REPORT OF THE AUDITOR-GENERAL ON POSTAL CORPORATION OF KENYA
FOR THE YEAR ENDED 30 JUNE, 2022

PREAMBLE

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

A. Reporton 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

| have audited the accompanying financial statements of Postal Corporation of Kenya
set out on pages 1 to 43, which comprise of the statement of financial position as at
30 June, 2022, 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. | 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 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 Postal Corporation of Kenya 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 and comply with the
Postal Corporation Act, 1998 and the Public Finance Management Act, 2012.

Basis for Qualified Opinion

1. Undisclosed Material Uncertainty Relating to Going Concern

During the year under review, the Corporation recorded a surplus of Kshs.291,817,706
(2021 - a loss of Kshs.35,522,187) as disclosed in the statement of profit or loss and
other comprehensive income. The surplus marginally increased the accumulated
general reserves to a negative Kshs.6,286,959,377 from negative Kshs.6,437,441,894
reported in the financial year ended 30 June, 2021. Further, the statement of financial
position reflects current liabilities balance of Kshs.8,354,899,454 and current assets
balance of Kshs.1,606,658,844 resulting to a negative working capital of
Kshs.6,748,240,610.

The Corporation’s financial statements, therefore, have been prepared on a going
concern basis on the assumption that it will continue to receive financial support from
the Government, bankers, and creditors. However, this material uncertainty in relation
to going concern and any mitigating measures put in place by the Corporation’s
Management to reverse the position has not been disclosed in these financial
statements.

2. Unsupported Expenditure

The statement of profit or loss and other comprehensive income reflects total operating
expenses of Kshs.3,306,923,221, which, as disclosed in Note 8(h) to the financial
statements includes Kshs.117,466,598 in respect to other expense. However,
expenditures totalling Kshs.4,825,413 were not supported by documents such as work
tickets, receipts, a program of activities, original work tickets, attendance registers,
receipts, invoices, quotations, evaluation committee minutes and delivery notes

In the circumstances, the propriety, accuracy and completeness of the expenditure of
Kshs.4,825,413 could not be confirmed.

3. Unconfirmed Cash and Bank Balance

Note 12 to the financial statements reflects cash and bank balance of
Kshs.361,404,083 which includes Kshs.35,029,491 for E-value balance relating to
mobile banking (Mpesa and Airtel money) balances. However, confirmation
certificates from the mobile banking operators were not provided for audit.

In the circumstances, the accuracy, existence and completeness of the cash and bank
balance of Kshs.35,029,491 could not be confirmed.

4. Land and Buildings Without Ownership Documents

The statement of financial position reflects property, plant and equipment net book
value of Kshs.11,635,661,355 as disclosed in Note 10a to the financial statements.
This includes Kshs.9,036,850,000 being the value of land out of which
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Kshs.1,478,000,000 relates to thirty-four (34) parcels of land in various parts of the
County whose ownership is in dispute. As previously reported in 2020/2021 and earlier
years, the land parcels had either been encroached on, on double allocation, or
alienated. Further, fifty-five (55) parcels of land valued at Kshs.210,210,000 that were
vested to the Corporation through legal notice No.156 of 05 November, 1999 did not
have title deeds.

In the circumstances, the accuracy, completeness and ownership land with combined
value of Kshs.1,688,210,000 could not be confirmed.

5. Unsupported Trade and Other Receivables

The statement of financial position reflects trade and other receivables balance of
Kshs.1,245,254,761 which as disclosed in Note 11 to the financial statements includes
Kshs.177,695,268 in respect to Posta Pay transactions receivable after termination of
the contract between a service provider and the Corporation. However, supporting
documents for the debt was not provided for audit review.

In the circumstances, the accuracy and completeness of the balance of
Kshs.177,695,268 could not be confirmed.

6. Unsupported Deferred Projects

As disclosed in Note 13 to the financial statements, the statement of financial position
reflects trade and other payables totalling Kshs.8,354,899,453 which includes
Kshs.96,819,339 in respect of deferred projects. The Management explained that the
liabilities on deferred projects were vested in the Corporation in 1999 through Legal
Notice N0.156. The defunct Kenya Postal and Telecommunication Corporation had
hired the services of consultants for the design and construction of Kisumu, Kericho,
and Malindi Head Post Offices (HPOs). This liability was awarded by High Court
based on a project to design and construct the three HPOs, but the defunct
Corporation failed to pay the debt. Although the Management indicated that the
service was irregular, no documentary evidence was provided for the unpaid liability.

In the circumstances, the accuracy and completeness of the deferred projects liability
of Kshs.96,819,339 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 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 in the year under review.
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Other Matter
1. Budgetary Control and Performance

The statement of comparison of budget and actual amounts reflects a total income
budget of Kshs.3,755,000,000 against actual receipts of Kshs.3,598,740,938 resulting
in a revenue shortfall of Kshs.156,259,072 or 4% of the budget. The statement also
reflects a total final expenditure budget of Kshs.3,167,428,999 against the actual
expenditure of Kshs.2,985,855,805 resulting in an under-expenditure of
Kshs.181,573,194 or 6% of the budget.

The revenue shortfall and under expenditure affected the planned activities and may
have impacted negatively on service delivery to the public.

2. Unresolved Prior Year Matters

As disclosed under follow up on auditor’s recommendations on prior year audit issues,
various prior year audit issues remained unresolved as at 30 June, 2022. Management
has not provided reasons for the delay in resolving the prior year audit 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, | 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. Wasteful Expenditure

The statement of profit or loss and other comprehensive income and as disclosed in
Note 9 to the financial statements is an amount of Kshs.178,844,271 in respect of
non-operating expenditure. The balance includes an interest of Kshs.12,000,000 and
Kshs.144,504,914 in respect to unpaid SACCO dues and unpaid pensions
respectively. The accumulated interest, would have been avoided had the Corporation
remitted the SACCO dues and pensions in time.

In the circumstances, the value for money of interest totalling Kshs.156,504,914 in
respect of delayed SACCO dues and pensions contributions could be confirmed.

2. Doubtful Recovery of Long Outstanding of Receivables

Note 11 to the financial statements reflects trade and other receivables balance of
Kshs.2,746,567,657 which includes Kshs.2,683,762,218 or 98% which has remained
outstanding for a long time. Further, the Corporation made a provision of
Kshs.1,501,312,896 for bad and doubtful debt, or 55% of the total receivables an
indication of a lack of effective debt management. In addition, the trade and other
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receivables include Kshs.26,787,970 in respect of cash-in-transit fraud committed by
employees who have since been dismissed. Although the schedule provided for the
audit revealed that Insurance Company has declined to compensate for the loss,
Management has not explained the measures taken to recover the same from the
former employees.

No evidence of measures put in place by Management to ensure the recoverability of
the long outstanding debtors

In the circumstances, the recoverability of the Kshs.26,787,970 is doubtful.

3. Unremitted Statutory, Pensions, Gratuity, Staff Loans and Posta Pay EFT

The statement of financial position and as disclosed in Note 13 to the financial
statements reflects trade and other payables balance of Kshs.8,354,899,453. The
following anomalies were noted:

i. Included in the balance is an amount of Kshs.725,033,169 being statutory
deductions and excise duty which had not been remitted to the Kenya Revenue
Authority. The unremitted deductions continue to attract unnecessary interest and
penalties for the period they are unpaid.

ii. Included in the balance is an amount of Kshs.1,777,397,774 in respect of
pensions and gratuities deductions, Kshs.98,798,133 due to Cooperatives, and
Kshs.309,846,967 in respect of unremitted staff bank loans which had not been
remitted to the relevant institutions. This is contrary to Section19(4) of the
Employment Act, 2007 which requires an employer who deducts an amount from
an employee’s remuneration to pay the amount deducted and remitted within the
stipulated time.

iii. Included in the balance is an amount of Kshs.1,204,471,802 in respect of New
Posta Pay EFT relating to revenue collected by the Corporation on behalf of other
entities which had not been remitted to the relevant institutions.

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

4. Long Outstanding Trade and Other Payables

Note 13 to the financial statements reflects trade and other payables balance of
Kshs.8,354,899,453 which includes Kshs.76,951,290 in respect of other creditors.
Records provided for audit indicate that an amount of Kshs.31,536,616 out of the
Kshs.76,951,290 relates to historical payables which have remained unsettled for a
long period. Management has not provided measures taken to ensure that the long
outstanding historical pending payables are prioritized and paid as required by
National Treasury Circular No.10/2020 Ref DGIPE/A/1/80 of 6/6/2020; on prioritization
of pending bills.

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

5. Procurement Outside the E-Procurement System

During the year under review, the Corporation procured works, goods and services
through a manual process instead of the Government recommended e-procurement
system. This is contrary to Executive order N0.6/2015 and Executive order No.2 of
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2018, which directed all public procuring entities to migrate their procurement systems
to the e-procurement platform developed by the National Treasury.

In the circumstances, the Management was in breach of the circulars.
6. Failure to Adhere to Corporations Leasing Policy

Physical verification carried out in February, 2023 of sampled properties in various
towns revealed the following anomalies:

i). Permanent structures have been erected in ten (10) Corporation’s land contrary to
Section 6 of leasing guidelines for the Postal Corporation of Kenya which stipulates
that no structures of permanent nature whatsoever shall be allowed in any
Corporation property. Further, a report showing all leased land, name of the
lessee, size of land leased, parcel number, duration of the lease and nature of
building constructed on them was not provided for audit.

i). Parcel of land in Kisumu was repossessed by the County Government of Kisumu
and stalls were constructed, for Kisumu traders who are reported to be paying rent
to the County Government.

iii). A portion of the parcel of land in Busia was repossessed by the County
Government after lying idle for a long time. The Corporation has only fenced about
half of the land exposing the remaining portion to possible encroachment.

iv). Land at Rongo has temporary structures. However, tenants do not pay rent to the
Corporation instead it is paid to the County Government. Further, a larger part of
the land is idle and unfenced thus exposing it to possible encroachment.

V). A private company entered into a lease agreement with the Corporation to lease
five thousand (5,000) square feet. The size of the space occupied was later
changed to two thousand five hundred (2,500) square feet. However, physical
verification revealed that Company occupies approximately seven thousand four
hundred (7,400) square feet. An explanation for the change has not been provided.
Further, the tenant repaired the building and it was agreed that the construction
cost be offset from rent payable. However, the asbestos removed was not disposed
of as per NEMA approval but was dumped within the Corporation’s compound yet
the cost was set off against rent payable to the Corporation.

In the circumstances, the Corporation may not obtain value for money for its various
leased properties.

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.
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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, | confirm that, nothing else has come to my attention to cause me to believe
that internal controls, risk management and governance were not effective.

Basis for Conclusion
1. Failure to Charge Rent in Respect of Huduma Centres

According to the memorandum of understanding and agreement dated
17 October, 2013 signed between the Postal Corporation of Kenya and Huduma
Secretariat, the Corporation hosts Huduma Kenya on its premises. The memorandum
expired on 16 October, 2018. However, according to the Corporation, despite having
a formal engagement through Committees, Huduma Centre Management has failed
to sign the new contract. Currently, there is no formal contractual agreement between
the two entities, and Huduma Kenya continue occupying office spaces in various
postal offices spread across the country, for which no rent is charged, hence denying
the Corporation the much needed-income.

2. Lack of Approved Rates for Rental Income

Field inspection of post offices in various regions revealed that the Corporation had
leased out parcels of land and properties to third parties. Examination of a sample of
lease agreements provided at the regions revealed that the Corporation used arbitrary
rates for tenants even in locations where tenants occupy the same office space or
land. This is an indication of a lack of competitive and standardized rates to determine
rent payable. Further, no evidence was provided indicating that a market survey was
carried out by the Corporation to obtain maximum returns on rent due.

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 controls, 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 Board of Directors

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

In preparing the financial statements, Management is responsible for assessing the
Corporation’s ability to continue as a going concern, disclosing, as applicable, matters
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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.

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 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 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
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 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
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all matters in the internal controls 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, | 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 controls.

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 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 Corporation’s 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.

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 Fund to express an opinion on the financial statements.

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

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

12 May, 2023
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