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REPORT OF THE AUDITOR-GENERAL ON KENYA BROADCASTING
CORPORATION FOR THE YEAR ENDED 30 JUNE, 2024

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

A. Report on 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,

C. guidelines and manuals and whether public resources are applied in a prudent,
efficient, economic, transparent and accountable manner to ensure the Government
achieves value for money and that such funds are applied for the intended purpose.

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

An Adverse Opinion is issued when the Auditor-General determines that the financial
statements are materially misstated and are not fairly presented in accordance with the
applicable financial reporting framework. The Report on the Financial Statements should
be read together with the Report on Lawfulness and Effectiveness in the Use of Public
Resources, and the Report on Effectiveness of Internal Controls, Risk Management and
Governance.

The three parts of the report 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 of the Auditor-General on Kenya Broadcasting Corporation for the year ended 30 June, 2024



REPORT ON THE FINANCIAL STATEMENTS
Adverse Opinion

| have audited the accompanying financial statements of Kenya Broadcasting Corporation
set out on pages 1 to 43, which comprise the statement of financial position as at 30
June, 2024, and the statement of profit/loss and other comprehensive income, Statement
of Changes in Equity, Cash flow Statement and Statement of Comparison of Budget and
Actual amount, 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, in all
material respects, the financial position of Kenya Broadcasting Corporation as at 30 June,
2024, and of its profit/loss and other comprehensive incomes and its cash flows for the
year then ended, in accordance with International Financial Reporting Standards (IFRS)
and do not comply with the Kenya Broadcasting Corporation Act CAP 221 and the Public
Finance Management Act, 2012.

Basis for Adverse Opinion
1.0Inaccuracies in the Financial Statements

1.1Variances Between Comparative Figures and Prior Year Audited Financial
Statements

Audit review revealed variances between the comparative current year figures (Opening
balances) and the prior year audited financial statements figures as tabulated below:

Description Opening Closing Variance
Balance FY | Balance FY | Kshs.
2023/2024 2022/2023
Kshs. (000) Kshs. (000) (000) |
Administration costs Note 9 2,668,258 2,339,968 328,290
Profit/Loss before taxation - Statement (683,443) (681,168) (2,275)
of Profit and loss
PPE Note 12 16,242,830 16,242,810 20
Bank and cash balances Note 16 75,855 86,788 (10,933)
Total Assets 17,534,289 17,545,202 (10,913)
Accumulated Surplus or losses (89,110,125) (89,107,849) (2,276)
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Bank Balances

Trade and other Payables Note 22 3,395,023 3,403,660 (8,637)
Loss for the year 2022 Page 3 (683,443) (683,934) 491
As at 1July 2023 - Retained earnings (89,110,125) 89,242,647 | (178,352,772)
Cash generated from operations Note 24,553 65,600 (41,047)
23

Purchase of PPE (116,436) (146,550) 30,114
Cash generated from Investing (116,436) (146,550) 30,114
activities

Increase in cash and cash equivalents (91,883) (80,950) (10,933)
Cash and cash equivalents at the end 75,8556 86,788.00 (10,933)
of the year Note 23

Auditors renumeration’s Note 9 500,000 - 500,000
Legal Expenses Note 9 100,216,000 100,716,000 (500,000)
Salaries and allowances of permanent 1,041,958 1,070,085 (28,127)
employees

Operating profit Note 11 Auditor's 580 - 580
remuneration current years fees

Cash Note 16 75,855 86,788.00 (10,933)
Trade and other Payables Note 21 3,395,022.00 3,403,660 (8,638)
Related Party Disclosures 1258916 28733 1,230,183
Capital Risk Management- Retained 683,443 89,107,849 | (88,424,406)
earnings

Capital Risk Management- Cash and 75,855.00 86,788 (10,933)

In the circumstances, the accuracy and completeness of the financial statements could

not be confirmed.

2.0Undisclosed Material Uncertainty Related to Going Concern

The statement of profit or loss and other comprehensive income reflects a net operating
deficit of Kshs.255,298,000 for the year under review. The deficit reduced the
accumulated losses from negative Kshs.89,110,125,000 reported in the financial year
ended 30 June, 2023, to a negative of Kshs.89,365,423,000. Further, the statement of
financial position reflects current assets balance of Kshs. 1,427,273,000 and current
liabilities balance of Kshs. 94,288,705,000, resulting in a negative working capital of
Kshs. 89,365,423,000. These conditions indicate the existence of a material uncertainty,
which may lead to significant doubt on the Corporation's ability to continue as a going
concern. However, this material uncertainty and any mitigating measures put in place by
the Management to reverse the undesirable financial position were not disclosed in a

note to the financial statements.
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The Corporation's financial statements, therefore, have been prepared on a going
concern basis on the assumption that it will continue to receive financial support from the
Government, customers and other stakeholders.

In the circumstances, the going concern of the Corporation is uncertain without the
continued support from the Government, customers and other stakeholders.

3.0Stalled Studio Mashinani Audio Visual Production Project in Kisii and Eldoret

The Corporation awarded a contract to a Contractor for the construction and equipping of
the proposed studio mashinani audio visual production project in Eldoret and Kisii for a
contract sum of Kshs. 67,915,164.94. According to the contract the cost for construction
of the building to host the studio in Eldoret was Kshs. 6,950,915.91 and that of Kisii was
Kshs. 6,025,242 .51 totaling Kshs. 12,976,158.42. The project duration was six (6) months
from time of execution of the contract.

However, review of project file and site visit conducted in the month of December, 2024
revealed that the project has stalled and contractor was last on site in December, 2022,
According to a letter from the acting Managing Director to the Principal Secretary, Ministry
of Information, Communication and Digital Economy dated 23 August, 2023, Kshs.
14,375,000 has been paid to the contractor which was paid as an advance payment.
Further, the advance payment was more than the total cost of construction of the two
buildings of Kshs. 12,976,158.42. It is not clear why the construction is not complete
despite full payment for the cost of construction.

In addition, payment voucher for the advance payment has not been provided for audit
review and justification for advance payment has not been provided.

In the circumstances, the accuracy and value for money of the project could not be
confirmed.

4.0 Accuracy of the Government of Kenya (GoK) Loan and Accrued Interest

As previously reported, the statement of financial position and Notes 21 to the financial
statements reflect a loan amount 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 Kenyan currency portion of Kshs.98,507,000.
The loan was interest-bearing and as at 30 June, 2024 the loan balance was
Kshs.13,657,251,000 and the interest thereof amounting to Kshs.77,047,476,000 which
have both remained unchanged over two financial years.
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Further, the principal loan amount of Kshs.13,657,250,762 has over the years accrued
interest amounting to Kshs.77,047,476,060, which violates the in Duplum Rule since the
loan is non-performing and the accrued interest exceeds the principal amount.

In the circumstances, the accuracy and completeness of the loan principal of
Kshs.13,657,250,762 and loan interest balance of Kshs.77,047,476,060 could not be
confirmed.

5.0 Lack of Land Ownership Documents

As previously reported, the statement of financial position and Note 12 to the financial
statements reflects property plant and equipment balance of Kshs.16,040,272,000.
Included in the balance is an amount Kshs.12,857,874,001 in relation to the value of land
held by the Corporation across the country. However, the review of documents revealed
that out of forty-six (46) parcels of land, only thirty-three (33) had title deeds in the name
of the Corporation valued at Kshs.22,229,796,000, while the remaining thirteen (13)
parcels land valued at Kshs.292,350,000 lacked ownership documents.

Further, revaluation was done for 41 plots not the entire 46 plots hence 5 plots have not
been revalued as per the valuers Report dated 30 March, 2023.

In addition, audit verification in the month of December 2024 revealed that the Ministry of
Housing was undertaking construction of affordable housing project on land of
approximately 18 Acres owned by the Corporation. Further, the Corporation had not
received any compensation from the government for the encroached land.

Also, audit verification on Malindi transmission station disclosed that squatters have
occupied a portion of the 7.2 acres of land owned by the Corporation.

In the circumstances, the completeness, accuracy and ownership of land valued at
Kshs.12,857,874,001 could not be confirmed.

6.0 Compliance with Prescription on Board and Chief Executive Officers’ Terms of
Service and Entitlements

6.1 Usupported expenditure for Directors Emoluments

The statement of profit or loss and other comprehensive incomes reflects administration
costs of Kshs. 3,042,297,000 out of which as disclosed under note 9 to the financial
statements is director's emoluments of Kshs. 24,736,000. However, the payment
vouchers provided for audit review amounted to Kshs.19,466,778 resulting in
unsupported variance of kshs. 5,269 222.

In the circumstances, the accuracy and completeness of the director's emoluments of
Kshs. 5,269,222 could not be confirmed.

Report of the Auditor-General on Kenya Broadeasting Corporation for the year ended 30 June, 2024

5



6.2Irregular Payment of Board Allowances

The Corporation Board members attended a tree planting activity at Marania transmission
station in Meru County on 16 May, 2024. However, the Corporation paid board
allowances twice for this activity resulting in a double payment of Kshs. 456,203.

Further, a board member was paid accommodation allowances for 3 days for attending a
one-day Board committee meeting on two occasions thus resulting in an overpayment of
Kshs. 72,400. The justification for payment has not been provided for audit review.

In the circumstances, the accuracy and completeness of the director's emoluments of
Kshs. 24,736,000 could not be confirmed.

7.0Misstatement of Property Plant and Equipment

The statement of financial position reflects property, plant and equipment balance of
Kshs. 16,040,272,000 as disclosed in Note 12 to the financial statements. Included in the
amount is land Kshs. 12,857,874,001, buildings of Kshs. 989,412,712 and intangible
assets of Kshs. 0 (Zero). However,, the asset register provided for audit verification
disclosed land amounting to Kshs. 22,522,146,000 and did not include buildings and
intangible assets owned by the corporation.

Further, the fixed assets register maintained by Corporation did not have information
detailing the assets’ cost, date of acquisition, land depreciation charge for the year,
accumulated depreciation and net book value of the assets.

In the circumstances, the accuracy, completeness and ownership of Property Plant and
Equipment valued at Kshs.16,040,272 could not be confirmed.

8.0Un-accounted Miscellaneous Income

Note 8 to the financial statements reports a total of Kshs. 507,701,000 in respect to other
miscellaneous receipts which includes Kshs. 491,800,000 disclosed as income from
sports funding. However, the supporting documentations such as the
contract/agreements and receipts were not provided for audit review. Further, excluded
from this amount of Kshs. 507,701,000 are rental incomes from canteens operated in
Nairobi and Mombasa that are hosted within the corporation. In addition, Media Council
of Kenya and KFCB hosted in Mombasa and Kisumu regional offices have not been
paying their rental contributions to KBC.

In the circumstances, the accuracy and completeness of Miscellaneous Income of Kshs.
507,701,000 could not be confirmed.
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9.0 Trade Receivables with Negative Balance

The financial statements under Note 15(a) reflects a gross trade receivables balance of
Kshs.1,891,879,000. However, review of the ageing analysis provided for audit
verification revealed a gross trade receivables balance of Kshs. 2,162,112,424 which
further included customer balances with negative balances amounting to Kshs.
46,900,099.

In the circumstance, the accuracy and completeness of the trade receivables balance of
Kshs. 1,891,879,000 cannot be confirmed

10.0 Unsupported and Inaccurate Inventory Balance

Note 14 to the financial statements represents inventories balance of Kshs. 65,490,000
which includes a balance of Kshs.14,156,000 representing impairment loss. However,
there was no documentation in support of this amount reflecting how the corporation
arrived at the impairment loss. Further, the value has remained the same as in previous
year indicating that no reviews have been conducted to assess impairment of the
inventories. In the case of obsolete items, it is not clear which policy the organisation used
to determine their net realizable value and therefore the impairment loss value could not
be confirmed.

In the circumstances, accuracy and completeness of the inventory balance of Kshs.
14,156,000 could not be ascertained.

11.0 Non-Provision for Legal Fees in the Financial Statement

Minutes of HRLCA Committee meeting held on 17/04/2024 disclosed the corporation has
judgement awards against the corporation totalling to Kshs. 157,000,000 which continue
to accrue interest. However, no provision of the legal costs has been made in the financial
statements. Further, out of the Kshs. 200,000,000 which was disbursed by Treasury for
arbitration hearing expenses relating to Channel 2 Group case, only Kshs. 28,000,000
was utilized in payment of legal fees while the rest was utilized for the normal operations
of the corporations leaving no funds for the arbitration case.

In the circumstances, the accuracy and completeness of the trade and other payables of
Kshs. 3,583,977,000 could not be ascertained.

12.0 Payment Vouchers Not Provided for Audit Review

The statement of Profit or Loss and other Comprehensive Incomes for the year ended 30
June, 2024 reflects administrative costs of Kshs. 3,042,295,000 which includes rent
expenses of Kshs. 8,025,000 and electricity and water expenses of Kshs. 153,797,000.
However, the corporation did not avail payments vouchers and supporting documentation
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for rent expenses of Kshs. 7,183,095 and electricity and water expenses of Kshs.
60,417,348.

In the circumstances, occurrence, accuracy and completeness of rent expenses of Kshs.
8,025,000 and electricity and water expenses of Kshs. 153,797,000 could not be

ascertained.
13.0 Cash and Cash Equivalents
13.1 Unsupported Bank Balance

Note 16 to the financial statements as at June 30, 2024 reflects cash and cash equivalents
balance of Kshs. 43,577,000. However, the balance was not supported with cashbooks,
bank reconciliation statements, certificate of bank balances and bank statements.

13.2 Invalid Unpresented Cheques

Note 16 to the financial statements reflects cash and cash equivalents balance of Kshs.
43,577,000 as at 30 June, 2024 which further included Kshs.5,124,000 in respect to of
an account operated by the Corporation. However, the unpresented cheques in the bank
reconciliation statement dated 30 June, 2024 included invalid sixty-nine (69) transactions
amounting to Kshs. 60,651,267 relating to the month of July 2024. A re-calculation of the
cashbook balance excluding the invalid sixty-nine (69) transactions relating to the month
of July 2024 revealed the correct cashbook balance of Kshs. 65,774,098.

13.3 Non-Disclosure of a Bank Account

Note 16 to the financial statements reflects cash and cash equivalent balance of Kshs.
43,577,000 as at June 30, 2024. However, review of certificate of bank balance as at 30
June, 2024 from Citibank revealed the existence of Account with a Certificate of Bank
Balance of Kshs. 839,571 (CR).

13.4 Overdrawn Cashbook balances

Contrary to Regulation 82(7) of the Public Finance Management (National Government)
Regulations, 2015 which provides that no official government bank account shall be
overdrawn, the corporation had maintained three (3) bank accounts with overdrawn
cashbook balances as indicated below:

Bank Name Amount

CBA Dollar (7,399,000)
KCB Garissa (600,000)
KCB Kitale (6,000)
Total (8,005,000)
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No explanation was given for overdrawing of cashbooks.

In the circumstance, the accuracy and completeness of cash and cash equivalents
balance Kshs. 43,577,000 could not be confirmed.

14.0 Unsupported Fuel, Lubricants and Oil

Note 9 to the Financial Statement reflects an amount of Kshs. 78,101,000 in respect to
transportation, travelling and subsistence in which Kshs. 21,536,114 is in respect to fuel,
oil and lubricants. It was observed that the fuel register was not updated regularly leading
to gaps in terms of when the vehicles or generators were fueled. Further, work tickets
provided for audit review were not fully filled to show the dates and amount of fuel drawn.
Also, the defects section on the work tickets were not maintained thereby making it difficult
to confirm the repairs required. The reconciliations of the supplier statements for fuel were
also not provided for audit.

As previously reported, the corporation does not have proper control on how the fuel is
utilized in the various stations. A fuel management system would enable the corporation
to have control over when a vehicle or a generator is fueled or fuel drawn. This will ensure
the organization efficiently utilizes this crucial energy resource and delivers on its key
mandate.

In the circumstance, the accuracy and completeness of fuel, oil and lubricants of Kshs.
21,536,114 could not be confirmed.

The audit was conducted in accordance with the International Standards of Supreme
Audit Institutions (ISSAls). | am independent of the Kenya Broadcasting Corporation in
accordance with ISSAlI 130 on the Code of Ethics. | have fulfiled other ethical
responsibilities in accordance with the ISSAIl 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.

Emphasis of Matter

1.0 Contingent Liability - Arbitration Case Between the Corporation 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 Group
Corporation 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 (6) months expressing willingness
not to renew the term of the agreement.
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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 an approximate amount of USD 2,373,000,000 equivalent
to Kshs.353,453,960,000 at the exchange rate of Kshs.140.52 as at 30 June, 2024.

The arbitration proceedings included: -

i) USD481,977,000 (Kshs.67,727,408,040) in lost profits in running KBC 2 as free to
air terrestrial television channel in 8 years from March, 2009 to August, 2017;

i) USD241,845,000 (Kshs.33,984,059,400) in lost profits in running expanded joint
venture in 10 years to December, 2018; and

i) USD1,636,750,000 (Kshs.229,996,110,000) 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.

2.0Budgetary Control and Performance

The statement of comparison of budget and actual amounts reflects final receipts budget
and actual on a comparable basis of Kshs.2,522,600,000 and Kshs.2,875,277,000
respectively resulting in a surplus of Kshs.352,677,000 or 114% of the approved budget.
Similarly, the Kenya Broadcasting Corporation spent Kshs.3,137,739,000 against actual
receipts of Kshs.2,875,277,000 resulting to an over-expenditure of Kshs.262 462,000 or
109% of the receipts. However, the approval for the over expenditure was not provided
for audit review and the source of the funds to fund the over expenditure was not
disclosed.

It was also noted that the budget for the year 2023-2024 was unbalanced indicating that
the corporation budgeted for receipts of Kshs.2,522,600,000 against a budgeted
expenditure of Kshs.3,478,822,000 resulting in a budget deficit.

In the circumstances, the budget credibility of the corporation could not be confirmed.
My opinion is not modified in respect of these matters.

Key Audit Matters

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

In the audit report of the previous year, several issues were raised under the Report on
Financial Statement, Report on Lawfulness and Effectiveness in Use of Public
Resources, and Report on Effectiveness of Internal Controls, Risk Management and
Governance. However, the issues are yet to be deliberated by the Public Investment
Committee (PIC).

Further, management do not implement the internal auditor recommendations as per the
reviewed full board minutes and audit committee minutes.

Other Information

The Management is responsible for the other information set out on page | to XXXV which
comprise of the key entity information and management, the Board of Directors,
Chairman’s Statement, Report of the Managing Director, Statement of Performance
against Predetermined Objectives, Corporate Governance Statement, Management
Discussion and analysis, Environmental and Sustainability Reporting, Report of the
Directors and Statement of Director's Responsibilities. The Other Information does not
include the financial statements and my audit report thereon.

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

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC
RESOURCES

Conclusion

As required by Article 229(6) of the Constitution, based on the audit procedures
performed, except for the effect of the matters described in the Basis for Conclusion on
Lawfulness and Effectiveness in the Use of Public Resources section of my report, |
confirm that, nothing else has come to my attention to cause me to believe that public
resources have not been applied lawfully and in an effective way.
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Basis for Conclusion
1.0Unremitted Statutory Deductions

The statement of financial position and as disclosed in Note 22 to the financial statements
reflects trade and other payables balance of Kshs.3,583,978,000 which includes statutory
and other deductions totalling Kshs.2,945,768,000 that have not been remitted to the
respective institutions as detailed below:

Payables Amount (Kshs.)
PAYE 697,375,000
Medical 34,576,000
Pension 1,131,569,000
Coop liabilities 35,724,000
NSSF 3,109,000
Other deductions 66,824,000
VAT 976,591,000
Total 2,945,768,000

Management attributed the delay in remitting the deduction to its inability to settle its
obligations as and when they fall due. Failure to remit statutory deductions within the
stipulated timelines is contrary to the provisions of 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 Corporation is at risk of incurring penalties
and interest with the continued delay in remittance of the deductions.

In the circumstances, Management was in breach of the law

2.0Compliance with Prescription on Board and Chief Executive Officers’ Terms of
Service and Entitlements

2.1Conflict of Interest — Board Chairman

Addendum to the contract between the Corporation and Channel 2 Group corporation
dated 12 May, 2007 KBC indicated that the Board Chair and owner of channel 2 will
represent Channel 2 group corporation at a quarterly Board meeting with KBC. This
implies the Board Chairman was among the top management at Channel 2 Group
Corporation who instituted the case against KBC. The case is still active and ongoing
where Channel 2 Group Corporation is demanding USD 2,373,000,000 equivalent to
Kshs.353,453,960,000.

The chairman was appointed to the Board of KBC on 19 January, 2024 for 3 years. There
are no board minutes or documents that declare conflict of interest that the board
chairman has over the ongoing Channel 2 Group case. Further, given he is one of the
persons who instituted the case against KBC it is not clear how he will lead defence

Report of the Auditor-General on Kenya Broadeasting Corporation for the vear ended 30 June, 2024

12



against a case he instituted. It is certain that the Board Chair is conflicted and he lacks
independence contrary to guidelines of chapter six of the Constitution of Kenya Article 75
(1) — (a) and Mwongonzo 1.1 (8) —c.

2.2Payment of Board Allowances to Non-Board Members

The Corporation paid Kshs. 88,000 in board allowances to staff of State Corporation
Advisory Committee (SCAC) who are not board members for attending a special board
meeting contrary to Circular AG/CONF/6D/73 VOL. | from the State Law Office — Attorney
General dated 22 August, 2013.

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

2.3Board Retreat Without Approval

The Corporation had a board retreat on 360° board development programme workshop
on 27-31 May 2024 in Naivasha costing a total of Kshs. 4,905,046. The board members
were paid allowances amounting to Kshs. 2,059,346 via voucher number 23-24/0000427 .
However, approval by the cabinet secretary for the board retreat has not been provided

for audit review.
In the circumstances, the management was in breach of the law.
2.4Irregular Payment of Meal and Accommodation Allowance at the Same Time

The statement of profit/loss and other comprehensive incomes reflects administration
costs of Kshs. 3,042,297,000 out of which as disclosed under note 9 to the financial
statements is director's emoluments of Kshs. 24,736, 000. However, the Corporation paid
meal and accommodation allowance to board members at the same time for various
activities amounting to Kshs. 365,800 contrary Section C.17 (1) of the Public Service
Commission Human Resource Policies and Procedures Manual for the Public Service,
2016.

In the circumstances, the management is in breach of the law.
2.5Number of Board Meetings Exceeding Limit

Audit review revealed that the corporation had 17 full board meeting with 4 regular board
and 13 special board meeting. This is contrary to requirements by the Circular
OP/CAB.9/1A from the Head of the Public Service dated March 11, 2020 which limits
board meetings to a maximum of six meetings. The eleven (11) excess special board
meeting resulted in irregular payment of allowances amounting to Kshs. 4,396,653.
Approval by the relevant Cabinet Secretary, in consultation with State Corporations
Advisory Committee for the excess meetings in compliance with Circular OP/CAB.9/1A
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from the Head of the Public Service dated March 11, 2020 have not been provided for
audit review.

In the circumstances, the management is in breach of the law.
2.6 Board Activities Taking Over Management Function

The following board activities both within and outside the offices of the Corporation have
not been supported by an approval minute of the board, report of the activities submitted
and adopted by the board and justification for board members taking part in field visits
which is a management function contrary to circular OP/CAB.9/1A from the Head of the
Public Service dated March 11, 2020. Therefore, the allowances amounting to
Kshs.2,992,523 drawn from these activities are deemed irregular.

In the circumstances, the management is in breach of the law.
3.0 Authenticity of Accounts Payable

The statement of financial position reflects trade and other payables balance of
Kshs.3,583,977,000 as disclosed in Note 22 to the financial statements. However, the
pending bills schedule for the financial year 2022/2023 as per the submitted financial
statement was Kshs. 3,395,023,000 and did not form charge during the year under review
and no explanation has been provided by management why the pending bills did not form
the first charge during the year under review.

In addition, the trade and other payables balance included a balance Kshs. 2,602,151,000
which had been outstanding for more than two (2) years. This was contrary to Section 53
(8) of the Public Procurement and Asset Disposal Act, 2015 which states that ‘an
Accounting Officer shall not commence any procurement proceedings until satisfied
that sufficient funds to meet the obligations of the resulting contract(s) are reflected in
approved budget estimates.

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

4.0Regularity of Human Resource Management Practices

4.1 5taff in Acting Capacity for More than 6 Months

Examination of the human resource expenditure and records revealed that, eight (8)
employees have been in acting capacity for periods of more than 6 months as at the time
of audit contrary to Section C.14 (1) of the Human Resource Policy and Procedures
Manual, of May 2016 which provides that acting allowance will not be payable to an officer
for more than six (6) months.
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In the circumstances, Management was in breach of the law.
4.2Non-Compliance with the Law on Wage Bill

The statements of profit or loss & other comprehensive income for the year ended 30
June, 2024 reflects an expenditure of Kshs.3,042,295,000 on administration costs in
which Kshs. 1,529,947 ,000 is staff costs representing 53% of the total receipts of Kshs
2,882,441,000. This is contrary to the provisions of Regulation 26(1) (a) of the Public
Finance Management (National Governments) Regulations, 2015 which limits the
expenditure on wages and benefits to not more than 35% of the total revenue for the year.

Further, despite the high wage and cost of 53% of expenditure, the Corporation still
recruited 59 new staff during the year under review.

In the circumstances, the management is in breach of the law.
4.3 Irregular Double Payment of Leave Allowance

The statement of profit/loss and other comprehensive incomes reflects Kshs.
1,529,947,000 in respect to staff costs. In this amount leave allowance of Kshs. 644,310
was paid in the month of July 2023 and Kshs. 473,990 was paid in the month of June
2024 contrary to the Human Resource Policies and Procedures Manual for the Public
Service of May 2016 which states that leave allowance should be paid only once year.

In the circumstances, the management is in breach of the law.
5.0Non-Compliance With Climate Regulations

Audit review revealed that the Corporation has not effectively integrated the National
Climate Change Action Plan 2023-2027 into its sectoral strategies and operational plans.
There is no dedicated climate change coordination unit within the office, and no senior
officer been appointed to oversee the integration of climate change related functions into
the corporation’s operations. Further, Corporation did not submit its sectoral greenhouse
gas emissions report to the national inventory. In addition, the corporation did not have
an effective system in place to monitor, review and report on the integration of climate
change into its activities and policies.

In the circumstances, the management is in breach of the law.
6.0 Procurement Without a Budget
The Corporation awarded a tender No. 14/KBC/2022-2023 amounting to Kshs.

35,751,200 for supply & installation of 240KWP Grind Tier Solar PV System at KBC
House and paid an advance of 20% of Kshs. 7,150,240. The expense was in the
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procurement plan, however, there was no funds allocated to the project during the
financial year under review and the payment voucher No. 417 dated 21/08/2023 was not
authorized by the chief accountant/ finance manager.

No explanation was provided by management why the budget and procurement plan were
not aligned and contracts were issued to suppliers without funds availability hence
exposing the corporation to litigation issues.

In the circumstances, the management is in breach of the law.

7.0 Unconfirmed Ownership of Signet Signal Distributors Limited

The Corporation disclosed in its financial statements that Signet Signal Distributors
Limited is a subsidiary of the Corporation, with the Corporation owning 99% of the
subsidiary's shareholding and the Permanent Secretary of the National Treasury holding
the remaining 1%. The Company is fully licensed to distribute broadcasting signals under
the new digital platform. However, a review of documents revealed that the former
Managing Director at the time of incorporation of the subsidiary continues to hold 99% of
its shares despite the existence of letter dated 4 September, 2015 requesting the shares
to be transferred to the National Treasury.

In the circumstances, the Corporation is in breach of the National Treasury Circular

8.0 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.16,242,809,769 which 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 un-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:
13.0 Irregular Allocation of Sauti House Land in Mombasa

As previously reported, the Corporation was sued in Mombasa through case ELC
No.283 of 2013 for the parcel of land where the matter went up to the Court of Appeal
and was determined against the Corporation. In a letter to the Corporation 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. Available information and the Part
Development Plan (PDP) indicate that the parcel of land was reserved for the Corporation
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from the year 1988. The Attorney General made a recommendation for the Corporation
to involve the Ethics and Anti-Corruption Commission (EACC), given that this was public
land and it fell under the EACC's mandate and that the matter had already been
determined by the Court of Appeal. The EACC would assist the Corporation 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
status and progress of the case to recover the irregularly acquired land. As a result, illegal
private developers continue to occupy public land.

14.0 Failure to Repossess Corporation’s Land in Nyali

Records indicate that Corporation sued the County Government of Mombasa for illegal
encroachment of its parcel of land, measuring 22.85 acres and situated in Nyali, under
civil suit No.323 of 2010. A judgement was passed in favour of the Corporation 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/INol. 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.

In the circumstances, Management was in breach of the court ruling and the Corporation
may lose the land to illegal settlers.

15.0 Irregular Leasing Out of Sauti House

Audit 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 SAGAs 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 Office of the President Circular.
12.0 Payment of Motor Vehicle Insurance for Vehicles Not in Use

The statement of profit/loss and other comprehensive incomes for the year ended 30th
June 2024 and as disclosed in Note 9 to the financial statements reflects Insurance costs
for the year under review of Kshs. 16,274,000. Included in this figure is an amount made
to an insurance company of Kshs. 2,361,040 through PV 688 and Kshs. 685,412 through
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PV 689 for provision of Motor Vehicle insurance. The audit review revealed that among
the motor vehicles insured, seventeen (17) were not functioning as they were to be
disposed and others had been grounded for a long time.

In the circumstances, value for money for the insurance costs of Kshs. 16,274,000 could
not be confirmed.

The audit was conducted in accordance with the ISSAI 3000 and ISSAIl 4000. The
Standards require that | comply with ethical requirements and plan and perform the audit
to obtain assurance about whether the activities, financial transactions and information
reflected in the financial statements comply in all material respects, with the authorities
that govern them. | believe that the audit evidence | have obtained is sufficient and
appropriate to provide a basis for my conclusion.

REPORT ON THE EFFECTIVENESS OF INTERNAL CONTROLS, RISK
MANAGEMENT AND GOVERNANCE

Conclusion

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

Basis for Conclusion

1.0 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 ICT 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 governance and controls could not
be confirmed.
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2.0 Lack of Updated Human Resource Policy Manual

Review of documents revealed that the Corporation has continued to operate without an
updated human resource policy manual comprising of organizational structure, staff
grading and establishment, career guidelines, human resource policy and procedures.
Instead, the Corporation continues to use an organizational structure that was last
updated in 2010.This is contrary to the State Corporations Advisory Committee (SCAC)
circular number OP/SCAC.9/21/1/1 of 15 May, 2017 which requires State Corporations
to update their human resources manual in line with changing technology.

In the circumstances, the existence of effective system of governance and human
resources management could not be confirmed.

3.0 Dilapidated Structures and Health Hazards in Transmitting Stations and
Broadcasting House

Physical verification carried out in December 2024 in the Coast region transmitting
stations and Sauti House revealed that transmitting stations roofs in Nyali, Mazeras and
Malindi that have old and rusty asbestos roofs that have not been replaced as the use of
asbestos was banned in Kenya in 2006 due to increase in cancer cases. Further, the
asbestos roofs in Nyali have fallen off the roofs to the ground hence posing a health
hazard to the public and contaminating soil.

Further, at the Sauti House offices in Mombasa, the revenue accountant’s office has
cracked walls that leaks during heavy rainfalls. The accountant’s offices at the ground
floor has cracked floor tiles, the washrooms among other structures needed major repairs
and replacement of ceilings and roofs. Studio B has not been equipped for broadcasting
purposes. In addition, the Sauti House has pending sewer expenses from Mombasa
Water Supply and Sanitation Company Limited amounting to Kshs. 2,978,159 as at
November 2024 per statement number INV00946180. In the event the water company
discounts KBC Sewage line the entire Sauti House would have to shut down due to health
hazard imposed on the staff members.

In the circumstances, the poor state of the structures adversely affects the image and
revenue streams due to safety and health risks.

4.0Lack of Auto-Switches on the Signet Platform

Audit review of the ageing analysis revealed that some of the signet clients with
substantial outstanding trade receivables continued to access services despite long-
overdue debts. It was observed that the auto-switch functionality had not been
implemented on the Signet platform.
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In the circumstances, adequacy of internal control on debt and debt management policy
could not be confirmed.

5.0Unsustainable High Electricity and Water Costs

The statement of profit/loss and other comprehensive incomes for the year ended 30th
June 2024 and as disclosed in Note 9 to the financial statements reflects Ksh 153,797,000
arising from electricity and water costs for the year under review. Comparison of the
electricity costs to the revenues generated, the electricity expenditure is at the peak
considering that other expenditures like staff costs and selling and distribution costs have
not yet been considered.

In the circumstance, the impartiality and effectiveness of the process for disconnecting
clients in arrears are questionable

6.0Failure to Invoice Several Airtime Orders

Note 6 to the financial statements reflected Kshs. 1,115,823,000 in respect to revenue
from contracts with customers for the year ended 30 June, 2024. However, review of the
sales report from airtime orders generated from the Corporation's Syspro System
revealed that the reported revenue of Kshs. 1,115,823,000 had excluded incomplete
orders amounting to Kshs. 75,371,626. These orders had been recorded in the system,
but had not been converted into invoices as at the time of audit in December 2024, It was
noted that some of these orders had remained unprocessed for over 12 months. The
explanation and evidence provided was that some of the contracts are barter, internal
promos and cancelled airtime orders. However, reconciliations had not been done for the
incomplete orders.

In the circumstances, the Corporation’s ability to manage its revenue efficiently and
effectively cannot be ascertained.

7.0Manual Monitoring of Revenue from Contracts With Customers

Note 6 to the financial statements reflected Kshs. 1,115,823,000 in respect to revenue
from contracts with customers for the year ended 30 June, 2024 which further included a
total of Kshs. 345,835,535 in respect to advertising radio, advertising television and digital
media and casuals and funeral as listed below:

Revenue Stream Amount

Advertising Radio 183,150,849
Advertising Television and Digital Media 161,109,648
Casuals and Funeral 1,575,038
Total 345,835,535
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However, it was observed that the invoices for these revenue streams were raised based
on manual monitoring reports, which are prone to human error and inaccuracies.

In the circumstances, the absence of automated tamper-proof transmission logs to
validate the airtime occurrences, affects the effectiveness of the internal control for
revenue generation.

8.0 Expired Contracts and Irregular Billing for Signet Clients

The Signet platform had a total of 114 active clients as at the time of the audit in December
2024. However, a review of its operations revealed significant inadequacies in the
management of client contracts and billing practices. A sample of twenty-two (22) clients
revealed that all the clients were operating under expired contracts. The contracts had
not been renewed or formally extended, despite the clients continuing to receive services.

It was observed that failure to renew or extend these contracts had resulted in
accumulation of uncollectable trade receivables, exposing the Corporation to potential
financial losses. Further, it was observed that billings for Signet clients were irregularly
done on a quarterly basis rather than monthly making it difficult to verify the cut-off and
accuracy of reported revenue

In the circumstance, the effectiveness of the internal control systems on revenue could
not be relied upon.

9.0 Technical Capacity of KBC Transmission Stations

Review of the Corporation's transmission infrastructure revealed significant performance
challenges across its 42 transmission (TX) stations nationwide. Out of the 42 transmission
(TX) stations nationwide, 24 TX stations (or 57%) were operating below 60% efficiency,
with 9 stations completely off-air as at the time of the audit in December 2024.

Consequently, the unstable transmission had led to significant revenue losses as many
clients of the Corporation's Signet service are opting out, citing poor and unreliable

service quality.
In the circumstance, the sustainability of Signet service could not be confirmed..
10.0 Miscellaneous Findings from Regional Offices

Audit verification carried in December 2024 at transmitting stations in Mazeras, Malindi,
Chasimba in Kilifi and Nyali revealed that the regional offices did not receive office imprest
to help run the office expenses. Some adverts were not honoured due to power cuts and
blackouts worsened by lack of fuel for generators. This results in the Corporation giving
make goods which ought to be given under unforeseen circumstance.

Report of the Auditor-General on Kenya Broadeasting Corporation for the year ended 30 June, 2024

21



The marketers working on commission were paid six months at half the commission
earned thus lowering their morale. Presenters are not facilitated to come to the studio
early or leave late. There were only 12 computers in Mombasa regional office against 60
staff members.

Further, it was observed there is lack of succession planning in the Technical Department
with some officers set to retire in next one year. The stations lack vehicles with one
engineer serving more than one station. Some equipment are old and lack spare parts.
At Pwani FM microphones at times are not audible, chairs and Head phones are in poor
condition. Installed water tank at Mombasa Sauti House was not operational.

In addition, the audit revealed loss of a camera at studio mashinani by a staff member
who left the studio without the equipment being recorded at the gate.

In the circumstances, the effectiveness of the governance and internal controls may not
be confirmed.

11.0 Failure to Update Finance System used in Regional Offices

Audit review revealed that the Finance system used by the Corporation in regional offices
has not been working since August 2024 in Mombasa and Kisumu Regional offices. The
two regional offices relies on the Nairobi team to perform their functions leading to
underutilization of the finance department and errors in monitoring reports on invoices in
these two regional offices. Further, the regional offices budgets were not properly funded
due to lack of integration of the various departmental budget with the overall KBC budget.
In addition, there was lack of integration of the Radio and TV Scheduling Traffic System
(boss system) and system fo avoid repetition of tasks.

In the circumstances, the effectiveness of the implementation of the programs could not
be ascertained.

12.0 Lack of Clear and Detailed Lease Agreement

Statement of Profit/Loss and other Comprehensive Incomes for the year ended 30 June,
2024 reflects administrative costs of Kshs. 3,042,295,000 which includes rentals
expenses of Kshs. 8,025,000. Included in these expenses are rental charges paid to a
local company for Ksh 1,183,465 through PV 687 of Ksh 205,676, PV 811 of Ksh 411,352
and PV 672 of Ksh 201,780. However, the audit review revealed that the Corporation was
initially in a lease agreement with Telkom Kenya and later on as per the deed of novation
relating to Co-llocation Contract dated 1 October, 2018, the rights, title, interests and
benefits were transferred to the company. Confirmation of the actual lease agreement
costs between Telkom Kenya and the corporation could not ascertained as the agreement
was not availed for audit review.
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In the circumstances, the effectiveness of the internal control on the contract
management could not be ascertained.

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.

Responsibilities of the Management and the Board of Directors

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

In preparing the financial statements, the 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 the
Management is aware of the intention to cease operations.

The 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, the Management is also responsible for ensuring that the
activities, financial transactions and information reflected in the financial statements
comply with the authorities which govern them and that public resources are applied in
an effective way.

The board of directors is responsible for overseeing the Corporation’s financial reporting
process, reviewing the effectiveness of how the Management monitors compliance with
relevant legislative and regulatory requirements, ensuring that effective

processes and systems are in place to address key roles and responsibilities in relation
to governance and risk management and ensuring the adequacy and effectiveness of the
control environment.

Auditor-General’s Responsibilities for the Audit
My responsibility is to conduct an audit of the financial statements in accordance with

Article 229(4) of the Constitution, Section 35 of the Public Audit Act, 2015 and the
International Standards of Supreme Audit Institutions (ISSAls). The standards require
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that, in conducting the audit, | obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatements, whether due to fraud or error
and to issue an auditor’'s report that includes my opinion in accordance with Section 48
of the Public Audit Act, 2015. Reasonable assurance is a high level of assurance but is
not a guarantee that an audit conducted in accordance with 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 conducting the audit, Article 229(6) of the Constitution also requires that | express a
conclusion on whether or not in all material respects, the activities, financial transactions
and information reflected in the financial statements are in compliance with the authorities
that govern them and that public resources are applied in an effective way. In addition, |
also | consider the entity’s control environment in order to give an assurance on the
effectiveness of internal controls, risk management and governance processes and
systems in accordance with the provisions of Section 7(1) (a) of the Public Audit Act,
2015.

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

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

bt

FCPA y ufigu, CBS
AUDITOR-GENERAL

Nairobi

31 December, 2024
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