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1. Key Fund Information and Management
(a) Background information

The Universities Fund is a statutory body established under Section 53 of the Universities
Act, 2012 and is domiciled in Kenya.

(b) Principal activities

The Universities Fund was established for purposes of financing universities in Kenya. The
Fund is managed by a Board of Trustees which has been in operation since 2016. Section 54
of the Universities Act, 2012 mandates the Trustees to develop transparent and fair criteria
for allocation of funds to public universities and issue conditional grants to private
universities. In upholding its mandate, the Trustees adopted the Differentiated Unit Cost
(DUC) criteria for allocating funds to public Universities in 2016 as provided for in the
Universities Act, 2012. The DUC funding model has been operational since Financial Year
2017/2018 in allocating funds touniversities.

Vision
Sustainable financing of Universities in Kenya for global competitiveness

Mission
To create and promote a robust participatory mechanism for financing Universities in Kenya

Mandate

The mandate of the Universities Fund is to provide funds for financing universities in Kenya.
To successfully implement this mandate, its Board of Trustees is required by the Universities
Act to develop a transparent and fair criterion for apportionment of funds to universities. In
light of this, the Board established the Maximum Differentiated Unit Cost as a basis of
financing universities in Kenya.

Core Values

Integrity - Committed to acting in an honest and accountable manner in all our undertakings.
Professionalism — Embrace competence in all our undertakings.

Efficiency - Achieving optimum output from our resources.

Teamwork -Working together for a common purpose.

Transparency - Ensure accurate information on the board activities. Accountability -
Responsible for decisions and actions

Customer focus - Strive to meet and exceed customer expectation

(c) Key Management
To fulfil its strategic objectives and mandate, the Fund is structured into six (6) Departments
and two (2) Divisions directly answerable to the CEO as follows: -

1. Funds Management Department;

ii. Universities Grants Management Department;
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Resource Mobilization and Partnership Department;

Corporate Services Department;

Corporation Secretary and Legal Services Department;
Strategy, Planning and Compliance Department;
Internal Audit Division;

Supply Chain Management Division.

(d) Fiduciary Management

The key management personnel who held office during the period under review and who
had direct fiduciary responsibility were:

(e) Fiduciary Oversight Arrangements

The Fund has various fiduciary oversight arrangements comprising of the Board of

Trustees, Management committee and other stakeholders as follows:

1
2)
3)
4)
5)
6)
)
8)

Audit and Risk Committee of the Board;

Finance Administration and General-Purpose Committee of the Board;
Planning, Research and Resource Mobilization Committee of the Board;
Budget Implementation Committee;

Tender Committee (Appointed from time to time);

The National Treasury;

Internal Audit Division; and

The Office of the Auditor General.



(f) Fund Headquarters

Universities Fund
NACOSTI Building st Floor

Off Waiyaki Way, Upper Kabete

P.O.BOX 28237-00100
Nairobi.
(g) Fund Contacts
Telephone: 0746737935
Email: info@ufb.go.ke

Website: www.ufb.go.ke

Facebook: universitiesfund
Twitter: @UFKenya
(h) Fund Bankers
1. Kenya Commercial Bank
A/C No. 1226783481
Kipande House
P.O Box 30012-00100
Nairobi, Kenya
2. National Bank of Kenya Limited-
A/C No. 01071243231200
Westlands Branch-Victoria Plaza
P.O. Box 1613-00606
Nairobi
(i) Independent Auditors
Auditor-General
Office of the Auditor-General

Anniversary Towers, University Way

P.O. Box 30084-00100

Nairobi, Kenya
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Principal Legal Adviser
The Attorney General

State Law Office and Department of Justice
Harambee Avenue
P.O. Box 40112-00200

Nairobi, Kenya
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2. The Board of Directors
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3. Management Team
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4. Chairman’s Statement

“This annual report highlights the Fund’s

performance for the period giving an
opportunity to celebrate our success and
at the same time identify areas of
improvement. I am delighted to report
that the Universities Fund made great
strides towards ensuring that the Fund
delivers its mandate.

Introduction

I am pleased to present to you, on behalf of the Universities Fund, Board of Trustees the
Annual Report and Financial Statements of the Universities Fund for the Period ended June
30, 2022. This annual report highlights the Fund’s performance for the period giving an
opportunity to celebrate our success and at the same time identify areas of improvement. I
am delighted to report that the Universities Fund made great strides towards ensuring that
the Fund delivers its mandate.

Universities Fund Mandate
The Universities Fund is established under the Universities Act of 2012 No. 42 Section 53 and
was mandated to finance universities in Kenya. The Universities Fund takes cognizance of
the critical role it plays in the university sector. In support of this, the Universities Fund has
successfully implemented the first Financial Year of its 2021-2026 strategic Plan. The
Strategic Plan is structured around four (4) pillars. These are:
i.  Sustainable financing and stewardship;

ii. Customer focus;

iii. Institution building and innovation; and

iv. Developing and growing our people
The Universities Fund has implemented various initiatives in line with the Strategic
Pillars through the following:
Human Resource Capacity Building
The Universities Fund was able to recruit twenty-eight (28) staff across various cadres in the
Fund in the Financial Year 2021/2022.
Development of infrastructure
The Universities Fund has developed cutting edge ICT infrastructure to streamline its
functions more so the universities Funding process. The following systems have been put in
place: Data Management Systems, Data Analytical Tool and Data Center.

Development of key Policies

The Universities Fund has endeavoured to achieve its mandate and meet the expectations of
its stakeholders by putting efforts towards achieving sustainable financing of universities in
Kenya. This has necessitated the development of a draft Universities Funding Framework
which constitutes the revised Differentiated Unit Cost, criteria for the allocation of
infrastructure funds and consideration for performance-based funding. Further to this, a
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Resource Mobilization Policy has been implemented to revitalize resource mobilization
initiativesinthe university sector. The policy takes concerted effort to map major sources
of revenue and aims to identify opportunities to expand activity and raise discretionary
levelsofincome.

Establishment of the Network of Entrepreneurial Universities in Kenya in collaboration with
UNESCO

The Universities Fund spearheaded the establishment of a Network of Entrepreneurial
Universities in Kenya in collaboration with UNESCO. This is expected to enhance resource
mobilization to supplement government funding.

Challenges

The Universities Fund faced the following challenges in the implementation of its mandate of
financing universities.

Non-operationalization of the Universities Fund

The Universities Fund is yet to be operationalized. The Board so far has been apportioning
funds to universities and issuing advisories on the financing of universities. The Ministry of
Education however has been carrying out the disbursement of the apportioned funds.

Low budgetary Allocation

The Universities Fund’s budget is not in tandem with the increase in the number of staff at
the Universities Fund. The current budget is not adequate to cater for needs such as:
purchase of equipment, staff training, staff welfare i.e. pension scheme, mortgage and other
loans.

Low staff remuneration

The Universities Fund salary scale is very low and does not fairly remunerate staff for the
services rendered. This is currently being renegotiated with SRC.

Data Management )

The Universities Fund faces the challenge of university data management. The Fund heavily
relies on the universities and the Kenya Universities and Colleges Placement Service
(KUCCPS) for student data.

Resource Mobilization

The Universities Fund is still building its capacity to carry out intensive resource mobilization
to augment funding provided by the Government

Poor Organizational Visibility

The Universities Fund mandate is yet to be appreciated by the public, stakeholders and
potential partners and donors.

Inadequate University Funding

The Government has increased access to universities however it has not provided adequate
funding to sustain quality university programmes.

Compliance

During the period under review, the Board of Trustees ensured that the Universities Fund is
in compliance with all statutory financial requirements by ensuring that the Financial Year
2021/2022 Quarterly financial report and statements was approved and forwarded as per the
Public Finance Management Act, No. 83 of 2012.
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Commitment

The Universities Fund is committed to ensuring equal access to quality and relevant
university education as well as enhancing funding to support the programmes under the Big
4 Agenda in Universities. In light of the Fund’s strong performance, the Board of Trustees is
optimistic about the resilience demonstrated this far to create increasing value and better
outcomes for our stakeholders in future. I have no doubt that the Universities Fund team is
experienced enough to make the next Financial Year 2022/2023 another year of success.

On behalf of The Universities Fund, I express my sincere gratitude to the Government of
Kenya, our parent Ministry of Education, the University education sector in Kenya and other
stakeholders for their support and partnership which has been invaluable during the period.
Finally, I wish to thank most sincerely my fellow Board members whose invaluable insights
and contribution was key during the Financial Year and also the staff of the Universities Fund
whose contribution on a daily basis helps us to execute the strategy set out by the Board. As
a Board, we continue to build an organization that is responsive to the needs of its
stakeholders and that can achieve the mandate placed on it by the people of Kenya.

PROF. KARUiI KANYINGA

CHAIRMAN, BOARD OF TRUSTEES
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5. Report of the Chief Executive Officer

The Management of the UF has been committed in laying a
strong foundation for the successful implementation of the
Universities Fund mandate. This has been evidenced by
the annual report and financial statements of the
Universities Fund for the year ended 30 June, 2022.

Introduction

It is my pleasure to present the annual report and financial statements and an overview of
the Fund'’s activities for the year ended 30 June, 2022. On behalf of the management and staff
of the Universities Fund (UF), I am honoured to be part of this service-oriented organization
deter-mined to ensure the achievement of its mandate.

The growth of the Universities Fund has been on an upward trend in particular the capacity
of the Secretariat to carry out its mandate as directed by the Board of Trustees. The key
activities I would like to report are outlined as follows:

KEY ACTIVITIES
The following are the key activities undertaken by the Universities Fund thus far:

Implementation of the Universities Fund 2021-2026 strategic Plan
The UF developed its 2021-2026 Strategic plan. The strategic plan is an important document
that articulates the ambitions, values and goals that will guide the Fund in the next five years.
The Strategic Plan is structured around four (4) pillars.

e Sustainable financing and stewardship.

e Customer focus.

¢ Institution building and innovation.

¢ Developing and growing our people.
The Financial Year under review is the first of the Fund’s Strategic Plan (2021-2026)
implementation.

Human Resource Capacity Building

The Universities Fund was able to recruit twenty-eight (28) staff across various cadres in the
Fund in the Financial Year 2021/2022. This has operationalized key departments at the
Universities Fund such as: Resource Mobilization; Grants Management Department;
Corporate Communication and Human Resource.
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Development of the Universities Fund Data Management System

The Universities Fund has commenced the process of establishing a data management
system to enable the UF establish a reliable data repository for the university sector. The
Universities Fund Data Management Information System (UFDMIS) will be provide data for
all the data to enable implementation of the university funding framework currently being
reviewed by stakeholders. The system will collate data for all the government funded public
and private universities in Kenya and is expected to host the bio-data required to compute
funding for approximately 500,000 students funded by the Government. In addition, it will
map the students to their respective study programmes, their year of study, university of
admission and other attributes including special needs. The system will have an integrated
ERP for the Fund'’s daily operations and facilitate real time apportioning and disbursement
of funds for accountability. It is expected that the system will go live before the end of the
Financial Year 2022/2023.

Establishment of a Data Centre

The UF has established a data center to house the data management system (UFDMIS). The
UFDMIS will be housed in an on-premises data center with the data recovery site being cloud
based. The on-premises solution will offer secure data protection in terms of physical control
since the hardware and software’s are internally housed and accessed. A centralized active
directory will ensure deployment of IT framework and security policies, adoption of
segregation of duties and responsibilities aimed at enhanced data security and compliance.

Acquisition of a Data Analytical Tool
The UF has acquired a data analytical tool which is aims to enhance Monitoring and
Evaluation as well as Audit processes. The tool acquired is called the Continuous Auditing
and Continuous Monitoring program. It will combine process and technology to detect risk
and compliance issues associated with the financial and operation environment at the Fund
and all its partners/ stakeholders. It is expected that it will enable the UF carry out the
following:

o Tracking the actual number of beneficiaries at each university

e Ascertain the level of debt at every university funded

¢ Determine the utilized and unutilized funds at every university funded

o Track students’ admission to universities

¢ Ascertain the efficiency on usage of finances on the projects funded in each University.

o To Ascertain the project completion rates for the projects funded.

Establishment of the Network of Entrepreneurial Universities in Kenya

The Universities Fund has spearheaded the establishment of a Network of Entrepreneurial
Universities in Kenya in collaboration with UNESCO. The entrepreneurial university is at the
heart of the technology driven economy through the empowerment of its members and
communities with the intellectual, network and financial resources needed to bring
innovations and new business models to the market. Universities are key players in
promoting innovation and entrepreneurship in their own countries and beyond. While there
is no one-size-fits-all model of an entrepreneurial university, such universities share
common attributes in terms of characteristics of leadership, incentives, support mechanisms,
partnerships, international relations, and monitoring and evaluation of entrepreneurial
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activities. The Fund has established a network of 20 universities to spearhead this initiative.
This will enhance resource mobilization to supplement government funding.

Spearheading performance-based funding

The Universities Fund has incorporated performance-based funding in the draft Universities
Funding Framework as one of the funding parameters. This initiative is intended to reward
universities for efficiency in teaching, research and community service and encourages
competition among universities which will stimulate the evolution of centers of excellence.
In this regard, the Universities Fund has developed a partnership proposal with the World
Bank. It is envisioned that the World Bank will financially support a pilot programme to
integrate performance-based funding in university funding.

Revamping of the Universities Fund website and social media accounts

The Universities Fund has endeavoured to create a corporate brand which serves both its
internal and external customers. One of the ways which the UF brand is being visualized is
through the revamping of the UF website and all its social media handles.

FINANCIAL PERFORMANCE

The financial performance for the period under review was mainly impacted by the
Government, since the Fund depended fully on financial grants provided by the Government
of Kenya for its operations.

The Fund’s received a total disbursement of Kshs 244,525,812 compared to Kshs 42,525,812
received in the Financial Year 2020/2021 which shows an increase of Kshs 202,000,000.
Following the Board approval, the Fund invested part of its disbursements with KCB Fixed
deposit account and National Bank of Kenya which yielded total interest of Kshs 2,146,285.
The Fund’s total expenditure in the period under review amounted to Kshs180,787,367
which was 73.93% of the total approved budget for the period.

It is also good to note that Fiscal discipline was observed during this Financial Year with all
our expenditure being within the approved budget.

The Fund is dedicated to improvement of quality, efficiency, and service delivery to ensure
stakeholders satisfaction.

I would finally like to express my special thanks to the Government for the opportunity to
serve Kenyans, the Board of Trustees for selfless contribution, guidance, and invaluable
support, the Secretariat for working round the clock to deliver the mandate of the Fund and
all the stakeholders for their cooperation.

oty —

GEOFFREY MONARI
CHIEF EXECUTIVE OFFICER
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6. Statement of Performance Against Predetermined Objectives for Financial
Year 2021/22
The Head of the Secretariat prepares the strategic plan, annual work plans and budget
after consulting the relevant Board Committees, for consideration and approval by the
Board. The Board submits the Fund’s budget to the National Treasury for consideration
in the National Budget. The annual work plan is prepared from the strategic plan in
order to address the strategic objectives of the Fund.

In reference to Section 81 Subsection 2 (f) of the Public Finance Management Act, 2012
which requires the accounting officer to include in the financial statement, a statement
of the Fund’s performance against predetermined objectives.

The Fund achieved its performance targets set for the Financial Year 2021/2022
period, as indicated in the diagram below:
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Appointment and Removal of Directors and Succession Plan

The Universities Fund is managed by a Board of Trustees. The Universities Fund, Board
of Trustees currently constitutes of seven members. Provisions of Section 54(1)(c) and
54(3) as read together with Section 6(1) of the Universities Act, 2012, provide the
manner in which the members of the Universities Funding Board are to be appointed.

Training

The Universities Fund, Board undertook various trainings on Audit and Risk as well as
Risk Management in Mombasa. This training improved its capacity to perform its
oversight role over the operations of the Secretariat as well as incorporate Risk
Management in strategic planning.

Ethics and Conduct and Governance Audit-

The Universities Fund, Board was not able to carry out an Ethics and Conduct and
Governance Audit due to insufficient financial resources and human resource
personnel. The Board has however engaged the relevant stakeholders seeking for
support to operationalize some its key functions. It is expected that this audit will be
carried out in the Financial Year 2022/2023.

Board remuneration

The Trustees remuneration and/or payable allowances are guided by the Salaries and
Remuneration Commission circulars and policy guidelines. Details of Board and
committee allowances are included in these financial statements.

Conflict of interest and Declaration of interest

The Universities Fund, Board Trustees are obligated to inform the Board or the
Chairman, as soon as the member becomes aware of any conflict or potential conflict
of interest, which that member may have in relation to any transaction or matter
relevant to UF or its business. Unless the Board decides or the law requires otherwise,
the member shall not participate in the deliberation and decision on that transaction or
matter.

This is a recorded in the Board Minutes and Conflict of Interest Register as deemed
appropriate.
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ii.

1ii.

iv.

1. Corporate Governance Statement
Corporate governance is the process and structure used to direct and manage the affairs of
the Board.

At the Universities Fund, the Board aims to help build an environment of integrity,

transparency, teamwork, accountability and customer focus. This is to facilitate the Fund'’s

vision towards financial sustainability of Universities in Kenya and Provide control systems
commensurate with the risks involved.

Roles and Functions of the Board

The Board of Trustees is responsible for policy formulation and direction and charting out

the road map for goal attainment including plans of actions for the Fund. The Board of

Trustees attach great importance to the need to conduct the activities of the Fund with

integrity, professionalism and in accordance with generally accepted international

corporate practice.

The Trustees are responsible for the management of the affairs of the Fund which are to:
Advise the Cabinet Secretary in matters of university education financing and related
policy issues;

In consultation with the Cabinet Secretary, develop a transparent and fair criterion for
allocation of funds to public universities and issue conditional grants to private
universities;

Apportion funds to public universities and issuance of conditional grants to private
universities in accordance with the criteria established;

In consultation with the Chairpersons of Councils of public universities, propose and
establish for approval by the Cabinet Secretary and the Auditor-General the maximum
Differentiated Unit Cost for the programmes offered;

Establish the Minimum Discipline Differentiated Remuneration (MDDR) for academic staff
of universities, which shall be fair and globally competitive, and advise the Government
accordingly;

Mobilize and receive funds for purposes of the Fund from the Government, donors, and
from any other source; and

Exercise any other power for the better performance of its functions under the
universities Act, 2012.

The Act also provides that the Board of Trustees may invest any unutilized balances in the
Fund in such manner as trustees may lawfully invest public funds.

a) Board of Trustees Committees
The Board of Trustees has delegated its authority to the standing Board Committees to enable
it carry out its mandate effectively.
The Board Committees operate under set terms of reference.

These Committees are as follows:

(i) Audit and Risk Committee

Functions of the Committee are;

To participate in the recruitment & selection process of the HIA. To drive the assessment of
the performance of the HIA.

To examine internal and external audit reports and recommendations after management
response to ensure that action is taken.
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To facilitate implementation of all the recommendations from the Parliamentary Audit
Committee and the Public Investment Committee.

a) The Committee is responsible for communicating with the internal and external
auditors. In its oversight role, the committee focuses on: The changing financial
reporting requirements;

b) The changing business environment;

c) Audit findings and recommendations, including comments on controls;

d) Proposed audit scope and audit coverage and approaches with respect to complex
and high risks areas; and

e) Management response to specific audit recommendations.

During the period under review the Members of the Committee were:
1. Prof. Mwanda O. Walter - Chairperson
2. Prof. Shem Migot Adholla - Member
3. Mr.Richard Munyithya- Member

(ii) Finance, Administration and General-Purpose Committee
Functions of the Committee are;
a) Review and recommend the annual budgets for the Universities Fund to the Board of
Trustees for approval,;
b) Review the Universities Fund budgetary performance on quarterly basis;
c) Review the Universities Fund annual report and financial statements;
d) Review the Universities Fund Annual Procurement Plans which should be aligned to
the annual budget;
e) Ensure establishment of procurement policies that promote sustainability, ethical
standards and best practice in accordance with the laws of Kenya;
f) Review the Universities Fund capital projects and monitor and evaluate their
implementation;
g) Review the implementation of the Universities Fund strategic plan;
h) Review the staff establishment structures and their operational activities that will
facilitate the running of the Universities Fund;
i) Report quarterly to the full Board with their recommendations for ratification; and
j) Any other function allocated to the Committee by the Board.
k) Develop performance targets for top officials of the Universities Fund; and
1) Evaluate performance of senior staff of the Fund.

During the period under review the Members of the Committee were:
1. Mrs. Gilda Odera - Chairperson
2. Prof. Moses Henry Thairu - Member
3. Diana Mutisya - Member
4. Mugambi Nyaga - Member
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(iii) Planning, Research and Resource Mobilization Committee
Functions of the Committee are;

a) To work with the Secretariat to formulate and review the development strategies and
work plans;

b) To coordinate the development of strategic plan;

c) To work with the Secretariat to develop research, resource mobilization and
investment policies and guidelines;

d) To provide leadership on formulation of the Trustees Research and Innovation
agenda;

e) To collect, disseminate and maintain data on university funding in Kenya (knowledge
management);

f) To determine the allocation of funds to universities;

g) To identify and recommend to the Board potential multi-lateral donors, bilateral
donors, foundations, development agencies and industry partners;

h) To develop and recommend mechanisms which support public private partnerships;

1) To develop proposals for the Board to work with specific universities in support of
their resource mobilization and investment initiatives;

]) To explore and recommend potential capital /equity investment and any other
investment opportunities for purposes of the Universities Fund;

k) To lead the Board’s outreach resource mobilization efforts;

1) To oversee the endowments grants and gifts from whatever source that is designated
for the Fund;

m) To provide guidance and appropriate investments and ensure the Board'’s investment
objectives, policies and guidelines are consistent and also comply with existing
legislations; and

n) To propose and/or determine the priority areas for the Fund.

During the period under review the Members of the Committee were:

Prof. Moses Henry Thairu — Chairperson
Prof. Shem Migot Adholla - Member
Mrs Diana Mutisya- Member

Prof. Mwanda O. Walter - Member

Mrs. Gilda Odera - Member

Mugambi Nyaga- Member

SBLOR i P
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b) Board of Trustees Composition
The following table represents the Board composition and its three committees and chairs of

each committee.
lMembers Audit & L‘l.nance, anning,
oard Risk |Administration & Research
General-
Purpose source
obilization
E Halakhe Waqo N
2.| Prof. Henry Moses v V V*
3.| Mrs. Gilda Odera v V* V
4.| Prof. Shem Migot V y v
Prof. Mwanda O %
8.| | alter v v v
Mr. Samuel Mugambi- PS
6.| Representative, ! V \
SDUE&R
Mr. Richard Munyithya \ v
8.| Mrs. Diana Mutisya V v v

c) Board of Trustees attendance
Best practice requires that every Board member attends a minimum of 75% of all
Board meetings. Below is an extract from the attendance register for the Full Board
meetings held in the period underreview:

Names

Mr. Halakhe Waqgo

Prof. Henry Moses Thairu
Mrs. Gilda Odera

Prof. Shem MigotAdholla
Prof. Mwanda O Walter
Mr. Samuel Mugambi-PS
Representative, SDUE&R
Mr. Richard Munyithya
Mrs. Diana Mutisya

6

o O O OO,

XXV

Number of meetings Number of meetings
during the year

Attended

50f6
6 of 6
6of6
40f6
6of6

l1of6

4 0of 6
4 0f6




Below is a summary of the members’ attendance of each of the committee of the Board:

a) Audit and Risk Committee

Members Number of meetings during Number of meetings
the year Attended
Prof. Mwanda O.Walter* 3 30of3
Mr. Richard Munyithya 3 1of3

Prof. Shem Migot Adhola 3 30f3

b) Finance Administration and General-Purpose Committee
Number of meetings Number of

Members during the year meetings Attended
Mrs. Gilda Odera* 5 S5of 8
Prof. Henry Moses Thairu 5 50f5
Prof Mwanda O. Walter 5 3of5
Mr. Samuel Mugambi-PS Representative,
SDUE&R 5 lof5
Mrs. Diana Mutisya-PS Representative, SDUE&R 5 3of 5
*Chairperson to the committee

c) Planning, Research and Resource Mobilization Committee
Members Numberofmeetings Number of

during year meetings attended
Prof. Henry Moses Thairu* 50f5
Prof. Shem Migot Adholla 40f5
Prof. Mwanda O. Walter 50of5
Mr. Samuel Mugambi-PS Representative,
SDUE&R 5 1of8
Mrs. Gilda Odera 5 30f5

Mrs. Diana Mutisya-PS Representative, SDUE&R 5 305
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8. Management Discussion and Analysis
Universities Fund Operational and Financial Performance

The Universities Fund is a Semi-Autonomous Government Agency (SAGA) established by
section 53 of the Universities Act No 42 of 2012. The mandate of the Fund is to provide funding
resources for financing universities in Kenya. It gets its funds from the Government of Kenya
through the Ministry of Education, State Department of University Education and Research,
well as any other source as prescribed by the Act.
In the quest to fully operationalize its operations, the Fund conducted a recruitment which
called in the functions which were not operational. In addition, the fund began automating
its processes by procuring the data centre and Fund data management information system
which is meant to integrate all the Fund’s functions.
Below is the analysis of the Fund’s financial performance

1. Statement of Financial Performance
Receipts
The National Government supports the Fund through the National Treasury by transferring
funds for operational use. The funds are channelled to the Fund through its bank account and
are budgeted for and approved by the Board of Trustees.
During the period ended June 30,2022, the National Treasury through the State Department
for University Education and Research transferred Kshs 244,525,812 as compared to Kshs
42,525,812 in the Financial Year 2020/2021, Kshs 25,436,752 in Financial Year 2019/2020 and
Kshs 29,338,356 in Financial Year 2018/2019.
Following the Board approval, the Fund invested part of its disbursements with KCB Fixed
deposit account and National Bank of Kenya which yielded total interest of Kshs 2,146,285.
The total amount of revenue for the period ended June 30,2022 amounted to Kshs
246,672,097.
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Expenditures

Recurrent expenditure for the period ended Under review amounted to Ksh 81,161,446
which includes Staff cost of Kshs 16,246,723, Board Expense of Kshs 6,313,547, Core mandate
expenses of Kshs 16,120,745, General expense of Kshs 38,904,185 and provision for
depreciation amounting to Kshs 3,576,246; as compared to Staff cost of Kshs 12,428,229,
Board Expense of Kshs 5,044,257, Core Mandate of Kshs 4,476,965, General expense of Kshs
10,898,284 and provision for depreciation amounting to Kshs 547,684 in the Financial Year
2020/2021, Staff cost of Kshs 7,291,689, Board Expense of Kshs 2,752,319,General expense
of Kshs 11,563,586 and Provision for depreciation of kshs 477,324 for the Financial Year
2019/2020 and Staff cost of Kshs 9,676,419, Board Expense of Kshs 5,258,792, and General
expense of Kshs 10,811,289 for the Financial Year 2018/2019.

RECURRENT EXPENDITURE

25000000
20000000

15000000

10000000 ———

500000( — ——

e G 2N\E7 3| EXpENSES wmmmme Depreciation

ii. Statement of Financial Position
An analysis of the statement of financial position shows that the Fund’s total assets have
increased from Kshs 3,591,856 in the Financial Year 2018/2019 to Kshs 6,966,194 in the
Financial Year 2019/2020 to Kshs 19,708,666 in the Financial Year 2020/2021 and to Kshs
201,029,087 in the period under review. The increase was mainly contributed by the
Universities Fund data management information system procured during the Period, the

cash and cash equivalent and prepayments which majorly were the insurance Covers.
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TOTAL ASSETS

iii. Statement of Cash Flows

The statement shows reconciliation between opening and closing cash and bank balances.
The items are classified into investing, financing and operating activities.

During the period under review the Fund had net cash flow from operating activities of
Kshs168,931,961.

During the period under review the Fund had nil net cash flow from financing activities.

During the period under review the Fund had net cash flow from Investing activities
amounted to Kshs 91,850,1089.

NET CASHFLOW

* Operating Activities » Financing Activities nvesting Activities
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iv. Statement of comparison of budget and actual performance

A comparison of budget and actual amounts, prepared on a comparable basis to the
approved budget, is presented in the statement of comparison of budget and actual amounts.
Fund’s compliance with statutory requirements

The Fund has complied with its establishing Act, that is, the Universities Act, 2012. It has also
complied with other legal requirements such as submission of statutory deductions to Kenya
Revenue Authority (KRA) and its internal policies and procedures. There are no instances of
non-compliance that would lead to financial loss

Major risks facing the Fund

The Fund mainly faces financial risks in its operations as detailed below. The Fund does not
hedge any risks but has in place a risk management framework that seeks to minimize any
adverse effects that these risks may pose to the Fund.

% Fiduciary risk

The Fund has exposure to fiduciary risk, which is the risk that an agent handling funds on
behalf of a principal will not live up to his/her full fiduciary responsibility. Fiduciary risk
arises mainly from the possibility of the funds entrusted to the fund by the government being
mismanaged as well as the various advances given to staff as standing Imprests being
inappropriately used. This could result to litigation cases and lack of value for money. To
counter this, the Fund has set out various policies as well as an internal audit function to
ensure that any mismanagement of funds is detected in due time.

ii. Liquidity risk management

Ultimate responsibility for liquidity risk management rests with the Board of Trustees, who
have built an appropriate liquidity risk management framework for the management of the
Fund’s short, medium and long-term funding and liquidity management requirements. The
Fund manages liquidity risk through continuous monitoring of forecasts and actual cash
flows. It is the Fund'’s assessment that there was no liquidity risk in the year under review.
iii. Market risk

The Fund has put in place an internal audit function to assist it in assessing the risk faced by
the Fund on an ongoing basis, evaluate and test the design and effectiveness of its internal

accounting and operational controls.
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Market risk is the risk arising from changes in market prices, such as interest rate, equity

prices and foreign exchange rates which will affect the Fund’s income or the value of its
holding of financial instruments. The objective of market risk management is to manage and
control market risk exposures within acceptable parameters, while optimizing the return.
Overall responsibility for managing market risk rests with the Audit and Risk Management
Committee.

The Fund’s Financial Probity and serious Governance Issues

There is no major financial improbity as reported by internal audit/Board of Trustees Audit
committee, external auditors or other National Government Agencies proving oversight.

9. Environmental and Sustainability Reporting
i. Sustainability strategy and profile
The Universities Fund is a young institution that is focused on revolutionizing funding of

Universities in Kenya through the employment of short, medium, and long-term strategies to
solve the financial challenges being faced by universities. In keeping with the Universities
mandate as a statutory body, its viability and relevance has been founded in its current

Strategic Plan.

As indicated in its Strategic Plan, the Universities Fund has committed to integrating effective
and efficient Performance Management System and Practices in the organizational functions.
This will be further supported by the attainment of ISO-Certification which will enable the
Universities Fund to achieve its objectives, increase relevance and credibility in the issuance

of high-quality service.

ii. Environmental performance
The UN Sustainable Development Goals, (SDG) number 15 addresses the need to sustainably

manage forests, combat desertification, halt & reverse land degradation and halt
biodiversity loss and also presidential directive on conservation of environment.

In this regard, the UF supported efforts towards environmental stability, by collaborating
with the Universities in Kenya in fulfilling the Government’s Forestry Strategy for a 10% tree
cover in the country by 2022. In the Financial Year under review, the Universities Fund
participated in Tree Planting exercise on 18th March,2022 by planting trees with medicinal

values at Daystar University, Athi River Campus.
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iii. Employee welfare
UF has procured Medical Insurance for its staff and their dependants and also the Board of

Trustees as a way of enhancing productivity through ensuring that access to medical services
is taken care of.

iv. Market place practices-
The Fund is involved in the following in relation to responsible market place practices:

a. Responsible competition practice.
UF has ensured responsible competition practices with issues like anti-corruption, through

the development of an Anti-corruption policy which serves to provide guidance on the
ethical business practices as we endeavour to have a corrupt -free organization. A whistle
blowing policy has also been put in place to help in reporting of corruption cases in the

organization. fair competition and respect for competitors.

b. Responsible Supply chain and supplier relations
UF has maintained good business practices, through treating its own suppliers responsibly

and by honouring contracts and respecting payment practices as indicated in the contract

agreements with suppliers.

c. Responsible marketing and advertisement
UF has maintained ethical marketing practices through its social media handles specifically

Twitter, Instagram, and Facebook in order to reach out to its stakeholders all over the
country. UF has also been advertising its service including tender adverts through the

centralized government advertising system under the Government Advertising Agency.

v. Corporate Social Responsibility / Community Engagements
UF acknowledges its responsibility to the society in the capacity of a corporate citizen. UF’s

social responsibility is driven by the need to preserve the environment. It also means a
commitment to integrate responsible practices into its daily business operations and also as
an indication to our stake holders that the organization cares about the community. During
the year under review, the Fund participated in the Streets for Life Campaign and the 6th
Global Road Safety Week. As part of the participation in this campaign, the Universities Fund
(UF) team facilitated signing of the campaign's 'Streets for Life' open letter/poster and shared
the posters to the UF social media handles as requested by the event organizers and as

awareness to the public on Speed Management.
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10.Report of the Directors
The Board of Trustees submit their report together with the unaudited financial statements

for the year ended 30 June, 2022, which show the state of the Fund’s affairs.

1) Principal activities

The principal activities of the Fund are to provide funds for financing universities in Kenya
as prescribed by the Universities Act No. 42 of 2012.

ii) Results

The results of the Fund for the year ended 30 June, 2022, are set out from page 1 to 9 of the
Financial Statements.

1i1) Board of Trustees

The members of the Board of Trustees who served during the year are shown from page
viii to xi of the Financial Report.

iv) Auditors

The Office Auditor General is responsible for the statutory audit of the Fund in accordance
with Article 229 of the Constitution of Kenya and the Public Audit Act 2015.

By Order of the Board

GEOFFREY MONARI Signature
SECRETARY TO THE BOARD
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11.Statement of Board of Trustees’ Responsibilities
As per the requirement of Section 81 of the Public Finance Management Act, 2012, the

Board of Trustees of the Fund has ensured preparation and presentation of the financial
statements in respect of the Fund, which give a true and fair view of the state of affairs of the
Fund at the end of the Financial Year ended on June 30, 2022 and the operating results of
the Fund for that Financial Year 2021-2022. These Financial Statements are set out from
page 1 to 6. The Board of Trustees ensure that the Fund keeps proper accounting records
which disclose with reasonable accuracy the financial position of the Fund as well as
safeguarding the assets of the Fund.

In doing this, the Board of Trustees has ensured the following:

1) Maintenance of adequate financial management arrangements and ensuring that
these continue to be effective throughout the reporting period;

(i) Maintenance of proper accounting records, which disclose with reasonable
accuracy at any time the financial position of the Fund;

(iii) The designing, implementation and maintenance of internal controls relevant to the
preparation and fair presentation of the financial statements, and ensuring that they are
free from material misstatements, whether due to error or fraud;

(iv) The safety of assets of the Fund;

(v)  The selection and application of appropriate accounting policies; and

(vi) Accounting estimates that are reasonable in the circumstances.

The Board of Trustees accept responsibility for the Fund’s financial statements, which have
been prepared using appropriate accounting policies supported by reasonable and
prudent judgments and estimates, in conformity with International Public Sector
Accounting Standards (IPSAS), and in the manner required by the Public Finance
Management (PFM) Act, 2012. The Board of Trustees are of the opinion that the Fund'’s
financial statements give a true and fair view of the state of Fund’s trans- actions during the
Financial Year ended June 30, 2022, and of the Fund's financial position as at that date. The
Board of Trustees further confirm the completeness of the accounting records maintained
for the Fund, which have been relied upon in the preparation of the Fund'’s financial

statements as well as the adequacy of the systems of internal financial control.
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Nothing has come to the attention of the Board of Trustees to indicate that the Fund will not

remain a going concern for at least the next twelve months from the date of this statement.

Approval of the financial statements

The Fund’s financial statements were approved by the Board on, 2 ,q / 2022 and signed on
its behalf by:

BoanySo—

PROF. KARUTI KANYINGA GEOFFREY MONARI
CHAIRMAN, BOARD OF TRUSTEES CHIEF EXECUTIVE OFFICE
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REPUBLIC OF KENYA

Telephone: +254-(20) 3214000 HF.ADQUARTERS
E-mail: info@oagkenya.go.ke Annlversar)f Towers
Website: www.oagkenya.go.ke Monrovia Street

OFFICE OF THE AUDITOR-GENERAL P.O. Box 30084-00100

NAIROBI
Enhancing Accountability

REPORT OF THE AUDITOR-GENERAL ON UNIVERSITIES FUND FOR THE YEAR
ENDED 30 JUNE, 2022

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

A. Report on the Financial Statements that considers whether the financial statements
are fairly presented in accordance with the applicable financial reporting framework,
accounting standards and the relevant laws and regulations that have a direct effect
on the financial statements.

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

C.Report on the Effectiveness of Internal Control, 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
Opinion

| have audited the accompanying financial statements of Universities Fund set out on
pages 1 to 37, which comprise of the statement of financial position as at 30 June, 2022,
and the statement of financial performance, statement of changes in net assets,
statement of cash flows, statement of comparison of budget and actual amounts for the
year then ended and a summary of significant accounting policies and other explanatory

Report of the Auditor-General on Universities Fund for the year ended 30 June, 2022



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 Universities Fund as at 30 June, 2022, 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 Universities Act, 2012.

Basis for Opinion

The audit was conducted in accordance with the International Standards of Supreme
Audit Institutions (ISSAIs). | am independent of the Universities Fund Management in
accordance with ISSAlI 130 on the Code of Ethics. | have fulfiled 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.

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
Budgetary Controls and Performance

The Fund incurred expenditure of Kshs.180,787,367 against actual receipts of
Kshs.246,672,097 resulting in an under-absorption of Kshs.65,884,730 (or 26.7%) of the
actual budget. The underperformance affected the planned activities and may have
impacted negatively on service delivery to the public.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC
RESOURCES

Conclusion

As required by Article 229(6) of the Constitution, and 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 Non-Compliance with the Universities Act, 2012 on Disbursement of Funds

As reported in 2020/2021, the Universities Fund was established with the objective of
providing funds for financing universities. Review of the records indicates the Fund had
adopted the Differentiated Unit Cost (DUC) criteria for allocating funds to public
Universities since 2016 as provided for in the Universities Act, 2012 and which has been

Report of the Auditor-General on Universities Fund for the year ended 30 June, 2022
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operational since the financial year 2017/2018. However, it was noted that the Fund has
not been allocating funds to universities as required by Section 53(1 and 2) of the
Universities Act, 2012 which provides that there shall be a Fund to be known as the
Universities Fund whose objective and purpose shall be to provide funds for financing
Universities. Instead, the State Department for University Education and Research has
been directly financing all Universities contrary to the law. It was noted that the Fund has
only been providing advisory to the State Department on how to allocate and disburse the
funds to the public universities.

In the circumstances, the Fund is yet to fully embrace its mandate as required by the
Universities Act, 2012 and the Fund was in breach of the law

2.0 Gaps in the Composition of the Board of Trustees and Board Committees

Review of the composition and functions of the Board of Trustees revealed the following
anomalies: -

i. The Universities Fund Board has eight (8) members instead of nine (9) contrary to
Section 54(1) of the Universities Act, 2012 the Fund shall be managed by a Board
of Trustees which shall consist of nine members appointed by the Cabinet
Secretary;

i. The Board consisted of two (2) female and six (6) male members contrary to
Section 54(2)(c) of the Universities Act, 2012 which provides that in appointing the
members referred to in subsection (1)(d) the Cabinet Secretary shall have regard
to gender equity;

iii. The Board as constituted lacks expertise in financial management and accounting;

iv. The members of the Audit Committee had limited financial literacy necessary for
the performance of their work. Further, the chair of the Audit Committee doubled up
as a member of the Finance Administration and General-Purpose Committee; and
the Planning, Research and Resource Mobilization Committee, while one other
member of the Audit Committee sat in the Planning, Research and Resource
Mobilization Committee. This is likely to impair on their independence and
negatively impact on their oversight role as members of the Audit Committee; and,

v. The Fund Management did not provide the gazette notice appointing the Ministry
representative.

In the circumstances, the Fund is in breach of the law and oversight and assurance
services may not be delivered efficiently and effectively.

The audit was conducted in accordance with the International Standards for Supreme
Audit Institutions (ISSAIs) 3000 and 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
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 of the Auditor-General on Universities Fund for the year ended 30 June, 2022
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REPORT ON EFFECTIVENESS OF INTERNAL CONTROL, RISK MANAGEMENT
ANDGOVERNANCE

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 Control, 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

1.0 Lack of a Business Continuity and Disaster Recovery Plans

Review of the Fund ICT Unit internal controls revealed that it does not have a disaster
recovery and business continuity plan. Further, the Fund does not have an offsite backup
to cater for redundancies in the event of emergencies and disasters.

In the circumstances, retrieval of data and information may not be possible in the event
of an emergency of disaster. Further, the Fund risks loss of data and information.

2.0 Irregularities in Staff Recruitment

Review of the recruitment process revealed the following anomalies on the recruitment of
staff: -
i. The Fund recruited two (2) staff instead of one as approved by the Board of Trustees

and The National Treasury for job grade UF9. No explanation and supporting
documentation have been provided to justify the excess recruitment;

ii. The Fund Management carried out recruitment for 30 posts. Review of the interview
results and remarks by the recruiting firm on the recruitment process revealed that
the top candidates for various positions were not considered because they expected
higher salaries. The following were noted about the recruitment process: -

Position Observations

Senior Supply Chain Management|The position was recommended to the second-

Officer best candidate instead of the top score candidate.

Senior Accountant The third candidate was recommended for the
position instead of the top score candidate.

Senior ICT Officer The second candidate was recommended for the
position instead of the top score candidate.

There was no documentary evidence of the top scorer candidates turning down the offers
to warrant them not being offered the deserved positions. In addition, score sheets and
procurement documents on how the firm was identified were not provided for verification;
and,

iii. Review of the interview report and remarks made by the recruiting firm on the
appointment of the Senior Finance Officer indicate that the consultant shortlisted
eight candidates out of which the top candidates were forwarded to the Board for
interviews. The report by the Board indicated that two (2) candidates had scored low

Report of the Auditor-General on Universities Fund for the year ended 30 June, 2022
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marks and the third candidate was disqualified because she was not a member of
the Institute of Certified Public Accountants of Kenya. This was however in
contradiction with the report by the consulting firm which indicated that the candidate
was a member of the Institute. Further, there was no cut-off mark shared with the
recruitment firm on the minimum score before being recruited. Further, minutes and
individual score sheets were not provided for audit.

In the circumstances, the competitiveness of the recruitment process could not be
confirmed.

The audit was conducted in accordance with International Standards for Supreme Audit
Institutions (ISSAls) 2315 and 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 Trustees

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 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 controls, risk management and overall governance.

In preparing the financial statements, Management is responsible for assessing the
Fund’s ability to continue to sustain services, disclosing, as applicable, matters related to
sustainability of services and using the applicable basis of accounting unless
Management is aware of the intention to terminate the 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 the 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,
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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 ISSAls 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 controls would not necessarily disclose all matters in the internal control that
might be material weaknesses under the ISSAIls. A material weakness is a condition in
which the design or operation of one or more of the internal control components does not
reduce to a relatively low level the risk that misstatements caused by error or fraud in
amounts that would be material in relation to the financial statements being audited may
occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions.

Because of its inherent limitations, internal 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 ISSAls, | 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 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

Report of the Auditor-General on Universities Fund for the year ended 30 June, 2022
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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.

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.

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

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

| also provide Management with a statement that | have complied with relevant ethical
requirements regarding independence, and to communicate with them all relationships
and other matters that may reasonably be thought to bear on my independence, and
where applicable, related safeguards.

™~
CPA Nan a , CBS

AUDITOR-GENERAL

Nairobi

19 April, 2023
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13.Statement of Financial Performance for the Year Ended 30 June 2022

The notes set out on pages 10 to 36 form an integral part of these Financial Statements.

The Financial Statements set out on pages 1 to 9 were signed on behalf of the Board of Directors
by:

M}—
GEO MONARI TITUS MACHARIA  PROF. KARUTI KANYINGA
CHIEF EXECUTIVE OFFICER HEAD OF FINANCE  CHAIRMAN, BOARD OF TRUSTEES
DATE...... é 3\%13 DATE...0%./@3/2.3.. DATE.DQ.\O.?.\?QU .....
e s
SENIOR ACCOUNTANT

ICPAK NUMBER:28728
pATE..[. 0&\.2.02.2....



14.Statement of Financial Position as at 30 June 2022

The financial statements set out on pages 1 to 9 were signed on behalf of the Board of Directors

e B YO

GEOFFREY MONARI TITUS MACHARIA  PROF. KARUTI KANYINGA
CHIEF EXECUTIVE OFFICER HEAD OF FINANCE  CHAIRMAN, BOARD OF TRUSTEI
paTE....k 3,123 DATE...06/23/23.. DATE.D.&&D@}.QGRZ...
B
SENIOR ACCOUNTANT

ICPAK NUMBER:281728

pare.0610%12023....



15.Statement of Changes in Net Assets for the Year Ended 30 June 2022

Total

Kshs
As at July 1, 2020 6,966,193
Surplus/(deficit) for the period 9,130,393
Capital Fund received in Kind 2,631,247
Revaluation gain »
As at June 30, 2021 18,727,833
As at July 1, 2021 18,727,833
Surplus/(deficit) for the period 168,510,651
Capital Fund received in Kind -
Revaluation gain -
As at June 30, 2022 184,238,484




16.Statement of Cash Flows for the Year Ended 30 June 2022

The financial statements set out on pages 1 to 9 were signed on behalf of the Board of
Directors by:

GEOFFREY MONARI TITUS MACHARIA PROF. :i: KANYINGA

CHIEF EXECUTIVE OFFICER HEAD OF FINANCE CHAIRMAN, II OF TRUSTEE:
DATE.....4.. DATE..£¢/23/2A..  pATE.LLDALA0AL..

CAR MBAKA
SENIOR ACCOUNTANT
ICPAK NUMBER:28728

pate. 061022022
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18. Notes to the Financial Statements
1. General Information

The Universities Fund is established by and derives its authority and accountability
from Universities Act, 2012 section 83. The Fund is wholly owned by the Government
of Kenya and is domiciled in Kenya. The Fund’s principal activity is financing
universities in Kenya

2. Statement of Compliance and Basis of Preparation
The financial statements have been prepared on a historical cost basis except for the

measurement at re-valued amounts of certain items of property, plant and equipment,
marketable securities and financial instruments at fair value, impaired assets at their
estimated recoverable amounts and actuarially determined liabilities at their present
value. The preparation of financial statements in conformity with International Public
Sector Accounting Standards (IPSAS) allows the use of estimates and assumptions. It also
requires management to exercise judgement in the process of applying the Fund'’s
accounting policies.

The financial statements have been prepared and presented in Kenya Shillings, which is
the functional and reporting currency of the Fund.

The financial statements have been prepared in accordance with the PFM Act 2012, the
State Corporations Act 2010, and International Public Sector Accounting Standards
(IPSAS). The accounting policies adopted have been consistently applied to the year

presented.
3. Adoption of New and Revised Standards










1. Early adoption of standards

The Fund did not early — adopt any new or amended standards in year ended 2021.

4. Summary of Significant Accounting Policies
a) Revenue recognition
i) Revenue from non-exchange transactions
Fees, taxes and fines
The Fund recognizes revenues from fees, taxes and fines when the event occurs and the
asset recognition criteria are met. To the extent that there is a related condition attached
that would give rise to a liability to repay the amount, deferred income is recognized
instead of revenue. Other non-exchange revenues are recognized when it is probable
that the future economic benefits or service potential associated with the asset will flow to

the Fund and the fair value of the asset can be measured reliably.

Revenues from non-exchange transactions with other government entities are measured
at fair value and recognized on obtaining control of the asset (cash, goods, services and

property) if the transfer is free from conditions and it is probable that the economic



benefits or service potential related to the asset will flow to the Fund and can be measured

reliably. Recurrent grants are recognized in the statement of comprehensive income.
Development/capital grants are recognized in the statement of financial position and
realised in the statement of comprehensive income over the useful life of the assets that
has been acquired using such funds.
Rendering of services
The Fund recognizes revenue from rendering of services by reference to the stage of
completion when the outcome of the transaction can be estimated reliably. The stage of
completion is measured by reference to labour hours incurred to date as a percentage of
total estimated labour hours.
Where the contract outcome cannot be measured reliably, revenue is recognized only to
the extent that the expenses incurred are recoverable.
Sale of goods
Revenue from the sale of goods is recognized when the significant risks and rewards of
ownership have been transferred to the buyer, usually on delivery of the goods and when
the amount of revenue can be measured reliably, and it is probable that the economic
benefits or service potential associated with the transaction will flow to the Fund.
Interest income
Interest income is accrued using the effective yield method. The effective yield discounts
estimated future cash receipts through the expected life of the financial asset to that
asset’s net carrying amount. The method applies this yield to the principal outstanding to
determine interest income each period.
ii) Revenue from exchange transactions
Dividends
Dividends or similar distributions must be recognized when the shareholder’s or the
Fund’s right to receive payments is established.
Rental income
Rental income arising from operating leases on investment properties is accounted for on
a straight-line basis over the lease terms and included in revenue.
b) Budget information
The original budget for Financial Year 2021-2022 was approved by the National
Assembly. State department for University Education and Research sent a letter

communicating the approved budget of Kshs 244,525,812 dated 28" July,2021.



Subsequent revisions or additional appropriations were made to the approved budget in

accordance with specific approvals from the appropriate authorities. The additional
appropriations are added to the original budget by the Fund upon receiving the
respective approvals in order to conclude the final budget. Accordingly, the Fund
recorded additional appropriations of Kshs 2,146,285 on the 2021-2022 budget following
the board’s approval.

The Fund’s budget is prepared on a different basis to the actual income and expenditure
disclosed in the financial statements. The financial statements are prepared on accrual
basis using a classification based on the nature of expenses in the statement of financial
performance, whereas the budget is prepared on a cash basis. The amounts in the
financial statements were recast from the accrual basis to the cash basis and reclassified
by presentation to be on the same basis as the approved budget. A comparison of budget
and actual amounts, prepared on a comparable basis to the approved budget, is then
presented in the statement of comparison of budget and actual amounts.

In addition to the Basis difference, adjustments to amounts in the financial statements are
also made for differences in the formats and classification schemes adopted for the
presentation of the financial statements and the approved budget.

c) Taxes

Current income tax

Current income tax assets and liabilities for the current period are measured at the
amount expected to be recovered from or paid to the taxation authorities. The tax rates
and tax laws used to compute the amount are those that are enacted or substantively
enacted, at the reporting date in the area where the Fund operates and generates taxable
income. Current income tax relating to items recognized directly in net assets is
recognized in net assets and not in the statement of financial performance. Management
periodically evaluates positions taken in the tax returns with respect to situations in which
applicable tax regulations are subject to interpretation and establishes provisions where
appropriate.

Deferred tax

Deferred tax is provided using the liability method on temporary differences between the
tax bases of assets and liabilities and their carrying amounts for financial reporting

purposes at the reporting date.



Deferred tax liabilities are recognized for all taxable temporary differences, except in

respect of taxable temporary differences associated with investments in controlled
entities, associates and interests in joint ventures, when the timing of the reversal of the
temporary differences can be controlled and it is probable that the temporary differences
will not reverse in the foreseeable future.
Deferred tax assets are recognized for all deductible temporary differences, the carry
forward of unused tax credits and any unused tax losses. Deferred tax assets are
recognized to the extent that it is probable that taxable profit will be available against
which the deductible temporary differences, and the carry forward of unused tax credits
and unused tax losses can be utilized, except in respect of deductible temporary
differences associated with investments in controlled entities, associates and interests in
joint ventures, deferred tax assets are recognized only to the extent that it is probable that
the temporary differences will reverse in the foreseeable future and taxable profit will be
available against which the temporary differences can be utilized.
The carrying amount of deferred tax assets is reviewed at each reporting date and
reduced to the extent that it is no longer probable that sufficient taxable profit will be
available to allow all or part of the deferred tax asset to be utilized. Unrecognized
deferred tax assets are re-assessed at each reporting date and are recognized to the
extent that it has become probable that future taxable profits will allow the deferred tax
asset to be recovered.
Deferred tax assets and liabilities are measured at the tax rates that are expected to apply
in the year when the asset is realized or the liability is settled, based on tax rates (and tax
laws) that have been enacted or substantively enacted at the reporting date.
Deferred tax relating to items recognized outside surplus or deficit is recognized outside
surplus or deficit. Deferred tax items are recognized in correlation to the underlying
transaction in net assets. Deferred tax assets and deferred tax liabilities are offset if a
legally enforceable right exists to set off current tax assets against current income tax
liabilities and the deferred taxes relate to the same taxable Fund and the same taxation
authority.

Sales tax

Expenses and assets are recognized net of the amount of sales tax, except:

16



i) When the sales tax incurred on a purchase of assets or services is not recoverable
from the taxation authority, in which case, the sales tax is recognized as part of the
cost of acquisition of the asset or as part of the expense item, as applicable

ii) When receivables and payables are stated with the amount of sales tax included

The net amount of sales tax recoverable from, or payable to, the taxation authority is
included as part of receivables or payables in the statement of financial position.

d) Investment property

Investment properties are measured initially at cost, including transaction costs. The
carrying amount includes the replacement cost of components of an existing investment
property at the time that cost is incurred if the recognition criteria are met and excludes
the costs of day-to-day maintenance of an investment property. Investment property
acquired through a non-exchange transaction is measured at its fair value at the date of
acquisition. Subsequent to initial recognition, investment properties are measured using
the cost model and are depreciated over their useful life. Investment properties are
derecognized either when they have been disposed of or when the investment property
is permanently withdrawn from use and no future economic benefit or service potential is
expected from its disposal. The difference between the net disposal proceeds and the
carrying amount of the asset is recognized in the surplus or deficit in the period of de-
recognition. Transfers are made to or from investment property only when there is a
change in use.

e) Property, plant and equipment

All property, plant and equipment are stated at cost less accumulated depreciation and
impairment losses. Cost includes expenditure that is directly attributable to the
acquisition of the items. When significant parts of property, plant and equipment are
required to be replaced at intervals, the Fund recognizes such parts as individual assets
with specific useful lives and depreciates them accordingly. Likewise, when a major
inspection is performed, its cost is recognized in the carrying amount of the plant and
equipment as a replacement if the recognition criteria are satisfied. All other repair and
maintenance costs are recognized in surplus or deficit as incurred. Where an asset is
acquired in a non-exchange transaction for nil or nominal consideration the asset is

initially measured at its fair value.
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Depreciation of Property, plant and equipment

The Universities Fund adopts reducing balance method in depreciating its assets as
guided by its Finance policy and procedures manual. No depreciation is charged on the
Financial Year of purchase of the asset. The UF’s depreciation rates as per each asset

classification are outlined below.

Table: Depreciation rates for non-current assets.

f) Leases

Finance leases are leases that transfer substantially all of the risks and benefits incidental
to ownership of the leased item to the Fund. Assets held under a finance lease are
capitalized at the commencement of the lease at the fair value of the leased property or,
if lower, at the present value of the future minimum lease payments. The Fund also
recognizes the associated lease liability at the inception of the lease. The liability
recognized is measured as the present value of the future minimum lease payments at
initial recognition. Subsequent to initial recognition, lease payments are apportioned
between finance charges and reduction of the lease liability so as to achieve a constant
rate of interest on the remaining balance of the liability. Finance charges are recognized
as finance costs in surplus or deficit. An asset held under a finance lease is depreciated
over the useful life of the asset. However, if there is no reasonable certainty that the Fund
will obtain ownership of the asset by the end of the lease term, the asset is depreciated
over the shorter of the estimated useful life of the asset and the lease term.

Operating leases are leases that do not transfer substantially all the risks and benefits

incidental to ownership of the leased item to the Fund. Operating lease payments are



recognized as an operating expense in surplus or deficit on a straight-line basis over the
lease term.
g) Intangible assets
Intangible assets acquired separately are initially recognized at cost. The cost of
intangible assets acquired in a non-exchange transaction is their fair value at the date of
the exchange. Following initial recognition, intangible assets are carried at cost less any
accumulated amortization and accumulated impairment losses. Internally generated
intangible assets, excluding capitalized development costs, are not capitalized and
expenditure is reflected in surplus or deficit in the period in which the expenditure is
incurred.
The useful life of the intangible assets is assessed as either finite or indefinite.
h) Research and development costs

The Fund expenses research costs as incurred. Development costs on an individual
project are recognized as intangible assets when the Fund can demonstrate:

1)  The technical feasibility of completing the asset so that the asset will be

available for use or sale

1) Its intention to complete and its ability to use or sell the asset

ii)) How the asset will generate future economic benefits or service potential

iv) The availability of resources to complete the asset

v)  The ability to measure reliably the expenditure during development.
Following initial recognition of an asset, the asset is carried at cost less any accumulated
amortization and accumulated impairment losses. Amortization of the asset begins when
development is complete, and the asset is available for use. It is amortized over the period
of expected future benefit. During the period of development, the asset is tested for
Impairment annually with any impairment losses recognized immediately in surplus or
deficit.
i) Financial instruments

a) Financial assets
Initial recognition and measurement

Financial assets within the scope of IPSAS 29 Financial Instruments: Recognition and
Measurement are classified as financial assets at fair value through surplus or deficit,

loans and



receivables, held-to-maturity investments or available-for-sale financial assets, as

appropriate. The Fund determines the classification of its financial assets at initial
recognition.
Loans and receivables
Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market. After initial measurement, such financial
assets are subsequently measured at amortized cost using the effective interest method,
less impairment. Amortized cost is calculated by taking into account any discount or
premium on acquisition and fees or costs that are an integral part of the effective interest
rate. Losses arising from impairment are recognized in the surplus or deficit.
Held-to-maturity.

Non-derivative financial assets with fixed or determinable payments and fixed maturities
are classified as held to maturity when the Fund has the positive intention and ability to
hold it to maturity. After initial measurement, held-to-maturity investments are measured
at amortized cost using the effective interest method, less impairment. Amortized cost is
calculated by taking into account any discount or premium on acquisition and fees or costs
that are an integral part of the effective interest rate. The losses arising from impairment
are recognized in surplus or deficit.
Impairment of financial assets

The Fund assesses at each reporting date whether there is objective evidence that a
financial asset or Fund financial assets is impaired. A financial asset or Fund financial
assets is deemed to be impaired if, and only if, there is objective evidence of impairment
as a result of one or more events that has occurred after the initial recognition of the asset
(an incurred ‘loss event’) and that loss event has an impact on the estimated future cash
flows of the financial asset or the Fund of financial assets that can be reliably estimated.
Evidence of impairment may include the following indicators:

i) The debtors or the Fund debtors are experiencing significant financial difficulty.

ii) Default or delinquency in interest or principal payments

iii) The probability that debtors will enter bankruptcy or other financial

reorganization.
iv) Observable data indicates a measurable decrease in estimated future cash flows

(e.g., changes in arrears or economic conditions that correlate with defaults)
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b) Financial liabilities

Initial recognition and measurement
Financial liabilities within the scope of IPSAS 29 are classified as financial liabilities at fair

value through surplus or deficit or loans and borrowings, as appropriate. The Fund
determines the classification of its financial liabilities at initial recognition., All financial
liabilities are recognized initially at fair value and, in the case of loans and borrowings,
plus directly attributable transaction costs.

Loans and borrowing
After initial recognition, interest bearing loans and borrowings are subsequently
measured at amortized cost using the effective interest method. Gains and losses are
recognized in surplus or deficit when the liabilities are derecognized as well as through
the effective interest method amortization process. Amortized cost is calculated by taking
into account any discount or premium on acquisition and fees or costs that are an integral
part of the effective interest rate.
j) Inventories
Inventory is measured at cost upon initial recognition. To the extent that inventory was
received through non-exchange transactions (for no cost or for a nominal cost), the cost
of the inventory is its fair value at the date of acquisition. Costs incurred in bringing each
product to its present location and conditions are accounted for, as follows:

i) Raw materials: purchase cost using the weighted average cost method.

ii) Finished goods and work in progress: cost of direct materials and labour and a
proportion of manufacturing overheads based on the normal operating capacity but
excluding borrowing costs.

After initial recognition, inventory is measured at the lower of cost and net realizable
value. However, to the extent that a class of inventory is distributed or deployed at no
charge or for a nominal charge, that class of inventory is measured at the lower of cost
and current replacement cost. Net realizable value is the estimated selling price in the
ordinary course of operations, less the estimated costs of completion and the estimated
costs necessary to make the sale, exchange, or distribution. Inventories are recognized
as an expense when deployed for utilization or consumption in the ordinary course of

operations of the Fund.
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k) Provisions

Provisions are recognized when the Fund has a present obligation (legal or constructive)
as aresult of a past event, it is probable that an outflow of resources embodying economic
benefits or service potential will be required to settle the obligation and a reliable
estimate can be made of the amount of the obligation. Where the Fund expects some or
all of a provision to be reimbursed, for example, under an insurance contract, the
reimbursement is recognized as a separate asset only when the reimbursement is
virtually certain. The expense relating to any provision is presented in the statement of
financial performance net of any reimbursement.

1) Contingent liabilities

The Fund does not recognize a contingent liability but discloses details of any
contingencies in the notes to the financial statements, unless the possibility of an outflow
of resources embodying economic benefits or service potential is remote.

m) Contingent assets

The Fund does not recognize a contingent asset but discloses details of a possible asset
whose existence is contingent on the occurrence or non-occurrence of one or more
uncertain future events not wholly within the control of the Fund in the notes to the
financial statements. Contingent assets are assessed continually to ensure that
developments are appropriately reflected in the financial statements. If it has become
virtually certain that an inflow of economic benefits or service potential will arise and the
asset’s value can be measured reliably, the asset and the related revenue are recognized
in the financial statements of the period in which the change occurs.

n) Nature and purpose of reserves

The Fund creates and maintains reserves in terms of specific requirements.

o) Changes in accounting policies and estimates

The Fund recognizes the effects of changes in accounting policy retrospectively. The
effects of changes in accounting policy are applied prospectively if retrospective
application is impractical.

p) Borrowing costs

Borrowing costs are capitalized against qualifying assets as part of property, plant and
equipment.

Such borrowing costs are capitalized over the period during which the asset is being

acquired or constructed and borrowings have been incurred. Capitalization ceases when

(S
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construction of the asset is complete. Further borrowing costs are charged to the
statement of financial performance.

q) Related parties

The Fund regards a related party as a person or the Fund with the ability to exert control
individually or jointly, or to exercise significant influence over the Fund, or vice versa.
Members of key management are regarded as related parties and comprise the board,
the CEO and senior managers.

r) Service concession arrangements

The Fund analyses all aspects of service concession arrangements that it enters into in
determining the appropriate accounting treatment and disclosure requirements. In
particular, where a private party contributes an asset to the arrangement, the Fund
recognizes that asset when, and only when, it controls or regulates the services the
operator must provide together with the asset, to whom it must provide them, and at what
price.

In the case of assets other than 'whole-of-life’ assets, it controls, through ownership,
beneficial entitlement or otherwise — any significant residual interest in the asset at the
end of the arrangement. Any assets so recognized are measured at their fair value. To the
extent that an asset has been recognized, the Fund also recognizes a corresponding
liability, adjusted by a cash consideration paid or received.

s) Cash and cash equivalents

Cash and cash equivalents comprise cash on hand and cash at bank, short-term deposits
on call and highly liquid investments with an original maturity of three months or less,
which are readily convertible to known amounts of cash and are subject to insignificant
risk of changes in value. Bank account balances include amounts held at the Central Bank
of Kenya and at various commercial banks at the end of the Financial Year. For the
purposes of these financial statements, cash and cash equivalents also include short term
cash imprests and advances to authorised public officers and/or institutions which were
not surrendered or accounted for at the end of the Financial Year.

t) Comparative figures

Where necessary comparative figures for the previous Financial Year have been

amended or reconfigured to conform to the required changes in presentation.



u) Subsequent events

There have been no events subsequent to the Financial Year end with a significant impact
on the financial statements for the year ended 30 June, 2022.
5. Significant Judgments and Sources of Estimation Uncertainty
The preparation of the Fund's financial statements in conformity with IPSAS requires
management to make judgments, estimates and assumptions that affect the reported
amounts of revenues, expenses, assets and liabilities, and the disclosure of contingent
liabilities, at the end of the reporting period. However, uncertainty about these
assumptions and estimates could result in outcomes that require a material adjustment to
the carrying amount of the asset or liability affected in future periods. State all
judgements, estimates and assumptions made:
Estimates and assumptions
The key assumptions concerning the future and other key sources of estimation
uncertainty at the reporting date, that have a significant risk of causing a material
adjustment to the carrying amounts of assets and liabilities within the next Financial Year,
are described below. The Fund based its assumptions and estimates on parameters
available when the consolidated financial statements were prepared. However, existing
circumstances and assumptions about future developments may change due to market
changes or circumstances arising beyond the control of the Fund. Such changes are
reflected in the assumptions when they occur. IPSAS 1.140
Useful lives and residual value
The useful lives and residual values of assets are assessed using the following indicators
to inform potential future use and value from disposal:

a) The condition of the asset based on the assessment of experts employed by the Fund.

b) The nature of the asset, its susceptibility and adaptability to changes in technology

and processes.

c) The nature of the processes in which the asset is deployed.

d) Availability of funding to replace the asset.

e) Changes in the market in relation to the asset
Provisions
Provisions were raised and management determined an estimate based on the
information available. Additional disclosure of these estimates of provisions is included
in Note 40.
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Provisions are measured at the management's best estimate of the expenditure required
to settle the obligation at the reporting date, and are discounted to present value where
the effect is material.

The Fund provided for audit fees upon comparing with other preceding quotations and
invoices

6. Transfers from Other Government entities

The grants were for the operations of the Fund
b) Transfers from Ministries, Departments and Agencies (MDAs)

7. Finance Income

Following the Board approval, the Fund invested part of its disbursements with KCB Fixed

deposit account and National Bank of Kenya which yielded the income.
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8. Staff costs I

9. Board Expenses

10.Core Mandate Expenses
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11.General expenses
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12.Depreciation and Amortization Expenses

13.a) Cash and Cash Equivalents

b) Detailed Analysis of the Cash and Cash Equivalents

14.Prepayments
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15.Receivables from Non-Exchange Transactions

16. Inventories
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19. Net Cash Flows from Operating Activities/Cash Generated from Operations
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0 Trade and Other Payables

~N

1. Current Provisions

22. Financial Risk Management
The Fund’s activities expose it to a variety of financial risks including credit and liquidity
risks. The Fund’s overall risk management programme focuses on unpredictability of
changes in the business environment and seeks to minimise the potential adverse effect
of such risks on its performance by setting acceptable levels of risk. The Fund does not
hedge any risks and has in place policies to ensure that credit is only extended to
customers with an established credit history.
The Fund'’s financial risk management objectives and policies are detailed below:

i) Credit risk
The Fund has exposure to credit risk, which is the risk that a counterparty will be unable
to pay amounts in full when due. Credit risk arises from cash and cash equivalents, and

deposits with banks, as well as trade and other receivables. Management assesses the
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credit quality of each customer, taking into account its financial position, past experience
and other factors. Individual risk limits are set based on internal or external assessment
in accordance with limits set by the management. The amounts presented in the statement
of financial position are net of allowances for doubtful receivables, estimated by the
Fund’'s management based on prior experience and their assessment of the current

economic environment.

Financial Risk Management
The carrying amount of financial assets recorded in the financial statements representing

the Fund’s maximum exposure to credit risk without taking account of the value of any

collateral obtained is made up as follows:

Financial Risk Management

The customers under the fully performing category are paying their debts as they
continue trading. The credit risk associated with these receivables is minimal and the
allowance for uncollectible amounts that the Fund has recognised in the financial
statements is considered adequate to cover any potentially irrecoverable amounts. The
Fund has significant concentration of credit risk on amounts due from debtors. The
management sets the Fund’s credit policies and objectives and lays down parameters

within which the various aspects of credit risk management are operated.
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ii) Liquidity risk management

Ultimate responsibility for liquidity risk management rests with the Fund’s management,
who have built an appropriate liquidity risk management framework for the management
of the Fund’'s short, medium and long-term funding and liquidity management
requirements. The Fund manages liquidity risk through continuous monitoring of
forecasts and actual cash flows.

The table below represents cash flows payable by the Fund under non-derivative
financial liabilities by their remaining contractual maturities at the reporting date. The
amounts disclosed in the table are the contractual undiscounted cash flows. Balances due

within 12 months equal their carrying balances, as the impact of discounting is not

significant.

iii) Market risk

The Fund has put in place an internal audit function to assist it in assessing the risk faced
by the Fund on an ongoing basis, evaluate and test the design and effectiveness of its
internal accounting and operational controls.

Market risk is the risk arising from changes in market prices, such as interest rate, equity
prices and foreign exchange rates which will affect the Fund’s income or the value of its
holding of financial instruments. The objective of market risk management is to manage
and control market risk exposures within acceptable parameters, while optimising the
return. Overall responsibility for managing market risk rests with the Audit and Risk
Management Committee. The Fund’'s Finance Department is responsible for the
development of detailed risk management policies (subject to review and approval by
Audit and Risk Management Committee) and for the day-to-day implementation of those
policies. There has been no change to the Fund’s exposure to market risks or the manner

in which it manages and measures the risk.
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a) Interest rate risk
Interest rate risk is the risk that the Fund’s financial condition may be adversely affected
as a result of changes in interest rate levels. The Fund’s interest rate risk arises from bank
deposits. This exposes the Fund to cash flow interest rate risk. The interest rate risk
exposure arises mainly from interest rate movements on the Fund’s deposits.
Management of interest rate risk

To manage the interest rate risk, management has endeavoured to bank with institutions
that offer favourable interest rates.

iv) Capital Risk Management

The objective of the Fund’s capital risk management is to safeguard the Fund’s ability to

continue as a going concern. The Fund capital structure comprises of the following funds:

23. Related Party Disclosures

Nature of related party relationships

Entities and other parties related to the Fund include those parties who have ability to
exercise control or exercise significant influence over its operating and financial

decisions. Related parties include management personnel, their associates and close

family members.
Rel ies include:
i) Government of Kenya

i1) Ministry of Education.
iii) Other SCs and SAGAs
iv)  Key management.

v) Board of trustees.
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24. Events after the Reporting Period

There were no material adjusting and non- adjusting events after the reporting period.
25. Ultimate and Holding Entity

The Fund is a Semi- Autonomous Government Agency under the Ministry of Education. Its
ultimate parent is the Government of Kenya.

26. Currency

The financial statements are presented in Kenya Shillings (Kshs).

36




19.Appendix 1: Implementation Status of Kuditor-General’s

Recommendations
The following is the summary of issues raised by the external auditor, and management

comments that were provided to the auditor.

GEOFFREY MONARI
CHIEF IVE OFFICER




20.Appendix II: Transfers from Other Government Entities

ENTITY NAME: STATE DEPARTMENT FOR UNIVERSITY EDUCATION &
RESEARCH

Breakdown of Transfers from the State Department for University Education & Research
2021/2022

Recurrent Grants
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