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REPORT OF THE AUDITOR-GENERAL ON NATIONAL SOCIAL SECURITY FUND 
FOR THE YEAR ENDED 30 JUNE, 2022 

 

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 the 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 National Social Security 
Fund set out on pages 1 to 52, which comprise of the statement of net assets available 
for benefits as at 30 June, 2022, and the statement of changes in net assets available for 
benefits, statement of changes in accumulated members’ funds, 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 the National Social Security Fund as at                                
30 June, 2022, 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 National Social Security Fund Act, 2013.  
 

Basis for Qualified Opinion 
 

1. Variances in Opening Balances 
 

The opening balances for two (2) items reflects a total of Kshs.323,024,763 while the 
audited closing balances reflected a total of Kshs.323,161,185 for same items resulting 
to an unreconciled variance of Kshs.136,422 as shown below: 

 
 
Item 

2021/2022 Financial 
Statements Balance  

(Kshs.) 

2020/2021 Financial 
Statements Balance  

(Kshs.) 

 
Variance  

(Kshs.) 

Staff Loans             230,590,974               232,727,396  (2,136,422) 

Other Income               92,433,789                90,433,789  2,000,000 

Total             323,024,763               323,161,185  
 

 

In the circumstances, the accuracy and completeness of the comparative balances for 
the staff loans and other income could not be confirmed. 

2. Unsupported Salaries and Allowances 
 

The statement of changes in net assets available for benefits reflects staff cost of 
Kshs.3,839,298,069 as disclosed in Note 13 to the financial statements. Included in the 
staff costs are salaries and allowances amount of Kshs.3,117,840,121. However, the 
supporting ledgers reflects an amount of Kshs.3,145,463,745 resulting to an unreconciled 
variance of Kshs.27,623,624. 
 

In the circumstances, the accuracy of the salaries and allowances of Kshs.3,117,840,121 
could not be confirmed. 
 

3. Non-Performing Investment in Unquoted Equities 
 

The statement of net assets available for benefits reflects unquoted stocks balance of 
Kshs.466,465,299 as disclosed in Note 27 to the financial statements. Included in the 
balance are investments in three (3) companies which had not declared dividends on 
investment worth Kshs.408,752,504 as shown below; 
 
 

 
Company 

 
Number of Shares 

Value  
(Kshs.) 

Consolidated Bank Ordinary Shares 2,225,000 86,694,264 

Consolidated 4% Cumulative Preference Shares 8,050,000 161,000,000 

UAP Holdings Limited 1,116,460 161,058,240 

 Total 11,391,460 408,752,504 
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The Fund continues to hold investments with no return by way of dividends or capital 
appreciation. The carrying valuation for the investment in the three companies has not 
been determined. 
 

In the circumstances, the accuracy and fair valuation of the unquoted stocks could not be 
confirmed. 
 

4. Investment in Non-Performing Quoted Equities 
 

The statement of net assets available for benefits and as disclosed in Note 28 to the 
financial statements reflects a balance of Kshs.57,804,630,700 representing the Fund’s 
investment in quoted stocks. Included in the balance is Kshs.221,601,474 for shares held 
by the Fund in three (3) quoted companies as detailed below; 
 

 
 
Company 

 
Number of 

Shares 

Price as at                       
30 June, 2022 

(Kshs.) 

 
Value 

(Kshs.) 

Athi River Mining Company 2,957,500 5.55 16,414,125 

East African Portland Cement 
Company 

24,300,000 8.00 194,400,000 

Sameer Africa Company 2,838,776 3.80 10,787,349 

Total 
  

221,601,474 
 

Review of the status of investment in quoted stocks confirmed that the Fund entered into 
contractual agreements with six (6) Fund Managers namely; Old Mutual Asset 
Management (K) Ltd, CIC Asset Management Ltd, Sanlam Investments EA Limited, Gen 
Africa Investment Management Limited, African Alliance Asset Management Limited and 
Coop Trust Investment Services Limited. The Fund Managers were to have full control 
and unrestricted power to invest the Fund’s money as per the investment policy for 
maximum returns to Trustees. 
 

Further, Athi River Mining was set for liquidation by September, 2021 and eventually 
delisting from the Nairobi Securities Exchange (NSE) after more than two years under 
administration which failed to revive its operations. Moreover, the company’s stock was 
suspended from trading on the NSE indefinitely, effective 8 May, 2020. Further, the East 
African Portland Cement Company revenues have been declining offsetting gains from 
reduced cost of sales and the Kenya Commercial Bank attached a debenture to all the 
Company’s assets in a demand for the repayment of an outstanding debt of Kshs.6 billion.  
In addition, Sameer Africa revealed through its 2020 annual report that it declared 107 
positions redundant, translating to over Kshs.245 million in staff cost savings in a bid to 
cover losses. Further, in August, 2022, Sameer Africa issued a profit warning for the year 
ending 31 December, 2022 citing global disruption in its supply chain which then impacted 
on the availability of key products for its tyre business. 
 

In the circumstances, the accuracy and fair valuation of quoted investment of 
Kshs.221,601,474 in three (3) companies could not be confirmed. 
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5. Non-Performing Investment in Hazina Plaza - Polana Mombasa Building 
 

The statement of net assets available for benefits and as disclosed in Note 29 to the 
financial statements reflects investment property balance of Kshs.35,414,340,317 which 
includes an amount of Kshs.425,000,000 in respect to Hazina Plaza-Polana Mombasa 
building. Review of the valuation report for June, 2022 revealed that the property was 
purchased at a cost of Kshs.450,000,000 in the year 1994 and its value appreciated to 
Kshs.530,000,000 as at 30 June, 2021. However, the value reduced to Kshs.425,000,000 
during the year under review resulting to an impairment loss of Kshs.105,000,000. 
Further, physical inspection in February, 2023 revealed that the building was vacant and 
in a dilapidated state. The lessees and tenants, who were evicted on 18 March, 2019 for 
default in rent, had extensively vandalized the property claiming that they had installed 
most of the items prior to their occupation. 
 

In the circumstances, the accuracy and fair valuation of investment in Hazina Plaza-
Polana Mombasa Building valued at Kshs.425,000,000 could not be confirmed. 
 

6. Misstatement of Assets Under Construction 
 

The statement of net assets available for benefits reflects assets under construction 
balance of Kshs.154,985,746 as disclosed in Note 30 to the financial statements. The 
balance is a net off an amount of Kshs.105,158,476 reported under Tassia Scheme which 
relates to costs incurred by the Fund in undertaking feasibility studies on Tassia 
Infrastructure Project. The Project was terminated by the Board and therefore the costs 
have been impaired. However, no adjustments have been made by way of write-offs to 
recognize the impairment. 
 

In the circumstances, the accuracy and completeness of assets under construction 
balance of Kshs.154,985,746 could not be confirmed. 
 

7. Unconfirmed Tax Receivables 
 

The statement of net assets available for benefits reflects receivables and prepayments 
balance of Kshs.7,465,104,760 as disclosed in Note 23 to the financial statements. The 
balance includes tax receivables amount of Kshs.935,901,481 relating to tax refund 
comprising of overpaid tax of Kshs.493,257,328 and Kshs.411,646,389 totalling to 
Kshs.904,903,717 inadvertently paid to the Kenya Revenue Authority (KRA) in 1997 after 
the Fund became income tax exempt in 1996.  However, the tax refund due from KRA 
was not supported by acknowledgement from the Authority. Further, the tax receivables 
balance of Kshs.935,901,481 includes an amount of Kshs.24,502,894 relating to tax on 
interest earned from bank balances and low interest tax of Kshs.6,494,870 credit which 
has not been explained. 
 

In the circumstances, the accuracy and fair statement of tax receivables balance of 
Kshs.935,901,481 could not be confirmed. 
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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 had an approved final income 
budget of Kshs.40,917,524,668 against actual receipts of Kshs.8,702,000,710 resulting 
in an under-receipt of Kshs.32,215,523,958 or 79% of the approved budget. Similarly, out 
of the approved final expenditure budget of Kshs.7,498,213,976, the Fund realized an 
actual expenditure of Kshs.7,466,114,440 leading to an under-expenditure of 
Kshs.32,099,536  of the approved budget. 
 

The under-utilization of approved budget and under receipt of revenue may have 
negatively affected service delivery to the public. 
 

2. Unresolved Prior Year Matters 
 

In the audit report of the previous year, a number of paragraphs were raised. However, 
Management has not resolved or disclosed all the prior year matters as provided by the 
Public Sector Accounting Standards Board (PSASB) reporting templates. Management 
has also not provided 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, 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, 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. 
 

Basis for Conclusion 
 

1. Non-Compliance with the National Social Security Fund Act, 2013 
 

The statement of net assets available for benefits reflects investment management 
expenses of Kshs.615,789,515 and operating costs of Kshs.6,850,324,926 all totalling to 
Kshs.7,466,114,441 or 2.6% of the Fund’s net assets of Kshs.285,722,864,940 as at                         
30 June, 2022.  The Fund total expenses exceeded the allowable limit of 
Kshs.5,714,457,299 (2% of Fund’s net assets) by an amount of Kshs.1,751,657,142 or 
0.6%. This was contrary to Section 50(1) of the National Social Security Fund Act, 2013 
which stipulates that the total expenses for the administration of the Fund should not 
exceed two per cent of the total Fund assets.  
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In the circumstances, Management was in breach of the law. 
 

2. Acting Positions Beyond the Allowable Period 
 

The statement of changes in net assets available for benefits reflects staff cost of 
Kshs.3,839,298,069 as disclosed in Note 13 to the financial statements. Included in the 
staff cost is acting allowance amount of Kshs.10,733,021 paid to officers on various acting 
positions. However, some of the staff holding the acting appointments, including Senior 
Management, had served for more than one year. This was contrary to Section 34(3) of 
the Public Service Commission Act, 2017 which states that an officer may be appointed 
in an acting capacity for a period of at least thirty days but not exceeding a period of six 
months. 
 

In the circumstances, Management was in breach of the law. 
 

 

3. Non-Compliance with the Unclaimed Financial Assets Act, 2011 
 

The statement of net assets available for benefits reflects payables and accruals balance 
of Kshs.3,592,512,207 as disclosed in Note 32 to the financial statements. The balance 
includes returned benefits of Kshs.166,826,982 for unclaimed member benefits that have 
been outstanding for a long period of time and was not submitted to the Unclaimed 
Financial Assets Authority. This was contrary Section 20 (1)  and 22 of the Unclaimed 
Financial Assets Act, 2011 that requires a person holding assets presumed abandoned 
and subject to the custody of the Authority as unclaimed assets under this Act should 
make a report and at the time of filing the report pay or deliver to, or hold to the order of 
the Authority all abandoned assets.  

 

In the circumstances, the Fund was in breach of the law. 
 

4. Irregular Board Allowances 
 

The statement of changes in net assets available for benefits and as disclosed in Note 14 
to the financial statements reflects general administrative cost of Kshs.2,639,450,386 
which includes trustee emoluments of Kshs.29,241,145. Review of supporting documents 
revealed that the Board of Trustees were being paid Kshs.50,000 as sitting allowance 
and Kshs.50,000 per month as Director retainer fees as recommended on 1 November, 
2011 by the then Minister for Labour. However, there was no approval by the State 
Corporation Advisory Committee (SCAC), the Public Service Commission (PSC), The 
National Treasury and the Salaries and Remuneration Commission (SRC). 

  
In the circumstances, the regularity of the Board expenses of Kshs.29,241,145 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. 
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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, based on the audit 
procedures performed, except for the matters described in the Basis for Conclusion on 
Effectiveness of Internal Controls, Risk Management and Governance section of my 
report, I confirm that, nothing else has come to my attention to cause me to believe that 
internal controls, risk management and overall governance were not effective. 

 

Basis for Conclusion 
 

1. Under Staffing 
 

Review of human resources documents revealed that the Fund has a total of one 
thousand one hundred and forty-five (1,145) employees in post, which was below the 
approved staff establishment of one thousand four hundred and forty-five (1,445) posts, 
leading to under staffing of three hundred (300). Further, fifty-eight (58) positions did not 
have permanent employees including some in critical business functions.  
 
In the circumstances, the effectiveness of internal controls, risk management and 
governance could not be confirmed. 
 

2. Delays in Processing of Members Benefits 

Review of the benefits processing system revealed that 18,025 benefit claims were 
pending as at the close of the financial year, with the 7,113 (40%) of the delays arising 
from few fingerprint technicians who match fingerprints to authenticate the claims. 
Further, 12,511 claims were rejected and referred back to the branches as a result of 
errors and omissions in the beneficiary’s personal information and ineligible bank account 
details. In addition, pensioners and dependents were not able to access their money in 
time to cater for their basic and other needs due to the delay in claims processing.  
 

In the circumstances, the effectiveness of internal controls system in processing of 
members benefits could not be confirmed. 
 

3. Unremitted Member Contributions 
 

Review of the remittances of members contributions revealed that contributions 
receivable estimated at Kshs.8,635,342,199 had been included in the financial 
statements under contingent assets. This comprised of mandatory contributions of 
Kshs.1,959,029,448 and outstanding penalties of Kshs.6,676,312,751. Although 
Management has indicated that recovery efforts through alternative dispute resolution, 
court action and Intergovernmental Relations Technical Committee (IGRTC) for cases 
involving County Governments are in progress, the process was not successful. 
 

In the circumstances, the effectiveness of the internal controls system with regard to debt 
recovery and management could not be confirmed. 
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4. Contributions in Suspense Account 
 

Review of members contribution revealed that the Fund maintains employer contribution 
clearing accounts where total contributions are posted from employers for the credit of 
members’ accounts for benefits payment upon qualification as per the National Social 
Security Act, 2013. However, contributions in transit, representing contributions which 
had not been posted to individual members’ accounts, stood at Kshs.741,518,106. These 
arise from lack of integration between employer’s bank accounts and the Fund’s collection 
system, leading to delays in updating of members accounts with their deposits. No 
sufficient explanation was provided for the inability to reconcile and post the suspense 
balance of Kshs.741,518,106 to the respective member’s accounts which had 
accumulated over the years. 
 

In the circumstances, the effectiveness of the internal controls system on prompt updating 
of members contributions could not be confirmed. 
 

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 the Board of Trustees    
 

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 
controls, risk management and overall governance. 
 

In preparing the financial statements, Management is responsible for assessing the 
Fund’s ability to continue as a going concern, disclosing, as applicable, matters related 
to going concern, and using applicable basis of accounting unless Management is aware 
of the intention to dissolve the Fund 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 Trustees is responsible for overseeing the Fund’s financial reporting 
process, reviewing the effectiveness of how Management 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, I consider internal control in order to provide 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 
Fund’s 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 
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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.  
 

 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 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 Fund’s 
ability to sustain its services.  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 Fund to cease to sustain 
its services.  

 

 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 Fund to express an opinion on the financial statements.  

 

 Perform such other procedures as I consider necessary in the circumstances. 
 

I communicate with 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.  
 

I also provide Management with a statement that I have complied with relevant ethical 
requirements regarding independence and 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 
 

16 May, 2023 


