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REPORT OF THE AUDITOR-GENERAL ON KENYA POST OFFICE SAVINGS BANK 
FOR THE YEAR ENDED 31 DECEMBER, 2021 

 

PREAMBLE 
 

I draw your attention to the contents of my report which is in three parts:  
 

A. Report on the Financial Statements that considers whether the financial statements 
are fairly presented in accordance with the applicable financial reporting 
framework, accounting standards and the relevant laws and regulations that have 
a direct effect on the financial statements.  

  
B. Report on Lawfulness and Effectiveness in Use of Public Resources which 

considers compliance with applicable laws, regulations, policies, gazette notices, 
circulars, guidelines and manuals and whether public resources are applied in a 
prudent, efficient, economic, transparent and accountable manner to ensure 
Government achieves value for money and that such funds are applied for the 
intended purpose.   

  
C. Report on Effectiveness of Internal Controls, Risk Management and Governance 

which considers how the entity has instituted checks and balances to guide internal 
operations. This responds to the effectiveness of the governance structure, the risk 
management environment and the internal controls, developed and implemented 
by those charged with governance for orderly, efficient and effective operations of 
the entity.   

  
An unmodified opinion does not necessarily mean that an entity has complied with all 
relevant laws and regulations, and that its internal controls, risk management and 
governance systems are properly designed and were working effectively in the financial 
year under review.  
  
The three parts of the report are aimed at addressing the statutory roles and 
responsibilities of the Auditor-General as provided by Article 229 of the Constitution, the 
Public Finance Management Act, 2012 and the Public Audit Act, 2015. The three parts 
of the report, when read together constitute the report of the Auditor-General.  
 

REPORT ON THE FINANCIAL STATEMENTS 
 

Qualified Opinion 
 

I have audited the accompanying financial statements of the Kenya Post Office Savings 
Bank set out on pages 22 to 81, which comprise the statement of financial position as 
at 31 December, 2021, and the statement of profit or loss and other comprehensive 
income, statement of changes in equity, statement of cash flows and 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. I have obtained all the information and explanations which, to the best of my 
knowledge and belief, were necessary for the purpose of the audit. 
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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 Kenya Post Office Savings Bank as at                                      
31 December, 2021, and of its financial performance and its cash flows for the year then 
ended, in accordance with International Financial Reporting Standards (IFRS) and 
comply with the Public Finance Management Act, 2012. 
 

Basis for Qualified Opinion 
 

1. Property and Equipment 
 

The statement of financial position reflects a balance of Kshs.2,132,157,196 in respect 
to property and equipment. However, the following unsatisfactory issues were noted: 
 

1.1 Lack of Title Deed and Encroachment of Land 
 

As disclosed in Note 28 to the financial statements, the property and equipment balance 
of Kshs.2,132,157,196 includes an amount of Kshs.805,000,000 in respect of land, out 
of which Kshs.5,000,000 related to a parcel of land located within Nairobi. However, and 
as reported in the previous year, the land had remained unfenced and had since been 
encroached by informal settlers. Although Management explained the measures put in 
place to secure the land and obtain a title deed, full and actual possession of the land 
had not been obtained as at the time of audit.  
 

1.2 Unknown Ownership Status of Land in Dispute 
 

Over the years, the Bank has been embroiled in a dispute for a parcel of land in Nairobi, 
Milimani Area. The land was registered in the name of the Bank and valued at 
Kshs.550,000,000 in December, 2017 but had its title deed encumbered. Review of 
information provided indicated that the matter between the Bank and a claimant has 
been in Court since 1995. The outcome of the case had not been determined at the time 
of the audit and Management did not disclose this as a contingent liability in the financial 
statements.  
 

1.3 Motor Vehicle Without a Logbook 
 

Included in the reported property and equipment balance of Kshs.2,132,157,196 is 
Kshs.8,778,669 relating to motor vehicles. However, and as reported in the previous 
year, the logbook for one motor vehicle valued at Kshs.400,000 had not been issued to 
the Bank by the National Transport and Safety Authority (NTSA) since November, 1997. 
This was despite the Bank having paid the requisite duty to register the vehicle in its 
own name. 
 
1.4 Incomplete Asset Register 
 

The fixed asset register maintained by the Bank and provided for audit review lacked 
the minimum general and accounting information required by The National Treasury 
Guidelines on Asset and Liability Management in the Public Sector, 2020. The asset 
description, serial number, tag number, model, location, acquisition cost, depreciation 
rate, net book value, asset condition among other details were not indicated in the assets 
register.  
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In the circumstances, the ownership of the two parcels of land and the motor vehicle 
could not be confirmed. 
 

2. Customers’ Savings and Deposit Accounts 
 

The statement of financial position reflects customers’ savings and deposit accounts 
totalling Kshs.24,152,756,542. However, the component amounts disclosed in Note 31 
to the financial statements are at variance with the customer listing schedule provided 
as detailed below; 
  

Item 

Amount as per 
the Financial 

Statements 

Amount as per 
Supporting 

Schedule 

 
 

Variance  
(Kshs.) (Kshs.) (Kshs.) 

Retail Customers 907,897,069 910,535,267 2,638,198 

Term Deposits 4,850,549,242 4,852,394,675 1,845,433 

Savings and Current 
Accounts 

10,616,380,483 10,587,676,951 (28,703,532) 

Corporate Customers 7,739,914,897 7,802,149,649 62,234,752 

Others 38,014,850 - (38,014,850) 

 
Although Management explained that the differences arose from accounts for minors 
which change to step accounts or any other account of their preference when they attain 
maturity age while some clients opted to open multiple accounts, no harmonization has 
been made between the core banking system and the financial management system.   
 

Further, included under Others amount of Kshs.38,014,850 are independent agent 
accounts of Kshs.200,919, agent control of Kshs.21,769,581 and ATM retracted cash 
of Kshs.15,645,476 whose supporting schedules were not provided for audit review.  In 
addition, no explanation was provided on why the retracted cash was not immediately 
rolled back to the respective customers’ accounts. 
 

It was also noted that there were overdrawn customer accounts to the tune of 
Kshs.32,035,507 which is against the customer savings rules. Further,  approvals from 
the respective customers were not provided for audit review.  
 

In the circumstances, the accuracy and completeness of customers’ savings and deposit 
accounts balance of Kshs.24,152,756,542 could not be confirmed. 
 
 
3. Cash and Cash Equivalents 
 

The statement of financial position reflects a cash balance of Kshs.352,118,680 which, 
as disclosed in Note 20 to the financial statements, includes amounts of 
Kshs.299,087,064 and Kshs.53,031,615 in respect to cash on hand and cash at bank, 
respectively. However, the reported cash in hand balance of Kshs.299,087,064 differed 
with the balance of Kshs.300,622,237 reflected in the Board of Survey report with a 
variance of Kshs.1,535,173 which was not reconciled. Further, included in the cash at 
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bank balances of Kshs.53,031,615 were twenty- five (25) overdrawn accounts (cash 
book overdrafts) totalling to Kshs.143,502,392  which were offset against other bank 
balances contrary to International Accounting Standards Paragraph 1.32 which requires 
that assets and liabilities, and income and expenses, may not be offset unless required 
or permitted by International Financial Reporting Standards.   
 

In the circumstances, the accuracy of the cash and cash equivalents balance of 
Kshs.352,118,680 could not be confirmed. 
 

4. Accounts Payables and Accruals 
 

The statement of financial position reflects a balance of Kshs.3,041,707,106 in respect 
to accounts payables and accruals which, as disclosed in Note 32 to the financial 
statements, includes Kshs.114,769,656, Kshs.1,018,632,353 and Kshs.407,050,681 
relating to trade creditors, GoK Pension Payroll and other creditors, respectively. 
However, review of the ledger balances and balances reported in the financial statement 
revealed variances as detailed below: 
 

Item 

Amounts as per 
General Ledger    

(Kshs.) 

Amounts as per 
Financial 

Statements  
(Kshs.) 

Variance 
(Kshs.) 

Trade Creditors 114,681,635 114,769,656 (88,021) 

GoK Pension Payroll 1,020,007,886 1,018,632,353 1,375,533 

Other Creditors 683,361,107 407,050,681 276,310,426 
 

Further, an ageing analysis of payables was not provided to support the balances. 
 

In the circumstance, the accuracy of the accounts payables and accruals balance of 
Kshs.3,041,707,106 as at 31 December, 2021 could not be confirmed. 
 

5. Long Outstanding Receivables 
 

As reported in the previous report, the statement of financial position reflects net 
accounts receivables balance of Kshs.2,589,012,121 which, as disclosed in Note 26 to 
the financial statements, includes gross account receivables of Kshs.3,392,635,846. 
The balance includes Kshs.405,231,629 and Kshs.268,553,158 relating to GOK – 
Kenya Post and Telecommunication Corporation and GOK Pension Cheques 
Receivables – Postal Corporation of Kenya, respectively which had been outstanding 
for more than fourteen (14) years. Although Management cited commitment from the 
concerned parties including The National Treasury to settle the debts, as at the time of 
audit, the amounts were still outstanding. In addition, although a provision of 
Kshs.803,623,725 had been made against bad and doubtful debts, the adequacy of the 
provision could not be confirmed. 
 

In the circumstances, the full recoverability of the net accounts’ receivables balance of 
Kshs.2,589,012,121 could not be confirmed. 
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6. Intangible Assets 
 

The statement of financial position reflects a balance of Kshs.29,586,493 in respect to 
intangible assets as at 31 December, 2021 which includes additional assets acquired 
during the year amounting to Kshs.13,270,096. Audit review of the software register 
revealed the following: 
 

i. The date of acquisition of software amounting to Kshs.3,881,552 was                             
28 January, 2020 and hence may not qualify as additions during the financial 
year ended 31 December, 2021. 

 

ii. The useful life for the assets was not indicated to ascertain the correctness of the 
amortization charge and netbook value. 

 

iii. The payment vouchers for the two acquisitions of software worth 
Kshs.13,270,105 were not provided. 

 

iv. Review of the records indicates that most of the software is fully amortized and 
may be past the useful life or could be obsolete and not take into consideration 
the current circumstances e.g., safeguards against fraud. 

 

In the circumstances, the accuracy of the intangible assets balance of Kshs.29,586,493 
as at 31 December, 2021 could not be confirmed. 
 

7. Unsupported Prior Year Adjustments 
 

The statement of changes in equity reflects prior year adjustments balance of 
Kshs.88,031,919 relating to correction of errors affecting various prior year balances. 
Further, the statement of cashflows reflects a prior year adjustment balance of 
Kshs.91,834,389 while the property and equipment schedule reflects a prior year 
adjustment balance of Kshs.3,802,470. However, the prior year adjustments were not 
restated retrospectively in the comparative year contrary to the requirements of 
Paragraph 42(a) of the International Accounting Standard No. 8 – Accounting Policies, 
Changes in Accounting Estimates and Errors, which states that, an entity shall correct 
material prior period errors retrospectively in the first set of financial statements 
authorized for issue after their discovery, by restating the comparative amounts for the 
prior period(s) presented in which the error occurred. Further, the journal vouchers 
supporting the prior year adjustments were not provided for audit. 
 

In the circumstances, the accuracy and validity of the prior year adjustments could not 
be confirmed. 
 

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

Material Uncertainty Relating to Going Concern 
 

As previously reported, the bank reported a loss of Kshs.311,248,432 (2020: 
Kshs.1,101,020,895) increasing the accumulated loss from Kshs.15,247,741,860 as at 
31 December, 2020 to Kshs.15,365,358,373 as at 31 December, 2021. Further, the 
bank’s current liabilities of Kshs.27,619,772,408 exceeded the current assets balance 
of Kshs.12,967,431,149 resulting to a negative working capital of Kshs.14,652,341,259 
(2020: Kshs.14,118,525,552). The Bank was therefore unable to meet its financial 
obligation when due. As disclosed under Note 2(e) (i) to the financial statements, the 
Bank was technically insolvent and its continued operation as a going concern will 
depend on continued support from the Government and creditors. 
 

My opinion is not modified in respect of this matter. 
 

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. 
 

Other Matter 
 

Budgetary Control and Performance  
 

The statement of comparison of budget and actual amounts reflects final receipts budget 
and actual receipts on a comparable basis of Kshs.1,675,421,263 and 
Kshs.1,720,615,859 respectively, resulting to an over-funding of Kshs.45,194,596 or 3% 
of the budget.  
 

Similarly, the Bank expended Kshs.2,004,180,234 against an approved budget of 
Kshs.2,300,592,593 resulting to an under-expenditure of Kshs.296,412,359 or 13% of 
the budget.  
 

The under-funding and under-performance affected the planned activities and may have 
impacted negatively on service delivery to the public. 
 

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 matter described in the Basis for Conclusion on Lawfulness 
and Effectiveness in Use of Public Resources section of my report, I 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. 
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Basis for Conclusion 
 

Loss of Cash  
 

The statement of financial position reflects prepayments and other assets balance 
totalling Kshs.2,479,011,596 which, as disclosed in Note 27 to the financial statements, 
includes Kshs.841,995,534 for other assets and prepayments. The supporting 
schedules provided for audit revealed that an amount totalling Kshs.94,862,173 (2020: 
Kshs.76,378,627) related to loss of money through fraud. As previously reported,  
evidence of the banks effort to recover the money was not provided. 
 

Further, cash shortages from working cashiers totalling Kshs.40,723,667 had not been 
recovered by the end of the year. This is despite the provisions of the Bank’s Human 
Resource Policy that such cash shortages be made good within forty-eight (48) hours 
by the concerned staff.  
 

In the circumstances, the recoverability of the amounts could not be confirmed. 
 

The audit was conducted in accordance with ISSAI 4000. The standard requires that I 
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. I believe that the audit evidence I 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, I confirm that, nothing has come to my attention to cause me to 
believe that internal controls, risk management and overall governance were not 
effective. 
 

Basis for Conclusion 
 

The audit was conducted in accordance with ISSAI 2315 and ISSAI 2330.  The 
standards require that I 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. I believe that the audit 
evidence I have obtained is sufficient and appropriate to provide a basis for my 
conclusion. 
 

Responsibilities of Management and 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 controls 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 
controls, risk management and overall governance. 
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In preparing the financial statements, Management is responsible for assessing the  
Bank’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 Bank 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 Bank’s financial reporting 
process, reviewing the effectiveness of how 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 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, I consider internal controls 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 controls would not necessarily disclose all matters in 
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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 controls 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, I exercise professional 
judgement and maintain professional skepticism throughout the audit. I also:  
 

• 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 controls. 

 

• 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  Bank’s ability to continue as a going concern. If I conclude that a material 
uncertainty exists, I 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 Bank 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  Bank to express an opinion on the financial statements.  
 

• Perform such other procedures as I consider necessary in the circumstances. 
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I 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 controls that are identified during the audit.  

 

I also provide Management with a statement that I 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 
 
28 April, 2023 


