REPORT OF THE AUDITOR-GENERAL ON NATIONAL TRANSPORT AND SAFETY
AUTHORITY 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 Transport and Safety
Authority set out on pages 1 to 46, which comprise of the statement of financial position
as at 30 June, 2023, 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.

In my opinion, except for the effect of the matters described in the Basis for Qualified
Opinion section of my report, | confirm that the financial statements present fairly, in all
material respects, the financial position of the National Transport and Safety Authority as
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at 30 June, 2023, and of its financial performance and its cash flows for the year then
ended, in accordance with International Public Sector Accounting Standards (Accrual
Basis) and comply with the Public Finance Management Act, 2012 and the National
Transport and Safety Authority Act, 2012.

Basis for Qualified Opinion
1. Inaccuracies in Property, Plant and Equipment

The statement of financial position reflects property, plant and equipment balance of
Kshs.1,388,025,951 which as disclosed in Note 25 to the financial statements includes
an amount of Kshs.279,998,869 in respect of Land and buildings. However, fifteen
parcels of land were not supported with ownership documents such as title deeds.
Further, land and buildings balance excluded value for buildings occupied by NTSA
inspection teams throughout the country had not been valued.

In the circumstances, valuation and existence of land and building could not be confirmed.
2. Unsupported Issuance of Computers to Board Members

Note 25 to the financial statements reflects additions to computers and other equipment
balance of Kshs.61,516,228. Included in this amount is Kshs.2,128,000 in respect of
purchasing of eight laptops for Board members during the year. However, the laptops
were not presented for verification and the policy on purchase of laptops for Board
members, was not availed for audit review.

In the circumstances, accuracy ownership and existence of computers and other
equipment amount of Kshs.2,128,000 could not be confirmed.

The audit was conducted in accordance with the International Standards of Supreme
Audit Institutions (ISSAIs). | am independent of the National Transport and Safety
Authority Management in accordance with ISSAI 130 on the Code of Ethics. I 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

1. Budgetary Control and Performance

The statement of comparison of budget and actual amounts reflects final receipts budget
and actual receipts on a comparable basis amounts of Kshs.3,602,361,156 and
Kshs.3,057,322,063 respectively resulting in  revenue under-Funding of
Kshs.545,039,094 or 15% of the budget. However, the Authority expended
Kshs.3,608,203,602 against expenditure budget of Kshs.3,602,361,156 resulting to over
expenditure of kshs.5,842,446 or 0.1% which is well within the approved budget. The
under collection of revenue affected the planned activities and has impacted negatively
on service delivery to the public.

2. Long Outstanding Employee Payables (Pending Bills)
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The statement of financial position and as disclosed in Note 30 to the financial
statements, reflects an amount of Kshs.557,824,318 in respect of Trade and other
payables which includes an amount of Kshs.96,303,753 relating to employee payables.
Further, included in the amountis Kshs.11,659,917 comprising of staff deduction owed
to a financing company offering credit facility to staff which has not been remitted
amounting to Kshs.2,204,933 and death benefits and last respect owed to the deceased’s
staff family amounting to Kshs.9,454,984 that had been outstanding for long. No plausible
explanation was given why the amounts had not been remitted. Failure to settle payables
when due, negatively affect activities of the Authority the following year as they form first
charge.

My opinion is not modified on the effect of these matters.
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 Matters
Unresolved Prior Year 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 and Report on Effectiveness of Internal Controls, Risk Management and
Governance. However, the issues remained unresolved.

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. Maintenance of the Smart Driving License Printing Solution

The statement of financial performance and as disclosed in Note 17 to the financial
statements, reflects an amount of Kshs.45,109,471 in respect of repairs and maintenance
which includes an amount of Kshs.31,662,815 relating to repairs and maintenance of
smart driving license. The amount was paid to the National Bank of Kenya for repairs and
maintenance of the software used in the printing of smart driving licenses. However,
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review of the contract document revealed that the contract commenced on 1 November,
2021 for one year and was to end on 31 October, 2022. Management expressed intention
to extend the contract for a further twelve (12) months and communicated the same to
the supplier on 27 October, 2022. However, the supplier through their acceptance letter
dated 31 October 2022, advised that they would only accept the new contract if the
contract price is varied upward by 23% but the Authority in a letter dated 17 November,
2022, promised to look into the request and advice thereafter. Although the Bank
continued offering services, no documentary evidence was provided to prove that the
Authority agreed to the terms of the vendor or whether the contract was renewed.

In the circumstances, the propriety of the amount of Kshs,31,662,815 could not be
confirmed.

2. Inefficient Reporting Module in Transport Information Management System
(TIMS)

The Authority through Transparency and Communication Infrastructure Project that is
implemented by the Information Communication and Technology Authority (ICTA)
procured Transport Integrated Management System (TIMS) from a vendor at a contract
price of Kshs.186,480,294 to manage all vehicle registrations, inspections, and driver
licensing in Kenya. The New system was commissioned in March, 2023 for which the
Authority has no control as there was no contract for adoption of the system and the
system has been migrated to E-Citizen.

However, the following system weaknesses were observed during the audit:

(i) Despite the Authority having decentralised revenue generating services in several
regional offices across the country, the system was not able to generate the
revenues transactions per region. Thus, it was not possible to analyse how each
revenue stream was distributed for the services rendered by the regional offices.

(i)  Although the Authority uses the system for all its service delivery, the system was
not able to generate a comprehensive report on all applications made and
expected revenues. Instead, all the Authority’s revenue reported were fully
dependent on E-citizen generated reports which could not be confirmed with the
TIMS data.

(i)  The TIMS access rights provided to the Authority user departments did not allow
for the generation and export of comprehensive transactional reports for licensing
and vehicle registration. The limitation impedes the reconciliation process between
different revenue streams. As a result, we were unable to verify the accuracy of
the revenue amount stated in the financial statements when compared to the data
extracted from the revenue collection system (TIMS). Thus, the accuracy of
revenues from licenses, fees and permits of Kshs.1,035,100,262 and sale of goods
of Kshs.1,206,901,756 as reported in the financial statement could not be
confirmed from the TIMS system.

(iv)  NTSA users of the licensing and motor vehicle registration departments have
limitations in the current access levels to meet their reporting requirements. The
employees can only access and produce highly summarised reports for
applications done. In addition, data from the previous version of TIMS has not been
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migrated to the new TIMS version. Only the Database Administrator can produce
the report from the database

(v) The detailed transactional reports extracted from the backend (database) had no
costings i.e. they only produce reports- for counts of all applications done and
processed.

(vi)  The Management did not provide documentation on exit arrangement with the old
TIMS service provider to ensure no license payments and maintenance costs are
incurred by the Authority whilst ensuring data migration was seamlessly done.

In the circumstances, value for money incurred in this project of Kshs.186,480,294 could
not be confirmed.

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. I 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 governance were not effective.

Basis for Conclusion
1. Lack of Risk Assessment

During the year under review, the Authority did not perform risk assessment for its
operations outlining the risk identified and mitigation measures despite the Authority
having a Risk Management Policy and Framework in place. Further, it was noted that the
Authority’s Corporate Research, Strategy and Planning Department charged with
responsibility for risk assessment, had not been facilitated with the adequate staff to
perform the function. Although the Authority operated without an approved Internal Audit
Charter, Management did not explain how the Internal Audit Department performed its
internal checks roles, risk-based, value-for-money system audits aimed at strengthening
internal control mechanism and strategic objectives achievement. As a result, the
Authority is exposed to loss of funds through fraud and wastage as risk areas are not
identified and prevented before occurrence.

In the circumstances, effectiveness of the internal controls on assessment of risk could
not be confirmed.

2. Failure to Enforce Smart Driving License and Un-utilized Smart Card
Driving Licenses
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The Authority entered into a contract with National Bank of Kenya consortium on
8 March, 2017 for supply, delivery, installation and maintenance of five (5) million second-
generation smart card-based driving license at a contract sum of Kshs.2,028,991,964.
Review of the project status as at 30 June, 2023 revealed that the supplier had delivered
4,042,050 smart cards and paid a total of Kshs.1,195,201,497 out of which, only
1,479,176 cards had been printed for the past six years leaving un-utilized 2,562,874
cards valued at Kshs.788,852,617.20 that are in the Authority’s store. The project was
initially to run for three years up to March 2020 and therefore it is four years behind
schedule. The uptake of the smart driving licenses is quite slow. Management did not
demonstrate effort to enforce use of smart card driving licenses and may result to waste
of public funds already incurred in the project.

In the circumstances, value for money expended on this project of Kshs.1,195,201,497
could not be achieved.

3. Weakness in Inventory Management System

The statement of financial statements reflects inventory balance of Kshs.310,455,492
which as disclosed in Note 23 to the financial statements constitutes stock balances of
number plates, driving licences, consumables stores and specialised materials. However,
the stock balance was based on physical count as the ERP inventory system was not
able to generated stock balances. As a result, it was not possible to compare the physical
count balances against the system generated balances. Further, use of manual system
made it difficult to track movement of stock and stock location at regional offices which
may lead to wastage, loss, theft, deterioration or obsolescence of stock.

In the circumstances, the effectiveness of internal controls on management of inventory
could not be confirmed.

4. Weaknesses in the functioning of the Regional Offices

Inspection of regional offices conducted in the month of March revealed the following
anomalies:

4.1 Lack of Formal Occupation Arrangement for Regional Offices and Huduma
Centers

Audit verification of sampled regional revealed that except for the Mombasa office where
the Authority has built offices, other regional offices occupied by the Authority’s staff did
not have formal lease agreements. It was noted that the Authority had six staff members
stationed in three Container Freight Stations (CFS) in Mombasa providing the registration
functions but there were no documented formal arrangements to support the occupation
of the offices in CFS which is a private enterprise. Although the Management explained
that the occupation of these offices was on Government to Government departments
arrangement and no rent was charged, no documentary evidence was provided in support
of this arrangement.

4.2 Unavailability and Accessibility of the Authority’s Services

Despite the Authority’s services being applied online, the applicants have to physically
visit the regional offices for finalization of the transactions as collection of logbooks,
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number plates, smart driving licenses and inspection services are carried out at regional
offices. However, it was noted that the Authority had 17 regional offices country wide and
fifty-two (52) Huduma Center services that serves as dispatch centers which were
sparsely distributed, far away from the customers/public. The distance covered by the
public seeking service was so long a situation that could have contributed to slow
collection rates of number plates and smart driving licenses and eventual low revenue
realization.

4.3 Insufficient Biometric Kits for Smart Driving Licenses Enrolment

The Authority established the smart driving licenses in 2017 with an aim to do away with
the physical red book drivers’ licenses. During the field verification, it was noted that the
Authority had twenty (20) biometric enrollment kits out of which, four (4) were faulty. Most
Huduma centers lacked the biometric kits and were only serving as a collection center.
The available kits were also reported to be breaking down due to intermittent overloads.
As a result, long queues were observed seeking for the services.

4.4 Non-Maintained Offices at the Regions

The audit inspection revealed that most Authority’s regional offices were old buildings
inherited from traffic police and Mechanical Transport Department that were not
maintained and were worn out. The offices lacked key security features like steel doors,
had broken ceilings, non-partitioned stores, unlevelled grounds while others did not have
sufficient sitting space like in Voi, Embu and Kericho offices. In particular, Voi office had
only one functional fan despite the hot weather condition. Further, it was noted that
Machakos and Embu offices despite having a large compound, the grounds were uneven
and not done and was prone to flooding during rainy seasons. In addition, it was noted
that most regional offices had no waiting sheds and bays for the public resulting to
crowding during driver test services and during cases of mass inspections.

4.5 Use of Obsolete Motor Vehicles Inspection Equipment and Facilities

Section 4(2) of the National Transport and Safety Authority Act 2012, states that one of
the core functions of the Authority is to conduct Motor vehicle inspection and certifications.
However, a visit to the regional offices in Nakuru, Kericho, Kisumu, Kakamega, Eldoret,
Mombasa, Voi, Machakos, Nyeri and Embu revealed that inspection equipment and
facilities are either faulty or obsolete and are no longer useful for their intended purposes.
The officers in the region inspect the motor vehicles manually as the Inspection Centres
were old and subserviced. Manual inspections could not yield accurate inspection reports
as the inspectors have a double work of manually inspecting and recording the results in
the online platform for reports.

In addition, the inspection centres at the regional offices had no ownership documents.
The parcels of land where the inspection centres are located had not been valued. It was
noted that Authority land at Voi and Nakuru had been encroached by informal settlers.

4.7 High Stock of Uncollected Plates, Logbooks and Smart Driving Licences

Field verification revealed large stocks comprising of uncollected new generation number
plates, motor vehicle logbooks and smart driving licences in regional offices. Reviewed
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records from ten (10) regional offices indicated stocks of 20,006 plates, 17,474 logbooks
and 5,753 smart drivers’ licenses. Further, records indicated that among the stocks were
expired drivers’ licenses while some logbooks had been in the Authority’s custody for over
five years now.

Further, interrogation of records revealed that the system balances of uncollected items
were differing from balances in the physical records. Management explained that the
system could only allow the online authorized person to collect the items while at the
regions, there was a leeway for unauthorized owner to collect the items hence the
difference.

In the circumstances, the effectiveness of service delivery 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 the Board of Directors

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

In preparing the financial statements, Management is responsible for assessing the
Authority’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 Authority or to cease operations.

Management is also responsible for the submission of the financial statements to the
Auditor-General in accordance with the provisions of Section 47 of the Public Audit Act,
2015.

In addition to the responsibility for the preparation and presentation of the financial
statements described above, Management is also responsible for ensuring that the
activities, financial transactions, and information reflected in the financial statements are
in compliance with the authorities which govern them, and that public resources are
applied in an effective way.

The Board of Directors is responsible for overseeing the Authority’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
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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. My consideration of
the internal control would not necessarily disclose all matters in the internal controls 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 controls 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.
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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 Authority’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 Authority to cease to
continue 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 Authority to express an opinion on the financial statements.

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

| 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 to 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

09 May, 2024
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