REPORT OF THE AUDITOR-GENERAL ON NATIONAL SOCIAL SECURITY FUND
FOR THE YEAR ENDED 30 JUNE, 2023

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
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 Social Security Fund
set out on pages 1 to 63, which comprise of the statement of net assets available for
benefits as at 30 June, 2023, and the statement of changes in net assets available for
benefits, the statement of changes in accumulated members’ funds, the 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 National Social Security Fund as at 30 June, 2023, 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 National Social
Security Fund Act, 2013.

Basis for Qualified Opinion
1. Non-Performing Investment in Unquoted Equities

The statement of net assets available for benefits reflects unquoted stocks balance of
Kshs.787,911,498 as disclosed in Note 27 to the financial statements. Review of
documents revealed that the Fund held shares worth Kshs.38,428,500 in Consolidated
Bank of Kenya whose performance declined by Kshs.209,265,764 as detailed below;

Value as at Value as at Decline in
No. of | 30 June, 2023 | 30 June, 2022 Value
Company Shares (Kshs.) (Kshs.) (Kshs.)
Consolidated Bank Ord. 2,225,000 8,321,500 86,694,264 (78,372,764)
Shares
Consolidated 4% 8,050,000 30,107,000 161,000,000 | (130,893,000)
Cumulative Preference
Shares
Total 10,275,000 38,428,500 247,694,264 | (209,265,764)

The Fund continues to hold investments with no return by way of dividend or capital
appreciation.

In the circumstances, the value for money and fair valuation of the unquoted stocks could
not be confirmed.

2. Investment in Non-Performing Quoted Shares

The statement of net assets available for benefits reflects quoted stocks of
Kshs.52,986,064,443 as disclosed in Note 28 to the financial statements. The
balance includes shares held in three (3) companies valued at Kshs.170,708,881
as at 30 June, 2023 whose value decreased by Kshs.50,892,593 or (23%) from
Kshs.221,601,474 as at 30 June, 2022 as follows:

Number of Share Price as | Share Price Decline in | Decline Value
Shares | at 30 June 2023 as at 30 Price Per (Kshs.)
(Kshs.) June, 2022 Share
(Kshs.) (Kshs.)
Company
East Africa 24,300,000 6.04 8.00 (1.96) (47,628,000)
Portland Cement
Sameer Africa 2,838,776 2.65 3.80 (1.15) (3,264,592)
Athi River Mining 2,957,500 5.55 5.55 - -
Total (50,892,592)
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As reported previously, review of status of investment in quoted stocks confirmed that the
Fund entered into contractual agreement with six (6) Fund Managers. The Fund
Managers were to have full control and unrestricted powers to invest the Fund’s money
as per investment policy for maximum returns. However, the Fund has continued holding
on to the non-performing investments in the three (3) companies.

In the circumstances, the accuracy and fair valuation of quoted investment of
Kshs.170,708,881 in three (3) companies could not be confirmed.

3. Long Outstanding Tax Receivables

The statement of net assets available for benefits reflects receivables and prepayments
balance of Kshs.6,580,672,946 which as disclosed in Note 23 to the financial statements
which includes tax receivables amount of Kshs.938,003,638 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.938,003,638 includes an amount of Kshs.26,605,051 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 recoverability of the tax receivables balance of
Kshs.904,903,717 could not be confirmed.

4. Unremitted and Undisclosed Member Contributions

The statement of changes in net assets available for benefits reflects contributions
receivable balance of Kshs.26,873,595,651 as disclosed in Note 6 to the financial
statements. Review of members’ contributions status revealed that an amount of
Kshs.9,545,509,225 in respect to long outstanding contributions receivable which
comprised of mandatory contributions of Kshs.1,933,630,444 and outstanding penalties
of Kshs.7,611,878,781 had not been included in the statements of net assets available
for benefits as at 30 June 2023.

In the circumstances, the accuracy and completeness of the contributions receivable
balance of Kshs.26,873,595,651 could not be confirmed.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the National Social Security Fund Management
in accordance with ISSAlI 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.

Emphasis of Matter

Report of the Auditor-General on National Social Security Fund for the year ended 30 June, 2023
3



Budgetary Control and Performance

The statement of comparison of budget and actual amounts reflects final income budget
and actual on a comparable basis of Kshs.40,683,613,228 and Kshs.33,727,938,396
respectively, resulting in an under-collection of Kshs.6,955,674,832 or 17% of the
approved budget. Similarly, the Fund incurred Kshs.7,328,971,740 against an approved
final expenditure budget of Kshs.7,001,625,222, resulting in an over-utilization of
Kshs.327,346,518 or 5% of the budget.

The under-collection and over-utilization affected the planned activities of the Fund and
may have negatively affected service delivery to the public.

My opinion is not modified in respect of this matter.
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

Unresolved Prior Year Matters

As disclosed under the progress on follow-up on the auditor's recommendations section
of the financial statements, various prior year audit issues remained unresolved as at
30 June, 2023. Management has not provided reasons for the delay in resolving the prior
year’s audit issues as required by The National Treasury guidelines.

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
1.0 Delay in Completion of Assets under Construction

1.1 Construction of Boundary Wall at Plot in Bamburi

The statement of net assets available for benefits reflects assets under construction
balance of Kshs.39,978,685 as disclosed in Note 30 to the financial statements which
includes Kshs.8,624,178 relating to construction of a boundary wall of a plot in Bamburi
at contract price of Kshs.16,563,900 that was to be completed within eight (8) weeks from
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12 March, 2017. The works were suspended due to encroachment by a water pipeline
land and underground cables passing through the land an indication that the Fund
had not conducted survey before contract award. The suspension was lifted on
21 March, 2018 but the contractor was unable to complete the work leading to contract
termination after 81% of the works had been completed. However, termination letter was
provided for audit.

The Fund entered into a new contract with another contractor on 28 September, 2020 for
completion of the remaining works at a contract price of Kshs.6,233,094 which was to be
completed within eight (8) weeks. Documents provided for audit revealed that
Kshs.1,881,464 had been paid to the contractor. However, as at the time of the audit in
February 2024, the construction of the wall had not been completed, yet Management
has not taken any measures to compel the contractor to complete the works or terminate
the contract. This was contrary to Section 9 of the contract document which requires that
procuring entity may without prejudice to any other remedy accruing to it for breach of
contract terminate this agreement in writing in whole or in part if the tenderer fail to
perform any other obligation under this agreement.

In the circumstances, the value for money spent on the boundary wall could not be
confirmed.

1.2 Other Assets Under Construction

The statement of net assets available for benefits reflects assets under construction
balance of Kshs.39,978,685 as disclosed in Note 30 to the financial statements which
includes Kshs.31,354,506 relating to construction of SSH Gym Centre and Bulk filers at
a cost of Kshs.6,995,968 and Kshs.24,358,538 respectively. However, the status report
on completion were not provided for audit.

In the circumstances, the value for money for the expenditure on the projects could not
be confirmed.

2.0 Lack Contract for the Provision of Travel Services

Review of documents provided revealed that the Fund entered into a contract with a
supplier for provision of travel services on 10 June, 2021, renewable for one-year
subject to a maximum of two years and subject to annual appraisal with good performance
scores. During the year under review, the contract was renewed for the first year
which started on 10 April, 2022 and ended 10 April, 2023. However, the Fund paid
Kshs.12,555,265 between May and June, 2023 after the expiry of the contract.

In the circumstances, the regularity of the payments of Kshs.12,555,265 made without a
valid contract, could not be confirmed.

3.0 Long Outstanding Advance Payment on Stalled Embakasi Scheme Project

Review of documents provided for audit revealed that the Fund paid Kshs.215,540,774
advance payment to a contractor for construction of Embakasi Phase VI project. The
project stalled due to lack of approval of change of user by Nairobi City County
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Government. However, as at the time of audit in February, 2024, the Fund had not
recovered the advance payment from the contractor.

In the circumstances, Management was in breach of the law and the recovery of the
advance payment appear doubtful.

4.0 Lack of Lease Agreement

The statement of changes in net assets available for benefits reflects general
administrative costs balance of Kshs.2,134,852,885 as disclosed in Note 14 to the
financial statements which includes Kshs.300,718,391 relating to rent expenses out of
which Kshs.206,712 was paid as parking fees for the Fund’s Kisumu offices. However, a
lease or contract agreement was not provided for audit review.

In the circumstances, the regularity of the rent expense of Kshs.206,712 could not be
confirmed.

5.0 Hire of Kisumu Investment Property

The statement of net assets available for benefits reflects investment property balance of
Kshs.35,535,225,456 as disclosed in Note 29 to the financial statements which includes
Kshs.220,000,000 for Kisumu Estate Land. However, physical verification carried out in
September, 2023 revealed that an individual was operating a garage on the parcel of
land. However, a lease or tenancy agreement indicating the rent payable and duration of
the lease was not provided for audit verification. Further, an updated list of tenants
indicating the specific period they took possession of monthly rent payable and tenancy
agreements were not provided for audit.

Further, rent payments by tenants occupying the land are remitted to the Fund by some
tenants while others pay the County Government of Kisumu. This has denied the Fund
from not receiving optimal revenue on the property.

In the circumstances, the Fund’s failure to full control of the land denies the Fund revenue.

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, except for the matters described in the Basis for Conclusion on
Effectiveness of Internal Controls, Risk Management and Governance section of my
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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. Court Injunctions on Rent and Tenants without Lease Agreement

Review of records provided revealed that eight (8) tenants in Social Security House,
Mombasa had obtained injunctions against the landlord and the Fund management due
to court cases. Further, seven (7) other tenants were occupying the premises without
lease agreements. In addition, despite the Fund'’s efforts to have these tenants sign new
lease agreements, they have refused to do so, resulting in the Fund being denied rent for
the use of its premises.

In the circumstances, the effectiveness of controls over revenue could not be confirmed.
2. Contributions in Suspense Account

Review of members’ contributions 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 once they qualify as per the National Social
Security Act, 2013. However, as previously reported, contributions in transit, representing
contributions which had not been posted to individual members’ accounts, stood at
Kshs.942,000,000 (2022 - Kshs.742,000,000) as disclosed in Note 34 to the financial
statements. These arise from lack of integration between the employer’s bank accounts
and the Fund’s collection system, leading to delays in updating members’ accounts with
their deposits. No sufficient explanation was provided for the inability to reconcile and
post the suspense balance of Kshs.942,000,000 to the respective members’ 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 | 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 Trustees

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with International Financial Accounting Standards (IFRS) and
for maintaining effective internal control as Management determines is necessary to
enable the preparation of financial statements that are free from material misstatement,
whether due to fraud or error and for its assessment of the effectiveness of internal
control, risk management and overall governance.
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In preparing the financial statements, Management is responsible for assessing the
Fund’s ability to continue to sustain its 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 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
systems are in place to address key roles and responsibilities in relation to governance
and risk management, and ensuring the adequacy and effectiveness of the control
environment.

Auditor-General’s Responsibilities for the Audit

The audit objectives are to obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement, whether due to fraud or error,
and to issue an auditor’s report that includes my opinion in accordance with the provisions
of Section 48 of the Public Audit Act, 2015 and submit the audit report in compliance with
Article 229(7) of the Constitution. Reasonable assurance is a high level of assurance, but
is not a guarantee that an audit conducted in accordance with ISSAIs will always detect
a material misstatement and weakness when it exists.

Misstatements can arise from fraud or error and are considered material if, individually or
in the aggregate, they could reasonably be expected to influence the economic decisions
of users taken on the basis of these financial statements.

In addition to the audit of the financial statements, a compliance audit is planned and
performed to express a conclusion about whether, in all material respects, the activities,
financial transactions and information reflected in the financial statements are in
compliance with the authorities that govern them and that public resources are applied in
an effective way, in accordance with the provisions of Article 229(6) of the Constitution
and submit the audit report in compliance with Article 229(7) of the Constitution.

Further, in planning and performing the audit of the financial statements and audit of
compliance, | consider internal control in order to give an assurance on the effectiveness
of internal controls, risk management and 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.
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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 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 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 Fund’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 Fund 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 Fund to express an opinion on the financial statements.

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

| also provide Management with a statement that | 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.

FCPA Nancy Gathungu, CBS
AUDITOR-GENERAL

Nairobi

19 April, 2024
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