


























































































































































































































































































































































































































































































































































































































































































































Management response

823. The management informed the Committee that, payment vouchers in support of all the
expenses are readily available for your review. Part of them were given to external auditors
who were on the ground for audit. The payment vouchers were taken by the director of
criminal investigation and the signed list for all the vouchers that were taken are attached
for your review.

Committee observations
The Committee observed that -

The explanation provided to the Committee on what occasioned the expenditure on
Communication services amounting to Kshs.13,041,000 was not supported by any
documentary evidence.

The Accounting Officer was in breach of section 62 of the Public Audit Act, CAP 412B
which requires timely submission of required information for audit.

Committee recommendations
The Committee recommends that —

The Committee reprimands the then Accounting Officer for section 62 of the Public Audit
Act, CAP 412B.

8.2 Transport, travelling and subsistence

824. Transport, travelling and subsistence expenditure at the close of the financial year of
Kshs.68,900,000 as indicated at note 4 (a) to the financial statements was not supported
with relevant documents such as, LPOs, memos and minutes of authority to pay.

Management response

825. The management informed the Committee that, payment vouchers in support of all the
expenses are readily available for your review. Part of them were given to external auditors
who were on the ground for audit, have attached a sample of them for review. The payment
vouchers were taken by the Director of Criminal Investigation and the signed list for all
the vouchers that were taken are attached for your review.

Committee observations
The Committee observed that —

The Accounting Officer was in breach of section 62 of the Public Audit Act, CAP 412B
which requires timely submission of required information for audit.
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Committee recommendations
The Committee recommends that —

The Committee reprimands the then Accounting Officer for section 62 of the Public Audit
Act, CAP 412B.

8.3 Rent expenses
826. The Committee heard that, included in the administration expenditure is rent expenses
amounting to Kshs.208,000 as indicated at note 4 (a) to the financial statements. However,
out of the Kshs.208,000, payment vouchers for rent expenses amounting to Kshs. 160,000
for leased property at Kabarnet were not availed for audit verification.
Management response
827. The management informed the Committee that,payment vouchers in support of all the
expenses are readily available for review. Part of them were given to external auditors who
were on the ground for audit and attached a sample of them for review. The payment
vouchers were taken by the Director of Criminal Investigation and the signed list for all
the vouchers that were taken are attached for your review.
Committee observations

The Committee observed that —

The Accounting Officer was in breach of section 62 of the Public Audit Act, CAP 412B
which requires timely submission of required information for audit.

Committee recommendations
The Committee recommends that —

The Committee reprimands the then Accounting Officer for section 62 of the Public Audit
Act, CAP 412B

8.4 Program telephone
828. The Committee heard that, the expenditure on program telephone lines as indicated at note
4 (a) to the financial statements was Kshs.189,662,000. However, out of this figure no

supporting documents for expenditure amounting to Kshs.131,716,500 were availed for
audit verification.
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Management response
829. The management informed the Committee that, payment vouchers in support of all the
expenses are readily available for your review. Part of them were given to external auditors
who were on the ground for audit, attached a sample of them for review.The payment
vouchers were taken by the Director of Criminal Investigation and the signed list for all
the vouchers.
Committee observations

The Commiltee observed thai —

The Accounting Officer was in breach of section 62 of the Public Audit Act, CAP 412B
which requires timely submission of required mformation for audit.

Committee recommendations
The Committee recommends that —

The Committee reprimands the then Accounting Officer for section 62 of the Public Audit
Act, CAP 412B.

8.5 Other operating expenses
830, The Committee heard that,other operating expenses as indicated at note 4 (a) amounted to
Kshs.9,222,000 out of which only four (4) payment vouchers totalling Kshs.1,082,550
were availed for audit. Hence an amount of Kshs.8,139,906 could not be verified.
Management response
831. The management informed the Committee that, payment vouchers in support of all the
expenses are readily available for your review. Part of them were given to external auditors
who were on the ground for audit, have attached a sample of them for review.The payment
vouchers were taken by the Drector of Criminal Investigation and the signed list for all the
vouchers that were taken are attached for your review.
Committee observations

The Committee observed that —

The Accounting Officer was in breach of section 62 of the Public Audit Act, CAP 412B
which requires timely submission of required information for audit.

Committee recommendations

The Committee recommends that —
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The Committee reprimands the then Accounting Officer for section 62 of the Public Audit
Act, CAP 412B

8.6 Electricity and Water

832. The Committee heard that, expenditure on electricity and water amounted to

Kshs.141,994,000 as indicated at note 4 (a) to the financial statements. All the supporting
documents for the expenses in the sample size given in the electricity ledger were not
availed for audit.

Management response

833,

Payment vouchers in support of all the expenses are readily available for your review. Part
of them were given to external auditors who were on the ground for audit, have attached a
sample of them for review.The payment vouchers were taken by the Director of Criminal
Investigation and the signed list for all the vouchers that were taken are attached for your
review.

Committee observations

The Committee observed that —

The Accounting Officer was in breach of section 62 of the Public Audit Act, CAP 412B
which requires timely submission of required information for audit.

Committee recommendations

The Committee recommends that —

The Committee reprimands the then Accounting Officer for section 62 of the Public Audit
Act, CAP 412B

8. 7 Program production expenses

834,

835.

The Committee heard that, expenditure on program production was Kshs.41,032,000 as
indicated at note 4 (a) to the financial statements. These payments would appear irregular
as the payment vouchers produced had no details of expenditure and there were no
supporting documents such as; - LPOs, memos and minutes of authority to pay,among
others thus making it impossible to ascertain the nature and authenticity of the payments.
Under the circumstances, the accuracy, validity and propriety of Administrative
expenditure of Kshs.10,299,944.000 could not be ascertained.

In view of the foregoing, the accuracy, validity and propriety of the expenditure of
Kshs. 10,229,994 ,000 under the administration costs as at 30™ June, 2018.
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Management responses

836. The management informed the Committee that, program production expenses of
Ksh41,032,000 1s supported by payment voucher for payment of programs, news
correspondents and performing artist payments in this all of these vouchers are ready for
your review and can be provided. Entries made in the ledger relating to invoice contains
the gross amount, net amount and the Vat amount and all this is recorded in the ledger
separately, difference of ksh872,707 is the 16% VAT figure. On the other selling and
distribution costs the news correspondent figures for December, January and March are
recorded in the cash book as they are paid some of the payments were combined and paid
in the same month hence making a single entry in the ledger this means the two months
figures were combined together.

Committee observations
The Committee observed that —

The payment vouchers submitted for audit had no details of expenditure and no supporting
documents such as; - LPOs, memos and minutes of authority to pay the program production
expenses amounting Kshs.41,032,000 were not availed for audit verification.

Committee recommendations
The Committee recommends that —

Within three months upon adoption of this report, the Inspector General, Inspectorate of State
Corporations should surcharge (with interest at the prevailing CBK rates) the then accounting
officer for the irregular expenditure of Kshs.41,032,000 and provide documentary evidence
on the recovery/surcharge to the Committee.

9.0 Revenue
9.1 Differences in the Figures in the Ledger and the Financial Statements

837. The Committee heard that, the statement of comprehensive income reflects gross sales of
services amounting to Kshs.1,129,332,000 for the year ended 30" June, 2018. However
the ledger availed for audit indicated an amount of Kshs.1,223,012,903 which comprised
nets sales of Kshs.1,068,970,621 and tax of Kshs.154,042,282. The difference of
Kshs.60,361,379 between the two set of records has not been explained or reconciled.
Further it was noted that there were differences in the amount of value added tax values
recorded in the ledger for various product items, corresponding entries in the VAT account
and the computed expected VAT. The noted difference was Kshs.16,655,901. Further,
there were no supporting documents availed for audit verification of these entries.

838. Further analysis of the income general ledger reflects imprest surrendered of
Kshs. 1,160,500 declared as income and unutilized board balance during the year under
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Committee recommendations
The Committee recommends that —

The Committee reprimands the then Accounting Officer for section 62 of the Public Audit
Act, CAP 412B.

8.3 Rent expenses

826. The Committee heard that, included in the administration expenditure is rent expenses
amounting to Kshs.208,000 as indicated at note 4 (a) to the financial statements. However,
out of the Kshs.208,000, payment vouchers for rent expenses amounting to Kshs.160,000
for leased property at Kabarnet were not availed for audit verification.

Management response
827. The management informed the Committee that,payment vouchers in support of all the
expenses are readily available for review. Part of them were given to external auditors who
were on the ground for audit and attached a sample of them for review. The payment
vouchers were taken by the Director of Criminal Investigation and the signed list for all
the vouchers that were taken are attached for your review.
Committee observations

The Committee observed that —

The Accounting Officer was in breach of section 62 of the Public Audit Act, CAP 412B
which requires timely submission of required information for audit.

Committee recommendations
The Committee recommends that —

The Committee reprimands the then Accounting Officer for section 62 of the Public Audit
Act, CAP 412B

8.4 Program telephone
828. The Committee heard that, the expenditure on program telephone lines as indicated at note
4 (a) to the financial statements was Kshs. 189,662,000. However, out of this figure no

supporting documents for expenditure amounting to Kshs.131,716,500 were availed for
audit verification.
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Management response
829. The management informed the Committee that, payment vouchers in support of all the
expenses are readily available for your review, Part of them were given to external auditors
who were on the ground for audit, attached a sample of them for review.The payment
vouchers were taken by the Director of Criminal Investigation and the signed list for all
the vouchers.
Committee observations

The Committee observed that -

The Accounting Officer was in breach of section 62 of the Public Audit Act, CAP 412B
which requires timely submission of required information for audit.

Committee recommendations
The Committee recommends that —

The Committee reprimands the then Accounting Officer for section 62 of the Public Audit
Act, CAP 412B.

8.5 Other operating expenses
830. The Committee heard that,other operating expenses as indicated at note 4 (a) amounted to
Kshs.9,222 000 out of which only four (4) payment vouchers totalling Kshs.1,082,550
were availed for audit. Hence an amount of Kshs. 8,139,906 could not be venfied.
Management response
831. The management informed the Committee that, payment vouchers in support of all the
expenses are readily available for your review. Part of them were given to external auditors
who were on the ground for audit, have attached a sample of them for review.The payment
vouchers were taken by the Drector of Criminal Investigation and the signed list for all the
vouchers that were taken are attached for your review.
Committee observations

The Committee observed that -

The Accounting Officer was in breach of section 62 of the Public Audit Act, CAP 412B
which requires timely submission of required information for audit.

Committee recommendations

The Committee recommends that —
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The Committee reprimands the then Accounting Officer for section 62 of the Public Audit
Act, CAP 412B

8.6 Electricity and Water

832. The Committee heard that, expenditure on electricity and water amounted to

Kshs. 141,994,000 as indicated at note 4 (a) to the financial statements. All the supporting
documents for the expenses in the sample size given in the electricity ledger were not
availed for audit.

Management response

833. Payment vouchers in support of all the expenses are readily available for your review. Part

of them were given to external auditors who were on the ground for audit, have attached a
sample of them for review.The payment vouchers were taken by the Director of Criminal
Investigation and the signed list for all the vouchers that were taken are attached for your
review.

Committee ohservations

The Committee observed that —

The Accounting Officer was in breach of section 62 of the Public Audit Act, CAP 412B
which requires timely submission of required information for audit.

Committee recommendations

The Committee recommends that —

The Committee reprimands the then Accounting Officer for section 62 of the Public Audit
Act, CAP 412B

8. 7 Program production expenses

834. The Committee heard that, expenditure on program production was Kshs.41,032,000 as

833.

indicated at note 4 (a) to the financial statements. These payments would appear irregular
as the payment vouchers produced had no details of expenditure and there were no
supporting documents such as; - LPOs, memos and minutes of authority to pay.among
others thus making it impossible to ascertain the nature and authenticity of the payments.
Under the circumstances, the accuracy, validity and propriety of Administrative
expenditure of Kshs.10,299,944 000 could not be ascertained.

In view of the foregoing, the accuracy, validity and propriety of the expenditure of
Kshs. 10,229,994 000 under the administration costs as at 30" June, 2018.
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Management responses

836. The management informed the Committee that, program production expenses of
Ksh41,032,000 is supported by payment voucher for payment of programs, news
correspondents and performing artist payments in this all of these vouchers are ready for
your review and can be provided. Entries made in the ledger relating to invoice contains
the gross amount, net amount and the Vat amount and all this is recorded 1n the ledger
separately, difference of ksh872,707 is the 16% VAT figure. On the other selling and
distribution costs the news correspondent figures for December, January and March are
recorded in the cash book as they are paid some of the payments were combined and paid
in the same month hence making a single entry in the ledger this means the two months
figures were combined together.

Committee observations
The Committee observed that —

The payment vouchers submitted for audit had no details of expenditure and no supporting
documents such as; - LPOs, memos and minutes of authority to pay the program production
expenses amounting Kshs.41,032,000 were not availed for audit verification.

Committee recommendations
The Committee recommends that —

Within three months upon adoption of this report, the Inspector General, Inspectorate of State
Corporations should surcharge (with interest at the prevailing CBK rates) the then accounting
officer for the irregular expenditure of Kshs.41,032,000 and provide documentary evidence
on the recovery/surcharge to the Committee.

9.0 Revenue
9.1 Differences in the Figures in the Ledger and the Financial Statements

837. The Committee heard that, the statement of comprehensive income reflects gross sales of
services amounting to Kshs.1,129,332,000 for the vear ended 30™ June, 2018. However
the ledger availed for audit indicated an amount of Kshs.1,223,012,903 which comprised
nets sales of Kshs.1,068,970,621 and tax of Kshs.154,042,282, The difference of
Kshs.60,361,379 between the two set of records has not been explained or reconciled.
Further 1t was noted that there were differences in the amount of value added tax values
recorded 1n the ledger for various product items, corresponding entries in the VAT account
and the computed expected VAT. The noted difference was Kshs. 16,655,901, Further,
there were no supporting documents availed for audit verification of these entries.

838. Further analysis of the income general ledger reflects imprest surrendered of
Kshs. 1,160,500 declared as income and unutilized board balance during the year under
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review of Kshs.636,750 also been declared as income. This contravenes the principles of

revenue recognition as per IFRS 15. Consequently, the figure of other income in the

statement of comprehensive income is overstated.

Management response

839. The management informed the Committee that, the anomaly was noted and reconciliation

was done as per the attached financial statements.

Committee observations

The Committee observed that —

ii.

1il.

The statement of comprehensive income reflects gross sales of services amounting to
Kshs.1,129,332,000 while he ledger availed for audit indicated an amount of
Kshs.1,223,012,903. The difference of an amount of Kshs.60,361,379 was not
explained during audit.

There were differences in the amount of value added tax recorded in the ledger for
various product items, corresponding entries in the VAT account and the computed
expected VAT.

The declaration of both the imprest surrendered amounting to Kshs.1,160,500 and the
unutilized board balance amounting to Kshs.636,750 as income was contrary to the
requirements of International Public Sector Accounting Standards as prescribed in the
PFM Act, Cap 412A and Regulation 221 of the PFM (National Government)
regulations,2015.

Committee recommendations

The Committee recommends that —

The Committee reprimands the then Accounting officer for failing to adhere to the
requirements of International Public Sector Accounting Standards as prescribed in the PFM
Act, Cap 412A and Regulation 221 of the PFM (National Government) regulations,2015.

9.2 Negative Income Balance Mayienga Radio Adverts

840. The Committee heard that, the statement of comprehensive income reflects sales revenue
of Kshs.1,129,332,000. However, detailed information provided for audit indicated that
one of the revenue streams Mayienga Radio advert resulted in a net debit of Ksh.4,208,470
inclusive of tax. The origin and reasons for the negative income has not been explained.

841.

Under the circumstances, the accuracy and vahidity of total revenue of Ksh.1,975,664,0000
could not be ascertained.,
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Management response

842.

The management informed the Committee that, the anomaly was noted and the difference
was reconctled.

Committee observations

The Committee observed that —

The management response that the anomaly was noted and the difference was reconciled does
not explain the reason for negative income for Mayienga Radio Advert thereby misleading.

Committee Recommendations

The Committee recommends that —

The Committee reprimands the then Accounting Officer for section 62 of the Public Audit
Act, CAP 412B

10.0 Electricity Expenses and Cut-off procedures

843,

844,

The Committee heard that, the Corporation did not observe cut-off procedures during the
year 2017/2018. Electricity expenditure records revealed that expenses on electricity for
the months of April, May and June 2018 amounting to Kshs.26,885,494 were not included
m the ledger for the year under review.

Further, electricity expense for the month of June 2017 was included in the ledger for
2018/2019 hence in the wrong cut-off period. Some expenditure amounts on electricity
paid to KPLC were recorded at actual cost without VAT while some of the amounts of
electricity bills were paid to KPLC with VAT. There was no uniformity in recording of the
expense in the ledger. Further it was noted that wvarious expenses amounting to
Kshs.271,600 were wrongly classified in the ledger as electricity and therefore misstating
the expenditure in the electricity ledger.

Consequently, the accuracy of the expenses on electricity for the vear ended 30" June, 2018
could not be confirmed.

Management response

845,

The management informed the Committee that, all transactions are supposed to be recorded
in the financial year that they take place, the electricity expenses for April, May and June
were not included in the ledger. The invoices from the Kenya power comes very late, these
invoices are sent in different (14) stations in the country, then they are sent to head office
so that they can be compiled and be input in the system, this process take more than three
months making it difficult to include them n the financial statements. KPLC has a payment
plan with the Corporation to be paying ksh.20 million per month to avoid power
disconnection due to delay of the invoices
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Committee observations
The Committee observed that —

The expenses on electricity for the months of April, May and June 2018 amounting to
Kshs.26,885,494 were not included in the ledger for the year under review. This was in breach
of Regulation 221(2)(a) of the PFM (National Government) Regulations, 2015which requires
that annual financial statements shall be prepared in compliance with the International
Financial Reporting as prescribed by the Public Sector Accounting Standard Board.

Committee recommendations
The Committee recommends that —

The Committee reprimands the then Accounting officer and the then officers in the accounting
departments involved in preparation and review of financial statements for failing to adhere
to the requirements of International Public Sector Accounting Standards as prescribed in the
PFM Act, Cap 412A and Regulation 221 of the PFM (National Government)
regulations,2015.

11.0 Director’s Emoluments

846. The Committee heard that, the statement of comprehensive income reflected
Kshs.4,706,000 as Director’s emolumenis. Examination of this item revealed the following
anomalies: -

i.  This amount included Kshs.130,000 irregularly paid to staff of the Corporation as
allowances for attending board meetings.
it.  The Curriculum vitae of board members was not availed to determine whether the
directors had the necessary skills and expertise to be members of the various
committees as required by law.
ili.  Appointment letters for board members were not availed to determine their terms of
engagement.
iv.  The board’s calendar or work plan was also not availed for audit review.
v.  There was no Board Charter which defines the roles, responsibilities and functions of
the board in governance of the organization. The Corporation was therefore in breach
of the requirements of good Corporate Governance.

Management response

847, The management informed the Committee that, the staff of the Corporation who have been
attending Board Meetings have been entitled to payment of Kshs. 2,000/- for each meeting
as lunch allowance. This arose from Circulars issued from the Directorate of Personnel
Management and the Office of the President which gave provision for the same. Attached
is a letter from the Office of the President dated 22nd June, 2005 Reference Number
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OP.CAB2/12A and a letter dated 8th June, 2005 Reference Number DPM2A
VOLXXVI(97).

848. The Curriculum Vitae of the current Board of Directors are available to ascertain the
Directors' skills and expertise. The Corporation is working on the Board Charter.

Committee observations

i.  The committee observed that KBC was in breach of Section 12 of the State
Corporations Act Cap.446 which states that no state corporation shall, without the
prior approval in writing of the Minister and the Treasury, incur any expenditure for
which provision has not been made in an annual estimate prepared and approved in
accordance with section 11.

1.  There was no Board Charter that defines the roles, responsibilities and functions of
the board in governance of the organization. The Corporation was therefore in breach
of the requirements of good Corporate Governance under Mwongozo guidelines.

iti.  The amount of Kshs.130,000 was irregularly paid to staff of the Corporation as
allowances for attending board meetings. This is considered as a normal duty within
the prescribed duties and responsibilities of the supporting staff.

iv.  The Curriculum wvitae of board members was not availed to determine whether the
directors had the necessary skills and expertise to be members of the various
committees as required by law.

Committee recommendations
The Committee recommends that —

The Committee reprimands the then Accounting Officer for the breach of Mwongo
Guidelines, prescribed duties and responsibilities of the employees and Section 12 of the State
Corporations Act Cap.446 which states that no state corporation shall, without the prior
approval in writing of the Minister and the Treasury, incur any expenditure for which
provision has not been made in an annual estimate prepared and approved in accordance with
section 11.

12.0 Inventories

849, The Committee heard that, the audit revealed that the Corporation held obsolete
Engineering stock amounting to Kshs.57,497,000 in form of bolts and spares for the
analogue transmitters which were not included as part of assets. These stores are obsolete
and can only be sold as scrap since Report of the Auditor-General on the Financial
Statements of Kenya Broadcasting Corporation for the year ended 30 June 2018 14 they
cannot be used on digital transmitters in the Corporation. The management has not made
a provision for obsolete stocks in these financial statements. Further, an inspection of
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850.

inventories records revealed that there were variances between the amounts in the system
generated report and the amount captured in the physical count. A net off of
Kshs.217,382.72 was also not accounted for. No explanation was given for the variances.

Consequently, the accuracy of the inventories balance of Kshs.57,497,000 as at 30 June
2018 could not be confirmed.

Management response

851,

852.

The management informed the Committee that, the Corporation was in the process of
advertising the tender for disposal but there was financial constraint. The Corporation
owed the Government Advertising Agency (GAA) payments for tender adverts previously
done on the newspapers and thus they declined to place any advert until the debt has been
settled.

The variance on inventory records was brought about by officers at KBC county stations
using the spare parts in their stations to replace the ones which are worn out and not
forwarding the details to KBC Headquarters so that they can be captured into the syspro
system at KBC headquarters since the syspro system is not interlinked.Operations at the
counties are still manual; the Corporation is working at having the syspro system rolled
out at the counties.

Committee observations

The Committee observed that the issue on Inventories was deliberated in its Report for
the financial year ending 30th June, 2017 and upholds the observations and
recommendations therein as follows:

The Committee observed

i.  The Accounting officer did not respond to the audit issue raised on failure to provide

for obsolete inventory but alluded to having reconciled the difference which was not
part of the query.

ii.  The inclusion of the obsolete inventory amounting to to Kshs.57,497,000 overstates

iii.

the corporations current assets in the statement of financial position thus misleading
the users.

The Accounting officer failed to make provisions for obsolete Engineering stock
amounting to Kshs.57,497,000 in form of bolts and spares for the analogue
transmitters contrary to the provisions of Regulation 221(2)(a) of the PFM (National
Government) Regulations, 2015which requires that annual financial and non-
statements shall be prepared in compliance with the International Financial Reporting
as prescribed by the Public Sector Accounting Standard Board.
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Committee recommendations

The Committee recommends that —

The Committee reprimands the then Accounting officer for contravening Regulation
221(2)(a) of the PFM (National Government) Regulations, 2015 which requires that annual
financial and non-statements shall be prepared in compliance with the International Financial
Reporting as prescribed by the Public Sector Accounting Standard Board. In this respect the
Committee recommends that the Corporation reviews its inventory with a view to identify
any obsolete stocks and dispose them in accordance with the Public Procurement and Asset,
Disposal Act CAP 412C otherwise for the continuous improper disclosure the accounting
officer in place during the breach is reprimanded.

13.0 Budget and Budgetary Controls

853.

854,

855.

The Committee heard that, during the year under review, expenditure was not incurred
according to the item allocations in the budget. There were several funds reallocated to
purposes for which they were not budgeted for while authority to reallocate was not availed
for audit review. For instance, budgeted expenditure for communication services and
supplies were reallocated and used in payment of casual workers amounting to
Kshs. 94,348,000 and travelling expenses.

Further, budgeted expenditure for transport, travelling and subsistence were reallocated
and used in payment of calling cards, staff allowances and imprest facilitation.

Consequently, the Corporation did not adhere to the requirements of the Public Finance
Management Act Regulation 51(2) which requires that expenditure commitments for
goods and services shall be controlled against spending and procurement plans approved
by the responsible Accounting Officers based on allocations and allotments from approved
budgets.

Management response

856.

857.

The management informed the Committee that, all expenses were properly allocated as per
their budget only that an amount of ksh .22,480 for casual workers was erroneously posted
In communication services. This has been corrected and posted to office and general
supplies and services changing its figures to ksh. 14,962,084. The figures for
communication services reduces with the same figures making it to be Kshs. 13,041,451
Posted in under transport, travelling and subsistence, an amount of staff allowance and
calling cards ksh.697,000 and 3,490,500 with a total of Kshs.4,187,500 was erroneously
posted in communication services and supplies and this was reversed as a total of Ksh.
4,187,500.

Note that all expenses that are budgeted for a staff's night out are posted under transport
travel and subsistence that is why even the calling cards are included as most of the staff
are given an allowance of airtime for reporting and coordination purposes.
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Committee Observations

The Committee observed that —

i.  There were several funds reallocated to purposes for which they were not budgeted
for while authority to reallocate was not availed for audit review. The response by the
management did not address the query at hand since it does not refer to mis posting
but refer to irregular reallocation.

ii.  The Committee observed that, the reallocation of funds amounting to Kshs.94,348,000

was contrary to the provisions of Section 43 of the Public Finance Management Act,
CAP 412A, and Regulation 48 of the PFM (National Government) Regulations, 2015.

Committee Recommendation

The Committee recommends that -

The Committee reprimands the then Accounting Officer for breach of Section 43 of the
Public Finance Management Act, CAP 412A, and Regulation 48 of the PFM (National
Government) Regulations, 2015.

14.0 Going Concern

858.

The Committee heard that, During the year under review the Corporation recorded a loss
of Kshs.8,671,965,000 (2017 Loss Kshs7,611,785,000) and thereby increasing cumulative
losses to Kshs.66,423,020,000. Further analysis on the statement of financial position
reflects current liabilities of Kshs.72,343,193,000 which exceeded current assets of
Kshs.1,962,576,000 resulting in a negative working capital of Kshs.70,380,617,000. The
Corporation was therefore technically insolvent and its continued existence as a going
concern is dependent upon the financial support of the Government, bankers and its
creditors.

Management response

859,

860,

The management informed the Committee that, the huge accumulated net losses as well as
the negative working capital balances captured in the financial statements are as a result of
the historical Japanese loan that was secured in 1987.The Government of Kenya
guaranteed the loan and upon KBC’s inability to repay the loan, the Government started
repaying the loan but records the repayments as loan extended to KBC at commercial bank
interest lending rates.

The Government interest rates have accumulated to huge billions reflected in financial

statements. KBC together with the Parent Ministry have developed a KBC transformation
CAB MEMO that seeks to address the historical debts among other transformation
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strategies. The CAB MEMO contains a specific request for the Government to write-off
the Japanese loan related debt.

861. The corporation has input the following measures to ensure that the revenue is increased
and reduce expenses; Head end for signet to host more clients which will increase our
clients hence more revenue, The Corporation is doing cross cutting to reduce none routine
expenses.

862.

The Corporation is in the process of doing public private partnership use of land to increase

revenue, The Corporation is in the process of rebranding to improve its image which will
increase our rating in the sector hence increased revenue.

Committee observations

The committee observed that the issue on going concern was deliberated in its third PIC-
SSAA Report and upholds the observations and recommendations therein as follows;

1.

111,

iv.

The Committee observed that, the corporation’s corporate governance is considerably
weak thereby exposing the corporation to potential losses in addition reputational and
operational risks.

The Corporation is technically insolvent and its existence as a going concern is
dependent upon the support from the Government and its creditors

The Kenya Broadcasting Corporation took a loan from the Overseas Economic Co-
operation Fund (OECF) Japan in 1989. The National Treasury has over the years
serviced on behalf of the corporation.

The OECF Japan loan was received in the form equipment’s which were rendered
obsolete because of the liberalization of the electronic industry in Kenya in the 1990s
and the migration to FM radio transmission leading to the loss of value for money on
the investment. Arising from the foregoing, it meant that the Management of KBC did
not carry-out a proper Feasibility study or there was laxity on those charged with
govemnance having approved the loan without due diligence.

Committee recommendations

The committee recommends that —

1.

Within three months after the adoption of the Report the Ethics and Anti-Corruption
to investigate whether there are any financial leakages/ financial impropriety Should
any person/officer be found culpable, the DPP should initiate legal action with a view
to holding the responsible persons accountable for the financial leakages/ financial
impropriety.

The Committee recommends that the KBC diversifies its revenue base to reduce over
reliance on Government support.
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15.0 Bank Overdraft

863.

264

The Committee heard that, the statement of financial position reflects a bank overdraft of
Kshs.676,000. However, no cash book, bank certificates and bank reconciliations were
provided in support of these balances.

Consequently the validity and accuracy of bank overdraft balance of Kshs.676,000 and the
accuracy of transactions processed through the respective accounts forming the balance
could not be ascertained. Further, no authority for operation of the overdraft was provided
for audit verification.

Management response

865.

The management informed the Committee that. KBC does do not have approved overdraft
facility but have a working relationship with the bank, where, when paying salaries the
bank can pay for us then it’s cleared within one week. The Corporation in the process of
asking the board to approve the overdraft facility and then write to treasury for approval.

Committee observations

The Committee observed that —

i.  The Corporation did not provide cashbook, bank certificates and bank reconciliations

to support bank overdraft amounting to Kshs. 676,000.

ii. The admission by the KBC management that the corporation does do not have

approved overdraft facility except a working relationship with the bank is a
confirmation that the overdraft is irregular and not sanctioned by the BOD.

Committee recommendations

The Committee recommends that —

The Committee reprimands the then Accounting officer for the irregular overdraft that was
not sanctioned by the BOD.

16.0 Contingent Liabilities

866.

The Committee heard that, as disclosed in note 19 to the financial statement, the
Corporation had contingent liabilities totalling to Kshs.252,756,349,383.75 against twenty
four (24) high value court cases pending in court. The outcome of these could disorient the
financial position of the Corporation.
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Management response

867. The management that, once matters are filed in Court, litigants do not have control on how
long those cases would be heard and determined. The contingent liabilities cover
eventualities such as settlement of judgments that would possibly be entered against KBC.

Committee observations
The Committee observed that —
1. The management failed to respond to the audit query.

1. The cases have taken long period of time to be finalized and therefore hampering
the financial position of the Corporation.

Committee recommendations
The Committee recommends that —

1. Within three months upon adoption of this report, the Accounting Officer — KBC
should in consultation with the Attorney General embark on the legal strategies on
how to fast-track the hearing of the pending cases by the judiciary or embrace and
seek for alternative dispute resolution mechanisms to bring the outstanding court cases
to 1ts logical conclusion.

. The Accounting Officer — KBC should embrace and seek for Alternative dispute
resolution mechanisms to bring the outstanding court cases to its logical conclusion,

17.0 Prior Year Audit Issues
18.1 Going Concern

868. The Committee heard that, during the year 2017, the Corporation recorded a loss of
Kshs.7,611,785,000 (2016 Loss: Kshs.8,404,156,000) thereby increasing the cumulative
losses to Kshs.57,751,055,000 as at 30 June 2017. Further, the statement of financial
position reflected current liabilities balance of Kshs.63,056,937,000 which exceeded
current assets balance of Kshs.1,108,550,000 resulting in a negative working capital of
Kshs.61,948,387,000 as at 30 June 2017. The Corporation was therefore technically
insolvent and its continued existence as a going concern is dependent upon the financial
support of the Government, bankers and its creditors.

18.2 Legal Fees

18.2.1 Case between the Corporation and Mombasa Governor
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869. Included in the administration cost balance of Kshs.9,298 885,000 under Note 4(a) to the
financial statements was an amount of Kshs.1,119,033,000 in respect to staff cost. The
amount of Kshs.1,119,033,000 also included an amount Kshs.2,514,431 paid to a law
firm for the preparation of an application under certificate of urgency for contempt of court
proceedings instituted against the Mombasa Governor and other officials of Mombasa
county who were involved in the illegal and irregular demolition of Nyali plot fence
erected on the Corporation land reference LR. No 1476 or original LR.No 464/60 on 30
September 2016 at a cost of Kshs.3,512,700.

18.2.2 Case Between the Corporation and Komorock Housing & Co-operative Society

870. The Committee heard that, on 20 April 2017 the Corporation paid an additional amount of
Kshs.5,800,000 to another law firm in respect of Machokos H.C case Petition No.15 of
2015 between Komarock housing & Co-operative Society VS KBC & 18 others. Whereas
the legal counsel for Kenya Broadcasting Corporation was the Attorney General of the
Republic of Kenya, no documentary evidence was provided to show that the two law firms
were cleared to represent the Corporation in the two legal cases by the Attorney General,
No supporting documents indicating how the two law firms were identified and awarded
the contracts was availed for audit review contrary to Section 91(1) and 135(2) of the
Public Procurement and assets Disposal Act 2015 which states that open tendering shall
be the preferred procurement method for procurement of goods, works and services.
Further, Section 135(2) states that, an accounting officer of a procuring entity shall enter
into a written contract with the person submitting the successful tender based on the tender
documents and any clarifications that emanate from the procurement proceedings. A
review of the matter in April 2018 revealed that the two (2) cases were still pending in a
court of law while the Komarock ranch Land has been encroached and subdivided by
squatters who have erected permanent structures. Although the management is aware of
the above analysis no evidence of any positive steps being taken to safeguard the public
resource was seen or availed for audit review. In the circumstances, it has not been
possible to confirm the propriety of legal expenditure totalling Kshs.8,314,431, ownership
status and that the Corporation received value for money. The Corporation is also in breach
of procurement laws.

18.2.3 Pending Legal Cases — Channel 2 Group Corporation

871. The Committee heard that, as disclosed in Note 4(a) to the financial statements included
in administration cost figure of Kshs.9,298,885,000 was an amount Kshs.56,349,000 in
respect of legal fees. The figure of Kshs.56,349,000 also included an amount of
Kshs.40,242,181 paid to a law firm in respect of legal and consultancy fees for a case filed
against the Corporation on 10 May 2006 for breach of contract where Kenya Broadcasting
Corporation (KBC) entered into a Joint Venture agreement with Channel 2 Group
Corporation. Available information indicated that Channel 2 had the nght to operate and
create broadcasting movies and other programs on KBC's stations formerly known as
Metro Television. On 16 March 2009 the Corporation terminated the Joint Venture
agreement and Channel 2 Group initiated a court process by filing a suit HCCC.NO.60 OF
2010 for appointment of an arbitrator.
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872.

873,

874.

Channel 2 group thereafter lodged a claim of approximately USD.2.4 Billion equivalent to
Kshs.206 billion against the Corporation for losses and damages they incurred from the
termination of the contract. On 24 September 2010 the court directed that the issues of
losses and damages could be heard before an arbitrator in London as per the terminated
agreement between Channel 2 Group and the Corporation.

The Corporation has been represented in the arbitration case by the London Law firms and
a local firm who had been paid a total amount of Kshs.1,290,976,849 as at the time of the
audit for 2017. No documents to show how the Law firms were identified and awarded
the services and signed contracts between the two parties was availed for audit review.
This is contrary to Section 91(1) of the Public Procurement and Assets Disposal Act, 2015
which requires that open tendering shall be the preferred procurement method for
procurement of goods, works and services. Further, section 135(2) requires that, an
accounting officer of a procuring entity shall enter into a written contract with the person
submitting the successful tender based on the tender documents and any clarifications that
emanate from the procurement proceedings.

There was no evidence to show that the management sought advice from the Attorney
General for use of both law firms to represent the Corporation in the case was availed for
audit review. In addition, the Corporation procured the services of three other firms to
provide consultancy services on transmission matters at a cost of Kshs.9,500,000, provide
consultancy services on accounting issues at Kshs.8,432,040 and consultancy services on
marketing issues at a cost of Kshs. 15,785,000 all totaling Kshs.33,717,040. It was not clear
and management has not explained the reason for engaging the three firms considering that
the arbitration process had failed. Further, the hiring of the three firms increased the total
cost on the arbitration process to a total of Kshs.1,324,693,889 as at 30 June 2017. No
satisfactory explanations have been provided for these anomalies. In the circumstances,
the propriety of expenditure of Kshs.1,324,693,889 incurred over the years on the legal
process could not be confirmed and the Corporation was in breach of the law.

18.3 Trade Receivables

875.

The Committee heard that, as disclosed in Note 11 to the financial statements trade and
other receivables net figure of Kshs.997,867,000 included trade receivables of
Kshs.1,146,932,140 which has been outstanding for a long period of time some of which
dates back to 1989. These debts form 80% of the total outstanding debts. The
recoverability of these debts is doubtful due to lack of supporting documents. No evidence
of any positive measures being taken to recover the outstanding debts was availed for audit
review. In addition, the balance of Kshs.997.867,000 included staff debtors and other
receivables figure of Kshs.26,997,000 which included outstanding temporary imprest
totalling Kshs.2, 748,401 some of which date back to year 2012 and had not been
surrendered as at 30 June 2017. This is contrary to Section 92 (5) of the Public Finance
Management regulations 2015 which provides that a holder of temporary imprest shall
account or surrendered the imprest within 7 working days after returning to duty station or
performing duty which was assigned. Further, available information revealed that the
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Corporation used cash imprest totalling Kshs.2,199,800 during the year 2017 to purchase
capital items and renovations contrary to Section 63(1) of the Public Procurement and
Disposal regulation 2006 which states that for the purposes of section 90(2) of the Act, a
procuring entity may use a low value procurement procedure only if the estimated cost of
the goods, works or services being procured per item is less than or equal to the prescribed
maximum value as set out in the regulation. In the circumstances, it was not been possible
to confirm the accuracy, validity and completeness of the trade and other receivables
balance of Kshs.997,867,000 as at 30 June 2017 and the Corporation was in breach of the
law.

18.4 Inventory

876. The Committee heard that, as disclosed in Note 10 to the financial statements, the inventory
figure of Kshs.70,164,000 included obsolete engineering stores worth Kshs.57,718,850
in form of bolts and spares for the analogue transmitters. The stocks are shown at cost
instead of lower of cost or net realizable value as required by the International Accounting
Standard (IAS2). Physical verification of the inventory at the Karen/Langata TX station
indicated that the bulk of the inventory in the stores were for the analogue system which
was discarded in 2014 and other items which were delivered for the shortwave radio
transmission. The management has not made a provision for obsolete stock in these
financial statements. In the circumstances, it has not been possible to confirm validity,
accuracy and completeness of the inventory balance of Kshs. 70,164,000 as at 30 June
2017.

18.5 Unexplained Decrease of Dividends

877. The Committee heard that, as disclosed in Note 3 to the financial statements, other income
figure of Kshs.82,534,000 includes dividend income of Kshs.64,000,000 (2016: -
Kshs.220,000,0000) from investment in MultiChoice Kenya Ltd where the Corporation
owns 40% of the Holding Company against the approved budget figure of
Kshs. 240,000,000, However, examination of the audited financial statement of
MultiChoice Kenya Ltd for the year ended 31* March 2017 reflected net income of
Kshs.295,602,000 of which 40% transacts into Kshs.118,240,000. The management hasnot
corporation explained the decreased dividends of Ksh.54,240,000 for the year ended 30"
June 2017. In the circumstances, it was not possible to confirm if the corporation obtained
value of its money from investment in MultiChoice Kenya Limited.

Committee observations

The Committee observed that —

Paragraphs 18.1 to 18.5 were not responded to. However the Committee notes that the matters
as outlined in the above paragraphs have been deliberated on in the previous years in this

report covering financial years 2013/2014 to 2017/2018 and therefore upholds the respective
observations and recommendations made thereon.
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FINANCIAL YEAR 2018/2019

1.0 Undisclosed Material Uncertainty to Going Concern

R7T8.

879.

The Committee heard that, the statement of comprehensive income reflects a loss of
Kshs.8,206,036,000 (2018 Loss Kshs.8,671,965,000) thereby increasing the cumulative
losses to Kshs.74,629,056,000 as reflected in the statement of changes in equity. Further,
the statement of financial position reflects current liabilities balance of
Kshs.82,376,391,000 which significantly exceeds current assets balance of
Kshs.3,961,202,000 resulting in a negative working capital of Kshs.78,415,189,000.

The Corporation is therefore technically insolvent and its continued existence as a going
concern is dependent on the financial support of the Government, bankers and its creditors.

Management response

8R0.

881.

882,

The management informed the Committee that, the loss of Kshs. §,206,036,000 and the
increasing cumulative losses are as a result of the Japanese loan that was provided in 1987
to KBC for procurement of medium wave radio transmitters. The medium wave
transmitters that were purchased with the loan funds are now obsolete. The cash flows of
KBC were affected negatively by competition following the liberalization of the media
industry in Kenya in 1990°s.

The Government revoked the television licensing permits in 2003 that were being issued
by KBC at a fee. These factors rendered this corporation incapacitated to repay the loan.
Since the Government had guaranteed the loan, it then took over repayment of the loan.
The government has been repaying both the principal and the interest of the said loan.
However the government records the repayment amount as a loan to KBC at market
interest rates. This has greatly affected the corporation’s financial position. We have
written to treasury through our parent ministry requesting the Government to write off the
loan and take over the outstanding balance of the Japanese loan.

To this effect, a cabinet memo was prepared on KBC balance sheet restructuring (cleaning
the balance sheet) and submitted to our parent ministry. Once the Government writes-off
the loan the financial status of this corporation would really improve moving from a deficit
to a surplus.

Committee observations

The committee observed that the issue on going concern was deliberated in its third PIC-
SSAA Report and upholds the observations and recommendations therein as follows:

L.

The Committee observed that, the corporation’s corporate governance is considerably
weak thereby exposing the corporation to potential losses in addition reputational and
operational risks.

The Corporation is technically insolvent and its existence as a going concern is dependent
upon the support from the Government and its creditors.
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iii.

The Kenya Broadcasting Corporation took a loan from the Overseas Economic Co-
operation Fund (OECF) Japan in 1989. The National Treasury has over the years serviced
on behalf of the corporation.

The OECF Japan loan was received in the form equipment’s which were rendered
obsolete because of the liberalization of the electronic industry in Kenya in the 1990s and
the migration to FM radio transmission leading to the loss of value for money on the
investment. Arising from the foregoing, it meant that the Management of KBC did not
carry-out a proper Feasibility study or there was laxity on those charged with governance
having approved the loan without due diligence.

Committee recommendations

The Committee recommends that —

2.

883.

884.

885.

i.  Within three months after the adoption of the Report the Ethics and Anti-Corruption
to investigate whether there are any financial leakages/ financial impropriety Should
any person/officer be found culpable, the DPP should initiate legal action with a view
to holding the responsible persons accountable for the financial leakages/ financial
impropriety.

ii.  The Committee recommends that the KBC diversifies its revenue base to reduce over
reliance on Government support.

0  Unsupported Administration Costs

The Committee heard that, as disclosed under Note 4(a) to the financial statements, the
statement of financial performance reflects administration costs balance of
Kshs.9,862,514,000.00 The balance includes programme production expenses amounting
to Kshs.46,325,630.52 whose payment vouchers were not provided for audit review. The
balance also includes insurance costs of Kshs.10, 627,994 paid for renewal of contract for
provision of insurance services. The cover of the motor vehicles and motor cycles was
renewed at a cost of Kshs.2,813,984 and Kshs.7,814,010 for the fixed assets from 1%
January, 2018 to 31% December, 2018. However, Management did not provide, for audit
review, the assets’ valuation report and the contract documents between the Corporation
and the insurance company.

Further, the balance includes legal fees amounting to Kshs.41,083,000 whose payment
vouchers were not provided, for audit review. Management had indicated that the payment
vouchers were taken by officers from an investigative agency but no supporting record
such as documents register or letter form the agency was produced to justify the claim.

Consequently, the accuracy, completeness and validity of amounting to Kshs.51,710,994

included under the administration costs balance of Kshs.9,862,514,000 in the statement of
financial performance could not be confirmed.
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Management response

886. The management informed the Committee that, reconciliation was done and Payment

Co

Th

1.

111.

Co

Th

1i.

3.0

887.

3.1

888,

vouchers availed for external audit.
mmittee observations
¢ Committee observed that —

The Accounting Officer was in breach of section 62 of the Public Audit Act, CAP
412B which requires timely submission of required information for audit.

The management failed to provide payment vouchers to support the payment of legal
fees amounting to Kshs.51,710,994.

The Accounting Officer — KBC did not comply with the provisions of International
Public Sector Accounting Standards (IPSAS) which prescribe for periodic valuation
and disclosure of fair values in the financial statements.

mmittee Recommendations
¢ Committee recommends that —

The Committee reprimands the then Accounting Officer for breach of section 62 of
the Public Audit Act, CAP 412B.

The Accounting officer- KBC should at all times comply with the provisions of section
62 of the Public Audit Act, CAP 412B.

Property, Plant and Equipment

The Committee heard that, as disclosed in Note 8§ to the financial statements, the statement
of financial position reflects property, plant and equipment balance of
Kshs.16,330,395,000 which includes land valued at Kshs.12,857,874,000. However, a
review of the information provided revealed the following unsatisfactory observations: -

Unsupported Land and Buildings

The Committee heard that, the balance includes parcels of land valued at
Kshs.5,712,992,000 which are only supported by letters of allotment. There is also un-
surveyed and un-adjudicated land valued at Kshs.903,767,000 whose ownership
documents were not provided for audit review. A parcel of land located at Voi Township
and valued at Kshs.1,600,000 had been taken over by the Ministry of Mining and had
already been developed while another parcel of land in Kajiado County differed in size
with the letter of allotment indicating that the land measures 33.4 acres (13.53 hectares)
while information provided indicated that the actual size on the ground is 124.8 acres
valued at Kshs.2,700,000,000
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Management response

889. The management informed the Committee that, the revaluation of all KBC assets was done
in the financial year 2013/2014 by Ark consultants. The valuation reports both in soft and
hard copies were submitted from the consultant. Currently the corporation is working with
the director of survey, housing, public works and urban development for surveying and
acquiring title deeds for all the parcels of land across the country. The exercise has
commenced in Nairobi and will be rolled out to the other stations outside the country.

Committee observations

The Committee ohserved that the issue on Land and Building was deliberated in its
Report for the financial year ending 30th June, 2016 and upholds the observations and
recommendations therein as follows;

i.  The Corporation’s parcel of land LR. No. 75893/111/64A measuring 0.7413 acres
located at Voi Township and valued at Kshs.1,600,000.00 had been taken over by the
Ministry of Mining.

ii.  The Corporations parcel of land No LR.No.11773 - Ngong TX station located at
Kajiado County differed in size as the letter of allotment indicates that the land is
33.419 acres (13.53 hectares) while information available indicates that the actual size
on the ground is 124.79055 acres valued at Kshs.2,700,000,000.

Committee Recommendations
The Commiitee recommends that —

i.  Within three months upon adoption of this report, the Accounting Officer-KBC in
collaboration with the National Land commission should expedite the processing of
the Corporation’s title deeds for all the parcels of land owned by KBC.

ii.  Within three Months upon adoption of this report, the Accounting Officer -KBC
should present to the National Assembly a comprehensive report on the status of all
its land parcels with regard to acquisition of ownership documents.

iii.  Within three Months upon adoption of this report, the Accounting Officer ~-KBC
should present to the National Assembly a comprehensive report on the status the
parcel of land LR. No. 75893/111/64A measuring 0.7413 acres located at Voi
Township valued at Kshs.1,600,000.00 that had been taken over by the Ministry of
Mining, the parcel of land located at Kajiado County which differed in sizes.

3.2  Encroachment of Land by Informal Settlers and Private Developers
890. The Committee heard that, a parcel of land near Jamhuri Park measuring 100 acres was

explained to have been occupied by informal settlers. The Ethics and Anti-Corruption
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Commission recovered and reallocated 29 acres to the Corporation. Management has not
explained the status of the balance of 71 acres. Available information indicates that the
Corporation’s Sauti House in Mombasa has a pending court case and part of its land was
taken over by a commercial bank while another parcel of land in Nyali measuring
approximately 22 8 hectares was encroached by informal settlers and a perimeter fence
earlier erected at a cost of Kshs.3,512,700 demolished.

891. Although Management has made attempts at the Ministry of Lands and Physical Planning
to have outstanding issues resolved, no positive progress was reported by the close of the
financial year.

Management response

892. The management informed the Committee that, for Sauti house parcel in Mombasa, the
corporation lost but the case was reopened by EACC and is ongoing. Nyali land measuring
22.8 hectares was encroached and subdivided but this was cancelled by a court ruling.
Jamhuri land, the corporation is currently pursuing KFS and director of lands to have the
land surveyed and ownership documents acquired.

Committee observations

The Committee observed that the issue on Land and Building was deliberated in its
Report for the financial year ending 30th June, 2016 and upholds the observations and
recommendations therein as follows;

i.  KBC Jamhuri Park land LR. No 15090 measuring 100 acres was allegedly grabbed,
out of which 29 acres were recovered and reallocated to the Corporation leaving 71
acres which has not been accounted for as at the date of the audit report.

1.  Kenya Broadcasting Corporation Sauti house which houses Mombasa office, has a
pending court case and part of it was taken over by a commercial bank. It’s not clear
whether the land was charged against any loan taken by the corporation or it was
grabbed by the Bank.

. KBCland inNyali TX LR.No 1476"1 measuring approximately 22.8 hectares was
encroached into by squatters and a perimeter fence earlier erected at a cost of
Kshs.3,512,700 demolished.

Committee recommendations
The Committee Recommends that —
1. Within three months upon adoption of this report, the Accounting Officer-KBC in
collaboration with the National Land commission should expedite the processing of

the Corporation’s title deeds for all the parcels of land owned by KBC.
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1.  Within three Months upon adoption of this report, the Accounting Officer -KBC

should present to the National Assembly a comprehensive report on the status of all
its land parcels with regard to acquisition of ownership documents.

3.3 Land Without Title Deeds

893,

894,

The Committee heard that, as previously reported, available information indicated that the
Corporation owned twenty-five (25) parcels of land valued at Kshs.6,102,849,000 that
were un-surveyed, un-adjudicated and whose ownership documents such as title deeds and
certificates of lease were not provided for audit review. No evidence of any action being
taken by the Management to obtain ownership documents of these parcels of land was
provided for audit review.

In addition, the balance of land of Kshs.12,857,874,001 excluded a parcel of land situated
at Voi Township measuring 3.7 acres which the valuer could not locate during the time of
valuation of assets in November, 2014,

Management response

805.

The management informed the Committee that, the corporation had engaged a law firm to
get all the parcels of land registered but it did not bear any fruits. Currently the corporation
15 working with the ministry of land, housing, public works and urban development to
survey and acquire title deed for all the parcels of land across the country.

Committee observations

The Committee observed that —

ii.

Co

Th

ii.

The Corporation does not possess ownership documents for twenty five (25) parcels
of land valued at Kshs. 6,102,849,000. In addition, the parcels of land are un-surveyed
and un-adjudicated.

The Corporation parcel of land LR. No. 75893/111/66a located at Voi Township
measuring 3.7 could not located by the valuer during the time of valuation of assets in
November 2014.

mmittee recommendations
¢ Committee recommends that —

Within three months upon adoption of this report, the Accounting Officer-KBC in
collaboration with the National Land commission should expedite the processing of
the Corporation’s title deeds for the twenty (25) parcels of land.

Within three Months upon adoption of this report, the Accounting Officer — KBC
should present to the National Assembly a comprehensive report on the status of the
land LR No.75893/111/66A located at Voi Township measuring 3.7 acres which
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could not be located by the valuer at the time of valuation of assets in November,
2014.

3.4 Land with Disputes

896, The Committee heard that, as reported in the previous year, available information indicated
that ten (10) parcels of land measuring 211.59 acres and valued at Kshs.7,597,582,000,
have had disputes for a long period of time. The position had not changed during the year
under review.

Management response
897. The management informed the Commuttee that, cases are ongoing up to date.
Committee observations

The Committee observed that the issue on Land with Disputes was deliberated in its
Report for the financial year ending 30th June, 2016 and upholds the observations and
recommendations therein as follows;

The Corporation’s ten 10) parcels of land measuring 211.58785 acres valued at
Kshs.7,597,582,000 located across the Country has been under ownership dispute for a long
period of ime.

Committee Recommendations
The Committee recommends that —

i.  Within three months upon adoption of this report, the inspector-General, inspectorate
of State Corporations should carry out a review of all KBC land with pending Court
cases, prepare a comprehensive status report and submit it to the National Assembly
with a copy to the Attorney General who will initiate the process of fast-tracking the
conclusion of the cases within reasonable time.

ii.  The Accounting Officers should strive to embrace Alternative Dispute resolution
Mechanisms in the resolution of disputes.

3.5  Unsupported Transfer of Land

898. The Committee heard that, as previously reported, a parcel of land measuring 2.19 acres
valued at Kshs.1,431,000,000 and designated as a car park, was transferred to the Kenya
Cultural Centre in October, 2016, However, Management has not explained the
circumstances under which the land was transferred. The parcel of land had two (2)
allotment letters and a survey plan all reflecting different sizes where the allotment letter
dated 12 August, 1994 indicated the size of the land as 0.8861 hectares. The allotment
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399.

900.

letter dated 8 March, 2004 indicated the size as 0.8737 hectares while the survey plan
indicated the size of the same parcel of land as 0.21 hectares.

Further, management transferred four (4) parcels of land valued at Kshs.1,126,250,000 to
Corporation staff pension fund in lieu of unremitted outstanding pension arrears totalling
Kshs.208,774,000 as at 30™ June, 2017. However, Management did not explain the
variance of Kshs.917,476,000 between the land value and debt owed and why the land is
still reflected in the Corporation records. Management did not also explain why unremitted
pension liability still stood at Kshs.864,034,000 as at 30 June, 2019. Further, physical
verification of transferred land measuring 1,234.26 acres indicated that more than two
thirds of the land had been encroached by informal settlers and physical structures had
been erected on the land.

In the circumstances, it has not been possible to confirm the existence, accuracy, ownership
and validity of the value of land amounting to Kshs.12,857,874,000 in the financial
statements.

Management response

901. The management informed the Committee that, a parcel of land designated as a carpark
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LR 209/14477 was transferred through a Presidential directive. There was a proposal to
transfer 4 parcels of land to 15but this was not successful and all the said parcels are intact.
The debts for the staff pension fund remains.

mmittee observations

e Committee observed that the issue on Unsupported Transfer of Land was

deliberated in its Report for the financial year ending 30th June, 2016 and upholds the
observations and recommendations therein as follows;

1.

iii.

iv.

The Corporation land LR No.209/10370 measuring 2.19 acres valued at
Kshs.1,431,000,000 was transferred under unclear circumstances to Kenya Cultural
Centre vide letter Ref: No. KBC/MD/14/6/C VOL.VII dated 11"October 2016.

The KBC Board granted that the portion of land in which a borehole belonging to the
Nairobi University be excised from its plot vide letter of MD 21/9/2000 thus reducing
the earlier 0.8861Ha. to 0.8737Ha.

The Presidential directive on which KBC alleges to act on was addressed to a private
developer and not KBC therefore it was not clear the basis upon which the directive
was executed.

The Corporation transfered four (4) parcels of land valued at Kshs.1,126,250,000 in
an exchange to settle KBC pension debt amounting to Kshs.208, 774,000. which
exposes the organization to a loss of Kshs. Kshs.917,476,000 being the value of assets
lost through irregular transfer. It has been noted that the figures for the parcels and the
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debt has been changing over the years despite the value of land being known to
appreciate with time.

Committee recommendations
The Committee Recommendations —

1. Within three months upon the adoption of this Report, EACC to mvestigate the
circumstances surrounding the transfer of the Corporation land LR. No.209/10370
measuring 2.19 acres valued at Kshs.1,431,000.,000 to Kenya Cultural Centre Should
any person/officer be found culpable, the DPP should initiate legal action with a view
to holding the responsible persons accountable for the illegal transfer of the
Corporation land.

ii.  Within three months upon the adoption of this report, EACC to initiate investigations
into the matter surrounding the illegal transfer of four (4) parcels of land valued at
Kshs.2,036,250,000 in an exchange to settle KBC pension debt amounting to
Kshs.225, 111,000. Should any person/officer be found culpable, the DPP should
initiate legal action with a view to holding the responsible persons accountable for the
illegal transfer of the Corporation land.

4.0 Trade and Other Receivables

902. The Committee heard that, as disclosed in Note 11 to the financial statements, the statement
of financial position reflects trade and other receivable of Kshs.3,820,951,000.The
following observations were made: -

4.1 Long Outstanding Trade Receivables

903. The balance includes an amount of Kshs.1,572,722,000 that has been outstanding for more
than one hundred and twenty (120) days with the bulk of these relating to more than eleven
(11) years back. However, Management did not provide the policy document to determine
the adequacy of provision of Kshs.543,480,000 made against the receivables to recognize
the high probability of not recovering the debts. Management has not also explained the
measures in place to collect these debts by way of demand letters, negotiations and legal
action.

Management response

904. The management informed the Committee that, efforts have been put in collecting the
outstanding debts as per attached letters of demand, memos, letters of hand over to external
debts collectors and request for legal actions. Every year provision for bad and doubtful
debts is done and reflected in the financial statements as per attached copy for provision
2018/2019 of ksh 38,492,000. Write off for bad debts was done once in 2013 as per
attached copy of extract of minutes and approval of the write off of ksh 139,663 ,884.94
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Committee observations
The Committee observed that —

i.  The recoverability of the long outstanding receivables of Kshs. 1,572,722,000 is
doubtful .it is historical which has been carried forward from the manual system to
the automated system for a period of over 11 years implying it lacks proper supporting
documents.

ii.  The Corporation did not justify the need for the write off, in line with the provisions
of Regulation 157 (1)(a) PFM (National Government) Regulations 2015 which
provides that an Accounting Officer may only write off losses if all reasonable steps
have been taken to recover the debts and the loss is irrecoverable.

Committee recommendations
The Committee recommends that —

Within three months of adoption of this report, the Accounting Officer should provide a
comprehensive report on the reasonable steps that have been taken to recover the long
outstanding receivables before initiating the write off process on account of being
irrecoverable.

4.2 Accuracy of the Trade Receivables

905. The Committee heard that, included in the balance is Kshs.726,859,000 which was paid by
the National Treasury on behalf of the Corporation increasing the GOK loan principal from
Kshs.12,930,057,000 to Kshs.13,656,916,000. Management did not explain why these
amounts were recognized under receivables. Management also introduced an amount of
Kshs.1,784,801,000 described as ‘Treasury balance to Japanese loan’ under the trade and
other receivables. The balance has not been explained or supported by any fundamental
records such as the ledger or the Trial Balance.

Management response

906. The management informed the Committee that, the anomaly was noted and reconciliation
was done to rectify the errors.

Committee observations
The Committee observed that —
The National Treasury has been paying OECF Japanese loan on behalf of the Corporation.

However, the amount of Kshs. Kshs.726,859,000 paid in the year under review was
recognized as a receivable whilst it’s a payable to the National Treasury.
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Committee recommendations
The Committee recommends that —

The Committee reprimands the then Accounting officer for failing to adhere to the
requirements of International Public Sector Accounting Standards as prescribed m the PFM
Act, Cap 412A and Regulation 221 of the PFM (National Government) regulations,2015.

4.3 Unsupported Staff Receivables-Imprest

907. The Committee heard that, the balance includes staff receivables - imprest balance of
Kshs.12,898,000. However, the supporting schedule amounted to Kshs.8,781,526 resulting
to unreconciled variance of Kshs.4,116,473.

908. Under the circumstances, the accuracy, completeness and validity of trade and other
receivables balance of Kshs.3,820,951,000 reflected in the statement of financial position
as at 30" June, 2019 could not be ascertained.

Management response

909. The management informed the Committee that, the reconciliation was done to rectify the
eITors.

Committee observations
The Committee observed that —

The management failed to provide supporting documentations for staff imprest amounting to
Kshs.4,116,473 which remain unaccounted for contrary Regulation 93 of the PFM (National
Government) Regulation, 2015.

Committee recommendations
The Committee recommends that —

The Committee reprimands the then Accounting officer for breach of Regulation 93 of the
PFM (National Government) Regulation, 2015.

5.0 Unsupported Cash and Bank Balances

010. The Committee heard that, as disclosed in Note 12 to the financial statements, the statement
of financial position reflects cash and bank balances totalling Kshs.35, 330,000.The
balance includes Kshs.30,344,000 in respect of balances held at a commercial bank.
Examination of the bank reconciliation statement revealed payments in bank statement but
not recorded in cashbook amounted to Kshs.34,173,836.10, out of which an amount of
Kshs.9,952,213.05 related to the period before December, 2018 while payments in
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cashbook but not recorded in bank statement amounted to Kshs.6,024,483 out of which an
amount of Kshs.1,180,515 was for the period before December, 2018,

911. Further, receipts in bank statement not recorded in cashbook amounted to Kshs.3,899 488
out of which an amount of Kshs.1,778,383 related to the period before December, 2018
while receipts in cashbook but not recorded in bank statement amounted to Kshs.4,839,146
out of which an amount of Kshs.1,788,600 related to the period before December, 2018.

912. The Management has not explained the reasons for failure to update the records to clear
the long outstanding issues in the bank reconciliation statement through investigation on
the cause of the delays and subsequently reversing the transactions which have been
outstanding for over six months.

913. In the circumstances, the accuracy, completeness and validity of cash and bank balance of
Kshs.35,329,000 reflected in the statement of financial position as at 30 June, 2019 could
not be confirmed.

Management response

914. The management informed the Committee that, the bank balance certificate and
reconciliations were issued to support the balances held in the commercial banks of Kshs.
30,344,000 and 35,330,000 respectively. Withdrawals and deposits from bank statements
that were outstanding as not posted were updated. All items that were long outstanding
being not posted in cash book were posted and the cash book is currently updated.

Committee observations
The Committee observed that —

The then Accounting Officer contravened the provisions of Regulation 90 (3) of the PFM
(National Government) Regulations, 2015 which requires that a monthly bank reconciliation
to be undertaken and any discrepancies noted should be investigated promptly and appropriate
action taken including updating relevant cash books.

Committee recommendations

The Committee recommends that —

The Committee reprimands the then Accounting Officer for breach Regulation 90 (3) of the
PFM (National Government) Regulations, 2015 and recommends that the Accounting Officer

should strictly adhere to the provisions of the regulations in order to curb any incidence of
unexplained bank reconciliation variances.

6.0 Unsupported Trade and Other Payables

915, The Committee heard that, as disclosed in Note 15 to the financial statements, the statement
of financial position reflects trade and other payables balance of Kshs.2,426,815,000. A
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review of the records revealed that the balance constitutes trade creditor balance of
Kshs.458,102,000, However, examination of records revealed the following unsatisfactory
matters: -

6.1 Pending Pavment for Maintenance Services
- -

916. Included in trade creditors are unpaid payment vouchers amounting to Kshs.45,065,051
relating to a firm for provision of support and maintenance of equipment services under
one care service level agreement. The contract was signed on 6™ March, 2014 effective
from 1* April, 2014 to 31* March, 2017 to run from 2014/2015 to 2017/2018. According
to the contract documents, the annual service fees were payable in Euros at a rate of
165,455 Euros payable quarterly in advance for a period of three (3) years. The supplier
was expected to invoice for the services provided on a quarterly basis. However,
Management did not provide supporting documents in support of the invoiced amounts.

Management response

917. The management informed the Committee that, one Care Service Level Agreement was
awarded to M/S Professional Digital Systems Limited in 2014/15 financial year for 3
renewable years for servicing head end equipment. After the launch the technical team
were sent to Italy, France and China for service training. When the technical team returned,
the service level agreement was discontinued in the 2017/2018 financial year and the said
payment voucher amounting to Kshs 45,065,051 has not been paid to date. The anomaly
of lack of certificates from technical department was noticed when the supplier requested
for payments. This payment was stopped and will be removed from the total creditors once
the mvestigations are over. The payment vouchers and the letter to supplier have been
provide for verification.

Committee observations

The Committee observed that —

The Corporation signed a maintenance service agreement for servicing of equipment’s with
Professional Digital Systems Limited on 6™ March, 2014 for three (3) renewable years.
However in the financial year 2017/2018 the agreement was discontinued and payment to the
supplier amounting to Kshs. 45,065,051 has not been paid to date.

Committee recommendations

The Committee recommends that -

Within three months upon adoption of this report, the Auditor-General should audit the

pending payables amounting to Kshs. 45,065,051and give a comprehensive report on their
status to the National Assembly in the next audit cycle.
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6.2 Delayed Wajir Site Solar Power Plant

918.

919.

The Committee heard that, the above balance includes a pending voucher dated 6™
November, 2017 of Kshs 9,284,285 being 20% advance payment payable to a firm in
respect to a contract for design, supply, installation, training and commissioning of solar
power plant at Wajir site at a contract sum of Kshs.46,421,425.20. According to the
contract signed on 31%* July, 2017, the contractor was to execute and complete the works
within a period of twenty-eight (28) weeks. However, at the time of audit exercise, the
works had not commenced and the contract performance period had already expired.
Management did not explain why the contract had not been cancelled or why the amount
was being treated as a liability for services that had not been rendered by the contractor.

In view of the foregoing, it has not been possible to confirm the accuracy and validity of
an amount of Kshs.458,102,000 included in the trade and other payable balance of
Kshs.2,426,815,000 in the statement of financial position as at 30 June, 2019.

Management response

920.
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1.
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The management informed the Commuittee that, the Wajir Solar Project total cost was Kshs.
46,421,425.20 which was a pilot project mooted between KBC and Mimstry of
Information Communication and Technology (MolCT). The project was approved by the
KBC board in financial year 2015/2016 for implementation. The Contract Agreement
signed on 31 July 2017 between Kenya Broadcasting Corporation and PowerPoint Systems
East Africa Ltd for Kshs 46,421,425.20 out of which 20% down payment on contract was
required to be paid on site handing over, Contract had been signed and the site handed over
to the Contractor but due to cash flow challenges the implementation was put on hold by
Management. The contract expired before its implementation had started and therefore the
contract was cancelled. The Kshs ©,284 285 for which a payment voucher was prepared,
was reversed and in the system the amount of Kshs46,421,425.20 is not included in the
merchants’ total of Kshs 458,102,000.

mmittee observations

e Committee observed that —

The submission by the management that the Kshs 9,284,285 for which a payment
voucher was prepared, was reversed was not supported by any documentary evidence.
Therefore, the corporation lost the amount paid to the contractor as a down payment.
Further, the claim that the Kshs46,421,425.20 was not included in the merchants’
creditors is misleading since during the audit review, the amount was part of the total
creditors amounting to KSh 458,102,000,

mmittee recommendations

¢ Committee recommends that —
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The Committee reprimands the then Accounting officer and the then officers in the accounting
departments involved in preparation and review of financial statements for failing to adhere
to the requirements of International Public Sector Accounting Standards as prescribed in the
PFM Act, Cap 412A and Regulation 221 of the PFM (National Government) regulations,
2015.

7.0 Unsupported Government of Kenya (GOK) Loan

921.

922

923.

924,

The Committee heard that, as disclosed under Notel6(a) and 16(b) to the financial
statements, the statement of financial position reflects Government of Kenya loan,
principal and interest, of Kshs.13,656,916,000 and Kshs. 66,251,289,00 respectively.

As previously reported, the Corporation undertook a radio MW modernization project
under the Japanese loan guaranteed by the Government of Kenya amounting to
Kshs.15,441,716,710 on 28 June, 1989. During the year under review, Kshs. 726,859,000
was paid by the National Treasury on behalf of Corporation increasing the principal from
Kshs.12,930,056,586 as at 30 June, 2018 to Kshs.13,656,916,000 as at 30 June, 2019, The
financial statements reflect only the principal amount loan but the payment by The National
Treasury to JICA includes principal and interest. However, Management has not disclosed
the outstanding principal amount and interest owed to the Japanese Government or whether
the National Treasury has taken over the loan obligations.

Further, during the year under review, Kshs.7,.883,875,000 was charged in respect of
interest and reflected under administration costs in Note 4(a), resulting to cumulative
interest charged of Kshs.66,251,289,000 as at 30 June, 2019 which is more than five (5)
times the initial loan of Kshs.15,441,716,710. The National Treasury continue to charge
the interest at the market rates based on the amount of loan repaid in complete disregard
of ‘In duplum rule’, which provides, inter alia, that interest ceases to accumulate upon any
amount of loan owing once the accrued interest equals the amount of loan advanced.

Under the circumstances, the accuracy, completeness and validity of the loan and interest
balance of Kshs.13,656,916,000 and Kshs.66,251,289,000 respectively reflected in the
statement of financial position as at 30 June, 2018 could not be confirmed.

Management response

025.

The management informed the Committee that, In 1989, the Government of Kenya
guaranteed Modemization loan from Overseas Economic Cooperation Fund (OECF) sum
of Japanese Yen. 15,441,716,710 extended to KBC. The Corporation was projected to pay
the Principal plus interest through TV and Radio permits which was later scrubbed in the
year 2003. Due to cash flow challenges in KBC and inability to pay the loan National
Planning and Treasury assumed the responsibility of paying the principal and interest and
charge or send invoices to KBC. To date Ministry of National Planning and Treasury has
paid Kshs 13,656,916,000 towards the principal and Kshs66,251,289,000 towards accrued
interest totalling to Kshs 79,908,205,000 as at 30" June 2019.
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926. The management through the Board of Directors have discussed the accrued liability and
held consultative meetings with The National Treasury and Planning through the Ministry
of Information, Communication and Technology requesting to write-off the loan to help
KBC restructure its balance sheet to attract public private partnership (PPP) to help KBC
utilize its huge asset base. Also the information has been captured in the Cabinet Memo to
be presented before Cabinet for consideration for request to be written off.

Committee observations

The Committee observed that —

1. The OECF loan had been guaranteed by the Government in 1989 funded the Kenya
Broadcasting Corporation’s modernization programme, a project mooted out of a
study by the Government in February 1988. However, arising from the status of the
project, the study might have been misleading.

ii.  There was no loan agreement between the National Treasury and KBC. The principal
amount and interest due from the Corporation in respect of the Japanese loan but
owing to National Treasury having taken over the loan obligations could not be
confirmed.

iii.  The National Treasury has been paying OECF Japanese loan on behalf of the
Corporation. However, the National Treasury included interest amount of Kshs.
Kshs.66,251,289,000 which is more than five (5) times the initial loan of
Kshs.15,441,716,710 contrary to the ‘In duplum rule’,

Committee recommendations
The Committee recommends that —

Within three months upon adoption of this report, the EACC should investigate the officers
involved in acquiring and approving the loan and those involved in the pre-requisite study by
the Government in February 1988 with a view to establishing any economical crimes in
relation to providing misleading economic information for the officer’s own benefit or that of
a third party that led to the loss of the initial loan of Yen 15.441 billion, equivalent to Ksh
8,287,588,398. Should any person/officer be found culpable, the DPP should initiate legal
action with a view to holding the responsible persons accountable for the financial leakages/
financial impropriety:
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