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FOR THE YEAR ENDED 30 JUNE, 2024

PREAMBLE

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

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

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

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

A Qualified Opinion is issued when the Auditor-General concludes that, except for
ma‘erial misstatements noted, the financial statements are fairly presented in accordance
with the applicable financial reporting framework. The Report on Financial Statements
should be read together with the Report on Lawfulness and Effectiveness in the Use of
Public Resources, and the Report on Effectiveness of Internal Controls, Risk
Management and Governance.

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

REPORT ON THE FINANCIAL STATEMENTS

Qualified Opinion

| have audited the accompanying financial statements of the National Health Insurance
Fund set out on pages 1 to 90, which comprise of the statement of financial position as
at 30 June, 2024 and the statement of profit or loss and other comprehensive income,
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statement of changes in equity, statement of cash flows and statement of comparison of
budget and actual amounts for the year then ended and a summary of significant
accounting policies and other explanatory information in accordance with the provisions
of Article 229 of the Constitution of Kenya and Section 35 of the Public Audit Act, 2015.
| have obtained all the information and explanations which to the best of my knowledge
and belief, were necessary for the purpose of the audit.

In my opinion, except for the effect of the matters described in the Basis for Qualified
Opinion section of my report, the financial statements present fairly, in all material
respects, the financial position of National Health Insurance Fund as at 30 June, 2024
and of its financial performance and its cash flows for the year then ended, in accordance
with International Financial Reporting Standards and comply with the National Health
Insurance Fund, Act 1998 (Revised, 2022) and the Public Finance Management Act,
2012.

Basis for Qualified Opinion
1. Misstatement of National Health Scheme Contributions

The statement of profit or loss and other comprehensive income reflects national health
scheme contributions balance of Kshs.40,244 734,629 as disclosed in Note 6 to the
financial statements. Included in the amount is statutory contribution balance of
Kshs.34,724 000,681 whose analysis of system-generated e-slip acknowledgment
records revealed an amount of Kshs.27,175,999,300 resulting to an unexplained variance
of Kshs.7,548,001,381. Further, analysis revealed that twenty-five thousand four hundred
and seventy-seven (25,477) records with values amounting to Kshs.1,987,437,057 were
duplicated. In addition, analysis of the individual e-slip acknowledgment records revealed
that seven thousand two hundred and thirty-five (7,235) records with values amounting
to Kshs.260,029,045 did not relate to the year under review, while another twenty
thousand nine hundred and thirty-two (20,932) records valued at Kshs.1,759,408,611
lacked valid dates.

In the circumstances, the accuracy and completeness of statutory contributions amount
of Kshs.34,724,000,681 could not be confirmed.

2. Benefits Expenses

The statement of profit or loss and other comprehensive income reflects total benefit
expenses balance of Kshs.68,300,576,571 as disclosed in Notes 6 to 18 to the financial
statements. However, the following unsatisfactory matters were noted,;

2.1 Inaccuracies in Benefit Expenses

Analysis of the claims from the system revealed benefit expenses amounting to
Kshs.68,961,086,934 resulting in an unexplained variance of Kshs.660,510,363. Further,
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review of payment data against hospital billed amounts revealed variances amounting to
Kshs.22,541,114,323 as tabulated below:-

Number  of
Observation Category Records Variance (Kshs.)
Nqutwe_ visit amount but claim amounts were 23 144.918
positive figures
Payment date (cheque date) is before claim date | 174,369 3,170,710,592
Payment date (cheque date) is before admission
data 6,014 74,693,880
Payment date (cheque date) is before discharge
dite 8,082 162,808,520
‘;/aotlécher date (cheque date) is before admission 45 112,500
Claims amount paid is above the amount invoiced
(Bill amount) 144 412 1,290,843,447
Claims processed without pre-authorization 33,507 990,125,888
Claims reported after thirty days ceiling 926,486 16,851,674,578
Total 22,541,114,323

2.2 Variances in National Health Scheme Expenses

Included in the amount are National Health Scheme expenses balance of
Kshs.38,106,069,983. However, review of the e-claim system revealed variances in
caesarean section, normal delivery, drugs and substance abuse, kidney transplants and
daily rebate of Kshs.11,817,412, Kshs.44,597,041, Kshs.75,883,831, Kshs.10,034,108
and Kshs.4,791,068 respectively, totaling Kshs.137,089,352. The variances were
attributed to calculation of claims using erroneous rates or number of days.

In the circumstances, the accuracy and completeness of the benefit expenses balance of
Kshs.68,300,576,571 could not be confirmed.

3. Variances in Unquoted Investments

The statement of financial position and as disclosed in Note 28 to the financial statements
reflects unquoted investment balance of Kshs.120,736,974. The amount represents loan
balance of Kshs.120,736,974 advanced by the Fund to Moi Teaching and Referral
Hospital (MTRH) at an interest rate of 3% per annum. However, MTRH financial
statements reflect a balance of Kshs.129,900,997 resulting to unexplained variance of
Kshs.9,164,023. Further, the unquoted investment balance of Kshs.120,736,974 was net
provision for impaired investment amount of Kshs.54,200,000 which relates to shares in
a local bank which were not traded or dividends paid in the past.

In the circumstances, the accuracy of the unquoted investments balance of
Kshs.120,736,974 could not be confirmed.
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4, Unsupported Claim Reserves

The statement of financial position and as disclosed in Note 35 to the financial statements
reflects a net Incurred But Not Reported (IBNR) debit balance of Kshs.14,598,159,278 as
at the end of year in comparison with the prior year debit balance of Kshs.3,923,285,340.
However, the Fund did not obtain an actuarial certification for the IBNR reserves at the
end of the year balance of Kshs.21,327,733,846 comprising of beginning of the year
balance of Kshs.19,641,338,962 and IBNR for the year balance of Kshs.1,686,394,884.
Instead Management relied on the prior year's actuarial certificate and did not
demonstrate to the audit the actuarial methods or statistical procedures applied to
estimate the IBNR reserve.

In the circumstances, the accuracy and valuation of Incurred But Not Reported (IBNR)
claims reserves negative balance of Kshs.14,598,159,278 could not be confirmed.

5. Inaccuracies in Trade Payables

The statement of financial position reflects trade payables balance of
Kshs.28,877,264,847 as disclosed in Note 37 to the financial statements. Included in the
balance are hospital claims payable totaling to Kshs.21,378,129,452. However, analysis
from the system revealed an amount of Kshs.23,146,082,846 resulting to an unexplained
variance of Kshs.1,767,953,394. Further, circularization of outstanding balances from
four (4) sampled hospitals with reported balances of Kshs.511,120,899 revealed an
amount of Kshs.721,925,812 as owing resulting in an understatement of
Kshs.210,804,913. In addition, the balances were not supported by an aging analysis
indicating how long the claims had been outstanding.

In the circumstances, the accuracy and completeness of hospital claims payable balance
of Kshs.21,378,129,452 could not be confirmed.

6. Property, Plant and Equipment

The statement of financial position and Note 24 to the financial statements reflects
property, plant and equipment balance of Kshs.12,633,367,728 which includes land
valued at Kshs.298,589,665. The following unsatisfactory issues were however noted:-

6.1. Disputed Ownership of Land

Included in the land balance is land measuring 10 hectares valued at Kshs.93,712,675.
However, as previously reported, the ownership of the parcel of land was in dispute and
the matter is in Court. Further, available information indicated that the Directorate of
Criminal Investigations (DCI) commenced investigations to establish whether there was
fraudulent transfer of land ownership. However, the progress made on the investigations
on the land parcel has not been disclosed in the financial statements.
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In the circumstances, the rightful ownership to land valued at Kshs.93,712,675 could not
be confirmed.

6.2. Doubtful Work-In-Progress at Karen Land

Included in property, plant and equipment balance is capital work in progress balance of
Kshs.1,444 687,484 relating to payments for drawings and designs for the proposed
Resource Centre. However, as previously reported, the construction of the Resource
Centre had not commenced since the acquisition of the land. Management explained that
the delay in construction was 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, no action
had been taken on the Committee recommendation to the Fund to expeditiously pursue
the prosecution of the case to its logical conclusion.

In the circumstances, the existence and fair value of capital work in progress balance of
Kshs.1,444,687 484 could not be confirmed.

7. Long Outstanding Return to Drawer Cheques

The statement of financial position and Note 30 to the financial statements reflects other
receivables balance of Kshs.485,396,896. The balance includes a balance of
Kshs.14,589,681 in respect of return to drawer cheques. However, the amount have been
long outstanding with some dating back to the year 2013 but have not been reversed
and replaced to date.

In the circumstances, the accuracy of return to drawer cheques amounting to
Kshs.14,589,681 could not be confirmed.

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

Emphasis of Matter
Budgetary Control and Performance
The statement of comparison of budget and actual amounts reflects final revenue budget

and actual on comparable basis of Kshs.94,914,128,815 and Kshs.80,131,250,619
respectively resulting to a shortfall of Kshs.14,782,878,196 or 16% of the revenue budget.
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The shortfall affected the execution of the planned programmes and activities and may
have negatively impacted on service delivery to the public.

My opinion is not modified in respect of this matter.
Key Audit Matter

Key audit matters are those matters which, in my professional judgment, are of most
significance in the audit of the financial statements. These matters were addressed in the
context of the audit of the financial statements as a whole, and in forming my opinion
thereon, and | do not provide a separate opinion on these matters. For each matter below,
a description of how the audit addressed the matter is provided in that context.

| have fulfilled the responsibilities described in the Auditor's Responsibilities for the Audit
section of the report, including in relation to these matters. Accordingly, the audit included
the performance of procedures designed to respond to the assessment of the risk of
material misstatement of the financial statements. The results of the audit procedures,
including the procedures performed to address the matters below, provide the basis for
my opinion on the accompanying financial statements.

Key Audit Matter How the Audit Addressed the
Key Audit Matter
Claim Payables We performed the following
The statement of financial position reflects Procedures: -
trade (claims payable) payables amount of i. Obtained an understanding of
Kshs.28,877,264,847 as disclosed in Note the Fund's trade payables.
37 to the financial statements. ii. Tested the key controls over the
Focus was given to the trade payables due administration of the claims in
to the materiality of the balance after the the claims system.
Fund introduced Incurred But Not ii. Tested the accuracy and
Reported (IBNR) Reserves in Note 35 to completeness of the Fund's
the financial statements which serves as claims data with their supporting
an estimate of the liability for claim- documents.
generating events that have taken place iv. Selected a sample of trade
but have not yet been reported to the payables and carried out
insurer or self-insurer. The sum of IBNR circularization to determine the
losses plus incurred losses provides an accuracy and completeness of
estimate of the total eventual liabilities for the claims reported during the
losses during a given period. year.
The Fund's IBNR estimates are computed v. Assessed the disclosures
quarterly. These estimates are then included in the financial
shared with management for inclusion in statements, including their
the financial statements and supported by compliance with the
a certification by a competent actuarial requirements of IFRS.
consultant. vi. Confirmed if the creation of the
Further, during the year under review the reserve was done as per
claims payables balance increased by requirements of IFRS.
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Key Audit Matter How the Audit Addressed the
Key Audit Matter
Kshs.12,357,699,712 from the restated vii.Confirmed if the opening

2022/2023 balance of balances were adjusted as the
Kshs.16,519,565,135 to claims adjustment was
Kshs.28,877,264,847 for the current pervasive.

period.

| have fulfilled the responsibilities described in the Auditor's Responsibilities for the Audit
section of the report, including in relation to these matters. Accordingly, the audit included
the performance of procedures designed to respond to the assessment of the risks of
material misstatement of the financial statements. The results of the audit procedures,
including the procedures performed to address the matters above, provide the basis for
my audit opinion on the accompanying financial statements.

Other Matter
Unresolved Prior Year Matters

In the audit report of the previous year, several issues were raised under the Report on
the Financial Statements and Report on Lawfulness and Effectiveness in Use of Public
Resources and Report on Effectiveness of Internal Controls, Risk Management and
Governance. However, Management has not resolved the issues as at 30 June, 2024.

Other Information

The Directors are responsible for the Other Information set out on page iii to xlix which
comprise of Key Information, the Board of Directors, Key Management Team, Fiduciary
Management, Fiduciary Oversight Arrangements, Chairman’s Statement, Report of the
Chief Executive Officer, Statement of Performance Against Predetermined Objectives,
Corporate Governance Statement, Management Discussion and Analysis, Environmental
and Sustainability Reporting and the Statement of Directors’ Responsibilities. The Other
Information does not include the financial statements and my audit report thereon.

In connection with my audit on the Fund's financial statements, my responsibility is to
read the Other Information and in doing so, consider whether the Other Information is
materially inconsistent with the financial statements or my knowledge obtained in the audit
or otherwise appears to be materially misstated. If based on the work | have performed, |
conclude that there is a material misstatement of this Other Information, | am required to
report that fact. | have nothing to report in this regard.
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REPORT ON LAWFULNESS AND EFFECTIVENESS IN THE USE OF PUBLIC
RESOURCES

Conclusion

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

Basis for Conclusion
1. Duplication of Oversight Roles by Fund Board and Transition Committee

The National Health Insurance Fund (NHIF) Act, 2022 was repealed with effect from the
22 November, 2023 with the role of the Board being limited to winding up the Fund within
a period of one year. Subsequently, a Transition Committee was appointed vide Gazette
Notice No.603 of 2024 by the Cabinet Secretary on 25 January, 2024 for a period of six
(6) months with the mandate of ensuring smooth transition from the Fund to the Social
Health Authority (SHA). This is indicative of both the Fund Board and the Authority’s
Transition Committee were duplication of mandates.

This was contrary to Section 6(1) of the first schedule on transitional provisions of the
Social Health Insurance Act, 2023 which stipulates that notwithstanding the provisions of
paragraph (2), the Fund Board shall wind up the Fund within one year from the appointed
day and the cash balances and all other assets shall be transferred to the Authority.

In the circumstances, the appointing authority to the Transition Committee was in breach
of the law while value for money could not be confirmed from the expenditure on the Fund
Board and Transition Committee.

2. Staff Cost

The statement of profit or loss and other comprehensive income reflects staff cost balance
of Kshs.5,311,457 619 and as disclosed in Note 21 to the financial statements. However,
the following unsatisfactory matters were noted:

2.1 Over Payment of Basic Salaries

Included in the amount is basic pay totalling Kshs.4,434,726 paid to twenty-three (23)
members of staff above the approved limit and Kshs.458,000 paid as house allowances
paid to twelve (12) staff members above the approved limit provided in the Collective
Bargaining Agreement. Further, there was no clear framework on how recoveries would
be made as the organization is under transition and the Fund's staff have been deployed
back to Public Service Commission. The overpayment was also contrary to Salaries and

Repart of the Auditor-General on National Health Insurance Fund for the year ended 30 June, 2024

8



Remuneration Commission (SRC) letter dated January 2019 on salaries and allowances
for NHIF employees.

In the circumstances, the Management was in breach of the law.
2.2 Staff Earning Less than One-Third Rule on Basic Pay

Analysis of the payroll data revealed that six hundred and twenty-five (625) employees
received net salaries that were less than one-third of their basic pay. This was contrary
to Section19(3) of employment Act, 2007 which stipulates that without prejudice to any
right of recovery of any debt due, and notwithstanding the provisions of any other written
law, the total amount of all deductions which may be made by an employer from the
wages of his employee at any one time shall not exceed two-thirds of such wages or such
additional or other amount as may be prescribed by the Minister either generally or in
relation to a specified employer or employee or class of employers or employees or any
trade or industry.

In the circumstances, Management was in breach of the law.
2.3 Irregular Payment of Acting Allowances

Analysis of the payroll data revealed that fifty-four (54) officers served in acting capacity
for more than six (6) months and received acting allowance amounting to
Kshs.29.788,168. Although Management attributed extended acting appointments to
transitional period where some posts remained vacant or were redefined as part of the
integration of NHIF staff into Social Health Authority. The Social Health Insurance Act,
2023 did not provide for integration of NHIF staff to the Authority. In addition, there was
no evidence of Social Health Authority Board deliberation and approval of the fifty-four
(54) staff members to act in the respective positions. This was contrary to Section 4.5.5
of Fund Human Resource Policy and Procedures Manual on Acting allowance which
states that appointment on acting basis is a temporary measure pending the substantive
filling of the vacant post by either recruitment or resumption of duty by the substantive
holder of the post.

In the circumstances, Management was in breach of the Fund’s Human Resource Policy
and Procedures Manual.

3. Irregular Secondment of Legal Officer

Review of Board of Management minutes revealed that the Board made a request to the
Cabinet Secretary vide letter dated 24 November, 2023 for the secondment of a legal
officer to support in its activities which was approved by the Cabinet Secretary on 19
January, 2024. However, there was no evidence that the secondment request was
submitted and approved by the Public Service Commission. This was contrary to Section
42 of the Public Service Commission Act, 2017 which states; (1) The authority to second
a public officer shall vest in the Commission and shall be carried out on the request of an
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authorized officer or a public officer and (5) An authorized officer or other lawful authority
shall not approve a request for secondment unless the Commission has approved the
secondment in writing.

In the circumstances, Management was in breach of the law.
4. Irregular Appointment of Board Liaison Person

Review of Board minutes and attendance register revealed a Board Liaison or the Acting
Board Liaison Officer who undertook Corporation Secretary duties without evidence of
appointment by the Board. This was contrary to Section 1.8(5) of the Mwongozo Code of
Governance for State Corporation, 2015 which states that the Corporation Secretary
should attend all Board meetings and, in their absence, or inability to attend for whatever
reason, the Board will appoint a Secretary for the meeting from amongst the staff of the
Corporation.

In the circumstances, Management was in breach of the law.
5. Irregularities in the Procurement Process

The statement of profit or loss and other comprehensive income reflects other operating
expenses balance of Kshs.2,902,892,412 as disclosed in Note 23 to the financial
statements. Included in the expenditure is hospitality and office refreshments amount of
Kshs.39,950,547 out of which an amount of Kshs.11,680,602 was in respect of
procurements where professional opinions were issued without Evaluation Committee
report. This was contrary to section 84(1) of the Public Procurement and Asset Disposal
Act, 2015 which states that the Head of procurement function of a procuring entity shall,
alongside the report to the Evaluation Committee as secretariat comments, review the
tender evaluation report and provide a signed professional opinion to the Accounting
Officer on the procurement or asset disposal proceedings.

In the circumstances, Management was in breach of the law.
6. Un-surrendered Temporary Imprest

The statement of financial position reflects other receivables balance of
Kshs.485,396,896 as disclosed in Note 30(a) to the financial statements. Included in the
amount is temporary imprest balance of Kshs.6,129,143 out of which an amount of
Kshs.3,873,310 had not been surrendered for a period of more than one year. This was
contrary to Regulation 93(5) of the Public Finance Management (National Government)
Regulations, 2020 which provides that a holder of a temporary imprest shall account or
surrender the imprest within seven (7) working days after returning to duty station.

In the circumstances, Management was in breach of the law.
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7. Construction of Multi Storey Car Park

As previously reported, the Fund entered into an agreement with a local construction firm
for the construction and completion of a multi-storey car park at a contract sum of
Kshs.909,709,305 which was revised to Kshs.1,179,611,756. Review of records revealed
that the project commenced in May, 2002 and was completed at a cost of
Kshs.3,342,120,239 in July, 2008, five (5) years after the scheduled completion date of
August, 2003. Further, expenditure totalling Kshs.626,635,998 and Kshs.4,706,521 was
incurred in 2009/2010 and 2010/2011 financial years respectively on the car park,
increasing its total cost to Kshs.3,973,462,758 and resulting to a contract variation of
Kshs.3,063,753,453 or 337% of the original contract. Management did not provide
satisfactory explanation for the unjustified increase of the total cost of the Project.

Although the issue was discussed by the PIC, no action has been taken on the Committee
recommendations that the Ethics and Anti-Corruption Commission should institute and
fast-track investigation on the project. Management did not provide any progress report
from the Commission.

In the circumstances, the value for money on the variation of contract for the multi-storey
car park of Kshs. 1,179,611,756 could not be confirmed.

8. Transitional Arrangements

The statement of profit or loss and other comprehensive income reflects other operating
expenses balance of Kshs.2,902,892,412 and as disclosed in Note 23 to the financial
statements. Included in the amount is transition committee expenses amounting to
Kshs.48,560,900 charged under various votes. However, the following unsatisfactory
matters were noted:-

8.1 Failure to Adopt the Transition Committee Report

The Transition Committee was appointed vide gazette notice No.603 of 2024 by the
Cabinet Secretary on 25 January 2024 for a period of six (6) months and had the mandate
of ensuring smooth transition from National Health Insurance Fund (NHIF) to the Social
Health Authority (SHA). However, there was no evidence that the Transition Committee
report was adopted for implementation by either the Cabinet Secretary, NHIF Board or
SHA Board.

8.2 Lack of Assets and Liabilities Transfer and Handover Plan

The Transition Committee team conducted a country wide verification of assets of assets
and liabilities but the term lapsed before formulation of an Assets and Liabilities Transfer
and Handover Plan. This Plan would have documented assets that were ready for
immediate transfer, the legal transfer instruments of assets and liabilities and assets and
liabilities that require further audit and verification. This therefore indicates that some of
the Committee’s terms of reference were not achieved.
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8.3 Unapproved Human Resources Instruments

The Transition Committee Terms of Reference included the classification of Social Health
Authority (SHA) by the State Corporations Advisory Committee (SCAC), review of
qualifications of all staff, formation of Human Resource (HR) Instruments, including
proposed staff establishment, job description manual and a Comprehensive Employee
Transition Advisory. However, at the time of audit, only the establishment and staff
structure were approved while the job description and other instruments were yet to be
approved.

In the circumstances, the lack of clear guideline and framework on implementation of
transitional provisions and inability of the Transition Committee to fully execute its terms
of reference may have affected the ability of the Fund to fully execute its functions under
transitional arrangements.

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

REPORT ON 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, except for the effect of the matters described in the Basis for
Conclusion on Effectiveness of Internal Controls, Risk Management and Governance
section of my report, | confirm that nothing else has come to my attention to cause me to
believe that internal controls, risk management and governance were not effective.

Basis for Conclusion
1. Inadequacies of Information Technology Policies and Ecosystem

Review of the Fund's information system and environment revealed the following
weaknesses;

1.1 Qut-dated and Non-Operationalized Policies

During the year under review, the Fund did not have an approved Business Continuity
Plan and backups were not being tested for successful restoration. In addition, contrary
to Clause 8 of the ICT Policy dated 2016, the policy was not updated after three years or
from time to time as deemed necessary. Further, the Fund had not developed procedures
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or manuals to show how the policy statements were to be operationalized, specific
responsibilities for tasks, or specific work areas to be accomplished.

In the circumstances, the effectiveness of internal controls on the Fund's information
systems may not be adequately safeguarded against emerging IT risks. In addition, Board
and Senior Management intent as spelt out in the ICT policy may not be achieved.

1.2 Use of Unsupported Software

Review of the Fund’s software asset register revealed that certain computers and servers
were operating on systems which had reached the end of support from Microsoft.

In the circumstances, the effectiveness of internal controls on the Fund running the
software expose the Fund information systems to risk of unauthorized access which may
compromise confidentiality, integrity and availability of information assets.

1.3 Limited Access to System Logs

It was noted that the e-claims system at the Fund was outsourced and the System
Administrators had restricted access to the Write-Ahead Log (WAL) files within the e-
claims system. These log files are crucial for audit verification of transactional data but
could not be accessed, as administrative privileges, including full access to these critical
files, are exclusively managed by the system vendor.

In the circumstances, the effectiveness of internal controls on the e-claim system on
access right could not be confirmed.

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

Responsibilities of the Management and Board of Directors

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

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 Management
is aware of the intention to cease operations.
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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
comply with the authorities which govern them and that public resources are applied in
an effective way.

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

Auditor-General’'s Responsibilities for the Audit

My responsibility is to conduct an audit of the financial statements in accordance with
Article 229(4) of the Constitution, Section 35 of the Public Audit Act, 2015 and the
International Standards for Supreme Audit Institutions (ISSAls). The standards require
that, in conducting the audit, | obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatements, whether due to fraud or error
and to issue an auditor's report that includes my opinion in accordance with Section 48
of the Public Audit Act, 2015. Reasonable assurance is a high level of assurance but is
not a guarantee that an audit conducted in accordance with ISSAls will always detect a
material misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be expected
to influence the economic decisions of users taken on the basis of these financial
statements.

In conducting the audit, Article 229(6) of the Constitution also requires that | express a
conclusion on whether or not in all material respects, the activities, financial transactions
and information reflected in the financial statements are in compliance with the authorities
that govern them and that public resources are applied in an effective way. In addition, |
consider the entity’s control environment in order to give an assurance on the
effectiveness of internal controls, risk management and governance processes and
systems in accordance with the provisions of Section 7 (1) (a) of the Public Audit Act,
2015.

Further, | am required to submit the audit report in accordance with Article 229(7) of the
Constitution.
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Detailed description of my responsibilities for the audit is located at the Office of the
Auditor-General's website at: https://www.oagkenya.go.ke/auditor-generals-
responsibilities-for-audit/. This description forms part of my auditor’s report.

FCP u, CBS
AUDITOR-GENERAL

Nairobi

31 December, 2024

Report of the Auditor-General on National Health Insurance Fund for the year ended 30 June, 2024

15






