REPORT OF THE AUDITOR-GENERAL ON NATIONAL YOUTH SERVICE FOR THE
YEAR ENDED 30 JUNE, 2022

PREAMBLE

| 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 overall
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

| have audited the accompanying financial statements of National Youth Service set out
on pages 1 to 36, which comprise of the statement of financial position as at
30 June, 2022, and the statement of financial performance, statement of changes in net
assets, 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.
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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 Youth Service as at 30 June, 2022, 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
National Youth Service Act, 2018 and the Public Finance Management Act, 2012.

Basis for Qualified Opinion

1. Unreconciled Variances between the Financial Statements and the General
Ledger

A comparison of the general ledger amounts, and the balances reported in the financial
statements revealed variances as follows:

Financial
Ledger Statement
Balance Balance Variance

No. | Account Description (Kshs.) (Kshs.) (Kshs.)
1. | Women Supplies 30,415,490 32,411,030 (1,995,540)
2. Dressing 24,916,540 54,021,384 (29,104,844)
3. Supplies for Production 299,421,961 299,615,211 (193,250)
4. Fungicides/insecticides and 54,794,410 54,962,910 (168,500)

Sprays
5. Veterinarian Services 15,814,855.25 15,261,320 553,535
6. Education and Library 55,610,805 73,955,750 (18,344,945)

Supplies
7. Contracted Professional 215,684,986 1,237,900 | (214,447,086)

Services
8. Tax Arrears 0 52,536,869 52,536,869
9. Electricity 134,816,639 139,460,062 (4,643,423)
10. | Water 52,178,213 51,004,033 1,174,180
11. | Gas 30,243,458.90 34,844,259 (4,600,800)
12. | Travelling and 143,331,159 124,913,201 18,417,958

Accommodation

The variances between the two sets of records have not been explained or reconciled.

In the circumstances, the accuracy and completeness of the financial statements could
not be confirmed.

2. Unsupported Revenue from Rendering Services

The statement of financial performance reflects rendering services amounting to
Kshs.143,341,313 as further disclosed in Note 2 to the financial statements. The amount
includes revenue totalling Kshs.115,322,313 earned from security services. However, the
revenue was not supported with ledgers, detailed schedules, or evidence of payment into
the bank account.
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In the circumstances, the occurrence and completeness of revenue earned from security
service of Kshs.115,322,313 could not be confirmed.

3. Refundable Deposits and Prepayments from Customers

The statement of financial position refundable deposits and prepayments from customers
amounting to Kshs.1,435,706,729. The amount includes retentions from contractors of
Kshs.41,757,564 and other deposits-cohorts: wages, kitchen, and allowances payable to
Servicemen/women of Kshs.321,370,062 as disclosed in Note 18 to the financial
statements. However, the retentions from contractors of Kshs.41,757,564 was not
supported with retention money register, ledgers and aging analysis. Further, the other
deposits-cohorts: wages, kitchen, and allowances payable to Servicemen/women of
Kshs.321,370,062 are in respect to cohorts that were engaged in the six (6) months Youth
Empowerment Programme between September, 2014 and February, 2015.
Management did not provide any explanation for the delay in paying the cohorts.

In the circumstances, the accuracy and completeness of the deposits and retention
monies balance of Kshs.363,127,626 could not be confirmed.

4. Unsupported Payment for Water Utility Bills at NYS College, Gilgil

The statement of financial performance reflects use of goods and services balance of
Kshs.8,616,723,925. The amount includes water expenditure of Kshs.51,004,033 as
disclosed in Note 4 to the financial. Included in the water expenditure is Kshs.4,096,211
incurred in respect of payment of water consumed in August, 2021 at NYS College, Gilgil
through payment voucher N0.402 dated 27/10/2021. However, during the financial year
2020/2021, a payment of Kshs.17,397,654.50 was made to the same company as an
advance payment for June, July, and August 2021 the same period thereby resulting to
double payment for the utility.

In the circumstances, the regularity and completeness of the utility expenditure of
Kshs.4,096,211 could not be confirmed.

5. Property, Plant and Equipment
5.1 Unsupported Acquisition of Computers and Related Hardware

The statement of financial position reflects a property, plant and equipment amounting to
Kshs.29,461,080,443 which includes Kshs.18,830,933 in respect to additions/acquisition
of computers and as disclosed under Note 15 to the financial statements. However,
payment vouchers and related documentation amounting to Kshs.6,218,990 were
provided for audit verification leaving a balance of Kshs.12,611,943 which was not
supported.

5.2 Incomplete Fixed Asset Register

As previously reported, the Service did not maintain a complete and accurate asset
register with information relating to the assets such as type of the asset, date of
acquisition, supplier, cost, location, code, current values, remaining useful life, and
salvage value. Further, the assets have not been tagged for tracking and identification.
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5.3 Encroachment of National Youth Service Land

The Service has approximately 2,247 hectares of land in Yatta, Mavoloni, Athi River,
Mombasa Technical Institute and Mwatate among other regions. Physical verification of
the land in March, 2023 revealed that the parcels of land have not been fenced and were
encroached on. Although Management has initiated the process of demarcation of the
respective parcels of land, the process has not been finalized.

Therefore, the Service risks losing the parcels of land due to encroachment by informal
settlers.

In the circumstances, the accuracy, completeness and valuation of the property, plant
and equipment balance of Kshs.29,461,080,443 as at 30 June, 2022 could not be
confirmed.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the National Youth Service 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 qualified
opinion.

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 during the year under review.

Other Matter
1. Unresolved Prior Year Audit Issues

In the audit report of the previous year, several issues were raised under the Report on
Financial Statements, Report on Lawfulness and Effectiveness in Use of Public
Resources. However, the Management has not resolved some of the issues nor provided
explanations for the failure to resolve the issues.

2. Budgetary Control and Performance

The statement of comparison of budget and actual amounts reflects final revenue budget
and actual on comparable basis of Kshs.11,128,796,673 and Kshs.11,085,056,392
resulting to a revenue shortfall of Kshs.43,740,281. The financial statements also reflect
a nil balance in respect to transfers from Ministries, Departments and Agencies (MDA’s),
a decline by a hundred percent (100%) compared with Kshs.211,984,338 reported in the
previous year 2020/2021. However, the shortfall was not explained by way of a note
contrary to the guidelines issued by the Public Sector Accounting Standards Board which
provides that material variances of 10% with the budget be explained in a note.
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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. Stalled Projects

1.1 Stalled Construction of Housing Units at Vocational Training Institute -
Industrial Area

As previously reported, the Service entered a contract for the construction of a 12-unit flat
at the Vocational Training Institute-Industrial Area at a contract cost of Kshs.49,105,721.
However, the contractor abandoned the site after receiving the first payment of
Kshs.7,111,432. Management re-advertised the works and awarded the contract for the
completion at a contract cost of Kshs.61,098,319 for fifty-two (52) weeks commencing on
26 November, 2019. A physical inspection conducted in March, 2023 revealed minimal
construction carried out, but the project was incomplete and the contractor had
abandoned the site after receiving payments of Kshs.23,000,000.

In the circumstances, the Service did not realize value for money on the expenditure of
Kshs.30,111,432 spent on the project.

1.2 Supply, Delivery and Installation of High-and Low-level Pressed Steel Water
Tanks, Booster Pumps and Tower Works (VTI Industrial Area)

The Service entered a contract for the supply, delivery and install high-and low-level
pressed steel, water tanks, booster pumps and tower work for enough water storage at
the National Youth Service Vocational Training Institute (VTI) located in the Industrial
area, Nairobi at a contract sum of Kshs.11,715,396 on 03 September, 2019.

As previously reported in the financial year 2020/2021, the Service entered into a contract
for the supply, deliver and install high-and low-level pressed steel, water tanks, booster
pumps and tower works for enough water storage at the National Youth Service
Vocational Training Institute (VTI),) located in the Industrial area, Nairobi at a contract
sum of Kshs.11,715,396 on 9 July, 2019 and a contract signed on 03 September, 2019
for a period of sixteen (16) weeks ending on 31 October, 2020. The contractor abandoned
the site on 23 October, 2020 on the grounds of non-payment of certified works valued at
Kshs.5,770,669. Physical inspection in March, 2023, revealed that the work had stalled,
and the project was incomplete.

Despite several meetings between the officers from National Youth Service (NYS),
Nairobi Region works officers and the contractor to discuss the way forward to complete
the project, no progress has been made.
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In the circumstances, value for money has not been realized on the project.

1.3 Stalled Construction of Four-Storey Classrooms Block and Workshop at NYS
Engineering Institute-Ruaraka

The Service Management entered into a contract for the construction of a four-storey
classroom block and workshops at the NYS Engineering Institute in Ruaraka on
13 April, 2011 at a contract sum of Kshs.88,794,355. The project was to take 52 weeks
ending on 9 June, 2012. This was later extended by thirty-one (31) weeks to
12 January, 2013. However, as previously reported, the construction stalled in 2017 after
the payment of Kshs.81,884,550 equivalent to 92% of the contract sum against 95% of
the works certified.

A review of the project in February 2023, revealed that the position has not changed, and
the Management did not provide measures being taken to complete the project. The
incomplete works include electrical, plumbing and drainage that were originally valued at
Kshs.4,778,265 as per the State Department of Public Work’s appraisal report dated
5 April, 2022.

In the circumstances, value for money has not been realized eleven (11) years after the
construction commenced.

1.4 Stalled Construction of Double Span Kitchen, Dining and Barracks at NYS
Engineering Institute-Ruaraka

As previously reported, the Service awarded the contract for the Construction of Double
Span Kitchen, Dining and Barracks at NYS Engineering Institute Ruaraka to a
construction company in May, 2011 at a contract sum of Kshs.192,000,000. The project
commenced on 13 June, 2011 with a contract duration of 80 weeks. The contractor was
granted an extension period up to 13 March, 2017. The contractor, however, abandoned
the site after receiving payments totalling Kshs.186,248,573, or 90% of the agreed
contract sum. A physical inspection of the project in March, 2023, revealed that no
construction was ongoing at the site and the contractor had abandoned the site. Further,
huge visible cracks on the wall and floor were noted which continue to deteriorate. The
Management claimed that the delay in completion was mainly due to delayed payments
to the main contractor and sub-contractors. In addition, the Management has not made
any efforts to invoke the relevant clause of the contract to surcharge the contractor for the
delayed completion.

In the circumstances, value for money has not been realized eleven (11) years after the
construction commenced.

2. Intangible Assets-Supply, Installation and Commissioning of Enterprise
Resource Planning System

The Service signed a six (6) month contract with a firm on 25 June, 2021 for the supply,
installation and commissioning of an Enterprise Resource Planning System (ERP) for the
National Youth Service scheduled to run through 25 December, 2021.The project’s scope
entails the supply, delivery, installation, training and implementation of the latest version
of Microsoft Dynamics ERP System at the point of signing with nine (9) modules and also
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supplying, installing and configuring fifty (50) concurrent user licenses for the External
Resource Planning. The contractual obligations included among others.

I.  That Kshs.17,674,071.23 equivalent to thirty percent (30%) of the contract price
would be paid to the contractor upon signing, delivery and approval of the signed
contract, producing inception report, project charter and detailed work plan and
upon successful delivery of signed functional requirements documents from the
user requirements process.

ii.  Anamount of Kshs.35,348,142.46 equivalent to sixty percent (60%) of the contract
price would be paid upon system design, system development and testing and
training of end users and implementation/Go-live; and

iii. Kshs.5,891,357.08 upon expiry of the warranty period, commissioning, and
handover.

The contractor was paid Kshs.17,674,071 equivalent to thirty percent (30%) of the
contract price on the presentation of the inception report in March, 2022.

Review of the implementation of the project revealed that on 25 January, 2022, the
contractor requested a six (6) months period contract extension that was granted on the
same day. On 19 October, 2022, the contract was again extended for a period up to
31 December, 2022. However, the recent and last status report dated 13 December, 2022
by the service, eight (18) days before the expiry of the second extension, revealed that
all the twelve (12) modules and local area network together with server architecture had
not been officially commissioned in line with provisions of the initial contract.

Further, presentations made by Management revealed that the project is incomplete
despite having been executed for three (3) financial years commencing 2021. In addition,
no evidence or record was provided to show that Management prepared a multi-year
procurement plan in a format set out in the regulations consistent with the medium-term
budgetary expenditure framework for projects or contracts that go beyond one year in line
with the provisions of Section 53(7) of Public Procurement and Asset Disposal Act, 2015.
In the circumstances, the Service may not obtain value for money on the expenditure of
Kshs.17,674,071 spent on the incomplete ERP system.

3. Proposed Construction of Sewerage Works at NYS Training Institute-Naivasha

The Service awarded the contract for the construction of sewerage works at NYS Training
Institute Naivasha on 25 October, 2021 at a contract sum of KSh.52,626,120. The works
commenced on 23 November, 2021 and were expected to be completed within twenty-
six (26) weeks by 26 May, 2022. A review of the procurement process and project
implementation records however revealed the following anomalies.

i. Performance Security

According to the notification of award dated 28 September, 2021 for tender
No. NYS/Proc/02/2021-2022, the contractor was required to furnish the Service with a
performance security amounting to Kshs.2,631,306 equivalent to five percent (5%) of the
contract sum of Kshs.52,626,120. However, the tender security offered by Century Bank
dated 21 October covered approximately twenty-four (24) weeks instead of the contract
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duration of twenty-six (26) weeks. No explanation was provided for the inadequate
performance security.

ii. Lack of Clarity in Tender Evaluation

Review of the tender evaluation that the tax obligations compliance for Kenya tenders
attached to the tender document from the winning bidder was not indicated as was the
case for the other four (4). Further, the financial evaluation disqualified unit rate for bill
No.3 (D)-haulage of excavated materials quoted below Kshs.930 by four (4) firms based
on the Market Survey that had been done on the same. However, the market survey
report was not provided for verification. In addition, the firm awarded had quoted
Kshs.1100 which was above the public works estimate rate of Kshs.930 by Kshs.170 or
eighteen percent (18%).

iii. Failure to Complete Works

The Service paid a total of Kshs.30,749,940 or fifty-eight (58%) of the contract sum to the
contractor on 25 March, 2022 through payment voucher No.003, and certificate No.01
dated 10 February, 2022. However, as of the time of the audit in February, 2023, the
contractor had not completed the works and had since abandoned the site due to
undisclosed reasons.

In the circumstances, the Service may not obtain value for money on the expenditure of
Kshs.30,749,940 spent on the project.

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 overall 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
operating effectively, in all material respects. | believe that the audit evidence | have
obtained is sufficient and appropriate to provide a basis for my conclusion.
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Responsibilities of Management and the Council

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with the International Public Sector Accounting Standards
(Accrual Basis) 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 overall governance.

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

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.

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

16 May, 2023
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