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EXECUTIVE SUMMARY

Introduction and Background

The special audit was triggered by a request from the Public Investment Committee

(PIC) Ref NA/DCS/PIC/2018/172 dated 14 December 2018 to the Auditor-General

requesting for a special audit at National Hospital Insurance Fund (NHIF) in respect to

the following.

e Use of the NHIF fund’s payment platform, JamboPay and any loss of funds that may
have been occasioned while using the platform;

e Alleged misuse of funds meant for the ‘Linda Mama’ programme; and

e Procurement and award of insurance tender for civil servants, police officers and
prison wardens.

Subsequent to the request by the Public Investment Committee, the Office of the

Director of Public Prosecutions (DPP) vide a letter Ref: ODPP/CAM/018/5/1097 dated

28 February, 2019 also requested the Auditor-General to undertake an audit on “the

acquisition, the use of NHIF fund’s payment platform, JamboPay and any loss of funds

that may have been occasioned while using the platform”.

Terms of Reference

The special audit was guided by the following Terms of Reference:

e Review the identification, procurement and implementation of the NHIF ICT
platform to establish any loss of funds that may have been occasioned while using
the platform;

e Review the Linda Mama programme identification, governance, budgetary
management and expenditure in line with Public Finance Management Act and
Regulations; and

e Review procurement and award of insurance tender for civil servants, police and

prison officers in line with the public procurement laws and regulations.

Scope of Work and limitation

The scope of work was limited to the review of the acquisition, the use of fund’s
payment platform, JamboPay and any loss of funds that may have been occasioned while
using the platform for the financial years 2013/2014 to 2017/2018; the Linda Mama
program for the period 2016/2017 and 2017/2018, the period when it was implemented



ToSud

1.4
1.4.1

1.5

1.5.1

by NHIF and procurement and award of insurance tender for civil servants, police and

prison officers.

The special audit encountered the following limitations:

e To comprehensively review JamboPay controls, security of data and information and
IT processes, it was necessary for the special audit team to access the system both
physically and logically, and conduct audit tests both on the system and the data
maintained. For the review to be done, we requested NHIF to introduce the team to
the JamboPay service provider, M/s. Webtribe ltd, a request that NHIF declined
citing a court order.

e |t was not possible to examine all the claims paid under the Linda Mama Programme
because of the high number of claims. To address this limitation, transactions to be

subjected to various audit tests were selected on sample basis;

Structure of the Report

The special audit report should be read in its entirety to fully comprehend the approach
and the findings of the audit. The special audit has covered analysis and facts as
understood with the aim of informing the Public Investment Committee, the Office of
the Director of Public Prosecution and NHIF Board of Directors and Management for

information and decision making cognizant of limitations noted herein.

Key Findings

Use of the NHIF’s Information Communication Technology (ICT) Platform

This section reviews procurement of a Revenue Management System by National Hospital

Insurance Fund as follows:

Bid reference Contract validity dates Contract

price (Kshs)

1 | NHIF/018/2013-2014: Provision of 1 July 2014 -30 June 2018 49,513,440
an Integrated Revenue Collection
System

2 | RFP/ SS5-NO/001/2017-2018 6 June 2019 -5 June 2020 495,205,588
Provision of an Integrated Revenue
Management System

Total 544,719,028




A. PROVISION OF INTEGRATED REVENUE COLLECTION SYSTEM - NHIF/018/2013-2014

1.5:2

1.5.3

1.5.4

1.5.5

The special audit established that in the financial year 2013/2014, the National Hospital
Insurance Fund (NHIF) entered into contractual agreement with M/s. Webtribe Ltd at a
contract sum of Kshs.49,513,440 to provide Integrated Revenue Collection Services to
NHIF, yet the invitation to bid, tender document and tender processing was for
Integrated Revenue Collection System, thereby contravening the provisions of the Public
Procurement and Disposal Act, 2005 as detailed below.

The special audit reviewed the project governance and management framework, project
identification and planning, procurement process and contract implementation and
revenue collection and management in regard to the contract for “Integrated Revenue
Collection System” branded as “JamboPay” between NHIF and M/s. Webtribe Ltd as

follows:

ICT Project Governance and Management

It was established that NHIF did not constitute a formal project steering committee to
provide advice, ensure delivery of the project outputs, as well as the achievement of
project outcomes. This means that the project did not have a clear escalation path and
a way to effectively steer it. This control deficiency led to poor project management
and implementation as well as project timelines and objectives not being met fully.
Under the circumstance, the special audit could not provide assurance that there was
adequate project governance framework to ensure efficiency and effectiveness to

project implementation.

Project Identification and Planning

Article 201 (a) of the Constitution of Kenya 2010 requires openness and accountability
including public participation in financial matters. However, there was no evidence that
relevant stakeholders including end users and technical staff (for expertise during
acquisition, implementation and eventual maintenance and support of the system) were
involved in identification of the project contrary to Article 201 (a) of the Constitution
of Kenya, 2010. It was also established that the procurement of the Multipayment
platform was not factored in the NHIF ICT Strategy. It was the responsibility of Mr. Simon
Ole Kirgotty as the Accounting Officer to ensure adequate public participation in



1.5.6

18,7

158

1.5.9

identification of the project and Mr. Eliud W Karingo, General Manager ICT to ensure
the need for Multipayment platform was factored in the NHIF ICT Strategy and the
anchored in the NHIF Strategic Plan.

Section 72(1)(b) of the Public Finance Management Act, 2012 also requires an Accounting
Officer for a national government entity to manage assets in a way that ensures the
entity achieves value for money. Contrary to this requirement, there was no evidence
that NHIF management had conducted a feasibility study to identify the economic
viability of the project/ business case to establish value for money before initiating the
project, contrary to Section 72(1)(b) of the Public Finance Management Act, 2012. It
was the responsibility of Mr. Simon Ole Kirgotty the then Accounting Officer to ensure a
feasibility study was conducted to establish project viability before commencing the

project.

Review of Procurement Process
User requirements, procurement planning and budgeting

The need for procurement of the Multipayment platform was initiated via an internal
memo dated 6 January, 2014 authored by Mr. Gilbert Kamau of the ICT Department and
addressed to Mr. Karingo Njoka the General Manager in charge of ICT. The memo
requested for procurement of a single interface to cater for mobile payment channels,
bank payment channels and card payment channels. On 31 January, 2014, the General
Manager - ICT wrote to the Chief Executive Officer requesting for procurement of an
Integrated Revenue Collection System. On the same date (31 January, 2014), the Chief
Executive Officer approved procurement of a service yet the request by the General
Manager ICT related to procurement of a system.

According to Section 26(3a) of the Public Procurement and Asset Disposal Act (PPADA),
2005, all procurement should have been within the approved budget of the procuring
entity and should have been planned by the procuring entity concerned through an
Annual Procurement Plan. Further, Section 26(6) of the PPADA, 2005 required that a
procuring entity not to commence any procurement procedure until it was satisfied that
sufficient funds had been set aside in its budget to meet the obligations of the resulting
contract.

A review of the Procurement Plan and Budget for the year 2013/2014 revealed that, the

procurement of the Integrated Revenue Collection system was not factored in the
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Annual Procurement Plan, and a provision for the same was not made in the Annual
Budget contrary to Section 26(3a) of the Public Procurement and Asset Disposal Act
(PPDA), 2005.

Tender processing

Section 34 of the Public Procurement and Asset Disposal Act, 2005 required that
procuring entities to prepare specific requirements relating to the goods, works or
services being procured that give a clear, correct and complete description of what was
to be procured and that allowed for a fair and open competition among those who may
wish to participate in the procurement proceedings. The special audit reviewed the
tender document for Tender No. NHIF/018/2013-2014 and established that apart from
the title of the tender document NHIF/018/2013-2014 - ‘Provision of Integrated
Revenue Collection System’, the tender document was vague as it did not specify
whether NHIF was interested in procuring a system or a service. The tender document
could either have been interpreted as procurement for provision of a system owned by
NHIF or a service where the system was owned by the solution provider.

An advertisement inviting interested bidders to bid for Tender No. NHIF/018/2013-2014
was titled “Provision of Integrated Revenue Collection System”. Tenders were opened
on 21 February, 2014 and seven (7) bidders submitted their bids. It was noted that the
bids submitted by the seven (7) bidders were titled “Provision of Integrated Revenue
Collection System”.

According to the minutes of the Tender Evaluation Committee, M/s. Webtribe Ltd met
all the requirement for technical evaluation and qualified for financial evaluation. After
financial evaluation, the committee recommended award of contract to M/s. Webtribe
Ltd for provision of Integrated Revenue Collection System at Kshs.49,513,440.

On 29 May, 2014, the Tender Evaluation Committee approved the award of contract to
M/s. Webtribe Ltd on 29 May, 2014. Further, we reviewed the proposed solutions for
the seven (7) bidders and established that because of lack of clarity in the tender
document on whether NHIF intended to procure a System fully owned by NHIF or a
Service managed by a vendor, four (4) bidders tendered for provision of a service while

the other 3 bidders tendered for provision of a system.

1.5.14 As noted above, despite the bidders having tendered for different solutions as either

system or a service, the Tender Evaluation Committee proceeded to evaluate all the

bids recommending the tender to be awarded to M/s. Webtribe ltd. It was the

)



responsibility of the technical evaluation committee and the tender committee to
ensure tender evaluation and award decisions complied with the invitation to tender

and the bid document.

Contract award and implementation

1.5.15 Section 67 (2) of the Public Procurement and Asset Disposal Act, 2005 required procuring
entities to notify both successful and unsuccessful bidders at the same time. On the
contrary, NHIF management did not notify unsuccessful bidders contrary to Section 67
(2) of the Public Procurement and Asset Disposal Act, 2005. It was the responsibility of
the Accounting Officer, Mr. Simon Ole Kirgotty to ensure both successful and
unsuccessful bidders were notified.

1.5.16 On 15 August, 2014, NHIF entered a three-year (3) contract agreement with M/s.
Webtribe Ltd for provision of Integrated Revenue Collection Service - Tender No.
NHIF/018/2013- at a contract price of Kshs.49,513,440. This was VAT inclusive and a
transaction fee ranging from 4 to 4.5 percent of transaction value.

1.5.17 The special audit noted that the contract was titled ‘Provision for Integrated Revenue
Collection Service’ a deviation from the Tender document by NHIF and bid document
from M/s. Webtribe Ltd both of which were titled ‘Provision of Integrated Revenue
Collection System’.

1.5.18 According to clause 35.6 of the Contract Agreement between NHIF and M/s. Webtribe
Ltd on terms of payment, other hardware that were to be supplied by M/s. Webtribe
Ltd included Point of Sales (POS) terminals and Network equipment. The total cost of

the hardware to be delivered is as detailed below:

No. Description Quantity Unit Price Total Amount
(KSHS)

1 Networking Equipment Each 20 50,000 1,000,000

2 Equipment, POS terminals | Lot 200 80,000 16,000,000

3 Web server Lot 1 3,500,000 3,500,000

Grand Total 20,500,000

1.5.19 Section 17 of the Public Procurement and Asset Disposal Regulations, 2006 required the
Inspection and Acceptance Committee to inspect and test goods/ services delivered by

a supplier and issue goods received note in accordance with the contract. With regard

10



to the hardware detailed in the table above, NHIF did not avail any evidence of goods
received notes and interim or completion certificates from Inspection and Acceptance
Committee contrary to Section 17 of the Public Procurement and Asset Disposal
Regulations, 2006, an indication that the hardware were never delivered and therefore
NHIF did not attain Value for Money for this procurement. Further, there was no
evidence of commissioning of the solution provided.

1.5.20 NHIF therefore lost Kshs.20,500,000.00 being 41% of the contract price, as a result of
undelivered hardware equipment’s. It was the responsibility of Mr. Simon Ole Kirgotty
as the Accounting Officer to ensure the right quality and quantity of goods and services
were delivered by M/s. Webtribe Ltd.

B. RFP/ SSS-NO/001/2017-2018: PROVISION OF INTEGRATED REVENUE MANAGEMENT
SYSTEM FOR FINANCIAL YEAR 2017/2018

1.5.21 The special audit established that on 4 June, 2018, NHIF entered into another contract
with M/s. Webtribe Ltd for Provision of Integrated Revenue Management System -
RFP/SSSM NO./001/2017-2018 at a contract sum of Kshs.495,205,588 inclusive of VAT.

1.5.22 However, the only request for procurement of the Revenue Management System solution
that was availed was dated 5 February, 2018 by the Acting Director Finance and
Investment Mr. Joseph M. Mbuvi via an internal memo to the CEO Ref: HF/FIN/29 VOL
X/187.

1.5.23 Citing Section 124(12) (a) and (b) of the Public Procurement and Asset Disposal Act,
2015, the then Manager, Supply Chain Management, Ms. Pamela N. Marendi, via an
internal memo Ref: HF/PROC/17/13 Vol. 11/053 of 13 February, 2018 proposed Single
Sourcing of the Integrated Revenue Management System from M/s. Webtribe Ltd.

1.5.24 The method of procurement was approved by the then Chief Executive Officer Mr.
Geoffrey Mwangi. NHIF wrote to the Public Procurement Regulatory Authority-PPRA and
an advertisement for intention to use Single Selection Method was provided.

1.5.25 The Public Procurement Regulatory Authority (PPRA) in their response advised NHIF to
ensure that the specific conditions for use of the Single Source Selection Method were
met. In addition, NHIF was also advised to adhere to the Act and Regulations issued
under the repealed Public Procurement and Disposal Act, 2005 pursuant to Section 24
of the Interpretation and General Provisions Act Cap 2 of the Laws of Kenya

1



1.5.26 As at the time of the audit, Kshs.179,298,575.74 had been paid to M/s. Webtribe Ltd in

relation to Contract for Provision of Integrated Revenue Management System - RFP/SSSM
NO./001/2017-2018.

1.5.27 However, considering the two contracts (Contract for provision of Integrated Revenue

1.5.28

1.5.29

1.5.30

Collection Service - Tender No. NHIF/018/2013-2014 and Contract for Provision of
Integrated Revenue Management System - RFP/SSSM NO./001/2017-2018) as one project
for provision of a revenue collection solution to NHIF, because of the irregularities in
the identification, tendering, evaluation and award of Procurement of Integrated
Revenue Collection System - Tender No. NHIF/018/2013-2014 to M/s. Webtribe Ltd, it
can be inferred that the single sourcing of M/s. Webtribe Ltd and the subsequent award
of contract for Provision of Integrated Revenue Management System - RFP/SSSM
NO./001/2017-2018 was also irregular.

The procurement was not done in the most efficient and effective manner. If
appropriate/prudent investment appraisal had been conducted through cost benefit
analysis at the project identification and planning phase as spelt out above, all the
commissions paid to M/s. Webtribe Ltd amounting to Kshs. 884,429,882.72 could have
been avoided.

It was further established that NHIF made an irregular payment for commission
amounting to Kshs.188,134,601 to M/s. Webtribe Ltd. This commission comprised bank
collection commissions of Kshs.153,053,703; Real Time Gross Settlement Transactions
(RTGS) and Electronic Fund transfer commissions amounting to Kshs.31,362,143 and
agency commissions amounting to Kshs.3,718,755. It was the responsibility of the
Accounting Officer / Chief Executive Officer and Head of Procurement Department to

ensure compliance with procurement laws.

Linda Mama Programme
Programme ldentification, Planning and Conceptualization

On 18 October, 2016, the Government of Kenya through the Ministry of Health and in
collaboration with the National Hospital Insurance Fund (NHIF) launched an expanded
free maternal care program dubbed “Linda Mama, Boresha Jamii”. This program was a
bid to achieve universal access to quality maternal healthcare as well as reduce
maternal morbidity and mortality rates in the country. The Linda Mama programme

replaced free maternal care programme.

12
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NHIF accepted to partner with the Ministry of Health in provision of services under the
Linda Mama programme by managing funds provided by the Government of Kenya to
cover all eligible women and their infants. A Memorandum of understanding (MOU) was
signed on 28 February, 2017 between NHIF and MOH on the implementation of the Linda
Mama programme by NHIF.

The package of benefits comprised of Antenatal Care (ANC), Maternity Deliveries and
Postnatal Care (PNC), in accordance with the national guidelines. The package further
included both outpatient and in-patient management for conditions and complications
during pregnancy, delivery and postnatal care; as well as treatment for newborn babies
within the one-year period under the programme.

The implementation of the Linda Mama programme was to be realized in 3 Phases. At
the time of the special audit, all the three phases of the Linda Mama program had been
implemented by NHIF namely, reimbursement of claims for antenatal care, delivery,

postnatal care and care of the infant at the contracted healthcare facilities.

1.5.34 The Linda Mama programme targets all pregnant women who are Kenyan citizens. The

1.5.35

eligible persons are required to register using either their National ID cards or a
guardian’s National ID card if under 18 years. Registration is done through various access
points (USSD code), using a mobile phone.

Upon verification, it was established that in thirteen of the sampled facilities selected
for audit namely; Diani Health Centre, Kaviani Hospital, Cottolengo Chaaria, Consolota
Hospital Nkubu, St. Mary’s (Mumias) Hospital, Kisumu District Hospital, Kericho District
Hospital, Longisa County Referral Hospital, Tenwek Hospital, Mercy Mission Hospital,
Nakuru Level 5 Hospital, Jaramogi Oginga Odinga Teaching and Referral Hospital and
Kakamega County Government Teaching and Referral Hospital the facilities used the
Antenatal Care (ANC) booklet number to register mothers instead of using the National
ID card. This was a red flag as it could lead to registration of non-Kenyan citizens or

non-existent citizens.

Programme Governance

1.5.36 The Operations and Quality Assurance Committee of the NHIF Board is responsible for

providing oversight of all the programs at NHIF including the Linda Mama program.

1.5.37 The special audit established that the contract management system is not being utilized

and NHIF has not finalized signing of contracts for some healthcare facilities which are
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already offering Linda Mama services. There is a risk of lack of conflict resolutions
mechanism in case of conflict between NHIF and healthcare facilities in the absence of
contracts that may lead to litigation. It is the responsibility of the Head of Legal

Department to ensure contract agreements are signed with respective service providers.

Budget, Budgetary Control and Financing

1.5.38 It was noted that the supplementary budget for financial year 2016/2017, was not
balanced. The total revenue was Kshs.41,377,817,449, while the total expenditure was
Kshs.41,516,126,396 resulting in a variance of Kshs.138,308,947. This is contrary to
Section 33(c) of the Public Finance Management Regulations (PFMR), 2015 which
requires that a budget shall be balanced.

1.5.39 It was also noted that during the period under review, the budgeted amount for
development expenditure was below the minimum 30 per cent of the total budget as
stipulated in Section 15(2)(a) of the Public Finance Management Act (PFMA), 2012 as
follows:

30% of the
total budget

Financial % Allocated

Total Budgeted

Budgeted Variance

Year expenditure Development {e]g

expenditure development

2016/2017 41,516,126,396 | 12,454,837,919 863,200,000 11,591,637,919 2%
2017/2018 51,594,992,447 | 15,478,497,734 | 1,970,269,869 13,508,227,865 4%
2018/2019 66,658,395,352 | 19,997,518,606 | 7,608,999,000 12,388,519,606 11%
Total 159,769,514,195 | 47,930,854,259 | 10,442,468,869 37,488,385,390 7%

1.5.40 During the financial years 2016/2017 and 2017/2018, the budgeted revenue for Linda
Mama programme was a total of Kshs.6,098,000,000 while the actual revenue received
from the Ministry of Health amounted to Kshs.3,361,525,853. Therefore, the total
budget for Linda Mama programme was under funded by Kshs.2,736,474,147.

1.5.41 It was the responsibility of the Director Finance and Investment to ensure budgets were

prepared in compliance with Public Finance Management Regulations, 2015.

Review of Claims for the Linda Mama Programme

1.5.42 In 2016/2017 and 2017/2018, NHIF received a total of Kshs.3,361,525,853 from the
National Government towards the Linda Mama Programme. However, as at the time of
the special audit, an additional Kshs.2,000,000,000 was provided for 2018/2019
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increasing the cumulative amount to Kshs.5,361,525,853 towards the programme. NHIF
had paid claims amounting to Kshs.4,285,727,440 under the Linda Mama Programme as
at 31 March 2019.

1.5.43 NHIF Management failed to provide service contracts with over 758 healthcare facilities
for review yet the facilities had been paid a total of Kshs.1,918,243,488. It is not clear
the basis NHIF used to reimburse the healthcare facilities for the services provided
without contracts. Article 4 of the MOU stipulates that NHIF was to contract Healthcare
facilities to participate under the Linda Mama program. It was the responsibility of Head
of Legal Department to ensure contracts were in place between NHIF and the service
providers before effecting payments.

1.5.44 According to the Public Finance Regulation 2015, Section 104 (1), All receipts and
payments vouchers of public moneys shall be properly supported by pre-numbered
receipt and payment vouchers and shall be supported by the appropriate authority and
documentation.

1.5.45 It was noted that various claims amounting to Kshs.506,000 were not supported by either
a copy of birth notifications or an antenatal card contrary to Public Finance Regulation
2015, section 104 (1).

1.5.46 The reimbursement rates for caesarian section delivery was Kshs.5,000 for Level 4 and
5 hospitals and Kshs. 17,000 for Referral Hospitals. Furthermore, the reimbursement rate
for normal delivery was Kshs.2,500, Kshs. 3,500, Kshs.5,000, Kshs.6,000 and Kshs.17,000
depending on the level of the hospital.

1.5.47 It was noted that several hospitals were paid over and above the prescribed rate
resulting in an overpayment of Kshs.688,000. It was the responsibility of Director
Finance and Investment Benefits and claims officer to ensure payments were made in
accordance with approved rates.

1.5.48 The Linda Mama program was intended to benefit all pregnant women who are Kenyan
citizens. However, for one to access the benefits they have to be registered. On
completion of the registration, the pregnant woman would be assigned a unique
identification known as an M number. The M number is used to determine if a mother is
registered when processing a claim. If a claim has no M nhumber or an invalid M number,
it is rejected.

1.5.49 “One M” number corresponds to one pregnant mother and is only valid for one year. We

noted that the same M numbers were used to raise more than one claim amounting to
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Kshs.162,500 indicating that the same mother had delivered more than once within one

year as detailed in the table below:

NHIF Branch Number of Claims Amount (Kshs)

Bomet Area Office 1 5,000
Eldoret 2 34,000
Homa Bay Branch Office 7 35,000
Kakamega Area Office 3 15,000
Kericho Area Office 1 5,000
Meru Area Office 1 2,500
Mumias Area Office 1 6,000
Nyeri Area Office 12 60,000
Total 28 162,500

1.5.50 According to the MOU between MOH and NHIF, NHIF was to reimburse the healthcare

1:5:51

facilities for costs incurred by the beneficiaries of service entitlement under the
Program. We reviewed data from the Enterprise Resource Planning (ERP) system and
noted that NHIF had paid more than the invoice amount resulting in an overpayment of
Kshs.27,581,275.

It was the responsibility of Director Finance and Investment Benefits and the respective

claims officer to ensure payments were done in a prudent and responsible manner.

Procurement of Group Life Cover for Civil Servants, National Police Service and
Kenya Prison Service.

Procurement Plan and Budget

1.5.52 The procurement of a Group Life Cover for Civil Servants, National Police Service and

Kenya Prison Service was provided for in the procurement plan for the financial year
2017/2018 at an amount of Kshs.3,623,700,000 for civil servants’ medical scheme and
Kshs.3,589,354,170 for National Police Service and Kenya Prisons Service medical

schemes.

1.5.53 According to the contract agreement between NHIF and The Ministry of Public Service,

Youth and Gender and The National Police Service and The Kenya Prisons Service, NHIF
was to receive premium amounting to Kshs.8,409,505,560 from the two Government

departments, however only Kshs.7,659,505,560 was received as follows:
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Premium

Description

Payable

Amount Received
(Kshs)

Variance (Kshs)

Civil Servants 3,623,700,000 3,623,700,000

Medical Scheme

NPS and KPS 4,785,805,560 4,035,805,560 750,000,000
Medical Scheme

Total 8,409,505,560 7,659,505,560

1.5.54 At the time of the audit, there was no evidence that the balance of Kshs.750,000,000

had not been received from The National Police Service and The Kenya Prisons Service

yet the contract validity for the first 12 months ended in September 2018.

Tender Processing

1.5.55 Eleven (11) bidders bid for the tender out of which the following three firms qualified

for financial evaluation:

S/No Name of bidder Amount (Kshs)
1 M/s UAP Life Assurance Ltd 797,623,500
2 M/s Britam Life Assurance Company Kenya Ltd 836,946,330
3 M/s Pioneer Assurance Company Ltd 852,284,830

1.5.56 M/s UAP Insurance was disqualified because they used the wrong sum assured of
Kshs.105,979,000,000 for calculation of the premium instead of the correct sum assured
of Kshs.121,495,000,000. The use of the wrong sum assured by M/s UAP Insurance was

as a result of failure to incorporate the last expense cover for Civil Servants Scheme

thereby understating premiums payable. Consequently, two bidders’ M/s Britam

Assurance and M/s Pioneer Assurance emerged the top two successful bidders.

1.5.57 The preliminary, mandatory, technical and financial evaluation results have been

summarized in the table below:
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S/N

NAME OF FIRM

Evaluation Phase

Reason for Rejection

1 M/s Sanlam Life Insurance | Preliminary Did not properly fill the tender form

2 M/s APA Insurance Preliminary Provided wrong tender security

3 M/s Jubilee Insurance Preliminary Did not properly fill the tender form

4 M/s ICEA Lion Insurance Preliminary Provided a tender security whose
validity period was less than the
required amount of 150 days

5 M/s Madison Insurance Mandatory Did not provide certified copies of
PIN/VAT certificate, tax
compliance and certificate of
incorporation.

6 M/s Gemina Insurance Mandatory Did not provide a certified CR12 and
NSSF compliance certificate

7 M/s Liberty Life Assurance | Technical Scored 72.5% which was below
required 80%

8 M/s CIC Group Technical Scored 72.5% which was below
required 80%

9 M/s UAP Insurance Financial Used the wrong sum assured to
calculate the premium

10 M/s Britam Life Assurance Awarded the tender

1

M/s Pioneer Insurance

Awarded the tender

1.5.58 The evaluation committee recommended both bidders’ M/s Britam Life Assurance Ltd

1.5.59

and M/s Pioneer Life Assurance Ltd be awarded the tender at a contract sum of

Kshs.836,946,330 on co-insurance basis at a co-insurance proportion of 52% and 48%

respectively. The evaluation committee report did not provide justification on how the

proportions were arrived at. The committee further recommended that M/s Britam

Assurance having the lower premium of Kshs.836,946,330 be the Lead Underwriter.

Tender Award
In a letter ref HF/PROC/VOL.11/341 dated 17 November, 2017, the Manager Supply Chain

Management issued a professional opinion to the Chief Executive Officer recommending

award of the tender to M/s Pioneer Insurance and M/s Britam Assurance on coinsurance
at a premium of Kshs.836,946,330. On 21 November, 2017, the Chief Executive Officer
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approved award of the tender to M/s Britam Life Assurance Company (Kenya) at 52%
being the lead underwriter and Pioneer Assurance Company Limited at 48% as co-insurer
at a total premium of Kshs.836,946,330.

1.5.60 On 5 December 2017, NHIF sent notification of award to M/s Britam Life Assurance and

1.5.61

1.5.62

1563

M/s Pioneer Assurance Company vide letter ref HF/C/814 VOL.XXVIII/261. Furthermore,
notification letters were sent to the unsuccessful bidders on 5 December 2017.

A contract between NHIF, M/S Britam Life Assurance and M/S Pioneer Assurance was
signed on 8 January, 2018 commencing date being 1 January to 31 December, 2018 at a
contract sum of Kshs.836,946,330 inclusive of VAT. According to the contract, the Lead
insurer M/s Britam Life Assurance, was to be paid the premium and apportion the

respective premium to the co-insurer, M/s Pioneer Assurance Company.

Public Procurement Administrative Review Board

A request for review was lodged by M/s CIC Life Assurance Limited to the Public
Procurement Administrative Review Board on 15 January, 2018 against the award of the
tender for the provision of Group Life Cover and Last Expense for Civil Servants, National
Police Service and Kenya Prison Service to M/S Britam Life Assurance and M/S Pioneer
Assurance on co-insurance basis at a contract sum of Kshs.836,946,330.

On 2 February, 2018, the Review Board nullified the award of the tender to M/s Britam
Life Assurance Company and M/s Pioneer Assurance Company Limited. Furthermore, the
Review Board directed NHIF to award the tender in question to the lowest evaluated
bidder, M/s UAP Life Assurance Limited at its tender sum of Kshs.797,623,500 within a

period of 7 days from the date of the review boards decision.

Court Decision

1.5.64 Following the decision of the Public Procurement Administrative Review Board, M/s

Britam Life Assurance Company Ltd and Pioneer Assurance Company Ltd sought judicial

review on 12 February, 2018.

1.5.65 The court ruled on 4 July 2018 that the orders of the Public Procurement Administrative

Review Board and all the consequential orders arising there from be annulled and/or set
aside. The orders further prohibited and/or restrained NHIF from awarding the tender
and/or signing any contract with M/s UAP Life Assurance Limited as ordered by the

Board.
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Payment

1.5.66 According to clause 34.16 of the contract agreement, 50% of the contract sum was to
be paid in advance on signing of the contract and the remaining 50% paid thereafter.

1.5.67 On 9 January 2018, M/s Britam Assurance sent a debit note no. BAI/DR/001 to NHIF
amounting to Kshs.418,473,165 being first 50% installment. Consequently, NHIF paid the
full amount of Kshs.418,473,165 on 11 January 2018 vide payment voucher 0489950. The
final 50% instalment of Kshs.418,473,165 was paid vide payment voucher number
0508539 on 13 July 2018.
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Conclusion and Recommendations

We established that the NHIF Management failed to comply with provisions of the Public
Procurement and Asset Disposal Act of 2005 in the procurement of the Integrated
Revenue Collection System. The NHIF Management also failed to conduct appropriate
investment appraisal to establish business case of whether to procure system or a
service. This led to NHIF incurring an amount of Kshs. 884,429,882 in forms of
commissions for Integrated Revenue Management Services offered by Ms. Webtribe
which could have been avoided had the NHIF Management made the right and timely
investment decision to buy the Integrated Revenue Management System rather than
procure the service from Ms. Webtribe Ltd. The failure by NHIF Management to make
appropriate investment decision in financial year 2013/2014, rendered the subsequent
decision to Single Source on the basis of continuation in services irregular. Since the
matter is before courts, relevant stakeholders should await court’s decision on the
matter. Any decisions by the court will have precedence over recommendations made
in this report.

The special audit also identified procedural infractions in the management of Linda
Mama Programme that exposed it to risks of fraud. This included failure to ensure
existence of signed contracts with service providers and failure by NHIF Management to
ensure all claims were properly supported before payments were effected. The Linda
Mama Implementation Manual 2016 does not specify conditions that qualify for rebate.
Branch Managers and Hospital Administrators are not clear on how to deal with
complications arising after delivery for both mothers and newborn. When such cases
arise and require referrals, some receiving facilities claim rebate for inpatient while
other facilities do not. The program does not cover essential services such as ultrasound,
drugs for rhesus negative mothers and investigative tests during and after pregnancy
which are important in case of complications. We also noted delays in payment of claims
after facilities had rendered services yet there was adequate budget provision. Such

delays affect operations and quality of services offered by these facilities.

It is recommended that:

In addition to legal and regulatory compliance, NHIF should adopt proper standards and

best practice in its Acquisition and Development of Information Systems. In particular,
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Steering Committees Project Management Teams should be constituted to ensure
delivery of project outputs and achievement of envisaged outcomes.

e Criminal Investigations should be conducted against all people involved in any fraudulent
payments and/or irregularities and action taken against them according to the law.

e With continued use of JamboPay system as a service by NHIF.

o The two parties should formally agree on the frequency of transfer of fund
collected by Ms Webtribe ltd on behalf of NHIF
o Ms Webtribe ltd should ensure transparency in its dealings with NHIF by:
= Allowing physical and Logical access by NHIF staff access to the JamboPay
system
* Implementation of the APl and database security features and NHIF staff
access to transactions and other security related data (e.g. APl engine
and Database logs)
= The server for APl and database logs to be housed at NHIF controlled
premises and be maintained by NHIF staff.
= Train NHIF ICT officers on the operation of the APl and the security in
place
o NHIF should consider recovering all the commission irregularly paid to and
deducted by M/s. Webtribe Ltd.

e Future payment of revenue collection commission to M/s. Webtribe Ltd should be based
on reconciliation of the JamboPay system data as received in FOURGEN and bank
statement and not on ‘cleared balance’. This will eliminate the risk of overpayment of
commission.

e The Linda Mama Implementation Manual 2016 should be revised to address challenges
and emerging issues that may arise while implementing the program.

e NHIF should comply with the provisions of the Memorandum of Understanding for
implementation of Linda Mama Program by reimbursing claims within 30 days upon

receipt of invoices.

N
CPA %aéncy %aqﬁhﬁgu, CBS

AUDITOR-GENERAL

30 August, 2021
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2.4
2:1.1

4:3.2

r &y

2.2.1

2.2

2.3
2.3:.1

INTRODUCTION AND BACKGROUND

Introduction

The special audit was triggered by a request from the Public Investment Committee

(PIC) Ref NA/DCS/PIC/2018/172 dated 14 December 2018 to the Auditor-General

requesting for a special audit at National Hospital Insurance Fund (NHIF) in respect to

the following. (Exhibit 001; Letter reference NA/DCS/PIC/2018/172 dated 14

December 2018)

e Use of the Fund’s payment platform, Jambo Pay and any loss of funds that may have
been occasioned while using the platform;

e Alleged misuse of funds meant for the ‘Linda Mama’ programme; and

e Procurement and award of insurance tender for Civil servants, police officers and
prison wardens

Subsequent to the request by the Public Investment Committee, the Director of Public

Prosecutions (DPP) vide a letter Ref: ODPP/CAM/018/5/1097 dated 28 February 2019

also requested the Auditor- General to undertake an audit on “the acquisition, the use

of NHIF fund’s payment platform, JamboPay and any loss of funds that may have been

occasioned while wusing the platform”. (Exhibit 002; Letter reference

ODPP/CAM/018/5/1097 dated 28 February 2019)

Background

National Hospital Insurance Fund (NHIF)

NHIF was established in 1967 as a department in the Ministry of Health, by an Act of
Parliament. This has been revised and it is now governed by the National Hospital
Insurance Fund Act 1998 as a State Corporation. (Exhibit 003; National Hospital
Insurance Act No. 9 of 1998)

The mandate of NHIF is to provide accessible, affordable, sustainable and quality health

insurance to all Kenyan citizens who have attained the age of 18 years.

Objective

The main objective of the audit was to review the use of the Funds ICT platform and
any loss of funds that may have been occasioned while using the platform, the Linda
Mama programme and procurement and award of insurance tender for civil servants,

police and prison officers.
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2.4

2:5

2:5.1

2.9

1.5.3

Terms of reference
The special audit was guided by Terms of References as summarized below and detailed
in APPENDIX I:

a) Review the identification, procurement and implementation of the NHIF ICT
platform to establish any loss of funds that may have been occasioned while using
the platform;

b) Review the Linda Mama programme identification, Governance, budgetary
management and expenditure in line with Public Finance Management Act and
Regulations; and

c) Review procurement and award of insurance tender for civil servants, police and

prison officers in line with Public Procurement Laws and Regulations.

Scope of work and limitations

Audit Scope

The special audit was limited to review of the acquisition, the use of fund’s payment
platform, JamboPay and any loss of funds that may have been occasioned while using
the platform for the financial years 2013/2014 to 2017/2018; the Linda Mama program
for the period 2016/2017 and 2017/2018 the period when it was implemented by NHIF
and procurement and award of insurance tender for civil servants, police and prison
officers.

We reviewed and examined records related to budget and budgetary control,
governance, financial management and procurement and related issues at the NHIF
Headquarters, NHIF branch offices and selected contracted service facilities in various

counties.

Limitation

The special audit encountered the following limitations:
a) To comprehensively review JamboPay controls, security of data and information
and IT processes, it was necessary for the special audit team to access the system
both physically and logically, and conduct audit tests both on the system and

data it maintained. For the review to be done, we requested NHIF to introduce
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2.6

2.6.1

2.6.2

2.5

2.6.4

the team to the JamboPay service provider, Ms Webtribe ltd, a request that NHIF
declined citing court order.

b) It was not possible to examine all the claims paid under the Linda Mama
Programme because of the high number of claims. To address this limitation,
transactions to be subjected to various audit tests were selected on sampling

basis;
Approach and methodology
The following methods were used to gather information;
Planning

We held various planning meetings between 14 January 2019 and 28 January 2019.
During these meetings the team discussed all the activities and tasks to be undertaken
to address the Terms of Reference.

We also conducted a reconnaissance exercise at NHIF head office. This was to enable us
gather information to have a good understanding of the processes and procedures at

NHIF in order to complete the detailed plan.
Documentary Review

We reviewed the following documents; NHIF Act 1998, Public Procurement and Disposal
Act 2005/2015, Public Procurement and Disposal Regulations 2006, Public Finance
Management Act 2012, Public Finance Management Regulations 2015, annual
procurement plans, approved budgets, finance policy, standard operating procedures,
cash books, bank statements, ledgers, payment vouchers/claims and other relevant

documents.
Analytical review

The bank statements, budgets, policies, procuremenf plans, payment vouchers/claims
and ledgers for the period under review were analyzed and the results used to arrive at
conclusions. We also extracted and analyzed data and reports from the Enterprise
Resource Planning (ERP) system and NHIF FOURGEN system.
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Sampling Strategy for the Linda Mama Programme

2.6.5 A preliminary review of information provided by NHIF established that during the period

2.6.6

under review, Kshs.1,479,347,269 was paid out as claims under the Linda Mama

Programme.

Due to large size of data and for the purpose of giving a reasonable assurance on

lawfulness and effectiveness of this expenditure, we undertook a risk assessment in

order to select a representative sample of claims paid so as to subject the same to this

special audit.

2.6.7 The sampling was based on non-compliance measured by claims paid that exceeded the

2.6.8

recommended threshold and fraud risk indicators identified through duplicate tests as

follows:

Table 1: Risk Assessment & sampling criteria

Criteria

1 | Compliance

Risk indicators

Description

Amounts above the prescribed
charges were considered non-

compliant

Notes

Prescribed charges:

Normal delivery = Kshs17,000
Caesarian deliver = Kshs17,000
Antenatal services =Kshs 1,000

Postnatal services =Kshs 250

2 | Fraud

Indicators

Risk

Duplicated “M” numbers were

considered a red flag for fraud

Existence of duplicate “M”

numbers

NOTE: M number is a unique system generated number assigned to registered

beneficiaries of the Linda Mama programme.
Out of the total claims of Kshs. 1,479,347,269, and based on the aforementioned risk

assessment criteria, we sampled an amount of Kshs.7,451,250 to form the subject of

the special audit as follows:
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Table 2: Sample Size

Services Provided Amount Paid Amount Details

(Kshs) Sampled (Kshs)

Normal Delivery | 1,258,430,212 3,373,500 | APPENDIX Il AND APPENDIX III
(ND)

2. | Caesarian Section 204,156,425 3,621,500 | APPENDIX Il AND APPENDIX Iil
(CS)

3. | In patient (IP) 291,600 279,000 | APPENDIX Il AND APPENDIX IlI

4. | Antenatal care 14,960,085 157,850 | APPENDIX Il AND APPENDIX Il
(AC)

5. | Post-natal  care 1,508,947 19,400 | APPENDIX Il AND APPENDIX llI
(PC)
Total 1,479,347,269 7,451,250

2.6.9 According to the data analyzed, the following seventeen (17) NHIF regions had the
highest number of non-compliant and duplicate claims and were therefore selected for
field inspection: Kisumu, Kakamega, Eldoret, Machakos, Nakuru, Nairobi (Industrial area
and Eastleigh), Kabarnet, Kisii, Mombasa, Nyeri, Embu, Meru, Bomet, Kericho, Kilifi and
Kitui.

Persons interviewed

2.6.10 We interviewed senior officers of NHIF at the Head office, the sampled regional branches
and hospital administrators of the sampled healthcare facilities to clarify various issues
to enable the audit team make an informed report.

2.6.11 The information was analyzed, authenticated and corroborated before using it as
evidence in our report.

2.6.12 The designations, stations and officers interviewed is detailed in APPENDIX IV.

2.7 Report Structure
2.7.1 This special audit report is presented in the following format:

i Executive summary

ii Introduction and Background
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iii Detailed Findings and Observations

iv Appendices

2.7.2 The report also includes:
i Table of Content
ii  List of Tables

iii Abbreviations

2.7.3 The special audit report should be read in its’ entirety in order to fully comprehend the
approach to and the finding of the audit. The special audit has covered analysis and
facts as understood with the aim of informing the National Assembly and NHIF Board of
Directors and management for information and decision making of limitations discussed

noted here in.
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3:1.2

3.1

3.1.4

DETAILED FINDINGS

Use of the funds ICT platform
Preamble
This section reviews procurement of Revenue Management System by National Hospital

Insurance Fund as follows:

Table 3: Contract’s for Integrated Revenue Management System

Bid reference Contract validity = Contract price

dates (Kshs)

1 | NHIF/018/2013-2014: Provision of | 1 July 2014 - 30 49,513,440
Integrated Revenue Collection System June 2018

2 | RFP/ SSS-NO/001/2017-2018 Provision of | 06June 2019- 05 495,205,588

Integrated Revenue Management System June 2020

The section also analyses possible loss of public funds as a result of imprudent
investment decisions made by NHIF in regard to the “Integrated Revenue Management
System”

A. NHIF/018/2013-2014: PROVISION OF INTEGRATED REVENUE COLLECTION SYSTEM
The special audit established that in the financial year 2013/2014, the National Hospital
Insurance Fund (NHIF) entered into contractual agreement with M/s Webtribe ltd at a
contract sum of Kshs.49,513,440 to provide Integrated Revenue Collection Service to
NHIF yet the invitation to bid , tender document and tender processing related to
Integrated Revenue Collection System thereby contravening the provisions of the Public
Procurement & Disposal Act 2005 as detailed below. This section reviews the Project
Governance/ Management framework, project identification & planning, procurement
process & contract implementation and Revenue collection & management in regard to
the contract for “Integrated Revenue Collection System” branded as “JamboPay”
between NHIF and M/S Webtribe Ltd

ICT Project Governance and Management
According to the National Hospital Insurance Fund Act (1998), National Hospital
Insurance Fund (NHIF) is governed by a Board of Management. Section 5 of the NHIF Act
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3,16

3.1.7

3.1.8

(1998) stipulates the functions of the Board of management as follows: (Exhibit 003;
National Hospital Insurance Act No. 9 of 1998)

a) To receive all contributions and other payments required by this Act to be made
to the Fund;

b) To make payments out of the Fund to declared hospitals in accordance with the
provisions of this Act;

c) In consultation with the Minister, to set the criteria for the declaration of
hospitals and to declare such hospitals in accordance thereto for the purposes of
this Act;

d) To regulate the contributions payable to the Fund and the benefits and other
payments to be made out of the Fund;

e) To protect the interests of contributors to the Fund;

f) To advise the Minister on the <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>