REPORT OF THE AUDITOR-GENERAL ON MEDIA COUNCIL OF KENYA FOR
THE YEAR ENDED 30 JUNE, 2020

REPORT ON THE FINANCIAL STATEMENTS
Qualified Opinion

| have audited the accompanying financial statements of Media Council of Kenya set
out on pages 1 to 17, which comprise the statement of financial position as at
30 June, 2020, and the statement of financial performance, statement of changes in
net assets, statement of cash flows, and statement of comparison of budget and actual
amounts for the year then ended, and a summary of significant accounting policies
and other explanatory information in accordance with the provisions of Article 229 of
the Constitution of Kenya and Section 35 of the Public Audit Act, 2015. | have obtained
all the information and explanations which, to the best of my knowledge and belief,
were necessary for the purpose of audit.

In my opinion, except for the effect of the matters described in the Basis for Qualified
Opinion section of my report, the financial statements present fairly, in all material
respects, the financial position of the Media Council of Kenya as at 30 June, 2020,
and of its financial performance and its cash flows for the year then ended, in
accordance with the International Public Sector Accounting Standards (Accrual Basis)
and comply with the Media Council Act, No. 20 of 2013 and the Public Finance
Management Act, 2012.

Basis for Qualified Opinion
1. Revenue from Licenses and Permits

The statement of financial performance reflects licenses and permits income of
Kshs.14,884,839 which, as disclosed in Note 7 to the financial statements, comprised
of accreditation and subscriptions fees of Kshs.8,036,134 and Kshs.6,848,705
respectively. According to Gazette Notice No. 897 of 13 January, 2009, all journalists
operating in Kenya are supposed to make annual subscriptions accreditation fees of
Kshs.2,000 for local journalists and Kshs.10,000 for foreign journalists operating in
Kenya or Kshs.5,000 for foreign journalist operating in Kenya on short term
assignments. Upon receipt of the fees, the journalist name is to be entered into a
register and updated annually by the Council.

Further, Gazette Notice No. 896 of 13 January, 2009 required all media enterprises
operating in Kenya to make monthly levies ranging between Kshs.10,000 and
Kshs.150,000 depending on the number of outlets, outreach and power frequency for
each media enterprise and the levies paid quarterly to the Media Council of Kenya.

However, the forward by the Chairman of the Media Council of Kenya and the Chief
Executive Officer indicated that more than 5,000 journalists were accredited during the
financial year 2019/2020 and therefore, the expected minimum income was
Kshs.10,000,000 while the actual reported income was Kshs.8,036,134. No
explanation or reconciliation for the discrepancy was provided for audit review.

Report of the Auditor-General on Media Council of Kenya for the year ended 30 June, 2020



Further, the Council does not maintain an updated register or record of all the media
enterprises operating in Kenya and therefore, it was not possible to establish how
much was payable as levies in compliance with the Gazette Notice No. 896 from the
media enterprises. The reported annual subscription amount of Kshs.6,848,705 is also
not based on known number of media enterprises to support the comprehensive billing
and recording of revenue as per the Gazette notice. Consequently, the completeness
of reported revenues by the Council cannot be established. Further, the amount of
annual levies billable by the Council since the effective date of the Gazette notice could
not be determined with certainty.

Under the circumstances, the accuracy, and completeness of the reported revenue
from licenses and permits of Kshs.14,884,839 for the year ended 30 June, 2020 could
not be confirmed.

2. Unsupported Property, Plant and Equipment Balance

As previously reported, the property, plant and equipment balance of Kshs.40,617,714
is not supported by an updated fixed asset register detailing out the asset description,
asset code, locations, current user, cost, accumulated depreciation, net book values
and acquisition dates.

Consequently, the accuracy, existence and the fair statement of the reported property,
plant and equipment balance of Kshs.40,617,714 as at 30 June, 2020 could not be
confirmed.

3. Unsupported Expenditures
3.1 Use of Goods and Services

As disclosed in Note 9 to the financial statements, the statement of financial
performance reflects an expenditure of Kshs.296,335,748 under use of goods and
services. However, the following observations were made:

3.1.1 Rental Expenses

Included in the expenditure of Kshs.296,335,748 under use of goods and services is
an amount of Kshs.16,064,591 in respect of rental expenses. However, supporting
documents including lease agreements were not provided for audit review.

3.1.2 ICT, ERP and Office Equipment Expenses

The expenditure of Kshs.296,335,748 under use of goods and services also includes
an amount of Kshs.12,718,717 incurred on ICT, ERP and office equipment. The latter
balance includes amounts of Kshs.4,475,960 and Kshs.2,485,856 in respect of
maintenance services of an unidentified media monitoring system and consultant for
software maintenance respectively. However, the maintenance contract did not
disclose details of maintenance intervals, related charges and the expected
deliverables. Details of when the system was acquired, the supplier, the cost of
installation of the system, latest operation logs and evidence of outputs from the
system were also lacking. Further, the payment to the consultant was not supported
with details of the procurement process, the purpose of the software, date of
installation and commissioning, billing by the supplier and the expected outputs from
the system operations.
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3.1.3 Undisclosed Payables

The expenditure of Kshs.296,335,748 under use of goods and services further
includes an amount of Kshs.3,149,422 incurred on office consumables and cleaning
expenses out of which an amount of Kshs.580,600 related to office partitioning.
Available information indicates that, on 26 February, 2013, the Council signed an
agreement for the proposed office partitioning works at Britam Centre, at a contract
sum of Kshs.4,992,394 and a completion date of 9 May, 2013.

The contractor demanded for final settlement of an outstanding balance of
Kshs.1,206,011 on 13 September, 2019 but records supporting the amount demanded
were not provided. On 10 June, 2020, the Council paid Kshs.580,600 as an
outstanding balance for the works and charged it under the office, consumables and
cleaning expenses. However, the balance of Kshs.625,411 from the amount of
Kshs.1,206,011 initially demanded by the Contractor was not incorporated in the
liabilities as at 30 June, 2020. The anomaly was not explained.

3.1.4 Undelivered Books and Reference Materials

The expenditure of Kshs.3,149,422 on office consumables and cleaning expenses
includes an amount of Kshs.345,656 incurred on purchase of books and reference
materials. However, documents supporting the items delivery and receipt were not
provided for audit review.

Under the circumstances, the accuracy and validity of use of goods and services
expenditure of Kshs.296,335,748 for the year ended 30 June, 2020 could not be
confirmed.

3.2 Unsupported Expenditure - Repairs and Maintenance

As disclosed in Note 13 of the financial statements, the statement of financial
performance reflects an expenditure of Kshs.1,458,098 in respect of repairs and
maintenance which includes an amount of Kshs.402,204 paid to a service provider for
motor vehicle repairs. However, the contract between the Council and the service
provider indicating the terms of engagement was not provided for audit review. It is
also not clear how the service provider was identified. Further, an amount of
Kshs.661,113 incurred on motor vehicles insurance fees was not supported by policy
agreements indicating the details of the vehicles covered and the applicable rates.

Under the circumstances, the accuracy and validity of the repairs and maintenance
expenditure of Kshs.1,458,098 for the year ended 30 June, 2020 could not be
confirmed.

4. Media Support and Monitoring

The statement of financial performance reflects an expenditure Kshs.296,335,748
under use of goods and services which, as disclosed in Note 9 to the financial
statements, includes an amount of Kshs.135,335,089 incurred on media support and
monitoring. The amount was incurred on grants, mentorship program and monitoring
activities. However, the following anomalies were noted: -
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4.1 Unsupported Grants

The Council incurred an amount of Kshs.47,963,890 on grants to journalists, media
associations and support groups and media enterprises for editorial and technical
assistance and financial support, under Media Council of Kenya (MCK) Health
Reporting Grant Project. The Council invited grants applications from journalists,
media practitioners and media associations interested in receiving the health reporting
grants which were vetted and awarded. However, grants awarding evaluation and
vetting reports were not provided for audit review. Further, no evidence was provided
to confirm receipt of the grants and whether the grants were utilized for the intended
purposes.

Under the circumstances, the accuracy, validity and propriety of the expenditure of
Kshs.47,963,890 incurred on grants could not be confirmed.

4.2 Journalists Training and Mentorship

The Council engaged sixteen (16) independent consultants and paid them a total of
Kshs.1,296,000 to provide training and mentorship services to the grant awardees of
the MCK Health Reporting Grant. On 20 June, 2020 the consultants signed a seven-
days (7) contracts with the Council to evaluate grant applications, conduct online
training for the selected grantees and support the grant awardees develop newsworthy
stories, features and productions. The activities under the contracts were to be
coordinated by coordinators appointed by the Council for the acceptance of the reports
and other deliverables and for receiving and approving invoices for payments.
However, no documentary evidence was provided to demonstrate that the Council
appointed the respective coordinators for the contracts.

Under the circumstances, the accuracy, validity and the regularity of the expenditure
of Kshs.1,296,000 could not be confirmed.

5. Cash and Cash Equivalents

As disclosed in Note 14 of the financial statements, the statement of financial position
reflects a cash and cash equivalents balances of Kshs.58,381,285 as at 30 June,
2020. Available information indicates that through the Donor Account
No. 0102096149701, which had an opening balance of Kshs.15,233,717, the Council
received donor funding totalling to Kshs.10,808,195 as reflected as other income in
the statement of financial performance bringing the total donor funds available during
the year to Kshs.26,041,912. However, the total available amount of Kshs.26,041,912
differs from the reported closing bank balance of Kshs.26,148,944 resulting to an
unexplained variance of Kshs.107,032.

Further during the year under review, the Council banked an amount of
Kshs.107,138,781 in form of imprests refunds and inter-bank transfers from the
recurrent account No. 0102096149700 to the donor fund bank account. The Council
also made payments amounting to Kshs.207,031,149 from the account which reported
a closing balance of Kshs.26,148,944 as at 30 June, 2020. The following anomalies
were noted,;
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i) The Management did not provide an explanation for the banking of imprests
refunds and inter-bank transfers totalling Kshs.107,138,781 to the donor account
and the subsequent payments of Kshs.207,031,149 from the account.

i) Management did not provide a reconciliation of the donor account opening
balance of Kshs.15,233,717, receipts into the account during the year and the
payments made out of the account to yield the closing bank balance of
Kshs.26,148,944 as at 30 June, 2020.

Under the circumstances, the accuracy, propriety and validity of the cash and cash
equivalent balance of Kshs.58,381,285 as at 30 June, 2020 could not be confirmed.

6. Unexplained Budget Variance

The Finance and Administration Committee tabled the financial year 2019/2020
revised annual budget to the full Council on 24 April, 2020. The Council approved the
budget totalling to Kshs.448,600,000 which included payment of pending bills
amounting to Kshs.101,000,000. However, the statement of financial position reflects
a comparative balance of Kshs.22,636,915 in respect of trade payables while the
pending bills balance submitted and approved by the Council was Kshs.101,000,000.
No explanation was provided for the resultant variance of Kshs.78,363,085.

Under the circumstances, the accuracy of the financial statements for the year ended
30 June, 2020 could not be confirmed.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAISs). | am independent of the Media Council of Kenya Management in
accordance with ISSAI 130 on 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 qualified opinion.

Key Audit Matters

Key audit matters are those matters that, in my professional judgement, are of most
significance in the audit of the financial statements. There were no key audit matters
to report in the year under review.

Other Matter
Unresolved Prior Year Audit Matters

In the audit report of the previous year, several paragraphs were raised based on
various matters affecting the running of the Council resulting in a qualified opinion. The
matters have remained unresolved and have not been deliberated on by the Public
Investments Committee.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC
RESOURCES

Conclusion

As required by Article 229(6) of the Constitution, based on the audit procedures
performed, except for the matters described in the Basis for Conclusion 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.
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Basis for Conclusion
1. Council Expenses

As disclosed in Note 11 to the financial statements, the statement of financial
performance reflects an expenditure of Kshs.19,491,463 in respect of Council
expenses. The following inconsistencies were noted regarding the Council expenses:

1.1 Irregular Appointment and Payment of Allowances to Council Member

The Cabinet Secretary for Information, Communications and Technology through the
Gazette Notice No. 9506 dated 3 October, 2019, appointed the seven members of the
Media Council of Kenya for a period of three (3) years. However, one of them was in
fulltime service gainful employment at the Independent Electoral and Boundaries
Commission (IEBC) as the Head of Communications and Corporate Affairs.

The Attorney-General gave a legal advisory on 18 August, 2020 that the above-
mentioned person being an employee of IEBC should not hold the position of an
independent Council Member of the MCK while still in gainful employment under IEBC.
Subsequently, the Council Member was given the option of either continuing to serve
as a Council Member of the MCK or as an employee of IEBC but no response from
the Council Member was provided for audit review.

Further, the Council Member was paid allowances totalling to Kshs.565,500 during the
year under review even though his appointment as a Council Member was irregular.

1.2 Allowances Paid to Staff Members

During the year under review, an amount of Kshs.2,426,635 was paid to various
members of staff as meeting allowances despite being in fulltime service employment
and deemed to be discharging duties in their ordinary course of work at the Council.
The payments are therefore irregular and do not constitute proper charge to public
funds.

Under the circumstances, the propriety and regularity of the expenditure of
Kshs.2,992,135 incurred on Council expenses and allowances to staff members could
not be confirmed.

2. Unrecovered Salary Advances

The statement of the financial position reflects a balance of Kshs.7,390,471 under
receivables from non-exchange transactions which, as disclosed in Note 15 to the
financial statements, includes an amount of Kshs.2,394,925 in respect of salary
advances. The latter balance includes an amount of Kshs.1,080,000 issued to two
officers in 2018/2019 financial year whose recovery had not been effected. This is
contrary to Section C.6 of the Human Resource Policies and Procedures Manual for
Public Service, 2016 and the Council’s HR Policies that requires salary advances to
be recovered in a period not exceeding twelve (12) months.

The Council Management was in breach of the law.
3. Non-Adherence to the Stipulated Local Purchase Order (LPO) Validity Period

During the year under review, an amount of Kshs.93,708 was incurred on printing of
the Code of Conduct Booklets under order No. 0582 issued on 12 February, 2019.
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However, the booklets were received on 8 November, 2019, ten (10) months later from
the order date. This is contrary to Section 53 of the Public Finance Management Act,
2015 which provides that a purchase order shall be valid for a period of thirty days
from the date of issue and that any public officer who receives goods or services
beyond the stipulated period specified commits an offence under the Act.

Further, the goods were inspected by only one member of the Inspection and
Acceptance Committee. This is contrary to Section 48 of the Public Procurement and
Asset Disposal Act, 2015 which requires the inspection to be carried out by the
Chairman and at least two other members.

In addition, an amount of Kshs.67,645 was incurred on designing and printing of media
monitoring booklets under order No.0636 issued to the supplier on 29 April, 2019. The
goods were delivered on 7 October, 2019, invoiced on the same date and inspected
on 8 October, 2019. From the foregoing, the supply and delivery of the goods was
done beyond the order validity period of 30 days contrary to Section 53 of the Public
Finance Management Act, 2015.

The Council Management was in breach of the law.
4. Irregular Expenditure on Staff Mobile Phone Handsets

The statement of the financial position reflects a balance of Ksh.40,617,714 under
property, plant and equipment which, as disclosed in Note 16 to the financial
statements, includes an amount of Kshs.5,437,201 in respect of computer equipment.
The computer equipment includes twenty-three (23) mobile telephone handsets for
staff valued at Kshs.1,733,665. Although the purchase of the handsets was in the
annual procurement plan approved by the Council, the procurement was contrary to
the Office of the President Circular Ref OP/CAB/15 of 5 March, 2010 on economic
utilization and efficient delivery of telephone services in the public service. The
handsets procured by the Council were in the range of Kshs.39,000 and Kshs.120,000
contrary to the approved ceiling of Kshs.30,000 set by the Office of the President
circular. Further, some of the Officers issued with handsets did not qualify being in the
job groups lower than those set out.

Under the circumstances, the propriety of expenditure amounting to Kshs.1,733,665
for the year ended 30 June, 2020 could not be confirmed.

The audit was conducted in accordance with ISSAI 4000. The standard requires that
| comply with ethical requirements and plan and perform the audit to obtain assurance
about whether the activities, financial transactions and information reflected in the
financial statements are in compliance, in all material respects, with the authorities that
govern them. | believe that the audit evidence | have obtained is sufficient and
appropriate to provide a basis for my conclusion.

REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT
AND GOVERNANCE

Conclusion

As required by Section 7(1)(a) of the Public Audit Act, 2015, based on the audit
procedures performed, except for the matter described in the Basis for Conclusion on
Effectiveness of Internal Controls, Risk Management and Governance section of my
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report, | confirm that, nothing else has come to my attention to cause me to believe
that internal controls, risk management and overall governance were not effective.

Basis for Conclusion

Lack of Complaints Commission

The previous Complaints Commission was appointed on 6 October, 2016 for a period
of three (3) years ending 5 October, 2019. Upon expiry of the Complaints Commission
term, the Council operated without a Commission of Complaints and Dispute
Resolution up to 14 October, 2020 casting doubt on the effectiveness of the Council’s
governance systems.

The audit was conducted in accordance with ISSAI 2315 and ISSAI 2330. The
standards require that | plan and perform the audit to obtain assurance about whether
effective processes and systems of internal control, risk management and 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 Council Members

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with International Public Sector Accounting Standards
(Accrual Basis) and maintaining effective internal control as Management determines
is necessary to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error and for its assessment of the
effectiveness of internal control, risk management and governance.

In preparing the financial statements, Management is responsible for assessing the
Council’s ability to continue sustaining 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 Council 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 Council Members are responsible for overseeing the financial reporting process,
reviewing the effectiveness of how the Council 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 of the Financial Statements

The audit objectives are to obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement, whether due to fraud or
error, and to issue an auditor’s report that includes my opinion in accordance with the
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provisions of Section 48 of the Public Audit Act, 2015 and submit the audit report in
compliance with Article 229(7) of the Constitution. Reasonable assurance is a high
level of assurance, but is not a guarantee that an audit conducted in accordance with
ISSAIs will always detect a material misstatement 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 governance processes and
systems in accordance with the provisions of Section 7(1)(a) of the Public Audit Act,
2015 and submit the audit report in compliance with Article 229(7) of the Constitution.
My consideration of the internal control would not necessarily disclose all matters in
the internal control that might be material weaknesses under the ISSAIs. A material
weakness is a condition in which the design or operation of one or more of the internal
control components does not reduce to a relatively low level the risk that
misstatements caused by error or fraud in amounts that would be material in relation
to the financial statements being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions.

Because of its inherent limitations, internal control may not prevent or detect
misstatements and instances of non-compliance. Also, projections of any evaluation
of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with
the policies and procedures may deteriorate.

As part of an audit conducted in accordance with ISSAIs, | exercise professional
judgement and maintain professional skepticism throughout the audit. | also:

¢ Identify and assess the risks of material misstatement of the financial statements,
whether due to fraud or error, design and perform audit procedures responsive to
those risks, and obtain audit evidence that is sufficient and appropriate to provide
a basis for my opinion. The risk of not detecting a material misstatement resulting
from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of
internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness
of accounting estimates and related disclosures made by the Management.

e Conclude on the appropriateness of the Management’s use of the applicable basis
of accounting and, based on the audit evidence obtained, whether a material
uncertainty exists related to events or conditions that may cast significant doubt on
the Council’s ability to continue to sustain its services. If | conclude that a material
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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 Council to cease to continue to sustain its services.

e Evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent the
underlying transactions and events in a manner that achieves fair presentation.

e Obtain sufficient appropriate audit evidence regarding the financial information and
business activities of the Council to express an opinion on the financial statements.

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

| communicate with the Management regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant
deficiencies in internal control 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 Nancy Gathungu, CBS
AUDITOR-GENERAL

Nairobi

10 February, 2022
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