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REPORT OF THE AUDITOR-GENERAL ON NATIONAL HOSPITAL INSURANCE 
FUND FOR THE YEAR ENDED 30 JUNE, 2020  
 

REPORT ON THE FINANCIAL STATEMENTS 
 

Qualified Opinion 
 

I have audited the accompanying financial statements of National Hospital Insurance 
Fund set out on pages 45 to 111, which comprise the statement of financial position as 
at 30 June, 2020, and the statement of comprehensive income, statement of changes in 
equity, statement of cash flows and statement of comparison of budget and actual 
amounts for the year then ended, and a summary of significant accounting policies and 
other explanatory information in accordance with the provisions of Article 229 of the 
Constitution of Kenya and Section 35 of the Public Audit Act, 2015. I 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, except for the effect of the matters discussed in the Basis for Qualified 
Opinion section of my report, the financial statements present fairly, in all material respect 
the financial position of National Hospital Insurance Fund as at 30 June, 2020, and of its 
financial performance and its cash flows for the year then ended, in accordance with 
International Financial Reporting Standards (Accrual Basis) and comply with the Public 
Finance Management Act, 2012 and the National Hospital Insurance Fund Act, 1998. 
 

Basis for Qualified Opinion 
 

1.0 Financial Performance 
 

During the year under review, the Fund reported a deficit of Kshs.1,156,934,012 
(2018/2019-deficit Kshs.3,657,181,016) resulting in reduction in retained earnings from 
Kshs.19,395,102,251 as at 30 June, 2019 to Kshs.18,238,168,239 as at 30 June, 2020.  
The Fund’s performance is on a downward trend and if strategies are not put in place to 
reverse the trend, the Fund is likely to experience financial difficulties in future. 
 

2.0 Property, Plant and Equipment 
 

2.1 Land Situated at Karen – 10 Hectares  
 

As previously reported, included in the property, plant and equipment balance of 
Kshs.13,228,073,616 reflected in the statement of financial position as at 30 June, 2020 
is an amount of Kshs.298,589,665 in respect of land. The latter balance includes an 
amount of Kshs.93,712,675 for land measuring 10 hectares situated in Karen.  However, 
the ownership of the parcel of land is in dispute and the matter is in court. Further, 
information available indicates that, as per the Public Investment Committee (PIC) 
recommendations in its 21st and 22nd Reports, the Directorate of Criminal Investigations 
(DCI) has commenced investigation to establish whether there was fraud in the transfer 
of ownership of the land and prosecute any person who may have been identified as 
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having breached the law. However, progress made on the investigation has not been 
disclosed in these financial statements.   
  

2.2 Proposed Resource Centre at Karen Land 
 

Included in the property, plant and equipment balance of Kshs.13,228,073,616 as at 30 
June, 2020 is capital work-in-progress balance of Kshs.1,444,687,484 being payments 
for drawings and designs for the proposed Resource Centre. Construction of the 
Resource Centre has not commenced although the land was acquired sixteen years (16) 
ago. As reported in the previous year, the Management has explained that construction 
of the Resource Centre has not commenced due to lack of approval from the parent 
Ministry and the land ownership dispute in court. 
 

Although the issue had been discussed by the Public Investment Committee (PIC), no 
action appears to have been taken on the PIC recommendations in its 22nd report that the 
Fund should expeditiously pursue the prosecution and conclusion of the case to its logical 
conclusion. 
 

2.3 Construction of Multi Storey Car Park 
 

As previously reported, the National Hospital Insurance Fund entered into an agreement 
with a local construction firm for construction and completion of a multi storey car park at 
a contract sum of Kshs.909,709,305. The project commenced in May, 2002 and was 
scheduled for completion in August, 2003.  The contract sum was later revised upwards 
to Kshs.1,179,611,756 or approximately 30% above the original contract sum of 
Kshs.909,709,305. 
 

Available records indicate that the car park was completed in July, 2008 at a total cost of 
Kshs.3,342,120,239. However, additional amounts of Kshs.626,635,998 and 
Kshs.4,706,521 were incurred in 2009/2010 and 2010/2011financial years, respectively 
on the car park increasing the total expenditure to Kshs.3,973,462,758 as at 30 June, 
2011. This resulted to an increase of approximately 337% over and above the original 
contract sum of Kshs.909,709,305.  The costs escalation was not justified.  
 

Although the issue has been discussed by the Public Investment Committee, no action 
has been taken on the Committee recommendations as per the 19th and 21st Reports 
which recommended that the Ethics and Anti-Corruption Commission should institute and 
fast track investigation on the project with a view to preferring charges against all those 
who would be found culpable. No progress report has been received from the 
Commission. 
 

In the circumstances, it has not been possible to ascertain whether the property, plant 
and equipment balance of Kshs.13,228,073,616 as at 30 June, 2020 is fairly stated. 
 

3.0 Unquoted Investments 
 

As previously reported, the statement of financial position reflects a balance of 
Kshs.368,392,699 under unquoted investments which, as disclosed in Note 28 to the 
financial statements, includes an amount of Kshs.314,192,699 in respect of a loan 
advanced by the Fund to the Moi Teaching and Referral Hospital (MTRH) at an interest 
rate of 3% per annum. However, the loan was not supported with a signed loan agreement 
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between the Fund and MTRH defining the terms of the loan, purpose and the repayment 
methods. Further, MTRH has disputed the advocates/legal costs amounting to 
Kshs.40,883,040  charged to its loan account.  

Although the Fund Management has acknowledged the omission, explanations on how 
the anomaly will be resolved and the fall back plan in case of default by the Hospital was 
not provided. The unquoted investments balance of Kshs.368,392,699 also includes 
shares of Kshs.54,200,000 in Consolidated Bank of Kenya for which no dividend has 
been paid in the past. Under the circumstances, the investment in consolidated bank 
shares is impaired.  
 

Consequently, the validity of unquoted investment balance of Kshs.368,392,699 as at     
30 June, 2020 could not be confirmed as fairly stated. 
 

4.0 Short Term Deposits 
 

As previously reported, included in the statement of financial position as at 30 June, 2020 
is short term deposits balance of Kshs.12,381,650,000 which is net of provision for 
impaired investments of Kshs.1,304,410,609. The provision includes an amount of 
Kshs.49,500,000 which had been deposited by the Fund on 26 June, 2001 in 
Consolidated Bank of Kenya.  The entire deposit of Kshs.49,500,000 was off-set by the 
Bank against a guarantee executed by the former Chief Executive Officer of the Fund on 
behalf of Euro Bank Limited.  The circumstances under which the Fund’s deposit was 
used as a guarantee by the then Chief Executive Officer has not been explained.  
 

The Public Investment Committee recommended in the 21st Report as follows; 
  

(i) The then CEO of NHIF be held accountable for any losses incurred in the irregular 
investment of the surplus funds in Consolidated Bank of Kenya and therefore be 
surcharged for Kshs.40,065,205, being the value of the un-deposited cheque 
No.022477 of 23 September, 2002 from Euro Bank; 
 

(ii) The then Consolidated Bank of Kenya CEO and Finance Manager should be held 
accountable for colluding with NHIF to mismanage the invested funds; 
 

(iii) In view of the fact that the Fund had no capacity to provide guarantee for a loan to 
a private bank, Consolidated Bank of Kenya should pay the amount of Kshs.49.5 
million owed to the Fund;  
 

(iv) The then senior Management of Consolidated Bank of Kenya including the then 
Managing Director, and the Finance Manager should also be held accountable for 
colluding with NHIF to mismanage the invested funds. 
 

(v) The former Managing Director of Consolidated Bank of Kenya should be 
surcharged for the funds that were advanced to Euro Bank Limited in overnight 
lending. He should further be held accountable for the Kshs.49.5 million which the 
Bank could not recover from Euro Bank Limited and consequently offset the same 
against the fixed deposits of NHIF. 
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(vi) NHIF should relentlessly pursue Consolidated Bank of Kenya for recovery of 
Kshs.49.5 million; 
 

(vii) NHIF CEO must ensure that all financial investments by the Fund are done in 
accordance with the Treasury Circular No.10 of 1992 and Section 28(1) of the 
Public Finance Management Act, 2012. 
 

However, no action appears to have been taken to recover the Kshs.49,500,000 the Fund 
lost.  In the circumstance, it has not been possible to confirm whether the short-term 
deposits balance of Kshs.12,381,650,000 is fairly stated. 
 

5.0 Trade and Other Receivables 
 

5.1 Long Outstanding Return to Drawer (R/D) Cheques 
 

The statement of financial position reflects a balance of Kshs.7,781,204,639 under trade 
and other receivables which, as disclosed in Note 29 to the financial statements, includes 
R.D. Cheques amounting to Kshs.18,061,171 which had been outstanding for more than 
six (6) months and were therefore stale.  
 

Consequently, the recoverability of return to drawer cheques balance of Kshs.18,061,171 
as at 30 June, 2020 could not be confirmed. 
 

5.2 Sundry Debtors 

Included in trade and other receivables balance are sundry debtors of Kshs.5,018,843 
which include an amount of Kshs.4,414,750 relating to an insurance claim for motor 
vehicle registration No. KCK 509U which was involved in an accident on 27 April, 2018. 
As at the time of audit in April, 2021, the claim had not been paid. 

Consequently, the recoverability of sundry debtors’ balance of Kshs.5,018,843 as at        
30 June, 2020 could not be confirmed. 
 

6.0 Benefits Expenses 
 

6.1 National Health Scheme Benefit Expenses (Overpayment Above Specified 
Limits) 

The statement of comprehensive income reflects an expenditure of Kshs.29,971,058,098 
under National Health Scheme (NHS) Benefits expenses. However, the expenditure 
includes cumulative overpayments amounting to Kshs.828,729,148 paid contrary to the 
limits specified by the Board for C-Section, normal delivery, minor surgery, major surgery, 
MRI, rehabilitation, CT-Scan, chemotherapy, radiology, kidney transplant special surgery 
and overseas treatment as tabulated below . 
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Benefit  

Overpayment above 
the Specified Limit 

(Kshs.) 

C-Section 2,401,919 

Normal delivery 23,774,751 

Minor surgery 38,823,606 

Major Surgery 374,476,120 

MRI 17,290,772 

Rehabilitation 8,690,649 

CT-Scan 101,357,766 

Chemotherapy -Basic 100,177,883 

Radiology 156,214,613 

Kidney transplant 260,000 

Special surgery 4,073,026 

Overseas treatment 1,188,042 

 828,729,147 
 

No explanation has been provided for authorizing and approving payments above the 
limits specified in the benefits package.  
 

6.2 Civil Servants Medical Scheme Expenses 
 

The statement of comprehensive income reflects an expenditure of Kshs.6,650,824,817 
in respect of civil servants medical scheme expenses. During the year under review, the 
Fund entered into a contract with the Government of Kenya to insure 122,052 civil 
servants for a comprehensive medical cover at a premium of Kshs.4,000,012,000. 
However, the scheme reported a deficit of Kshs.511,998,054 under the civil servants’ 
scheme. Further, an analysis of the civil servants’ data availed for audit review indicated 
that there were claims amounting to Kshs.388,443,273 from members who were not civil 
servants.  
 

In the circumstances, the accuracy and validity of civil servants’ medical scheme 
expenditure of Kshs.6,650,824,817 for the year ended 30 June, 2020 could not be 
confirmed. 
 

The audit was conducted in accordance with International Standards of Supreme Audit 
Institutions (ISSSAIs). I am Independent of the National Hospital Insurance Fund in 
accordance with ISSAIs 130 on Code of Ethics. I have fulfilled other ethical 
responsibilities in accordance with the ISSAI and in accordance with other ethical 
requirements applicable to performing audits of financial statements in Kenya.  I believe 
that the audit evidence I have obtained is sufficient and appropriate to provide a basis for 
my qualified opinion.  
 
 
 
 
 
 
 
 



 
Report of the Auditor-General on National Hospital Insurance Fund for the year ended 30 June, 2020 

6 
 

Key Audit Matters 
 

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

Other Matter 
 

Budgetary Control and Performance 
 

During the year under review, the Fund’s actual receipts amounted to 
Kshs.60,817,588,816 against budgeted receipts of Kshs.73,198,751,341 resulting in a 
revenue shortfall of Kshs.12,381,162,525. Further, actual expenditure for the year 
amounted to Kshs.61,974,522,827 against budgeted expenditure of 
Kshs.68,084,784,544 resulting in an overall under absorption of Kshs.6,110,261,717. 
There is need for the Fund to review its budget making process with a view to developing 
a vibrant budget implementation follow up mechanism and feedback process to ensure 
that all projects and activities are implemented as planned for the Fund to meet its mission 
and objectives for the benefits of the citizens of Kenya. 
  
REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC 
RESOURCES 
 

Conclusion 
 

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

1.0 Procurement of Integrated Revenue Management System 
 

As previously reported, the Fund entered into a contract with an IT Solutions firm on             
4 June, 2018, for provision of Integrated Revenue Management System at a contract 
price of Kshs.495,205,588.  Further information indicates that the procurement of the 
system was single sourced as no evidence of competitive bidding was provided for audit 
verification. This is contrary to Section 96 of the Public Procurement and Assets Disposal 
Act, 2015 which requires the Accounting Officer to take such steps as are reasonable to 
bring the invitation to tender to the attention of all those who may wish to submit tenders. 
Further, although direct procurement method was used, no evidence was availed to the 
effect that the underlying circumstances met the conditions set for direct procurement as 
laid down in Section 91 of the Act.   
 

Under the circumstances, the Fund was in breach of the law and may not have obtained 
value for money on the procurement of the system. 
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2.0 Temporary Imprest 
 

The trade and other receivables balance of Kshs.7,781,204,639 includes temporary 
imprest of Kshs.8,899,538, out of which an amount of Kshs.6,962,003 has been 
outstanding for over four months and whose recoverability is doubtful. This is contrary to 
Section 93 (5) of the Public Finance Management (National Government) Regulations, 
2015 which states that a holder of a temporary imprest shall account or surrender the 
imprest within seven (7) working days after returning to duty station. Section 93 (6) further 
provides that in the event of the imprest holder failing to account for or surrender the 
imprest on the due date, the Accounting Officer shall take immediate action to recover 
the full amount from the salary of the defaulting officer with interest charged at the 
prevailing Central Bank Rate. Consequently, the full recoverability of the imprest amount 
of Kshs.6,962,003 is doubtful. 
 

The audit was conducted in accordance with ISSAI 4000.  The standard requires that I 
comply with ethical requirements and plan and perform the audit to obtain assurance 
about whether the activities, financial transactions and information reflected in the 
financial statements are in compliance, in all material respects, with the authorities that 
govern them.  
 

I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my conclusion. 
 
REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, RISK MANAGEMENT 
AND GOVERNANCE 
  

Conclusion 
 

As required by Section 7(1)(a) of the Public Audit Act, 2015, based on the audit 
procedures performed, I confirm that, nothing has come to my attention to cause me to 
believe that internal controls, risk management and overall governance were not effective. 
 

Basis for Conclusion 
 

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

Responsibilities of Management and those Charged with Governance 
 

Management is responsible for the preparation and fair presentation of these financial 
statements in accordance with International Financial Reporting Standards (Accrual 
Basis) and for maintaining effective internal control as Management determines is 
necessary to enable the preparation of financial statements that are free from material 
misstatement, whether due to fraud or error and for its assessment of the effectiveness 
of internal control, risk management and governance. 
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In preparing the financial statements, Management is responsible for assessing the 
Fund’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 terminate the Fund or to cease operations. 
 
Management is also responsible for the submission of the financial statements to the 
Auditor-General in accordance with the provisions of Section 47 of the Public Audit Act, 
2015. 
 
In addition to the responsibility for the preparation and presentation of the financial 
statements described above, Management is also responsible for ensuring that the 
activities, financial transactions and information reflected in the financial statements are 
in compliance with the authorities which govern them, and that public resources are 
applied in an effective way. 
 
Those charged with governance are responsible for overseeing the Fund’s revenue 
reporting process, reviewing the effectiveness of how the entity monitors compliance with 
relevant legislative and regulatory requirements, ensuring that effective processes and 
systems are in place to address key roles and responsibilities in relation to governance 
and risk management, and ensuring the adequacy and effectiveness of the control 
environment. 
 

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

In addition to the audit of the financial statements, a compliance audit is planned and 
performed to express a conclusion about whether, in all material respects, the activities, 
financial transactions and information reflected in the financial statements are in 
compliance with the authorities that govern them in accordance with the provisions of 
Article 229(6) of the Constitution and submit the audit report in compliance with Article 
229(7) of the Constitution. 
  
Further, in planning and performing the audit of the financial statements and review of 
compliance, I consider internal control in order to give an assurance on the effectiveness 
of internal controls, risk management and governance processes and systems in 
accordance with the provisions of Section 7(1) (a) of the Public Audit Act, 2015 and submit 
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the audit report in compliance with Article 229(7) of the Constitution. My consideration of 
the internal control would not necessarily disclose all matters in the internal control that 
might be material weaknesses under the ISSAIs. A material weakness is a condition in 
which the design or operation of one or more of the internal control components does not 
reduce to a relatively low level the risk that misstatements caused by error or fraud in 
amounts that would be material in relation to the financial statements being audited may 
occur and not be detected within a timely period by employees in the normal course of 
performing their assigned functions.  
 
Because of its inherent limitations, internal control may not prevent or detect 
misstatements and instances of non-compliance. Also, projections of any evaluation of 
effectiveness to future periods are subject to the risk that controls may become 
inadequate because of changes in conditions, or that the degree of compliance with the 
Fund’s policies and procedures may deteriorate. 
 
As part of an audit conducted in accordance with ISSAIs, I exercise professional 
judgement and maintain professional skepticism throughout the audit. I also:  
 

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

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

 

 Conclude on the appropriateness of the Management’s use of the going concern basis 
of accounting and, based on the audit evidence obtained, whether a material 
uncertainty exists related to events or conditions that may cast significant doubt on 
the Fund’s ability to continue as a going concern. If I conclude that a material 
uncertainty exists, I am required to draw attention in the auditor’s report to the related 
disclosures in the financial statements or, if such disclosures are inadequate, to modify 
my opinion. My conclusions are based on the audit evidence obtained up to the date 
of my audit report. However, future events or conditions may cause the Fund  to cease 
to continue as a going concern or to sustain its services.  
 

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

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

 

 Perform such other procedures as I consider necessary in the circumstances. 
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I communicate with the Management regarding, among other matters, the planned scope 
and timing of the audit and significant audit findings, including any significant deficiencies 
in internal control that are identified during the audit.  
 

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

 
 
CPA Nancy Gathungu CBS 
AUDITOR-GENERAL 
 
Nairobi 
 
30 August, 2021 


