REPUBLIC OF KENYA

FFICE OF THE AUDITOR-GENERAL

Enhancing Accountability

REPORT

OF

THE AUDITOR-GENERAL
ON

TEACHERS SERVICE COMMISSION

FOR THE YEAR ENDED
30 JUNE, 2024






HEADQUARTERS

REPUBLIC OF KENYA
Anniversary Towers

=N R

Telephone: +254-(20) 3214000 = B 7
Email: info@oagkenya.go.ke ety J‘! Monrovia Street
Website:www.oagkenya.go.ke é’/ R B OBerbokl bnin
OFFICE OF THE AUDITOR-GENERAL NAIROBI

Enhancing Accountability

REPORT OF THE AUDITOR-GENERAL ON TEACHERS SERVICE COMMISSION
FOR THE YEAR ENDED 30 JUNE, 2024

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

A. Report on 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 the Use of Public Resources which
considers compliance with applicable laws, regulations, policies, gazette notices,
circulars, guidelines and manuals and whether public resources are applied in a
prudent, efficient, economic, transparent and accountable manner to ensure the
Government achieves value for money and that such funds are applied for the
intended purpose; and,

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, risk
management environment and internal controls, developed and implemented by those
charged with governance for orderly, efficient and effective operations of the entity.

An Unmodified Opinion is issued when the Auditor-General concludes that the financial
statements are fairly presented in accordance with the applicable financial reporting
framework. The Report on Financial Statements should be read together with the Report
on Lawfulness and Effectiveness in the Use of Public Resources, and the Report on
Effectiveness of Internal Controls, Risk Management, and Governance.

The three parts of the report aim to address the Auditor-General's statutory roles and
responsibilities 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
Opinion

| have audited the accompanying financial statements of Teachers Service Commission
set out on pages 1 to 33, which comprise of the statement of financial assets and financial
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liabilities as at 30 June, 2024 and the statement of receipts and payments, 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.

In my opinion, the financial statements present fairly, in all material respects, the financial
position of Teachers Service Commission as at 30 June, 2024 and of its financial
performance and its cash flows for the year then ended, in accordance with International
Public Sector Accounting Standards (Cash Basis) and comply with the Teachers Service
Commission Act, 2012 and the Public Finance Management Act, 2012.

Basis for Opinion

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAls). | am independent of the Teachers Service Commission
Management in accordance with ISSAI 130 on the 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 opinion.

Emphasis of Matter
Budgetary Control and Performance

The statement of comparison of budget and actual amounts; Development reflects final
receipts budget and actual on comparable basis of Kshs.1,202,000,000 and
Kshs.748 607,958 respectively, resulting to an underfunding of Kshs.453,392,042 or 38%
of the budget. Further, the Commission spent Kshs.676,546,545 against actual receipts
of Kshs.748,607,958, resulting to an underutilization of Kshs.72,061,413 or 10% of the
receipts.

The underfunding and underutilization affected the planned activities and may have
impacted negatively on 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 judgement, 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 Matters
1. Long Outstanding Accountis Payables

The statement of financial assets and liabilities reflects accounts payables balance of
Kshs.100,593,503 as disclosed in Note 11 to the financial statements. Review of the
payables aging analysis revealed that an amount of Kshs.9,452,365 or 9% of the
payables had been outstanding for over a year.

In the circumstances, the Commission is at risk of incurring penalties for failure to settle
its obligations as and when they fall due.

2. Unresolved Prior Year Matters

In the audit report of the previous year, several issues were raised under the Report on
Lawfulness and Effectiveness in Use of Public Resources and Report on Effectiveness
of Internal Controls, Risk Management and Governance. However, Management had not
resolved all the issues or given any explanation for failure to implement the
recommendations as at 30 June, 2024.

Other Information

The Management is responsible for the Other Information set out on pages iii to XLI which
comprise of Key Entity Information and Management, Statement of Governance,
Chairman’s Statement, Statement by Commission Secretary / Accounting Officer,
Statement of Performance Against Predetermined Objectives for the FY 2023/24,
Management Discussion and Analysis, Environmental and Sustainability Reporting and
Statement of Management Responsibilities. The Other Information does not include the
financial statements and my audit report thereon.

In connection with my audit on the Commission'’s financial statements, my responsibility
is to read the Other Information and in doing so, consider whether the Other Information
is materially inconsistent with the financial statements or my knowledge obtained in the
audit or otherwise appears to be materially misstated. If based on the work | have
performed, | conclude that there is a material misstatement of this Other Information, | am
required to report that fact. | have nothing to report in this regard.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN THE USE OF PUBLIC
RESOURCES

Conclusion

As required by Article 229(6) of the Constitution, based on the audit procedures
performed, except for the effect of the matters described in the Basis for Conclusion on
Lawfulness and Effectiveness in the 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.
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Basis for Conclusion

1. Operations of Car Loan and Mortgage Fund

The statement of financial assets and liabilities reflects bank balances of
Kshs.2,013,749,461 as disclosed in Notes 9A to the financial statements. The balance
includes the Commission’s car and mortgage fund bank balance of Kshs.587,094,327.
The following unsatisfactory matters were however noted: -

1.1 Lack of Fund Governing Regulations

As reported in the previous year, the Fund commenced operations in 2012 as a cash
backed Fund and converted to a revolving Fund in financial year 2021/2022. However,
the Fund operates through a memorandum of understanding between National Bank of
Kenya and the Commission dated 17 February, 2022 as the regulations to govern the
management of the Fund have not been developed, contrary to the requirements of
Circular No. SRC/ADM/CIR/1/13 Vol 11l (128) dated 17 December, 2014.

1.2 Failure to Prepare and Submit Separate Fund Financial Statements

As reported previously, the Management did not prepare and submit for audit separate
car and mortgage fund financial statements. This was contrary to Section 81(4)(a) of the
Public Finance Management Act, 2012 which requires that, not later than three months
after the end of each financial year, the accounting officer for the entity shall, submit the
entity’s financial statements to the Auditor-General and a copy of the statement to the
Controller of Budget, The National Treasury and the Commission on Revenue Allocation.

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

2. Delays in Completion of Machakos and Kilifi County Offices

As previously reported, the Commission signed agreements for the construction of two
County Offices in Machakos and Kilifi Counties on 13 July, 2022 and 28 June, 2022 at
the cost of Kshs.57,663,447 and Kshs.64,900,000 respectively. Both contracts were for
a period of sixty (60) weeks with initial estimated completion dates of 5 September, 2023
and 21 August, 2023 for the Machakos and Kilifi County offices respectively. The projects’
status report of the contracts implementation team dated 26 June, 2024, indicates the
completion rates at 80% and 86% for the Machakos and Kilifi County offices respectively.
Further, the contract extensions granted were valid to 8 May, 2024 and 1 May, 2024
respectively.

However, there was no evidence of further extensions of the contracts to cover for the
incomplete works while the validity of the performance bonds could not be confirmed as
the contract files were not provided for audit review.

Delays in project completion could lead to escalation of costs while value for money has
not been realized from the investment in the construction of the two County offices.
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3. Failure to Surrender Unspent Funds for Re-Voting

The statement of financial assets and liabilities reflects accounts receivables balance of
Kshs.1,428,183,860 as disclosed in Note 10 to the financial statements. The balance
includes an amount of Kshs.108,675,322 in respect of County Disbursements. The funds
were not returned to the Commission's account for re-voting as per Regulation 117(2) of
the Public Finance Management (National Government) Regulations, 2015. As atthe time
of concluding the audit in October, 2024, an amount of Kshs.64,597,779 had been
returned to the headquarter bank account, leaving a balance of Kshs.44,077,543 un
returned.

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

The audit was conducted in accordance with ISSAI 3000 and ISSAI 4000. The standards
require 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 comply 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 THE EFFECTIVENESS OF INTERNAL CONTROLS, RISK
MANAGEMENT AND GOVERNANCE

Conclusion

As required by Section 7(1)(a) of the Public Audit Act, 2015 and based on the audit
procedures performed, except for the effect of the matters described in the Basis for
Conclusion on the 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. Salary Overpayments

The statement of financial assets and liabilities reflects accounts receivables balance of
Kshs.1,428,183,860 as disclosed in Note 10 to the financial statements. The balance
includes an amount of Kshs.433,927,651 in respect of salary overpayments. Review of
the aging analysis on the salary overpayments provided for audit revealed that
overpayments amounting to Kshs.296,409,143 or 68% had been outstanding for periods
exceeding one (1) year. Management indicated that the overpayments had grown over
the years due to the previous manual reporting systems that were inefficient. Further,
Management through various mechanisms adopted recovery of salary overpayments,
amounting to Kshs.222,305,447 for the year under review from payroll and other avenues.
Although progress has been made in the recovery of the salary overpayments, further
effort is required in recovering the outstanding amounts.

In the circumstances, the controls over recovery of salary overpayments are weak.
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2. Unconfirmed Release of Pensioners Files to The National Treasury

Review of human resource records revealed that fourteen thousand eight hundred
twenty-three (14,823) pension cases were handled during the year under review. Out of
the cases, eight thousand nine hundred eighty-one (8,981) cases were processed and
submitted to The National Treasury while the balance of five thousand eight hundred
forty-two (5,842) were pending as at 30 June, 2024. A sample of three hundred and five
(305) files of retirees in the current financial year revealed that two hundred and eighty-
five (285) files or 93% had been finalized and released to The National Treasury with
twenty files (20) files pending. Eight (8) files pending were as a result of missing
documents while twelve (12) files were at different levels of processing within the
Commission.

In the circumstances, delays in processing of the pensioners files impacts negatively on
the timely release of pensioners dues.

3. Pending Teacher Transfer Requests

The transfer system in the Commission is whereby transfer request are self-initiated by
the teacher and reviewed by a Committee. However, the transfer system is not interlinked
with the department which handles the transfers, occasioning delays in handling teacher
requests. Further, it was not clear if measures had been put in place to address the gaps
identified in the transfer system. In addition, Management did not provide information on
the number of transfer requests, requests pending approval and approved requests for
the year for audit review.

In the circumstances, the delays in processing the transfer requests could adversely
affect the productivity of the affected staff.

4. Land Parcels with Allotment Letters

The Summary of Fixed Assets Register at Annex 3 to the financial statements reflects
historical costs of assets balance of Kshs.5,304,974,451 which includes land balance of
Kshs.1,000,000,000. The Commission had nine (9) parcels of land in various Counties as
at 30 June, 2024. However, examination of the register revealed that eight (8) parcels of
land donated by County Governments of Bomet, Kiambu, Kitui, Nanyuki, Kwale, Kilifi,
Tana River, and Machakos had allotment letters as the proof of ownership. Management
has however indicated having taken measures to acquire the respective title deeds to the
land parcels.

Rightful ownership to land in absence of title deeds could not be confirmed while they are
susceptible to encroachment.

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
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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 the Management and those Charged with Governance

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with International Public Sector Accounting Standards (Cash
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
Commission's ability to continue as a going concern, disclosing, as applicable, matters
related to going concern and using the going concern basis of accounting unless
Management is aware of the intention 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
comply with the authorities which govern them and that public resources are applied in
an effective way.

Those charged with governance are responsible for overseeing the Commission'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

My responsibility is to conduct an audit of the financial statements in accordance with
Article 229(4) of the Constitution, Section 35 of the Public Audit Act, 2015 and the
International Standards of Supreme Audit Institutions (ISSAls). The standards require
that, in conducting the audit, | obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatements, whether due to fraud or error
and to issue an auditor's report that includes my opinion in accordance with Section 48
of the Public Audit Act, 2015. Reasonable assurance is a high level of assurance but is
not a guarantee that an audit conducted in accordance with IFPP will always detect a
material misstatement 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
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to influence the economic decisions of users taken on the basis of these financial
statements.

In conducting the audit, Article 229(6) of the Constitution also requires that | express a
conclusion on whether or not 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 addition, |
consider the entity's control environment 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.

Further, | am required to submit the audit report in accordance with Article 229(7) of the
Constitution.

Detailed description of my responsibilities for the audit is located at the Office of the
Auditor-General's website at: https://www.oagkenya.go.ke/auditor-generals-
responsibilities-for-audit/. This description forms part of my auditor's report.

FCPA Na y CBS
AUDITOR-GENERAL

Nairobi

06 December, 2024
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