REPORT OF THE AUDITOR-GENERAL ON KENYA LITERATURE BUREAU FOR THE
YEAR ENDED 30 JUNE, 2023

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

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

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

C. Report on the Effectiveness of Internal Controls, Risk Management and Governance
which considers how the entity has instituted checks and balances to guide internal
operations. This responds to the effectiveness of the governance structure, the risk
management environment and the internal controls developed and implemented by
those charged with governance for orderly, efficient and effective operations of the
entity.

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

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

REPORT ON THE FINANCIAL STATEMENTS
Qualified Opinion

| have audited the accompanying financial statements of Kenya Literature Bureau set out
on pages 1 to 38, which comprise the statement of financial position as at 30 June, 2023
and the statement of profit or loss and other comprehensive income, statement of
changes in capital fund and reserves, statement of cash flows and the statement of
comparison of budget and actual amounts for the year then ended and a summary of
significant accounting policies and other explanatory information in accordance with the
provisions of Article 229 of the Constitution of Kenya and Section 35 of the Public Audit
Act, 2015.1 have obtained all the information and explanations which, to the best of my
knowledge and belief, were necessary for the purpose of the audit.
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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 Kenya Literature Bureau as at 30 June, 2023 and
of its financial performance and its cash flows for the year then ended, in accordance with
International Financial Reporting Standards and comply with the Public Finance
Management Act, 2012 and the Kenya Literature Bureau Act, 2012.

Basis for Qualified Opinion
1. Variances Between the Financial Statements and Supporting Ledger

The statement of profit or loss and other comprehensive income and as disclosed in Notes
1(a) and 1(b) to the financial statements reflects amounts of Kshs.2,742,632,258 and
Kshs.1,715,406,139 in respect of turnover and cost of sales respectively. Included in the
revenues and expenses are amounts of Kshs.2,273,800,867, Kshs.1,458,313,591 and
Kshs.1,714,992,606 in respect of book sales turnover, printed books opening inventory
and printed books closing inventory sales as disclosed in Notes 1(a) and 1(b) to the
financial statements. However, the supporting ledger provided for audit review reflects a
balance of Kshs.2,271,837,881, Kshs.744,472,305 and Kshs.770,426,846 resulting to
unexplained and unreconciled variances of Kshs.1,962,986, Kshs.713,841,286 and
Kshs.944,565,760 respectively.

In the circumstances, the accuracy, occurrence and completeness of the turnover and
cost of sales amounting to Kshs.2,742,632,258 and Kshs.1,715,406,139 could not be
confirmed.

2. Inaccurate and Unsupported Inventories Balance

The statement of financial position reflects a balance of Kshs.1,937,221,030 in respect of
inventories as disclosed in Note 12 to the financial statements and which includes printed
books balance of Kshs.1,714,992,606. However, the system generated ledger reflects a
closing balance of Kshs.770,426,846, resulting to an unexplained and unreconciled
variance of Kshs.944,565,760. Further, the closing inventories balance in the system was
measured using weighted average cost method whereas the financial statements
inventories balance was measured using the lower of cost and net realizable value
method. In addition, there were no stock take reports provided for verification. No
explanation was provided for use of the two methods and their effect on the closing stocks
balance.

In the circumstances, the valuation, accuracy and completeness of the printed books
balance of Kshs.1,714,992,606 could not be confirmed.

3. Overstatement and Improper Recognition of Turnover

The statement of profit or loss and other comprehensive income reflects an amount of
Kshs.2,742,632,258 in respect of turnover as disclosed in Note 1(a) to the financial
statements. The Bureau entered into various contracts with Kenya Institute of Curriculum
Development (KICD) in respect of framework agreements for printing, packaging, and
distribution of books to both primary and secondary schools. However, the Management
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recognized revenue earned for two  contracts KICD/KLB/FA/O31/SET
BOOKS/2020/2021and KICD/KLB/GRADE 7/01/2023 on printing of Set Books-Samaritan
and Grade 7 Visual Arts & CRE amounting to Kshs.6,848,575 and Kshs.5,145,970,
respectively totalling to Kshs.11,994,545 whose books had not been delivered to KICD
during the year under review. Review of delivery notes revealed that the customers had
not endorsed the same as at the closure of the financial year to acknowledge delivery
and transfer of control.

This was contrary to International Financial Reporting Standard (IFRS) 15 which requires
recognition of revenue when an entity transfers control of a product or service to a
customer. Further, summary of accounting policies Note 4(a)(i) indicates that turnover is
stated when the customer has accepted the products and service and collectability of the
related receivables which contradicts the Bureau’s treatment of turnover in the financial
statements where the turnover is recognized when the books are still in transit.

In the circumstances, the accuracy and completeness of the turnover amounting to
Kshs.11,994,545 could not be confirmed.

4. Inaccuracies in the Cost of Sales

The statement of profit or loss and other comprehensive income reflects
Kshs.1,715,406,139 in respect to cost of sales as disclosed in Note 1(b) to the financial
statement. Review of the Accounting Management System and internal control
environment in regards to the system revealed weak internal controls as detailed below;

4.1 Stock with Negative Closing Balances

Analysis of the Bureau’s stock movement schedule in the system revealed instances
where stocks had negative weighted average values amounting to Kshs.1,545,162, thus
reducing the reported stock balance by the same amount.

4.2 Sales with no Corresponding Invoice Amounts and not in the System

The Bureau made sales amounting to Kshs.210,464,292 which were not supported with
corresponding invoice numbers or amounts and were not in the system, making it
impossible to confirm the accuracy of the sales amount.

4.3 Stocks with Zero Quantities and Positive Values

Review of the stock balances in the ledger revealed instances where some stocks had
zero quantities and positive values. The valuation of the stock caused an over valuation
of the stock balances in the ledger by Kshs.1,411,627.

4.4 Unsupported Work in Progress

Included in the cost of sales of Kshs.1,715,406,139 are opening and closing work in
progress amounts of Kshs.122,652,849 and Kshs.202,204,335 respectively. Review of
the Bureau’s system revealed that there was no module for accounting for work in
progress integrated in the SAGE ACCPAC reporting system. Further, no documents were
provided to support movement of work in progress.
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In the circumstances, the valuation, accuracy and completeness of the cost of sales
amounting to Kshs.1,715,406,139 could not be confirmed.

5. Inaccuracies in the Accrued Royalties

The statement of financial position reflects a balance of Kshs.1,462,945,940 in respect of
trade and other payables as disclosed in Note 19 to the financial statements which
includes accrued royalties balance of Kshs.143,789,741. However, the supporting ledger
submitted for audit review reflects amounts of Kshs.140,461,835 resulting to an
unexplained and unreconciled variance of Kshs.3,327,906.

In the circumstances, the accuracy and completeness of accrued royalties balance of
Kshs.3,327,906 could not be confirmed.

6. Slow Moving Books

As previously reported, the statement of profit or loss and other comprehensive income
reflects an amount of Kshs.1,715,406,139 in respect of cost of sales as disclosed in Note
1(b) to the financial statements which includes closing inventory of printed books balance
of Kshs.1,714,992,606. Included in the balance are slow moving stocks balance of
Kshs.23,224,327 for the following books;

Amount in Year Amount in

2021/2022 | Year 2020/2021

Title (Kshs) (Kshs)
Atlas/wall maps/charts/inflatable globes 10,069,047 12,295,665
Uganda Titles 7,887,094 8,337,294
Rwanda Books 4,928,352 5,546,849
E- Books 339,834 350,453
Old Editions Titles - 2,469,399
Total 23,224,327 28,999,660

Further, as disclosed in Note 12 to the financial statements, the Bureau had a total of
Kshs.2,895,185 in respect of provision for slow moving stocks as at 30 June, 2023 whose
details were not provided for audit. In addition, there was no material movement of stock
for E-Books valued at Kshs.339,834 which is likely to be written off and hence a loss to
the Bureau.

In the circumstances, value for money for the slow moving stock balance of
Kshs.23,224,327 could not be confirmed.

7. Unanalyzed Bank and Cash Balances

The statement of financial position reflects a balance of Kshs.32,878,372 in respect of
bank and cash balances as disclosed in Note 15 to the financial statements. However,
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detailed analysis of the bank and cash balances as per the revised financial reporting
template was not provided.

In the circumstances, the existence, completeness, presentation and disclosure of the
financial statements could not be confirmed.

The audit was conducted in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). | am independent of the Kenya Literature Bureau 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 qualified
opinion.

Emphasis of Matter
Budgetary Control and Performance

The statement of comparison of budget and actual amounts reflects final receipts budget
and actual on comparable basis of Kshs.1,797,271,864 and Kshs.1,064,414,714
respectively, resulting to an under-collection of Kshs.732,857,150 or 41% of the budget.
Similarly, the Bureau expended an amount of Kshs.895,720,886 against an approved
budget of Kshs.1,508,739,385, resulting to an under expenditure of Kshs.613,018,499 or
41% of the budget.

The under-collection and under expenditure affected the planned activities and may have
impacted negatively on service delivery to the stakeholders.

My opinion is not modified in respect to this matter.
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
1. Long Outstanding Trade and Other Receivables

The statement of financial position reflects a balance of Kshs.1,774,194,811 in respect of
trade and other receivables as disclosed in Note 13(a) to the financial
statements. Included in the balance are trade receivables balances of Kshs.332,270,893
which have been outstanding for over ninety (90) days. However, further analysis of over
90 days old debtors revealed debts dating back twelve (12) years amounting to
Kshs.80,135,570 which comprise Governments Institutions which owe the Bureau an
amount of Kshs.46,596,303.
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In the circumstances, the accuracy, completeness and recoverability of long outstanding
receivables balance of Kshs.80,135,570 could not be confirmed.

2. Unresolved Prior Year Audit Matters

In the audit report of the previous year, several paragraphs were raised under the Report
on Financial Statements, Report on Lawfulness and Effectiveness in Use of Public
Resources, and Report on Effectiveness of Internal Controls, Risk Management and
Governance. However, Management has not disclosed all the prior year audit matters as
provided by the Public Sector Accounting Standards Board templates and therefore, the
prior year audit matters could not be confirmed whether they were resolved.

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC
RESOURCES

Conclusion

As required by Article 229(6) of the Constitution, based on the audit procedures
performed, except for the matters described in the Basis for Conclusion on Lawfulness
and Effectiveness in Use of Public Resources section of my report, | confirm that nothing
else has come to my attention to cause me to believe that public resources have not been
applied lawfully and in an effective way.

Basis for Conclusion
1. Irregular Outsourcing of Printing Services

The statement of profit or loss and other comprehensive income reflects an amount of
Kshs.1,715,406,139 in respect of cost of sales as disclosed in Note 1(b) to the financial
statements which includes contracted works amount of Kshs.1,439,661,381. Examination
of supporting payment vouchers and schedules revealed that the Bureau outsources the
bulk of its printing works, thus digressing from its core function of printing and publishing
in the country.

During the year under review, the Bureau outsourced printing works costing
Kshs.1,439,661,381 out of the total production costs of Kshs.2,055,066,351 representing
seventy percent 70% of the total printing works. Therefore, the Bureau printing press did
only Kshs.615,404,970 or thirty (30%) which points to underutilization of Bureau’s printing
service. As disclosed in the previous financial year, the outsourced printing services was
at seventy-nine (79%) of the production costs.

Further, Section 4(a) of the Bureau Act, 2012 provides that one of the functions of the
Bureau is to carry on the business of publishing, printing and distributing literary,
educational, cultural and scientific books, periodicals, journals, magazines, digital and
electronic materials and works of every description. This means that the outsourcing of
printing services is not anchored in law.

In the circumstances, Management was in breach of the law.
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2. Non-Compliance with One-Third of Basic Salary Rule

As previously reported, during the year ended 30 June, 2023, various employees earned
a net salary of less than a third (1/3) of the basic salary contrary to Section 19 of the
Employment Act, 2007 as detailed in the schedule below:

Month No. of Employees
July, 2022 2
August, 2022 3
September, 2022 19
October, 2022 17
November, 2022 11
December, 2022 3
January, 2023 77
February, 2023 2
March, 2023 1
May, 2023 5

The Management was in breach of the law and this may expose the staff to pecuniary
embarrassment.

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, | confirm that, nothing has come to my attention to cause me to
believe that internal controls, risk management, and overall governance were not
effective.

Basis for Conclusion

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

Management is responsible for the preparation and fair presentation of these
consolidated financial statements in accordance with International Financial Reporting
Standards and for maintaining effective internal control as Management determines is
necessary to enable the preparation of consolidated 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 consolidated financial statements, Management is responsible for
assessing the Bureau’s ability to continue as a going concern, 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 Bureau or to cease
operations.

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

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

The Board of Directors is responsible for overseeing the Bureau’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 overall
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 ISSAIls 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

Report of the Auditor-General on Kenya Literature Bureau for the year ended 30 June, 2023
8



an effective way in accordance with the provisions of Article 229(6) of the Constitution
and submit the audit report in compliance with Article 229(7) of the Constitution.

Further, in planning and performing the audit of the financial statements and audit of
compliance, | consider internal control in order to give an assurance on the effectiveness
of internal controls, risk management and overall governance processes and systems in
accordance with the provisions of Section 7(1)(a) of the Public Audit Act, 2015 and submit
the audit report in compliance with Article 229(7) of the Constitution. My consideration of
the internal control would not necessarily disclose all matters in the internal 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
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:

. ldentify 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.

. 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 Bureau’s ability 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 Company to cease 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.
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. Obtain sufficient appropriate audit evidence regarding the financial information and
business activities of the Bureau 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 controls that are identified during the audit.

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

FCPA Nancy Gathungu, CBS
AUDITOR-GENERAL

Nairobi

29 January, 2024
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