation and records of the procurement proceedings on how the two
(2) service providers were identified and ultimately contracted were not provided for audit.

Consequently, the legality of the procurement and value for money from the payments,
could not be confirmed.

The audit was conducted in accordance with ISSAI 4000. The standard requires that |
comply with ethical requirements and plan and perform the audit so as 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.
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REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT
AND GOVERNANCE

Conclusion

As required by Section 7(1)(a) of the Public Audit Act, 2015, because of the significance
of the matters discussed in the Basis for Conclusion on Effectiveness of Internal Controls,
Risk Management and Governance section of my report, based on the audit procedures
performed, | confirm that internal controls, risk management and governance were not
effective.

Basis for Conclusion
Lack of a Comprehensive Accounting System

A comprehensive accounting system to ensure completeness on the recording of the
Corporation’s transactions had not been implemented.

The audit was conducted in accordance with ISSAI 2315 and ISSAI 2330. The standard
requires that | plan and perform the audit to obtain assurance about whether effective
processes and systems of internal control, risk management and overall governance were
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 Board of Directors

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with International Financial Reporting Standards (IFRS) and
for 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 governance.

In preparing the financial statements, Management is responsible for assessing the
Corporation’s ability to continue as a going concern, disclosing, as applicable, matters
related to going concern and using the going concern basis of accounting unless
Management is aware of the intention to liquidate the Corporation 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 Board of Directors is responsible for overseeing the Corporation’s financial reporting
process, reviewing the effectiveness of how the Corporation monitors compliance with
relevant legislative and regulatory requirements, ensuring that effective processes and
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systems are in place to address key roles and responsibilities in relation to 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 and weakness 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 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 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 ISSAIls. 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
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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 and for the purpose of
giving an assurance on the effectiveness of the Corporation’s internal control.

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

Conclude on the appropriateness of the 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 ability to continue as a going concern. 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 Corporation to
cease to continue as a going concern.

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.

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

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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