REPORT OF THE AUDITOR-GENERAL ON KENYA BROADCASTING
CORPORATION 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 Effectiveness of Internal Controls, Risk Management and Governance
which considers how the entity has instituted checks and balances to guide internal
operations. This responds to the effectiveness of the governance structure, the risk
management environment and the internal controls, developed and implemented by
those charged with governance for orderly, efficient and effective operations of the
entity.

An unmodified opinion does not necessarily mean that an entity has complied with all
relevant laws and regulations, and that its internal controls, risk management and
governance systems are properly designed and were working effectively in the financial
year under review.

The three parts of the report are aimed at addressing the statutory roles and
responsibilities of the Auditor-General as provided by Article 229 of the Constitution, the
Public Finance Management Act, 2012 and the Public Audit Act, 2015. The three parts of
the report, when read together constitute the report of the Auditor-General.

REPORT ON THE FINANCIAL STATEMENTS

Adverse Opinion

| have audited the accompanying financial statements of Kenya Broadcasting Corporation
set out on pages 2 to 55, which comprise the statement of financial position as at
30 June, 2022, and the statement of profit or loss and other comprehensive income,
statement of changes in equity, statement of cash flows and statement of comparison of
budget and actual amounts for the year then ended, and a summary of significant
accounting policies and other explanatory information in accordance with the provisions
of Article 229 of the Constitution of Kenya and Section 35 of the Public Audit Act, 2015. |
have obtained all the information and explanations which, to the best of my knowledge
and belief, were necessary for the purpose of the audit.

In my opinion, because of the significance of the matters discussed in the Basis for
Adverse Opinion section of my report, the financial statements do not present fairly, the
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financial position of Kenya Broadcasting Corporation as at 30 June, 2022, and of its
financial performance and its cash flows for the year then ended, in accordance with
International Financial Reporting Standards and do not comply with the Kenya
Broadcasting Corporation Act, Cap 221 of the Laws of Kenya..

Basis for Adverse Opinion

1. Undisclosed Material Uncertainty Relating to Going Concern

The statement of financial position reflects total current liabilities of Kshs.93,638,582,000
and total current assets of Kshs.1,361,802,000, resulting to a negative working capital of
Kshs.92,276,780,000. Further, the company has continued to make losses resulting to
accumulated losses of Kshs.88,426,681,000. These are indicators of the Corporation’s
uncertainties on meeting its financial obligations. However, this material uncertainty in
relation to going concern and any mitigating measures put in place by the Corporation’s
Management to reverse the position has not been disclosed in these financial statements.

In the circumstances, the Corporation’s going concern assumption is in doubt.

2. Inaccuracy in Administration Costs

The statement of profit or loss and other comprehensive income reflects administration
costs amounting to Kshs.2,089,871,000. However, Note 9(a) to the financial statements
reflected administration costs totalling to Kshs.2,103,774,000 resulting to an unexplained
variance of Kshs.13,903,000.

In the circumstances, the accuracy and completeness of the administration costs of
Kshs.2,089,871 could not be confirmed.

3. Inaccuracies in Staff Training Expenses

As disclosed in Note 9(a) to the financial statements are staff training expenses
amounting to Kshs.1,570,000. However, the supporting ledger reflected expenditure of
Kshs.6,201,376 resulting to an unexplained variance of Kshs.4,631,376.

In the circumstances, the accuracy and completeness of the staff training expenses of
Kshs.1,570,000 could not be confirmed.

4. Inaccuracy in Capital and Reserves Balance

The statement of financial position reflects accumulated losses totalling
Kshs.88,426,681,000. However, the supporting schedules and ledger reflected a balance
of Kshs.(18,851,286,945), resulting to an unexplained variance of Kshs.69,575,394,055.

Further the statement of changes in equity reflects accumulated losses amounting to
Kshs.88,462,681 resulting to an unexplained variance of Kshs.36,000,000.

In the circumstances, the accuracy and completeness of the capital and reserves balance
of Kshs.88,426,681,000 could not be confirmed.

5. Long Outstanding Trade Receivables

The statement of financial position and as disclosed in Note 17(a) to the financial
statements. reflects gross trade and other receivables balance of Kshs.1,650,088,000
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which includes trade receivables balance of Kshs.1,245,639,000 or75% of the total trade
receivables which have been outstanding for more than one hundred and twenty (120)
days with the bulk being for services rendered more than ten (10) years
ago. Management did not provide evidence of efforts undertaken to collect the long
overdue debtors and defaulters.

Recoverability of the long outstanding trade receivables was in doubt as the majority did
not have adequate supporting documents and the Management has not demonstrated
efforts toward recovery. Further, a provision of Kshs.543,480,000 has been made in the
financial statements for likely impairment on the trade receivables. However, the basis for
determination and computation was not provided for audit.

Further, the statement of financial position reflects trade and other receivables balance
of Kshs.1,650,088,000 while the aging analysis in Note 17(c) to the financial statements
reflects a balance of Kshs.1,606,241,000 resulting to an unexplained variance of
Kshs.43,847,000

In the circumstances, the accuracy, completeness and recoverability of trade and other
receivables balance of Kshs.1,650,088,000 could not be confirmed.

6. Inaccuracies in the Statement of Cash flow

The statement of cash flows reflects increase in creditors balance of Kshs.215,719,000.
However, the recalculated balance is Kshs.216,299,000 resulting to an unexplained
variance of Kshs.580,000.

Further, the statement of cash flows reflects purchase of fixed assets amounts of
Kshs.316,777,000. However, the recalculated amounts is Kshs.318,055,898 resulting to
an unexplained variance of Kshs.1,278,898.

In the circumstances, the accuracy and completeness of the above balances could not
be confirmed.

7. Unsupported Staff Welfare Expenditure

As disclosed in Note 9(b) to the financial statements are staff welfare amounts of
Kshs.11,537,000. However, details and documents in support of the expenditure were
not provided for audit.

In the circumstances, the propriety and completeness of the expenditure on staff welfare
of Kshs.11,537,000 could not be confirmed.

8. Unsupported Staff Car Loans

The statement of financial position and as disclosed in Note 17(a) to the financial
statements reflects the trade and other receivables balance of Kshs.1,129,795,000 which,
includes staff receivables balance of Kshs.21,186,000. The staff receivables balance
includes staff car loans . However, the actual loan balances, the records of beneficiaries,
logbooks of vehicles and motorcycles purchased through the loans and loan agreements
were not provided for audit . Further, the car loan statement provided indicated long
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outstanding loans totalling Kshs.1,799,254 some dating back to 2008. No explanation
was provided for the non-recovery of the loans.

In the circumstances, the accuracy and recoverability of the staff receivables totalling
Kshs.21,186,000 could not be confirmed.

9. Unsupported Repairs, Maintenance and Other Operating Expenses

As disclosed in Note 9(a) to the financial statements are repairs and maintenance
amounts of Kshs.88,840,000. However, the payment vouchers and other supporting
documents for payments amounting to Kshs.50,513,408 were not provided for audit.

In the circumstances, the propriety and completeness of the repairs and maintenance
amounts of Kshs.50,513,408, could not be confirmed.

10. Unsupported Adjustment

As disclosed in Note 9(a) to the financial statements are program production expenses
amounting to Kshs.188,735,000 . However, the balance is net of adjustment as a reversal
of expenditure of Kshs.8,846,858, indicated as loss or gain for which supporting
documents, were not provided. The reversal reduced the expense on program production
and total expenditure for the year under review.

In the circumstances, the accuracy and completeness of the program production
expenses amounting to Kshs.188,735,000 could not be confirmed.

11. Government of Kenya (GoK) Loan and Interest

As previously reported, the statement of financial position and as disclosed in Note 22(a)
and 22(b) to the financial statements reflects a loan of Japanese Yen 16,198,000,000
from the Overseas Economic Cooperation Fund (OECF) of Japan . The OECF loan which
was guaranteed by the Government in 1989 funded the Corporation’s modernization
programme. The Corporation contracted a Japanese firm to undertake the modernisation
project at a sum of Japanese Yen.11,904,566,500 with a Kenya Currency portion of
Kshs.98,507,000. The loan was interest-bearing and as at 30 June, 2021 the loan balance
was Kshs.13,657,250,762 and the interest thereof was Kshs.77,047,476,000 which has
both remained unchanged in two financial years. As indicated above, the Principal Loan
amount was Kshs.13,657,250,762, but has over the years accrued interest amounting to
Kshs.77,047,475,000. This violates the Duplum rule as the loan is non-performing and
the accrued interest exceeds the principal amount.

Further, records provided for audit indicate that in November, 2019, Japan International
Cooperation Agency (JICA) sent a demand note amounting to JPY1.671,200,241
(Approximately Kshs.1,550,873,823 using CBK rates as at 31 December, 2019) with due
date of 31 December, 2019. However, a schedule from The National Treasury indicates
that in the financial year 2019/2020, only Kshs.335,207 was paid on behalf of the
Corporation. The amount due and unpaid has not been disclosed in the financial
statements.
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In addition, it was not possible to determine the balance of the Japanese loan since the
payments made on behalf of KBC by The National Treasury are inclusive of loan principal,
interest, and overdue charges by the Japanese International Corporation Agency (JICA.)

In the circumstances, the accuracy and completeness of the Japanese loan principal and
loan interest balance of Kshs.90,704,726,000 could not be confirmed.

12. Unsupported Trade and Other Payables

The statement of financial position and as disclosed in Note 21 to the financial statements
reflects trade and other payables balance of Kshs.2,933,276,000 . However, the balance
includes payables totalling Kshs.63,773,000 that were not supported by detailed analysis,
invoices, statements and other relevant accounting documents.

In the circumstances, the existence, occurrence and completeness of the trade and other
payables balance of Kshs.63,773,000 could not be confirmed.

13. Revenue-Doubtful Sales Orders

The statement of profit or loss and other comprehensive income and as disclosed in Note
6 to the financial statements reflects revenue totalling to Kshs.1,140,400,000. However,
review of revenue generated by the Corporation in respect of sales from airtime orders
recorded in the ERP System revealed that there were orders for both radio and TV
advertisements amounting to Kshs.605,233,029 that have been in billing stage/status 1
for a long time with some dated as far back as 2016, a period of seven (7) years. No
explanation was provided why these orders have not been processed and invoiced or
reconciled. There is a possibility of inflating sales orders by the sales department to
project a false impression of high sales, or the orders were transmitted irregularly, thus,
denying the Corporation the much-needed revenues.

In the circumstances, the accuracy and completeness of revenue amounts of
Kshs.1,1140,400,000 could not be confirmed.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the Kenya Broadcasting Corporation
Management in accordance with ISSAI 130 on Code of Ethics. | have fulfilled other ethical
responsibilities in accordance with the ISSAI and in accordance with other ethical
requirements applicable to performing audits of financial statements in Kenya. | believe
that the audit evidence | have obtained is sufficient and appropriate to provide a basis for
my adverse 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.
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Emphasis of Matter

Contingent Liability - Arbitration Case between KBC and Channel 2 Group
Corporation

As previously reported, the Corporation entered into a joint venture agreement for
operating and broadcasting with Channel 2 Group Corporation on 10 May, 2006. The
profits for the joint venture were to be distributed between KBC and Channel 2 with the
share of profits being distributed between the Corporation and the Company in the ratio
of 7:3. The agreement was valid for five years renewable for a similar period unless either
party gave a written notice of six months expressing willingness not to renew the term of
the agreement.

The Corporation gave the notice to terminate the joint venture agreement on
16 March, 2009 citing poor performance. Channel 2 Group Corporation filed a case in
London for arbitration claiming approximately USD2.373 billion equivalent to Kshs.261
billion at current exchange rates. The proceedings included: -

i) USD481,977,000 (Kshs.53 billion) in lost profits in running KBC2 as free to air
terrestrial television channel in 8 years from March, 2009 to August, 2017;

i)  USD241,845,000 (Kshs.27 billion) in lost profits in running expanded joint venture
in 10 years to December, 2018; and

i) USD1,636,750,000 (Kshs.181 billion) from the sale of an expanded joint venture.

The case is ongoing with its outcome uncertain as at the close of the financial year.
Should the ruling not be in favour of the Corporation, it will have negative implications on
its operations . During the year under review, the Corporation spent Kshs.15,000,000 on
the arbitration by way of legal fees and arbitrators’ expenses over the matter.

My opinion is not qualified with respect to the matter.
Other Matter
Unresolved Prior Year Audit Matters

In the audit report for 2020/2021, several issues were raised. However, the Management
has not resolved the issues as of 30 June, 2022 or given any explanation for the failure
to adhere to the provisions of the Public Sector Accounting Standards Board templates
and The National Treasury’s Circular.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC
RESOURCES

Conclusion

As required by Article 229(6) of the Constitution, because of the significance of the
matters discussed in the Basis for Conclusion on Lawfulness and Effectiveness in Use of
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Public Resources section of my report, based on the audit procedures performed, |
confirm that public resources have not been applied lawfully and in an effective way.

Basis for Conclusion
1. Presentation of the Financial Statements

The annual reports and financial statements prepared and presented did not comply with
the prescribed reporting Template issued by the Public Sector Accounting Standard
Board (PSASB) in accordance with Section 194(1)(d) of the Public Finance Management
Act, 2012. In addition, the financial statements had the following omissions;

I. The annual reports and financial statements did not contain Key Entity Information
including names of the Board of Directors and their credentials, Statements of
Performance Against Predetermined Objectives, Management Discussion and
Analysis, Environmental and Sustainability reporting statements, and financial risk
management appendices and annexures;

ii. The statement of cash flows was not referenced in any explanatory notes.
In the circumstances, the Management was in breach of the law.
2. Unremitted Statutory Deductions

The statement of financial position and as disclosed in Note 21 to the financial statements
reflects trade and other payables balance of Kshs.2,933,276,000 which includes
statutory and other deductions totalling Kshs.2,603,529,000 that have not been remitted
to the respective institutions as detailed below:

2021/2022 2020/2021
Particulars (Kshs.) (Kshs.)
VAT Deductions 809,752,000 757,957,000
Statutory Deductions 782,495,000 607,209,000
Pension Deductions 1,010,131,000 1,044,689,000
NHIF Deductions 1,151,000 1,317,000
Total 2,603,529,000 2,411,172,000

This is contrary to Section 37(1) of the Income Tax Act, Section 16(1) of the National
Hospital Insurance Fund Act, 2012 and Section 10(1) of the National Social Security Fund.
Further, the Company paid for NSSF deductions for the months of August and September
in June, 2022 having delayed for nine (9) and eight (8) months respectively.

Management attributed the delay in remitting the deduction to its inability to settle its
obligations as and when they fall due.

The Corporation is at risk of incurring penalties and interest with the continued delay in
remittance of the deductions.

In the circumstances, the Management was in breach of the law.
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3. Irregular Appointment of Staff

A review of the Corporation’s staff records on appointments to acting positions and
allowances paid thereof revealed that six (6) employees who were on acting capacity
were paid acting allowances for a period exceeding six (6) months. This is contrary to
Section C.14(1) of the Public Service Commission (PSC), Human Resource (HR) Policies
and Procedures Manual for the Public Service 2016, which states that acting allowance
will not be payable to an officer for more than six (6) months.

Further, review of sampled personal files of short-term/temporary staff revealed that
several employees did not have initial contracts when they were first employed by KBC,
as well as the subsequent renewal of those contracts and when they were converted to
long-term contracts. As a result, the criteria used in the staff selection process to change
the terms were not explained.

In the circumstances, Management was in breach of the law.
4. Procurement of Goods and Services
4.1 Installation, Testing and Commissioning of FM Transmitters

During the year under review, the Corporation awarded a tender to a company at a cost
of Kshs.48,853,747 for installation, testing and commissioning of transmitters. However,
the winning bidder was paid an advance payment of 20%. It's not clear why KBC prepared
most of the contracts providing for an advance payment for the goods and services before
delivery. In the event of non-performance, public funds may be lost when goods and
services are not delivered as required.

In the circumstances, the value for money invested in the installation, testing and
commissioning of FM transmitters could not be confirmed.

4.2 Irregular Procurement of Assets Register Services

During the year under review, the Corporation contracted the services for preparing the
fixed assets register to a firm at a cost of Kshs.16,388,712 and the full contract sum was
paid. However, no evidence was provided indicating that the firm prepared and submitted
the report and the assets register. Further, no valuation and survey of the land have been
done.

In the circumstances, the value for money invested in the procurement of assets register
services could not be confirmed.

4.3 Provision of Insurance Cover for KBC Fixed Assets

As disclosed in Note 9(a) to the financial statements are insurance costs of
Kshs.17,006,000 which includes insurance premiums paid during the year for insurance
cover for the assets, awarded through an open tendering method. However, there was
no valuation of the assets and therefore the basis of the insurance premium charged
could not be confirmed.

Further, the Corporation partially paid a premium of Kshs.8,939,588 on 26 April, 2022 for
one financial year. A fire accident occurred whereby the canteen was burnt down.
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However, the insurer did not compensate the Corporation for the loss for unclear and
unexplained reasons.

In the circumstances, value for money for the insurance premium paid could not be
confirmed.

4.4 Construction of Studio Mashinani
4.4.1 Construction of Studios in Kisii and Eldoret

Review of the contract documents revealed that the Corporation awarded a tender to a
firm on 22 February, 2022 for the construction of studios in Kisii and Eldoret at a cost of
Kshs.7,915,164.94. However, the evaluation process had some evaluators awarding
similar marks for all the evaluation criteria an indication of possible collusion to have the
same winner. Further, although the studios were expected to be completed and
commissioned within six months after the commencement, the constructions have not
been completed more than one year after the award of the contract. In addition, a physical
inspection at Eldoret studio, revealed that the doors and windows were not fixed while the
roof had defects and a warped structure.

4.4.2 Construction of Studio Mashinani in Kitui and Gatanga

The Corporation awarded a contract to a firm on 2 July, 2020 for 13 weeks at a contract
sum of Kshs.50,928,753.89 for the construction of one integrated audio-visual creative
studio in Kitui and one integrated audio-visual creative studio in Gatanga, Muranga
County. The expected completion date was 2 October, 2020. However, the construction
was delayed due to the Covid-19 pandemic which the Management indicated impacted
the cash flows. The parties mutually agreed on the extension of the contract period to
15 June, 2021 in an addendum signed on 3 May, 2021 which extended the contract for
35 weeks and 3 days to 15 June, 2021 when it was expected to be completed. However,
the project was completed on 10 December, 2021. No document was provided indicating
any formalization of the extension of the contract for the extra 6 months.

Further, the contractor was to provide valid and updated performance bonds, advance
payment guarantees, and third-party insurance cover as per the format and terms
provided in the contract to cover the extended contractual duration. These documents
were however not provided for audit.

In addition, the contractual terms 1.2 general conditions sub-clause 27.1states that failure
to meet the time for completion entitles the employer , to a reduction in contract price per
day of Kshs.50,929, for a maximum of 3 weeks. However, the contractor was paid the
full contract sum of Kshs.50,928,753 with no reductions in the contract price yet there
was a delay by the contractor to complete the works.

In the circumstances, value for money invested in the construction of the Studio
Mashinani project could not be confirmed.

4.5 Irregular DFB Cup Contract

The Corporation procured rights to broadcast a German DFB Cup during the 2022-2023
Season for 45,000 euros or Kshs.5,445,000.. The contract was signed on
28 September, 2021. The football live transmission of matches commenced on KBC
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Channel 1 on 6 August, 2021 to 31 May, 2022, two months before the signing of the
contract hence the irregular acceptance of services.

Further, there was no evidence of the formulated criteria used to evaluate the bid by the
evaluation/negotiation committee contrary to the procurement regulations and no reason
was presented on why the football series was selected/preferred, its popularity, and
viewership compared to other games.

In addition, despite the live broadcast of the matches, the event did not generate any
revenue and It was not explained why the football rights were selected even though no
revenues were generated through sponsors from the same football series in the previous
year.

In the circumstances, value for money on the expenditure of Kshs.5,445,000 incurred on
the German DFB Cup could not be confirmed.

4.6 Irregular Acquisition Rights - Sports Programs

During the year under review, the Corporation acquired various sports programs for
exhibition purposes at a cost of Kshs.50,020,000. However, no recommendations from
the existing Sports Content Committee to acquire the sports programs were presented
for verification. No evaluation committee was constituted as required by the procurement
laws to negotiate the pricing of the event similar to other events such as the DFB Cup
and no professional opinion was issued by the Head of Procurement recommending to
the Managing Director the legality of the process as the Corporation’s Procurement
department was not involved in the process

Further, determination of the prices/costing of the programs was not explained, and
therefore the possibility of single sourcing or exaggerated cost.

In the circumstances, value for money for the amount of Kshs.50,020,000 incurred on the
acquisition of various sports programs could not be confirmed.

4.7 Irregular Acquisition of Rights to the FIFA World-Cup 2022

The Corporation purchased rights to broadcast the 2022 FIFA World Cup held in Qatar
for USD 550,000 approximately Kshs.65,000,000. Review of records revealed that on
5 April, 2022, Media Business Solutions (MBS), the company that held the rights to the
FIFA World Cup, 2022 invited the Corporation to bid for the premier event and bidding
was to close on 18 April, 2022. KBC’s bid was accepted on 13 June, 2022. The offer
required KBC to ensure a bank guarantee/performance bond was available. A Standby
Letter of Credit from Citibank No. 5089601264 dated 13 April, 2022, of USD 500,000 in
favour of New World TV of Quartier Totsi 196 rue Fofana 05 BP 785, Lome, Togo, was
obtained. A contract document was forwarded on 13 April, 2022 together with invoice
No. DAF/DG/NW/017/072022 for 200,000 USD which was due on 15 July, 2022.

On 3 June, 2022, an evaluation committee was appointed to evaluate the bid, who
recommended the acquisition of the rights on 7 June, 2022 and on 26 July, the
Procurement Manager issued a professional opinion that recommended the acquisition.

However, the process of procuring the rights began in April, 2022 with the bid, while the
evaluation committee was appointed on 3 June, 2022 after the bid had been placed and
accepted and the performance bond issued. It is not clear who placed the bid before
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constituting the committee. The bid was accepted on 13 April, 2022 the same day the
standby letter of credit was issued. The contract was signed by both parties but was not
dated and there was no criteria was developed to guide the evaluation of the bid

Further, the ad-hoc negotiation committee did not negotiate with the contractor but merely
accepted the price of USD 550,000 as per minutes provided for audit. In addition, an
invoice for 200,000 USD was raised and was due on 15 July, 2022 whereas the
professional opinion by the procurement manager was issued on 26 July, 2022. The
Corporation may have overpaid on the rights due to the absence of a valuation committee
to negotiate for the best prices.

In the circumstances, the value for money incurred on the acquisition of rights amounting
to Kshs.65,000,000 for the FIFA World-Cup, 2022 could not be confirmed.

5. Failure to Integrate Procurement of Goods and Services in E-Procurement

The ERP system in use by the Corporation does not include a procurement module. This
was against the Executive Order requiring all government entities to integrate
procurement in the e-procurement platform.

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

6. Non-Compliance with the Law on Fiscal Responsibility - Wage Bill

The statements of profit or loss and comprehensive income reflects an expenditure of
Kshs.1,416,655,000 on staff costs representing 60% of the total receipts of
Kshs.2,355,129,000. This is contrary to the provisions of Regulation 25(1) (a) and (b) of
the Public Finance Management (County Governments) Regulations, 2015

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

7. Expired Joint Venture Agreement with Ghetto Radio

The Corporation entered into a joint venture agreement with Ghetto Radio on
20 December, 2007 where the Corporation was to provide a broadcasting frequency of
89.5 for use in the joint venture. The contract was valid for five (5) years and the parties
were entitled to a 50:50 share of gross earned revenue. Though the joint venture
agreement expired on 31 December, 2012 there are no indications that it has been
renewed.

Ghetto Radio has so far paid the Corporation a total of Kshs.38,244,115 out of which
Kshs.15,000,000 was for the joint venture payment and the balance of Kshs.23,244,115
being payment for co-siting and power bills. However, audited financial statements from
Ghetto Radio have for the duration of the joint venture not been verified to confirm income
earned for the duration of the joint venture for purposes of confirming that the Corporation
was being paid what is due to them as per the venture agreement. The Board during a
special sitting held on 12 August, 2020 resolved that the Corporation collects Kshs.231
million from Ghetto Radio Limited and the money be paid within 90 days from the date of
adoption of the report of the Board, failure of which the joint venture should be terminated
or suspended. Review of the status of the debtors in March, 2022 revealed that the
Management had not enforced the Board resolution on Ghetto Radio.
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In the circumstances, the Management was in breach of the law.
8. Unfavorable Joint Venture with GOTV

The Corporation entered into a joint venture with GOTV a subsidiary of Multichoice Africa.
Multichoice Africa informed KBC of their investment in GOTV amounting to Kshs.16 billion
which has not been independently verified. It was on that basis that the Corporation
declined to actualize the joint venture agreement. The Corporation assessed the
investment cost at not more than Kshs.2.5 Billion. During the financial year 2019/2020,
a committee was formed to look into the formalization of the co-location and
infrastructure-sharing agreement between GOTV and the Corporation and give
recommendations and the way forward.

However, GOTV has been using the Corporations’ frequencies, infrastructure and
equipment without making any payment for over eight (8) years. According to
Management, a Master Co-location and Infrastructure Sharing Agreement between the
Corporation and GOTYV signed on 3 June, 2013 did not protect Corporation’s interests.

In the circumstances, value for money from the joint venture could not be confirmed.
9. High Operating Costs on District Sales Offices

Review of expenditure documents and physical verification carried out at the district
offices revealed that at Nakuru the office is run by three staff who are on permanent and
pensionable terms. During the year under review, they managed to collect only
Kshs.34,820. Further, the office received Kshs.57,200 for office running expenses.
Eldoret office has two staff who are on permanent and pensionable terms. Sales during
the year total Kshs.17,710 whereas they received cash for office maintenance totalling
Kshs.155,360. The Kisumu office has about 40 employees on permanent and
pensionable terms. However, sales during the year total Kshs.3,933,144, whereas office
running expense total Kshs.11,425,389.

In the circumstances, value for money derived from the expenditure in respect of the
District Offices could not be confirmed.

10. Failure to Safeguard Assets

The statement of financial position and as disclosed in Note 14 to the financial statements
reflects property, plant and equipment balance of Kshs.16,394,364,000which includes
land valued at Kshs.12,857,874,001 spread across the country. However, most of the
Corporation’s parcels of land remain un-surveyed and/or fenced for safeguarding and
lack ownership documents. This is contrary to Section 139(1) of the Public Finance
Management Act Regulations, 2015 which states that the Accounting Officer of a National
Government entity shall take full responsibility and ensure that proper control systems
exist for assets and that preventive mechanisms are in place to eliminate theft, security
threats, losses, wastage and misuse. Urgent intervention is required to secure the land
most of which is in prime areas and faces threats of encroachment by illegal settlers.
Further, physical verification carried out in various field stations revealed the following:

10.1 Irregular Allocation of Sauti House Land in Mombasa

As previously reported, the Corporation was sued in Mombasa ELC No. 283 of 2013 for
the above piece of land where the matter went up to the Court of Appeal and was
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determined against the Corporation. In a letter to the KBC from the Attorney General, Ref
AG/ELC/CIV 299/21 of 27 April, 2022, the AG determined that the Mombasa Block
XXXI/577 was irregularly surveyed and subdivided into parcels of land Nos. 579, 580,
581, 582, 583, 584, 589 and 590. The AG indicated that available responses and a Part
Development Plan (PDP), the parcel of land was reserved for the Corporation from the
year 1988 advised and recommended the Corporation to bring on board the Ethics and
Anti-Corruption Commission given that this was a public Land and it fell on the EACC’s
mandate bearing in mind that the matter had already been determined by the Court of
Appeal.

The Attorney General made a recommendation for the Corporation to involve the Ethics
and Anti-Corruption Commission (EACC) to institute proceedings to recover the parcel of
land on behalf of the Corporation. However, there was no evidence indicating that the
Corporation had acted on the AG’s advice and or the state and progress of the case to
recover the grabbed land. As a result, illegal private developers continue to occupy public
land.

10.2 Failure to Repose Corporation’s Land in Nyali

Records indicate that KBC sued the County Government of Mombasa for illegal
encroachment of its 22.85 acres of land in Nyali LR No. 1476 under civil suit No. 323 of
2010. A judgement was passed in favour of KBC in a ruling by the Environment and Lands
Court at Mombasa on 22 July, 2022. However, physical verification of the land, revealed
that despite the ruling the Corporation is yet to fence it to prevent further illegal
encroachment.

Available information indicated that the County Government of Mombasa, through letter
ref; MSACG/Land/I/Vol. IX/43 of 22 November, 2022 has indicated its intentions to take
over the land for non-attainment of the purposes under which the lease was granted in
the first place. KBC may therefore lose the land.

In the circumstances, Management was in breach of the law.
10.3 Irregular Leasing Out of Sauti House

Inspection of the Corporation’s Sauti House in Mombasa revealed that some portion of
the office space has been leased out to a canteen operator. However, no lease agreement
signed between the Corporation and the State Department of Public Works was provided,
to determine the terms and conditions of the lease and rent receivable.

This is contrary to circular reference number OP/CAB.18/4a dated 2 September, 2021,
where the Head of Public Service directed all MDAs and SAGASs renting out office space
for official use by other MDAs and SAGAs to do it through the State Department for Public
Works to ensure effective coordination of government business and to achieve value for
money.

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

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
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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, because of the significance
of the matters discussed in the Basis for Conclusion on Effectiveness of Internal Controls,
Risk Management and Governance sections of my report, based on the audit procedures
performed, | confirm that internal controls, risk management and governance were not
effective.

Basis for Conclusion
Lack of Approved Information Communication Technology (ICT) Security Policy

Review of the Corporation’s information technology systems revealed that the
Corporation did not have an approved IT policy for governance and management of its
ICT resources. In addition, there is no ICT steering committee in place to assist in the
development of ICT policy framework to enable the Corporation to realize long-term ICT
strategic goals. Lack of an approved IT policy may result in an unclear direction regarding
maintenance of information security across the organization and safeguarding the
Corporation’'s ICT assets. Further, without a sound and approved framework, users do
not have any rules and procedures to follow in order to minimize risk of errors, fraud and
the loss of data confidentiality, integrity and availability.

In the circumstances, the existence of effective ICT controls could not be confirmed.

The audit was conducted in accordance with ISSAI 2315 and ISSAI 2330. The standard
requires that | plan and perform the audit to obtain assurance about whether effective
processes and systems of internal controls, risk management and overall governance
were operating effectively, in all material respects. | believe that the audit evidence | have
obtained is sufficient and appropriate to provide a basis for my conclusion.

Responsibilities of Management and Board of Directors

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with International Financial Reporting Standards and for
maintaining effective internal controls as Management determines is necessary to enable
the preparation of financial statements that are free from material misstatement, whether
due to fraud or error and for its assessment of the effectiveness of internal controls, risk
management and overall governance.

In preparing the financial statements, Management is responsible for assessing the
Corporation’s ability to continue as a going concern, disclosing as applicable, matters
related to going concern and using the going concern basis of accounting unless
Management is aware of the intention to terminate the Corporation or to cease operations.

Report of the Auditor-General on Kenya Broadcasting Corporation for the year ended 30 June, 2022
14



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

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

The Board of Directors is responsible for overseeing the Corporation’s financial reporting
process, reviewing the effectiveness of how Management monitors compliance with
relevant legislative and regulatory requirements, ensuring that effective processes and
systems are in place to address key roles and responsibilities in relation to governance
and risk management and ensuring the adequacy and effectiveness of the control
environment.

Auditor-General’s Responsibilities for the Audit

The audit objectives are to obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement, whether due to fraud or error,
and to issue an auditor’s report that includes my opinion in accordance with the provisions
of Section 48 of the Public Audit Act, 2015 and submit the audit report in compliance with
Article 229(7) of the Constitution. Reasonable assurance is a high level of assurance, but
is not a guarantee that an audit conducted in accordance with ISSAIs will always detect
a material misstatement and weakness when it exists. Misstatements can arise from fraud
or error and are considered material if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions of users taken on the basis
of these financial statements.

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

Further, in planning and performing the audit of the financial statements and audit of
compliance, | consider internal controls in order to give an assurance on the effectiveness
of internal controls, risk management and overall governance processes and systems in
accordance with the provisions of Section 7(1) (a) of the Public Audit Act, 2015 and submit
the audit report in compliance with Article 229(7) of the Constitution. My consideration of
the internal control would not necessarily disclose all matters in the internal 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 controls components does
not reduce to a relatively low level the risk that misstatements caused by error or fraud in
amounts that would be material in relation to the financial statements being audited may
occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions.
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Because of its inherent limitations, internal controls may not prevent or detect
misstatements and instances of non-compliance. Also, projections of any evaluation of
effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the
policies and procedures may deteriorate.

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

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.

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

Conclude on the appropriateness of the Management’s use of the going concern 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 Corporation’s ability to continue as a going concern. 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 Corporation
to cease to continue as a going concern.

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 Corporation 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.
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| 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 May, 2023
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