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BARC

CBK

CEO

FMCG

HPTs

ICPAK

ITTSAS

KEMSA

MCP

OAG

OCOB

OSHA

OSH

PFM

PPE

rSASB

RDC

SAGAs

SC

TNT

UHC

USAID

WB

Board Audit and Risk Committee

Central Bank of Kenya

Chief Executive Officer

Fast-Moving Consumer Goods

Health Product and Technologies

Institute of Certified Public Accountants of Kenya

International Public Sector Accounting Standards

Kenya Medical Supplies Authority

Medical Commodity Program

Office of the Auditor General

Office of the Conkoller of Budget

Occupational Safety and Health Act of 2007

Occupational Safety and Health

Public Finance Management

Property Plant & Equipment

Public Sector Accounting Standards Board

Regional Distribution Center

Semi-Autonomous Government Agencies

State Corporations

The National Treasury

Universal Health Coverage

United States Agency of International Development

World Bank

B: Definition of Key Terms

Fiduciary Management- Members of Management directly entrusted with the

responsibility of financial resources of the organisation

Comparative Year- Means the prior period.
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1.. Acronyms and Definition of Key Terms
A: Acronyms
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2. Key Authority's Information and Management
(a) Background Information
The Kenya Medical Supplies Authority (KEMSA), initially known as the Kenya Medical

Supplies Agency, was established in 2000 and operationalised in 2005 as a semi-

autonomous agency of the Ministry of Health. In 2013, The Kenya Medical Supplies

Authority Act was assented by the President, leading to a change from being an Agency to

an Authority. Currently, KEMSA is a state corporation that is expected to be a self-

financing and sustainable entity.

KEMSA is a state corporation whose mandate is to procure, warehouse and distribute
medicines and medical supplies for prescribed public health progranunes, the national

strategic stock reserve, defined essential health packages and national referral hospitals.

KEMSA plays an important and strategic role in the National Agenda, including
implementation of Universal Health Coverage (UHC), by ensuring availability of supplies

in health facilities across the country.

KEMSA's main supply chain centre is in Nairobi. In addition, the authority has 2 regional

distribution centres (Mombasa and Kisumu) and 5 regional warehouses (Kakamega,

Eldoret, Nakuru, Nyeri, and Meru) across the country to enhance flexibility and quick

response to customers' demand.

(b) Principal Activities
i Core Mandate
The Authority's Core Mandate as defined in the Act is to:

i. Procure, warehouse, and distribute drugs and medical supplies for prescribed public
health prograrunes, the national strategic stock reserve, prescribed essential health

packages and national referral hospitals.

ii. Establish a network of storage, packaging and distribution facilities for the provision of
drugs and medical supplies to health institutions.

iii. Enter into partnership with or establish frameworks with county Governments for
purposes of providing services in procurement, warehousing, distribution of drugs and

medical supplies.

iv. Collect information and provide regular reports to the national and county

governments on the status and cost-effectiveness of procurement, the distribution and

value of prescribed essential medical supplies delivered to health facilities, stock status

and on any other aspects of supply system status and performance which may be

required by stakeholders.

)
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v. Support county governments to establish and maintain appropriate supply chain

systems for drugs and medical supplies.

P Vision
" Excellence in the prouision of HPTs nnd supply chain solutions in tla Enst Africa Region" .

)> Mission Statement
"To prooide quality, affordnble essential HPTs, and supply cluin solutions to sate and transform

littes".

)> Skategic Objectives of the Authority
Strategic areas considered in this tumaround strategy;

L Financial sustainably: To address the financial challenges, KEMSA will undertake a thorough

financial restructuring. This includes cost optimisation measures, reviewing existing contracts

with suppliers to ensure the contracts deliver value for money, recapitalisation through the

Govemment of Kenya and development partners, improved debt management and exploring
potential sources of funding or strategic partnerships to improve liquidity and financial stability.

2. Streamline Supply Chain Processes: KEMSA will undertake a comprehensive evaluation of
its supply chain processes to identifu inefficiencies and bottlenecks. Through process re-

engineering, implementation of lean principles and technological integration, the organisation

aims to achieve a more streamlined and responsive supply chain system that is geared to meet

the needs of KEMSA customers.

3. Customer Satisfaction: This is critical to the success of the Authority and to achieve it, KEMSA
will adopt a customer-centric culture, focusing on understanding customer needs and

expectations. Regular feedback mechanisms will be enhanced to continuously improve service

levels and build lasting relationships with customers and stakeholders.

4. Technolory and Data Integration: Embracing technology is fundamental to the tumaround
plan. KEMSA will invest in a new ERP and relevant software solutions to integrate processes

and data across the supply chain, enabling real-time tracking,, demand forecasting and inventory
optimisation. This data-driven approach will facilitate informed decision-making and enhance

overall operational effi ciency.

5. Talent Development and Training: The success of the strategic plan heavily relies on a skilled
and motivated workforce. KEMSA will prioritise talent development and training initiatives to

empower employees with the necessary skills, competencies and knowledge to adapt to the

changing landscape and drive organisational renewal and success.

6. Regulatory Compliance and Quatity Assurance: Ensuring compliance with industry
regulations and maintaining product quality is paramount. The Authority will maintain rigorous
quality assurance protocols and compliance monitoring mechanisms to meet regulatory

requirements and maintain trust with stakeholders.

7. Governance: KEMSA will put in place a well-structured govemance framework that will form

the foundation for a successful and sustainable organisation. By prioritising transparency.

compliance, risk management and stakeholder engagement, the Authority will navigate

challenges, seize opportunities and deliver essential HPTs efficiently and effectively to all

counties. KEMSA will also carry out continuous evaluation and improvement of governance

vl
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practices that will support the organisation in achieving its mission of providing quality,

affordable essential HPTs, and supply chain solutions to save and transform lives.

(c) Key Management
The Authority's day-to-day management is under the following key organs:

Mr. Samuel Tunai, EGH1 Board Chairperson (zt,.ef 23,a Augttst 2024)

Mr. Irungu Nyakera2 Board Chairperson (15tt, Mny 2023 to 23"t Augttst 2024)

FCPA Hesbon OmolloNon-Executive Director

Non-Executive Director Dr. Jane Masiga

5 Non-Executive Director (up to 17tt Mny 2024) Ms. Jane Mbatia

6 Non-Execu tive Director Hon. Bernard Bett

7 Non-Executive Director Ms. Mary Atieno Awino
8 Non-Executive Director Dr. Catherine Ngahu

Mr. Stephen Bitok

Dr. Waqo Ejersa, OGWChief Executive Officer (to.e.f.26tt, luly 2024)

Dr. Andrew Mulwa11 Ag. Chief Executive Officer (15th May 2023- 26th luly 2024)

Director- Legal/Corporation Secretary Fredrick Wanyonyi72

13 Ag. Director Legal (to.e.f.23,a Sept. 2024) Evans Cheruiyot
1.4 Director, Finance & Strategy Waiganjo Karanja

15 Ag. Director, Finance & Strategy (to.e.f. 23't Sept.2024) Pauline Nyoru
16 Edward Nloroge

Ebla Mohamed

Moses Sudi18

Eliud Mureithi19 Director Commercial Services

John Kabuchi20 Ag. Head, KEMSA-USAID MCP Program

Teresa Mute21, Internal Audit & Risk Manager

Caroline W. O. Anunda21, Finance Manager

Christine Mwangi22. Ag. Finance Manager (to.e.f.23,r Sept.2024)

vll
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9 Non-Executive Director

10.

Operations Director

t7. Director Human Resource & Administration
Director Procurement
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(d) Fiduciary Management

The key management personnel who held office during the financial year ended 30s

June2024 and had direct fiduciary responsibility were.

(e) Fiduciary Oversight Arrangements

Audit & Risk Committee

The Committee have a critical role in overseeing various aspects of the Authority' activities

and performance. These includes the responsibility for overseeing financial reporting and

related internal controls, risk management, external and internal auditors, and ethics and

compliance.

Finance Committee

Review and monitor KEMSA financial position, accounts, financial statements and

statutory reports.

Consideration of audit matters arising out of KEMSA's financial position and statements,

examine the recommended structural developments including ICT installations and make

appropriate recommendations.

Parliamentary Oversight Committees

The Parliamentary Oversight Committees ensure that the Authority's activities and

performance are held to account, by ensuring participation in hearings and cooperation

with parliamentary committees by providing the requested in-formation-

Dr Waqo Ejersa, OGW (w.e.f. 26th fuly
2024)

1 Chief Executive Officer

Dr Andrew Mulwa (15tt' May 2023- 26th

Iltly 2O2a)
2

Ag. Chief Executive Officer

Fredrick Wanyonyi3 Director- Legal/Corporation Secretary
Waiganjo Karania4 Director, Finance & Strategy
Edward Njoroge5 Operations Director
Ebla MohamedDirector Human Resource & Administration
Moses Sudi7 Director Procurement
Eliud Mureithi8 Director, Commercial Services

fohn KabuchiAg. Head, KEMSA-USAID MCP Program9

Teresa Mute10 Intemal Audit & Risk Manager
Caroline W. O. Anunda11 Finance Manager

vllt
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Development Partner

In order to establish transparency and accountability of the various grants, Development

Partners engages 3rd party validators who offer fiduciary oversight role in achieving the

overall grants objectives. Development Partners such as Global Fund, World Bank and

USAID employs services of validators such as PricewaterhouseCoopers (PWC), Office of

Inspector General (OIG) etc

The composition of KEMSA standing Committees for the year is detailed below

CompositionComposition CompositionComposition
Directors and the

Internal Audit
Manager

Directors and the

CEO
Directors and the CEO Directors and the

CEO

Main FunctionMain Function Main FunctionMain Function
Supply Chain
Committee

Human Resources

Committee
Audit and Risk
Committee

Finance, Strategy&
Development Committee

Frequency of
meetings per annum

Frequency of
meetings per annum

Frequency of
meetings per annum

Frequency of meetings per

annum

Quarterly and

Special Meetings on

need basis

Quarterly and

Special Meetings on

need basis

Quarterly and

Special Meetings on

need basis

Quarterly and Special

Meetings on need basis

ChairpersonChairperson ChairpersonChairperson

Mr. Jane Mbatia
(Upto 17th May 2024)/

Dr. Catherine Ngahu

Hon. Bernard Bett Dr. fane MasigaFCPA. Hesbon Omollo

MembersMembers Members
FCPA. Hesbon

Omollo
Ms. Mary Awino
Mr. Stephen Bitok

Hon. Bernard Bett

Mr. Stephen Bitok
Ms. Mary Awino

Mr. Jane Mbatia
(Upto 17il,May 2024)

/Dr. Catherine
Ngahu
Ms. Mary Awino
Mr. Stephen Bitok

Mr. Stephen Bitok

Ms. Mary Awino
Dr. fane Masiga

lx

Finance, Shategy &
Development Committee

Human Resources

Committee
Audit and Risk
Committee

Supply Chain
Committee

Members
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(f) Headquarters

Embakasi, Off Airport North Road,

P.O. Box 47715 - 00100,

NAIROBI, KENYA
(g)Contacts

Telephone: +254203922000

Email info@kemsa.so.ke

Website www.kemsa.go.ke

Facebook Kemsahealthcare

X -Kemsa-Kenya

(h)Bankers

1. National Bank of Kenya

Harambee Avenue

P. O. Box 72866 - 00200

NAIROBI, KENYA

5. Equity Bank Ltd
Westlands Supreme Centre

P. O. Box 75104 - 00200

NAIROBI, KENYA

(i) Independent Auditors
Auditor General

Office of the Auditor General

Anniversary Towers, University Way

P.O. Box 30084 - 00100

NAIROBI, KENYA

2. NCBA

Mara Road, Upper Hill
P. O. Box 414599 - 00100

NAIROBI, KENYA

4. Co-operative Bank of Kenya

Enterprise Road

P. O. Box 17928 - 00500

NAIROBI, KENYA

(j) Principal Legal Advisers
The Attorney General

State law office, Harambee Avenue

P.O. Box 40112 - 00200

NAIROBI, KENYA

x

3. Kenya Commercial Bank

Industrial Area

P. O. Box 18031- 00500

NAIROBI, KENYA



DOB: 15th October 1968

N on-Executioe Director

Chairperson - KEMSA Board of Directors

Effective: 23.d August 2024

Professiory'Academic Qualifications: Master of
Public Policy and Management, (Strathmore

University); Post Graduate Diploma in Intemational

Relations (University of Nairobi); Bachelor of Arts in
History and Govemment (University of Nairobi);

Award for Exceptional Performance - Elder of the

Order of Golden Heart (EGH).

Work Experience:

Chair of the Board of Directors, KEMSA.

Governor, County Govemment of Narok.

Senior Administrator, Office of the President.

1

Mr Samuel Tunai, EGH.

DOB: 13th May 1982

N on-Executioe Director

Chairperson - Board of Directors

Effective: 15th May 2023 to 23'd August 2024

Professiory'Academic Qualifications: MBA
(Ongoing)-Oxford University, Oxford UK, BSc

Management Science and Engineering at Stanford

University, Califomia USA, (Financial Analysis and

Decision Engineering) at Stanford University CA,

USA; Awarded the Dean's Award for Exceptional

Academic Achievement at the university; CPA(K);

Post Graduate Program at Deerfield Academy, MA,
USA.

2

Mr. Irungu Nyakera

rT[sa

K€JTIS?I
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3. The Board of Directors
The Directors who served the Authority during the year were as follows:

Ref Directors lsDetai

I

K

K€JTI
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Work Experience; Banker with experiences at

Citigroup Investrnent Bank (New York, London);

Regional Director, East and Southern Africa of

Guarant Co; (London) Managing Director NIC
Capital Limited; Frontier Markets Fund Managers

(London); Managing Director Equity Bank Group,

Former Principal Secretary Transport & Principal

Secretary Plaruring & Statistics; Chairman, National

Tea Steering Task Force.

3

FCPA Hesbon Omollo

DOB: 23.a February 1975

N on-Executiae Director

Professiory'Academic Qualifications: BCOM, CPA,

CS

Work Experience: Managing Partner-Bon & Drew

Associates (Audit, Tax and Management consulting

firm)-2011-2023; Elected ICPAK council Member -

202'L-to date. Audit senior, Audit manager in the

audit space and prior to that was an Accountant in
various organizations in the logistics, manufacturing

and FMCG.

K€JTU

Dr. ]ane Masiga

DOB: 12th March 1960

xlt

ra

4.

5a I

N on-Executioe Dire ct or

Professiory'Academic Qualifications: Bachelor of
Pharmacy; Member, Pharmaceutical Society of
Kenya; Certilied ISO 9001:2015 Internal Quality Lead

Auditor and Supervisory Board Member of the

Access to Medicine Foundation in the Netherlands;

Master of Business Administration, Strategic

Management from the University of Nairobi; Master

of Science in Clinical Pharmacy from the Robert

Gordon University in Aberdeen, United Kingdom.

Work Experience: Managing Director, Head of
Operations, Staff Pharmacist - Mission for Essential

Drugs.
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Ms fane Mbatia

DOB: 121h December 1965

Hon. Bernard Bett

DOB:11tr,May 1981

N on-Executiae Director

Profession/Academic Qualifications:(BED)
Bachelor of Education, Master of Philosophy in
Economics -Moi University

Work Experience Member of National Assembly

201.3-2017; Part-time lecturer Eldoret Polytechnic-

2009-2012; Former Member of Departmental

Committee on Lands and Natural Resources.

7

Ms. Mary Atieno Awino

\

DOB: 25th December 1954

N on-Executioe Director - Altemate to Principal

Secretary, The National Treasury

Professiory'Academic Qualifications: MBA, BCOM,

Dip-Supply Chain Management. Part III

Professional Experience Currently Senior Deputy

Director, Supply Chain Management/Public

Procurement Department, National Treasury;

Deputy head of procurement unit Ministry of Health

(Feb 20M to Nov 2008); Deputy head of procurement

xlll

I

Non-Executioe Director (up to L7th May 2024)

Professiory'Academic Qualifications: LLB, LLM,
MBA, CPS, LLB (University of Nairobi), LLM
(University of the Witwatersrand, Johannesburg) and

MBA (Edinburgh Business School, UK).

Corporate Commercial lawyer with over 29 years of
experience. Managing Partner at KM&M Advocates

LLP, a Law Firm specializing in Corporate

Commercial Law. Holds a leadership certificate from
the Saiid Business School, Oxford University, UK.

Currently Vice Chairperson of the Board of Directors

of the AMREF Flying Doctors and a Board Member

of the Institute of Directors of Kenya.

6.
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unit Minishry of health (2003-2N\; Head of

procurement National Assembly (1992-1996).

Dr. Catherine Ngahu

DOB :7h May 1961

Non-Executioe Director (From 24tn May 2024)

Prof essiory'Academic Qualif ications:

PhD in business Administration, MBA and BEd from

the University of Nairobi.

Professional Experience

Senior lecturer at the University of Nairobi

Business research fellow at Wharton Business School,

University of Pennsylvania, USA. She is the founder

and chair of SBO Research Limited, and has served in

boards of several organizations under diverse

regulatory regimes.

9

Mr. Stephen Bitok

DOB: t2th October,1969

Effective_ 3lst lanuary 2024

Non-Executizte Director - Alternate to Principal

Secretary, Ministry of Health: State Departrnent of

Medical Services.

Prof essiory'Academic Qualif ications:

Master's in Business Administration (MBA)

Certificate in Advanced Public Administration

Certificate in Administrative Officers Paramilitary

Professional Experience

Aug20?j- to Date Senior Deputy Secretary Ministry
of Health

Sept 2019- Aug 2023 Senior Depury Secretary

Ministry f or Devolution

Aug 2016 - Aug 20l9Undersecretary Projects,

Ministry of Health

xtv
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10

Dr. Waqo Ejersa, OGW

DOB:1958

Effective 26tr, luly 2024

Profession/Academic Qualifications: Msc Strategic

Planning-University of Edinburg, UK (Ongoing);

MPH (University of Melbourne, Australia); Bachelor

of Medicine & Bachelor of Surgery (MBchB),

University of Nairobi; Post Graduate Certificate in
Procurement and Supply Chain Management-
UNDP; Certificate in Leadership Development
Program (SLDP) - Kenya school of Government;
Award for Exceptional Performance-Order of the

Grand Warrior (OGW); Member of the Public Health
Society of Kenya, Kenya Medical Association and

registered with the Kenya Medical and Dentists

Practitioners Board.

Work Experience: Project Co-ordinator, Global
Fund-Resilient & Sustainable Systems for Health;
Head of Division of Non-communicable Diseases;

Head, National Tuberculosis, Leprosy & Lung
Diseases; Head of National Malaria Control Program;

Provincial Director, Ministry of Public Health and

Sanitation; District Medical Officer of Health;
Medical Officer Intern.

11

Dr. Andrew Mulwa

Ag. Chief Executive Officer

KEII
DOB:22^a November 1983

Professiory'Academic Qualifications:

Master of Science (MSC) Strategic Management,

]omo Kenyatta University of Agriculture and

Technology flKUAT) (2019); International Health
Systems Programming, quality of Health Care,

Harvard School of Public Health. (201,9);

International Health System Programming making
Decentralization work - Harvard School of Public
Health (2015); Managing markets for Health
(University of Edinburgh/World Bank (2015);

xv
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(17th May 2O23-261h luly 20241 Bachelor of Medicine and Bachelor of Surgery

(MBCHB) University of Nairobi (2008).

Professional Experience

Health -Ministry of Health (2021. -May,2023);Chair,
County Executive Committee Member for Health

2015 - 2021); County Executive Committee Member,

Health Services, Makueni County (2013 - 2021);

District Medical Officer of Health Mbooni East and

West Districts (2010 - 2013); Medical Superintendent

- Mbooni District Hospital (2010-2013); Medical

Officer - Makueni District Hospital - (2010);Director

Medical Services, Preventive and Promotive, Medical

Doctor - Clinical Medicine, Machakos Level 5

Hospital (2009 - 2010).

72 DOB:41h April 1955

Corporation Secretary

Work Experience: Company Secretary-Nzoia Sugar,

Advocate-Wetangula & Co. Advocate-P.L. Nalo &
Co. Advocates, Pupil-Simiyu Wetangula & Co

Advocates

xvl

I

Mr. Fred Wanyonyi

Director - Legal Services

Professiory'Academic Qualifications: LLB, DIP. Law
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4. Key Management Team

Dr. Waqo Ejersa, OGW

MBchB, MSc. MPH

Chief Executive Otllcer

(Effective from 27th July
2024\

Mr. Fred Wanyonyi
Director-Legal
Services

Mr. Edward Njoroge
Director-Operation

Ms. Pauline Nyoru
Ag. Director Finance
& Strategy (eff'ective
23'd Sept. 2024)
CPA,MBM,DipIFR

K€
Dr. Andrew Mulwa
Ag. Chief Executive
Officer
MBChB. MSc
(lSth May 2023-26th
July 2024)

Mr. John Kabuchi

Ag. Head-MCP-
USAID Program

Mr. Waiganjo
Karanja CPA,
CISA. CS

Director Finance &
Strategy

Mr. Evans
Cheruiyot
Ag. Director Legal
(effective 23'd Sept
2024)r

xvll
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Mr. Eliud
Mureithi

Director,
Commercial
Services

Ms. Caroline
Gichinga

Procurement
Manager

Mr. Moses Sudi
Director-
Procurement

Ms. Teresa Mute
Internal Audit
Manager

Ms. Caroline W.O
Anunda (CPA)

Finance Manager

l
-

2
-

xvlll

Ms. Ebla
Mohamed
Director-Human
Resource &
Administration

Ms. Catherine
Maingi
Planning and
Continuous
Improvement
Manager
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5. Chairperson's Statement
I am pleased to present the Integrated Annual Report for the year ending June 30, 2024.

This report highlights our performance as a forward-thinking and innovative organization.
Despite significant challenges in the global and domestic economic landscape, we have

successfully navigated these obstacles and fulfilled our mandate.

Key Challenges and Shategic Progress; This past year, we faced numerous challenges,
notably flooding that disrupted the delivery of Health Products and Technologies (HPTs)

to health facilities in Arid and Semi-Arid Lands (ASAL). Despite these setbacks, we made
substantial progress toward our strategic priorities, achieving strong results. KEMSA plays
a crucial role in the health sector, aligning with Vision 2030 and the Bottom-Up Economic
Transformation Agenda (BETA). Our Strategic Plan is in harmony with the 4th Medium-
Term Plan (MTP), focusing on Universal Health Coverage (UHC) and enhancing the
delivery of essential medicines. We are also establishing stakeholder-managed national
procurement schemes to optimize bulk purchasing and accountability.
Health Sector Reforms; The enactment of the Social Health Insurance Fund (SHIF) Act
represents a significant advancement in healthcare delivery, reforming the National Health
Insurance Fund (NHIF) to provide quality healthcare through mandatory contributions
from employers and employees. KEMSA will play a key role in implementing UHC by
efficiently procuring and distributing medical supplies. We will enhance coordination with
county governments and health facilities to ensure timely delivery of the right products in
the right quality and quantity. The Facilities Improvement Act (FIF Act 2023) also improves
access to HPTs by allowing health facilities to use their own financial resources for
procurement. KEMSA will adjust its distribution model to meet the unique needs, ensuring
optimal service delivery.

Addressing Internal Challenges; Since the onset of the Covid-19 crisis, KEMSA has faced

governance issues, human resource concerns, and declines in financial and operational
performance. To address these, we conducted a strategic review and adopted a one-year
turnaround strategy focused on customer experience, operational excellence, financial
management, culture, and governance. This plan aims to reverse the performance decline
of the past three years and position KEMSA for sustainable financing and operational
excellence. Several challenges have contributed to performance issues, including inefficient
warehouse operations in Nairobi that extended processing times and financial constraints
affecting procurement. Despite these hurdles, KEMSA successfully acquired health
products and technologies (HPTs) valued at Kshs. 25.692 billion. Consequently, the

organization efficiently delivered essential health products and technologies worth Kshs.

28.588 billion to 13,097 healthcare facilities spanning all 47 counties in the country.

xlx
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Milestones Achieved; The completion of Phases One and Two of the National Commodity

Storage Centre is a significant milestone, enhancing our capacity to serve over 11,500 health

facilities and skengthening the National Emergency Supply Chain Framework. The launch

of the Regional Diskibution Center (RDC) in Kisumu and the ongoing development of a

second RDC in Mombasa will bring our supply chain solutions closer to communities.

Additionally, the implementation of a new SAP Enterprise Resource Planning (ERP)

system is expected to improve operational efficiency by automating finance, warehousing,

sales, and last-mile delivery processes, aligning with our commitment to better services.

Fostering a Positive Culture; A strong organizational culture is vital for achieving our

goals. We prioritize employee engagement and have developed human resource tools to

foster a fair and equitable workplace. We successfully recruited Dr. Waqo Dulacha Eiersa

as CEO, bringing fresh perspectives to drive KEMSA forward.

Building Partnerships and Sustainability; KEMSA is forging new partnerships to

recapitalize the business and sustain our revolving fund. We hosted a supplier

brainstorming conference to identify gaps and assess performance, calling for support in

lowering medical supply costs. Despite liquidity challenges from unpaid county supplies,

we implemented austerity measures to regularize accounts, crucial for achieving our target

Order Fill Rate and supporting UHC.

Future Outlook; Looking ahead, KEMSA is committed to enhancing operational efficiency

and overcoming barriers to fulfilling our mandate. With 85o/, of. our reform agenda

implemented, we maintain a positive outlook on growth. Our new Strategic Plan for 2025-

2028 will focus on improving procurement processes, customer experience, and financial

stability. Our achievements are a testament to the hard work and dedication of KEMSA's

management and staff, along with invaluable support from our stakeholders. We commit

to working closely with our partners to build capacity and enhance knowledge sharing,

creating a more efficient supply chain that supPorts Kenya's health goals'

Acknowledgments; I extend my gratitude to the Board for their diligence and commitment

in providing effective oversight and guidance. Their diverse skills and experience have

been crucial to our successes. I also thank the Government of Kenya, particularly the

Ministry of Health and The National Treasury, for their continued suPPort.

Sam

Chai erson - Board of Directors
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5. Report of the Chief Executive Officer
I joined KEMSA in July 2024 and would like to thank my predecessor, Dr. Andrew Mutava,
for his commendable leadership. The achievements of KEMSA are rooted in our strategic
priorities, and I'm pleased to report significant progress this FinancialYear 2023-2024.

Organizational Transf ormation Shategy

KEMSA's transformation strategy aims to revitalize our supply chain, enhance service

delivery, and support Universal Health Coverage (UHC). Key areas of focus include:

a) Human Resource:

o Srreamlined staff structure with 562 members by June 2024.

. Engaged a consultant to enhance our Human Resource Instruments.
b) Procurement:

. Introduced measures prioritizing transparency and accountability.

. Implemented e-procurement via our ERP system for better transparency.
o Automation & Technological Enhancement:

o Integrated KEMSA-LMIS with government systems for real-time order monitoring.
o New ERP system streamlines processes from procurement to distribution.

c) OperationalEfficiency:
o Focused on procuring Class A Vital Tracer Commodities.
. Enhanced financial sustainability through cost optimization and improved debt

management.
e Consolidated operations in a new Office Complex and launched a Regional

Distribution Centre in Kisumu, benefiting 19 counties.
d) Governance:

r Implemented governance frameworks emphasizing transparency and stakeholder
engagement.

. Adopted an e-board system for board meetings minutes capturing and attendance
accountability.

Health Products and Technologies (HPT) Security

KEMSA is enhancing its processes for selecting, quantifying, and disrributing HPTs, in
collaboration with the Ministry of Health. We aim to expand the Essential Medicines and
Technologies lists and improve inventory management in counties to prevent stockouts.
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Financial Performance

The Authority's total revenue for the period ended 30th June 2024 was Ksh 4.36 billion,

representing a 527o increase from the FY 2022/23 revenue of Ksh. 2.88 billion. Operating

expenses for the period amounted to Ksh.3.88 billion, a29% decrease from the previous

financial year's expenditure of Ksh.5.47 billion. Although the Authority has continued to

incur losses, the Board and Management have successfully reduced the loss from Ksh.

3.897 billion in FY 2022/23 to Ksh. 779."1. million in FY 2023/24, indicating that the

Authority is on the right path.

Partnerships and Collaborations

KEMSA is strengthening partnerships with organizations such as the Global Fund and

USAID, onboarding 14 key strategic partnerships to revitalize healthcare supply chains.

Environmental Sustainability and Corporate Social Responsibility

KEMSA engaged in various initiatives, including tree planting in Murang'a and Elgeyo

Marakwet Counties, donating medical commodities to fire victims, and participating in

grassroots healthcare camPs.

Challenges and Action Points

1n2023/2024, KEMSA faced challenges due to insufficient capital, impacting stock levels

and supplier payments. The average Order Fill Rate fell below target, and revenue was

27%lower than forecasted. To address these issues, we are seeking additional funding and

strategic partnerships, and improving operational efficiencies through cost optimization

and better inventory management.

Appreciation

I extend my heartfelt thanks to the Board of Directors for their guidance, to Dr. Andrew

r his prior leadership, and to the KEMSA team for their commitment to our

mandate
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7. Statement of Performance against Predetermined obiectives for Fy
2023/2024

KEMSA has 5 strategic pillars and 7 objectives within its Strategic Plan for the FY
2079/2020-2023/2024. These strategic pillars are as follows:

Pillar 1: Operation Excellence:
. To Improve Business Processes

r To Ensure compliance with laws, regulations, and standards
e To Deliver value for money

Pillar 2: Customer Experience
o To Improve Customer and Stakeholder satisfaction

Pillar 3: Financial Sustainability
o To Ensure financial sustainability

Pillar 4: People and Culture
. To Align structure and culture to deliver on the KEMSA mandate

Pillar 5: Governance
o To Strengthen governance systems

KEMSA develops its annual work plans based on the above 5 pillars. Assessment of the
Board's performance against its annual work plan is done every quarter.
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KEMSA achieved its performance targets set for the FY 2023/2024 period for its 5 strategic pillars, as indicated in the

diagram below:

627o

1. To Improve Business Processes

2. To Ensure compliance with laws,

regulations, and standards

3. To Deliver value for money

To Improve Customer and Stakeholder

satisfaction

To Ensure financial sustainability

To Align structure and culfure to

deliver on the KEMSA mandate

To Strengthen governance systems
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To enhance financial efficiency and operational excellence, the Authority has implemented a one-year turnaround strategy

This strategy encompasses a Departmental Performance Management plan detailing Key Performance Indicators (KPIs) -

Strategic, Tactical, and Operational. These KPIs are integrated into individual performance contracts within the Authority

and with the Ministry of Health.
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8. Corporate Governance Statement
Board Appoinlment and Removal of Directors: The Authority's Board of Directors
comprises the Chairperson who is appointed by Excellency the President, three
independent Board members who are not public officers with diverse skills and
experience in management or in the health sector who are appointed by the Cabinet
Secretary, two who are representatives of the Principal Secretary of the Ministry of Health
and The National Treasury, and one representative from the Council of Governors and
appointed by the Cabinet Secretary for Health.

The appointment of a board member ceases if the member resigns by giving notice, is
absent for three consecutive meetings, is convicted of an offense, is incapacitated by
physical or mental illness, or conducts himself in a manner deemed by the appointing
Authority to be inconsistent with membership of the Board.

Roles and functions of the Board: The Chairperson acts as the link between the Board and
the Chief Executive Officer and plays a lead role in consensus-building between the board
members, the Chief Executive Officer and senior management. The Board has delegated
the authority for day-to-day management to the Chief Executive Officer. It however
retains the overall responsibility for decisions with regard to finances and operations of
the Authority. In this regard the main roles are;

a) Strategic management

b) Corporate governance

c) Key personnel management

d) Financial management

e) Board Membership and Attendance

To effectively discharge its mandate, the Board has established four (4) committees with
specific terms of reference. The Board appoints into these committees, members with the
requisite skills and competence to discharge allocated responsibilities. The committees
report to the Board any actions taken for ratification and any major developments that
they become aware of. The Board receives a report of the committee's findings and
actions. These Committees include; the Finance, Strategy & Development Committee,
Audit & Risk Committee, Supply Chain Committee, and the Human Resource &
Governance Committee.

During the Financial Year2023-2024, there were a total of eleven (11) Full Board Meetings,
eight (8) Finance Skategy and Development Committee meetings, eight (8) Human
Resource & Governance Committee meetings, six (6) Audit and Risk Committee meetings
and five (5) Supply Chain Committee meetings.
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Board Membership and Attendance for the Cunent Directors for the FY 2023-2024

Succession Plan: The Authority's board members may be appointed for a cumulative

term not exceeding six (6) years.

Ethics and Conduct To govern its dealings with stakeholders, the Authority has

developed a Code of Conduct and Ethics which the Board, Management and the

employees subscribe to in addition to the Principles of Public Service, the provisions of

the Public Officers Ethics Act, 2003 and all other statutory regulations issued from time

to time.

Governance Audit In order to ensure that the Authority conforms to the highest

standards of good governance, governance audits are undertaken annually at the

Authority in accordance with guidelines developed and issued by the State Corporations

Advisory Committee. For the year under review, a governance Audit was not conducted.

Board Remuneration: Board members are remunerated for their services in accordance

with the prevailing relevant legislative provisions andf or guidance from the relevant

authority. In line with best practice, board members are entitled to a sitting allowance for

every meeting attended, lunch allowance, accommodation allowance and mileage

11Chair
Appointed by H.E. the
President

Mr. Irungu
Nyakera

1127Member
Representing t'S, The
National Treasury

Ms. Mary
Awino

3Member 1,1

Representing IfS, Ministry
of Health

Dr. Peter
Chemwile

1113MemberIndependent
Bernard
Kipkirui Bett

11Member 13Independent
Hesbon Oyieko
Omollo

10Member 13IndependentDr. fane Masiga

810Member
Independent Up to 17tt'May
2024fane Mbatia

8 6Member

Representing PS, Ministry
of Health w.e.f 31st fanuary,
2024

Mr. Stephen
Bitok

1Member
lndependent w.e.f 3Lst may,
2024

Dr. Catherine
Ngahu
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reimbursement where applicable. In addition, the Chairperson is paid a monthly
honorarium.

Conflict of Interest: The Board members are required to disclose real or potential conJlict
of interest to the Board at the start of every meeting and upon confirmation of conJlict of
interest they are excluded from voting on such areas. We confirm that there was no
business transaction that was transacted by the Board in which any of the board members
had disclosed a personal interest in conflict with those of the Authority

Board Charter: The Authority has a Board Charter in place which sets out the principles,
functions, and responsibilities of the Board in a way that supports the members in
carrying out their strategic oversight function. The Charter compliments and does not
replace or supersede any statutory laws and regulations that govern the Authority.

Induction and Training: The Board provides new Board members with an effective
induction program in order to familiarize them with their responsibilities as directors,
general principles of corporate governance and Board practices. The induction program
also provides the board members with an orientation of the Authority's strategic plans,
financial status and policies, risk management, compliance programs, and the Code of
Conduct and Ethics. Under the year of review, the management would like to confirm
that all new board members appointed were taken through the induction program.

Board and Member Performance: The Board undergoes an annual evaluation conducted
by the State Corporations Advisory Committee to appraise its performance. The Board
evaluation provides an opportunity for board members to identify strengths, collective
skill gaps and individual areas of improvement. For the year under review, the Board
evaluation was conducted on 4ft Ju|y,2024.
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9. Management Discussion and Analysis
The Authority generates its revenue from five main sources: the sale of medical commodities,

supply chain fees, bank interest, government grants (GoK), and other income. Total revenue

for the period ended 30th June 2024 was Ksh. 4.359 billion, representing a 52o/o increase from

the FY 2022/23 revenue of Ksh.2.878 billion, which fell23% short of the budgeted amount of

Ksh. 4.45 billion. Operating expenses for the period amounted to Ksh. 3.875 billion, a 29"/o

decrease from the previous financial year's operating expenditure of Ksh. 5.473 billion.

However, the Authority incurred accounting losses, including a foreign exchange loss of Ksh.

701 million, an impairment loss of Ksh.481 million, a loss on the disposal of assets amounting

to Ksh. 18 million, and corporation tax of Ksh. 71 million. This resulted in a cumulative

expenditure of Ksh. 5.L57 billion and a cumulative loss of Ksh. 779.1 million, reflecting an 80%

improvement compared to the loss of Ksh. 3.897 billion incurred during the same period in FY

2022/23. The loss is attributed to accounting entries, including the Forex exchange loss, expiries

of health products and technologies (HPTs), and impairment losses.

Business Operations: In FY 2023-2024, KEMSA received health products and technologies

(HPTs) valued at Kshs. 25.737 billion, comprised of Kshs. 4.324 billion in KEMSA sales items

and Kshs. 21,.413 billion from various Programs and donors.

HPT Distribution Financial Year

From 201,9 /20 fo 2023 /24, KEMSA's capital order fill rates were 69%, 54y', 50o/o, 5'1.Y,, and 52o/o

against a 90o/o target For programs, fill rates were 90Yo , 94o/o , 77 % , 80% , and 72o/o .

37,&7,8]237525,691.,698,38371,956,1,73,932201,9-20
29,690,298,32721,444,688,3592020-27 8,245,609,962
26,972,286,61,420,335,659,5872027-22 6,636,627,027
27,286,41,7,7628,3M,1.',[5,9662022-23
25,737,557,20821.,413,375,976.264,324,781,,2322023-21
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EMMS Orders and Program Orders

Order turnaround times increased for hospitals from 12.3 days to '16.9 days, exceeding the
target of 7 days. For primary health facilities, turnaround times ranged from 17.5 to 20.1 days
against a 1O-day target.

Challenges Impacting Performance include:
a) Financial Constraints: Limited funding hampered procurement of essential health products,

affecting timely payments to suppliers.
b) Supplier Delays: Slow supplier deliveries hindered KEMSA's ability to meet customer

commitments
c) Insecurity: Challenges in serving remote areas impacted operations and customer

satisfaction.

National Commodity Storage Centre: The construction of Phases One and Two of the National

Commodity Storage Centre is complete. Phase One focused on the warehouse and flammable

goods store, while Phase Two involved the office block and racking installation. Management

will now advance to Phase Three, which entails equipping the facility and optimizing its layout.

The new warehouse will support over 11,500 health facilities and enhance the National

Emergency Supply Chain Framework. Key features include a heat-reducing roof, durable

flooring, adjustable storage racks, and a 1.2 million-litre underground tank. Cold chain

amenities consist of four cold rooms and four freezer rooms.

Compliance: The Authority continues to manage financial resources in compliance with the

Constitution of Kenya and the Public Finance Management Act. Compliance activities include:

Order fill rate for KEMSA EMMS 69% 54% 50% 51.Yo 52%
Tar et for KEMSA EMMS 907o 90To 90Yo 90%
Order fill rate for Pro ams EMMS IV, TB, FP, Malaria 90% 94o/. //7o 80% 72%
Tar et for Pro EMMS HtV, TB, FP, Malaria 90Yo 90o/. 90To 90y"
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a) Submission of quarterly financial statements to the National Treasury.

b) Timely performance contracting evaluation reports to relevant authorities.

c) Budget submissions to the National Treasury through the Ministry of Health

d) Submission of the annual procurement plan by the deadline.

New SAP ERP Project: The Authority has adopted a new SAP Enterprise Resource Planning

(ERP) system to enhance operational efficiency. This system will automate finance,

warehousing, sales, and distribution. Electronic Gl5-enabled locks have been implemented for

real-time kacking of deliveries. Additionally, a Wide Area Network (WAN) and Local Area

Network (LAN) have been established, improving visibility and order processing between the

Kisumu Regional Distribution Centre and the Embakasi Supply Chain Centre. Enhanced

security measures include CCTV installations and biometric attendance systems.

Enterprise Risk Management: The Board oversees risk management and internal controls'

Supported by the Board Audit Risk Committee (BARC), the Board reviews the risk

management framework, ensuring alignment with strategic objectives. The Authority

maintains a comprehensive risk management policy that guides the identification, assessment,

prioritization, and reporting of risks, supporting informed decision-making.

The Authority's top risks are:

a. Cyber risks, data management and ICT inadequacies

b. Slow moving stocks

c. Negative public perception on KEMSA's brand.

d. Low customer order fulfillment

e. Low productivity levels

f. Liquidity and cash flow challenges
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10. Environmental and Sustainability Reporting
In its transformation efforts, KEMSA aims to enhance its operations by prioritizing
sustainability and adhering to its strategic plan focused on serving citizens.
Sustainability Strategy
KEMSA's strategy integrates sustainability across its operations, emphasizing the pillars of
people, planet, and prosperity. The Authority is committed to delivering affordable, quality
health products, while implementing value-driven procurement to reduce healthcare costs in
public facilities.

Environmental Performance
KEMSA actively protects and enhances the environment for future generations. The disposal
of medical waste adheres to relevant laws, ensuring no expired pharmaceuticals harm
ecosystems. In support of Kenya's goal to plant 15 billion trees by 2032, KEMSA exceeded its
target by planting over 11,800 kees in financial year 2023 -2024, collaborating with various
stakeholders during these initiatives.
Additional Environmental Activities

a) Pollution Conhol A waste segregation structure was
management.

completed to improve waste

b) Climate Adaptation: An environmental audit was conducted to assess KEMSA's
performance and reduce its environmental impact.

c) Education and Awareness: Tree-planting initiatives achieved a survival rate of nearly 95o/o,

demonstrating community engagement.
Human Resource Management:
KEMSA has a robust HR manual guiding recruitment, employee welfare, and training. The
Authority promotes equal opportunity hiring, adhering to gender balance policies, and focuses
on maintaining a skilled workforce.
Key HR Initiatives

a) Health and Safety: KEMSA prioritizes the health and safety of its employees, regularly
reviewing its Occupational Safety and Health (OSH) practices.

b) Gender Analysis: The workforce comprises 40% female and 60% male employees.

c) Performance Appraisal: A bi-annual appraisal framework ensures accountability and
alignment with strategic goals.
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d) Employee Welfare: Comprehensive medical insurance and wellness programs, including
mental health support, are provided to staff.

Marketplace Practices

KEMSA maintains fair competition and transparency in procurement, ensuring equitable

practices and adherence to national laws. The Authority offers a wide range of products to meet

healthcare needs while fostering long-term customer relationships.

Supplier Relations
KEMSA employs automated tools to evaluate supplier performance, ensuring compliance with

contract terms and addressing performance issues proactively.

Responsible Marketing
KEMSA commits to ethical marketing practices, ensuring accurate communications and

avoiding practices that could unduly influence healthcare professionals.

Product Stewardship
KEMSA focuses on minimizing environmental impacts throughout the product lifecycle.

Suppliers are required to manage the end-oflife of products responsibly.

Corporate Social Responsibility
KEMSA implements impactful social initiatives, including donations of medical supplies to

various community health campaigns, enhancing access to healthcare for underserved

populations.
Recent Initiatives
Medical Camps: Support for multiple medical camps across counties, providing free check-ups

and health advice, addressing health inequalities. Through these actions, KEMSA strives to

create a sustainable future while fulfilling its mandate to improve public health in Kenya. Below

are the initiatives supported by KEMSA;

o Uasin Gishu County
. Kendu Adventist Hospital
r Chepsaita Cross Country Run and Medical Camp

. Nyandarua Marathon and Medical Camp

o Mwea Medical Camp
. KEMSA ioined the Ministry of Health for a medical camp at Kimwondo Primary School

Endebess in Trans Nzoia County. The local community got free medical check-ups and

referrals.
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Embakasi Health Centre donations for patients affected by the Mradi fire incidenq KEMSA

donated medical commodities worth over Kshs. 350,000/- to support treatment of Mradi Area

fire victims. The commodities were delivered to Embakasi Health Centre and received by the

facility in charge. Overseeing the process was Hon. Babu Owino, Embakasi East MP.
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11. Report of the Directors
The directors submit this report together with the financial statements for the year ended June

30,2024, which show the state of KEMSA's affairs.

i) P rincip al A ctia iti e s

The Authority's principal activities are;

a) To procure, warehouse and distribute drugs and medical supplies for the prescribed

public health programs, the national strategic reserve stock reserve, prescribed essential

health packages and national referral hospitals.

b) To establish a network of storage, packaging and distribution facilities for the provision

of drugs and medical supplies to health institutions.

c) To enter into partnership with or establish frameworks with county Governments for

purposes of providing services in procurement, warehousing, distribution of drugs and

medical supplies.

d) Collect information and provide regular reports to the national and county governments

on the status and cost effectiveness of procurement, the distribution and value of

prescribed essential medical supplies delivered to health facilities, Stock status and on

any other aspect of supply system and performance that may be required by

stakeholders.

e) Support county governments to establish and maintain appropriate supply chain

systems for drugs and medical supplies.

ii) Results

The results for the year ended June 30, 2024, are set out on pages 1-150.

iii)Directors

Members of the Board of Directors who served during the year are listed on Pages xi - xvii.

Throughout the year, one Director resigned, and one new Director was appointed effective

from 24h Ill/ay 2024.

Surplus rcmission.
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In accordance with Regulation 219 (2) of the Public Financial Management (Nationar
Government) Regulations, regulatory entities shall remit into Consolidated Fund, ninety per
centum of its surplus funds reported in the audited financial statements after the end of each
financial year.

The Kenya Medical Supplies Authoity made a deficit of Kshs. 779,149,1123 duing the year and
in (FY 2022{2023 deficit of Kshs. 3,897,349,096). There were no surplus funds at the end of the
financial year hence no remission to the Consolidated Fund.

Auditors

The Auditor-General is responsible for the statutory audit of the Kenya Medical Supplies
Authority (KEMSA) in accordance with Article 229 of theConstitution of Kenya and the Public
Audit Act 2015 to carry out the audit of the Kenya Medical Supplies Authority (KEMSA) for
the year/period ended June 30, 2024.

By Order of the Board

xx xv

Evans Cheruiyot
Ag. Director Legal
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12. Statement of Directors' ResPonsibilities
Section 81 of the Public Finance Management Act (2012) and Section 17 of the Kenya Medical

Supplies Authority Act (25th January 2013) mandate the Directors to prepare financial

statements for the Kenya Medical Supplies Authority (KEMSA). These statements should

provide a true and fair view of KEMSA's financial position at the year's end and its operating

results for that year. Additionally, the Directors must ensure that KEMSA maintains accurate

accounting records that reasonably reflect its financial position. They are also entrusted with

the responsibility of safeguarding the Authority's assets. This responsibility includes:

i) Maintaining adequate financial management arrangements and ensuring that these

continue to be effective throughout the reporting period.

(ii) Maintaining proper accounting records, which disclose with reasonable accuracy at

any time the financial position of KEMSA.

(iii) Designing, implementing, and maintaining internal controls relevant to the

preparation and fair presentation of the financial statements, and ensuring that they

are free from material misstatements, whether due to error or fraud'

(i") Safeguarding KEMSA's assets.

(") Selecting and applying appropriate accounting policies

(ui) Making accounting estimates that are reasonable in the circumstances:

The Directors accept responsibility for KEMSA's financial statements, which have been prepared

using appropriate accounting policies supported by reasonable and prudent judgments and

estimates, in conformity with International Public Sector Accounting Standards (II5AS), and in

the manner required by the Public Finance Management Act and the State Corporations Act.

The Directors believe that the financial statements accurately reflect the transactions and

financial position of the Kenya Medical Supplies Authority (KEMSA) for the financial year

ending June 30, 2024. They also affirm the integrity of the accounting records maintained by

KEMSA, which informed the preparation of these statements, and vouch for the robustness of

the internal financial control systems.

Based on current in-formation, the Directors have no reason to doubt KEMSA's ability to continue

its operations for at least the next twelve months from this statement's date.
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Approaal of the financial stqtements

The Kenya Medical Supplies Authority (KEMSA)'s financial statements were approved by the

Board on and s igned on its behalf

Sam EGH Dr. Waqo Ejersa, OGW
Accounting OfficerChairperson of the Board
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REPORT OF THE AUDTTOR.GENERAL ON KENYA MEDICAL SUPPLIES
AUTHORIW FOR THE YEAR ENDED 30 JUNE, 2024

PREAMBLE

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

A. Report on Financial Statements that considers whether the flnancial 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 LaMulness 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 lnternal 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
material 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 LaMulness and Effectiveness in the Use of
Public Resources, and the Report on Effectiveness of lnternal 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 Managemenl Ad, 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

I have audited the accompanying financial statements of Kenya Medical Supplies
Authority set out on pages 1 to 137, which comprise of the statement of financial position
as at 30 June,2O24 and the statement of financial performance, statement of changes in
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net assets, 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.

ln 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 Kenya Medical Supplies Authority as at 30 June,2024
and of its financial performance and its cash flows for the year then ended, in accordance
with lnternational Public Sector Accounting Standards (Accrual Basis) and comply with
the Kenya Medical Supplies Authority Act, 2013 and the Public Finance Management Act,
2012.

Basis for Qualified Opinion
1. Receivables from Exchange Transactions (current)

The statement of financial position and as disclosed in Note 24(a) lo the financial
statements reflects receivables from exchange transactions (current) balance of
Kshs.6,935,870,483. The following unsatisfactory matters were however noted:-

1.1. Long Outstanding Receivables

The balance includes trade debtors-receivables of Kshs.6,749,349,385 out of which
Kshs.2,894,504,826 relates to various customer balances that had been outstanding for
more than one year without any agreed-on payment plan. Further, there was no provision
for bad and doubtful debts contrary to Paragraph 2.16 of the Authority's Credit Policy,
2014 which requires adequate provision for bad and doubtful debts for any outstanding
debt above three hundred and thirty (330) days.

1.2. Receivables from Ministry of Health

The receivables from exchange transactions balance includes an amount of
Kshs.1,258,576,806 owed by the Ministry of Health. However, confirmation from the
Ministry of Health indicated a balance of Kshs.48,164,160 resulting to an unexplained
and unreconciled variance of Kshs.1 ,210,412,646.

1.3. Receivables from County Governments

lncluded in the balance is Kshs.3,379,558,022 owed by the County Governments which
further includes an amount of Kshs.2,666,204,261 owed by forty-three (43) County
Governments. However, analysis of the amounts disclosed as owing to the Authority in
the individual financial statements for the forty-three (43) County Executive revealed a
balance of Kshs.825,701,802 resulting to an unexplained variance of Kshs.1 ,840,502,459
as detailed out at Appendix L

ln the circumstances, the accuracy and completeness of the receivables from exchange
transactions ((current) balance of Kshs.6,935,870,483 could not be confirmed.
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3. lnaccuracies in Sale of Medical Commodities

Note 9 to the financial statements reflects total sales revenue of Kshs.5,799,384,197
generated from sale of various health products and technologies. lncluded in this amount
is Kshs.3,791,887,567 and Kshs.1,907,761,197 from the sale of pharmaceuticals and
non-pharmaceuticals respectively. Review of the warehouse issue reports revealed that
medical commodities valued at Kshs.161 ,347,184 were issued to thirty-one (31) County
headquarters without providing details of the beneficiary health facilities.

ln the circumstances, the accuracy and completeness of sales revenue amounting to
Kshs.5,799,384,197 could not be confirmed.

4. Unconfirmed Land Ownership

The statement of financial position and as disclosed in Note 27 to the financial statements
reflects net book value of property, plant and equipment of Kshs.9,827,561,267.The
balance includes land valued at Kshs.1,745,500,000 in Nairobiwhose lease expired on
30 June,2018 but it had not been renewed as at 3O June,2024.

ln the circumstances, the accuracy and rightful ownership to the parcel of land valued at
Kshs.1,745,500,000 could not be confirmed.

The audit was conducted in accordance with lnternational Standards of Supreme Audit
lnstitutions (lSSAls). I am independent of the Kenya Medical Supplies Authority
Management in accordance with ISSAI 130 on the 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.

Emphasis of Matter

1. Budgetary Control and Performance

The statement of comparison of budget and actual amounts reflects final total revenue
budget and actual on comparable basis of Kshs.4,452,184,650 and Kshs.4,369,101,668
respectively, resulting to underperformance of Kshs.83,082,982 or 2o/o of the budget.
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2. Undisclosed Expired and Damaged Medical Commodities

The statement of financial performance and as disclosed in Note 20 to the financial
statements reflects expenses in respect to expiry and damages of Kshs.376,802,655.
However, analysis of warehouse management system indicated that Global Fund and
other donated medical commodities valued at Kshs.367,413,734 had expired during the
year but they were not incorporated in the financial statements.

ln the circumstances, the accuracy and completeness of the expiry and damages
expense of Kshs.376,802,655 could not be confirmed.



The underperformance affected the planned activities and may have impacted negatively
on service delivery to the public.

2. Long Outstanding Trade Payables

The statement of financial position and as disclosed in Note 28 to the financialstatements
reflects trade and other payables balance of Kshs.6,907,296,951. The balance includes
an amount of Kshs.2,372,561,841 which has been outstanding for more than ninety (90)
days with no plan to clear the outstanding amounts. The nonpayment may lead to
litigations and withdrawal of services by the suppliers affecting the operations of the
Authority.

Failure to settle bills during the year to which they relate adversely affects the budgetary
provisions for the subsequent year as they form a first charge.

My opinion is not modified in respect of these matters

Unresolved Prior Year Matters

ln the audit report of the previous year, several issues were raised under the Report on
the Financial Statements, Report on Lawfulness and Effectiveness in Use of Public
Resources and Report on Effectiveness of lnternal controls, Risk management and
Governance. However, the Management had not resolved the issues as ta 30 June,2024.

Other lnformation

The Management is responsible for the other information set out on page v to xxxviii which
comprise of Key Authority's lnformation and Management, The Board of Directors, Key
Management Team, Chairperson's Statement, Report of the Chief Executive Officer,
Statement of Performance against Predetermined Objectives for the FY 202312024,
Corporate Governance Statement, Management Discussion and Analysis, Environmental
and Sustainability Reporting, Report of the Directors and the Statement of Directors'
Responsibilities. The Other lnformation does not include the financial statements and my
audit report thereon.

ln connection with my audit on the Authority's financial statements, my responsibility is to
read the Other lnformation and in doing so, consider whether the other information is
materially inconsistent with the financial statements or my knowledge obtained in the audit
or othenarise appears to be materially misstated. lf based on the work I have performed, I

conclude that there is a material misstatement of this Other lnformation, I am required to
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Key Audit Matters

Key audit matters are those matters that, in my professional judgement, are of most
significance in the audit of the financial statements. Except for matters described in the
Basis for Qualified Opinion section, I have determined that there are no other key audit
matters to communicate in my report.

Other Matter



report that fact. Based on the audit procedures performed, I confirm that Other lnformation
is not materially inconsistent with the financial statements.

Missed Performance Targets

The Authority had seven (7) strategic objectives including improving business processes,
improving customer and stakeholder satisfaction, ensuring financial sustainability, and
aligning structure and culture to deliver on the KEMSA mandate, delivering value for
money, ensuring compliance with laws, regulations, and standards and strengthening
governance systems. However, the Authority did not achieve five (5) of the strategic
objectives.

My opinion on the financial statements does not cover the Other lnformation and
accordingly, I do not express an audit opinion or any form of assurance conclusion
thereon.

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, I

confirm that nothing else has come to my attention to cause me to believe that public
resources have not been applied lavufully and in an effective way.

Basis for Conclusion

1. Non-Compliance with the Climate Regulations

Section (5) of the Climate Change Act, 2016 states that each state department and
national government public entity shall (a) integrate the climate change action plan into
sectoral strategies, action plans and other implementation projections for the assigned
legislative and policy functions; and (f) report annually to the Council on the status and
progress of performance and implementation of all assigned climate change duties and
functions. However, Management did not provide evidence for audit to confirm that the
Authority reports annually to the Council on the status and progress of performance and
implementation on climate change.

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

2. lrregular Donations of Medical Commodities

Note 12 to the financial statements reflects an amount of Kshs.214,442,605 in respect of
advertising expenses out of which Kshs.37,299,685 relates to donations to health
institutions. However, the donations included medical commodities valued at
Ksh.5,804,764 with a shelf life exceeding six (6) months. This was contrary to Section 8.2
of the KEMSA Standard Operating Procedures, which requires donated medical
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commodities to have a shelf life of less than six months. Further, controls were not in
place to ensure the donated medical drugs are not sold to patients or recognized as part
of purchases by the recipient institutions.

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

3. Commingling of Supplier Retention Funds

Note 28 to the financial statements reflects trade and other payables from exchange
transactions balance of Kshs.6,907,296,951which includes supplier's retention funds of
Kshs.165,308,683. However, the funds were commingled in the Authority's operational
bank accounts instead of depositing them in a separate bank account exposing them to
unintended use. This was contrary to Regulation 43(b) of the Public Finance Management
(National Government) Regulations,2015 which states that an accounting officer shall
ensure that public funds entrusted to their care are properly safeguarded and are applied
for purposes for only which they were intended and appropriated by the National
Assembly.

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

4. Staff Earning Less Than One Third of Basic Salary

Review of the payroll revealed that seventy-three (73) employees earned less than one
third of their basic salary during the year under review. This was contrary to Sectionl9(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 under the provisions of subsection (1), 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.

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

5. lrregular Procurement of Transport Services

Note 12(b) to the financial statements reflects outsourced distribution expenses of
Kshs.721,899,107. The service provider owned eleven (11)againstthe requisite thirteen
(13) 7-10 tonnes vehicles. Further, the provider did not present evidence of Global
Positioning System (GPS) for all their listed vehicles as per the evaluation criteria. This
was contrary to Regulations 76(1&2) of the Public Procurement and Asset Regulations,
2020 which states that upon completion of the preliminary evaluation under Regulation
74, lhe evaluation committee shall conduct a technical evaluation by comparing each
tender to the technical requirements of the goods, works or services in the tender
document.

ln the circumstances, Management was in breach of the law.
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6. Long Outstanding lmprest

Review of expenditure records and the imprest register revealed imprests issued totalling
toKshs.4,S35,244thalweredueforsurrenderbutwereoutstandingasat30 June,2024.
This was contrary to Regulation 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 7 working days after returning to duty station.

Further no action had been taken to recover the long outstanding imprests from the payroll
for the affected staff.

ln the circumstances, Management was in breach of the law

7. Staff Over Establishment

During the year under review, the Authority's approved staff establishment was three
hundred and forty-one (341) positions. However, the staff in post as perthe master roll
numbered five hundred and seventy-one (571) resulting to an over establishment two
hundred and three (203).

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

8. Non-Adherence to Set Credit Limits

Note 24(a) to the financial statements reflects trade debtors-receivables balance of
Kshs.6,749,349,385 out of which Kshs.3,379,558,022 relates to balances owed by
County Governmentswhile Kshs.3,369,791,363 relates to other credit customers.
However, the Authority did not adhere to the set credit limit and continued to trade with
customers beyond the credit policy period of up to 45 days. This was contrary to
Paragraph 2.7 of the Authority's Credit Policy,2014.

ln the circumstances, Management was in breach of policy.

The audit was conducted in accordance wlth ISSAI 3000 and ISSAI 4000. The Standards
require 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 comply 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, except for the effect of the matters described in the Basis for
Conclusion on Effectiveness of lnternal Controls, Risk Management and Governance
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section of my report, I 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. Unallocated Customer Payments

The statement of financial position and as disclosed in Note 28 to the financial statements
reflects trade and other payables of Kshs.6,907,296,951. The balance includes customer
unallocated payments amounting to Kshs.176,458,787 and trade debtor-unidentified
receipts of Kshs.7,357,111. The balances relate to amounts in the bank but whose details
including facility codes and order numbers on what the payments relate to have not been
disclosed. Further, reconciliations to match the funds with the orders paid for have not
been carried out. Failure to allocate customer payments in a timely manner poses the risk
of irregular allocations.

ln the circumstances, the effectiveness of internal controls over allocation of customer
payments could not be confirmed.

2. Avoidable Tax Arrears and Penalties

Note 12 to the financial statements reflects an amount of Kshs.190,31 1 ,857 in respect to
tax arrears and penalties which includes a penalty of Kshs.359,697 that was imposed due
to the late filing of the June, 2024 Pay As You Earn tax. Further, tax liabilities of
Kshs.187,952,160 emanated from filing Niltax returns for the financial years 202112022
and 202212023.

ln the circumstances, the effectiveness of internal controls over filing of tax returns could
not be confirmed.

3. Expiry of Essential Drugs for Lack of Distribution Lists

The statement of financial performance and as disclosed in Note 20 to the financial
statements reflects expired stock of Kshs.376,802,655. The expired stock included third
party stocks from Ministry of Health commodities valued at Kshs.23,957,138 which
include cancer treatment drugs valued at Kshs.9,257,110. Management attributed the
expiry to lack of a distribution list from the Ministry of Health and low demand despite the
increase in cancer cases in the country.

ln the circumstances, the effectiveness of internal controls over the distribution of medical
commodities could not be confirmed.

4. Failure to Hedge against Foreign Exchange Losses

Note 18 to the financial statements reflects loss on foreign exchange transactions of
Kshs.70'1,405,289 which increased by Kshs.205,828,839 compared to prior year period
loss of Khs.495,576,450. Review of procurement records indicated that contracts were
entered using foreign currency while payments were made using Kenyan currency.
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However, Management had not put in place hedging strategies to safeguard against
foreign exchange volatilities.

ln the circumstances, the effectiveness of internal controls over foreign exchange
transactions could not be confirmed.

5. Unfulfilled Customer Orders

Note 9 to the financial statements reflects total sales revenue of Kshs.5,799,384,197
generated from the sale of Pharmaceuticals and non-pharmaceuticals. The Authority
received customer quantity orders of 18,349,024 units from various health facilities out of
which only 1,523,207 order units or 8.3 % were fulfilled resulting to unfulfilled customer
orders of 16,825,817 units or g2o/o valued at Kshs.1 ,587,444,222.

ln the circumstances, the effectiveness of internal controls over fulfilment of customer
orders could not be confirmed.

6. Non-Optima! Utilization of Trucks in Distribution of Medical Commodities

Note 12(b) to the financial statements reflects outsourced distribution expenses of
Kshs.721,899,107. Review of this expenditure revealed that the Authority did not have a
mechanism of ensuring commodities are loaded on the vehicles according to the truck
capacities. This was evidenced by the dispatch report showing one thousand seven
hundred and seventy-six (1,776) vehicles dispatched to various destinations using trucks
that carried loads of less than 75o/o of the vehicle's load capacity. Further, there were
instances of multiple trucks dispatched on the same day to the same County carrying
small loads each of which could have been consolidated and loaded into fewer trucks.

ln addition, review of dispatch report revealed medical commodities worth
Kshs.331,248,308 were distributed by vehicles with a capacity of between one (1) and
one and point five (1.5) tonnes which were not captured in tender specifications and
contract terms.

ln the circumstances, the effectiveness of internal controls optimal utilization of trucks in
distribution of medical commodities could not be confirmed.

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 controls, 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 the Management and Board of Directors

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

ln preparing the financial statements, Management is responsible for assessing the
Authority's ability to continue to sustain services, disclosing, as applicable, matters related
to sustainability of services and using the applicable basis of accounting unless
Management is aware of the intention 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.

ln 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
process, reviewing the
relevant legislative and
systems are in place to
and risk management,
environment.

is responsible for overseeing the Authority's financial reporting
effectiveness of how Management monitors compliance with
regulatory requirements, ensuring that effective processes and
address key roles and responsibilities in relation to governance
and ensuring the adequacy and effectiveness of the control

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
lnternational Standards of Supreme Audit lnstitutions (lSSA|s). The standards require
that, in conducting the audit, I 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 lSSA|s 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.

ln conducting the audit, Article 229(6) of the Constitution also requires that I 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. ln addition, I

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

Constitution

bilities for the audit is located at the Office of theDetailed description of my responsi
Auditor-General's website at
responsibil

https://www oaqkenva o.ke/aud itor-qenerals-
for-audit/. This description forms part of my auditor's report

FC
AUDITOR-G ENERAL

Nairobi

30 December,2024

a ung u, CBS
t-ia.!,
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Appendix 1: Variances in Receivables from Exchange Transactions (Current)
County Executive Versus KEMSA Financial Statements

38,776,625

County

Amount as per
Financial

Statements
(Kshs)

Amount Owed as per
the County Executive
Financial Statements

(Kshs)
Variance

(Kshs)
1. Mombasa County 7,313,100 7,313,100
2. Kwale County 67,859,927 67,859,927
J Tana River County 37,167,354 4,649,498 32,517,856
4. Lamu County 14,282,895 1,305,590 12,977,305
5. Taita Taveta County 12,545,561 12,545,561
6. Garissa County 83,228,O01 83,228,001
7 Wajir County 77,951,293 89,519,092 (1 1,567,799)
8. Mandera County 82,938,737 82,938,737
9. Marsabit County 50,609,108 50,609,108
10. lsiolo County 42,057,969 46,090,104 (4,032,135)
11. Meru County 85,344,072 22,951,317 62,392,755
12. Embu County 79,O97,721 146,731,275 (67,633,554)
l3.KituiCounty 14,291,436 14,291,436
14. tVachakos Count Y 122,002,758 122,0O2,758
15. Makueni County 74,880 74,880
16. Nyandarua County 25,653,891 8,228,733 17,425,158
17. Nyeri County 79,160,715 40,384,090
18. Kirin aga County 50,144,807 50,144,807
19. [Vurang'a Count Y 55,877,470 55,877,470
20.Turkana County 63,881,002 63,881,002
21.West Pokot County 51,261,165 5'l ,261,165
22. Samburu Countv 50,618,266 50,618,266
23.Trans Nzoia County 49,314,859 49,314,859
24. Uasin Gishu Countv 109,964,149 109,964,149
25. Elgeyo Marakwet

Countv
50,398,266 50,398,266

26.NandiCounty 47,183,570 46,720,939 462,631
27. Baringo County 45,947,412 45,947,412
28. Laikipia County 62,700,839 62,700,839
29. Nakuru County 36,216,966 14,609,868 21,607,098
30. Kajiado Countv 93,556,175 93,556,17s
31. Kericho County 6,638,140 6,577,000 61,140
32. Bomet Coun ty 65,982,685 33,841,801 32,140,884
33. Kakamega County 182,088,214 84,816,639 97 ,271,575
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County

Amount as per
Financial

Statements
(Kshs)

Amount Owed as per
the County Executive
Financial Statements

(Kshs)
Variance

(Kshs)

34.Vihiga County 94,426,701 34,185,977 60,240,724

35. Bungoma County 38,852,040 29,160,558 9,691,482
36. Busia County 63,344,582 56,959,797 6,384,785
37.Siaya County 61,024,588 46,003,456 15,021,132
38. Kisumu County 1 1,643,634 1 1,643,634
39. Homa Bay County 104,814,066 104,814,066
40. Migori County 58,766,343 58,766,343
4'1. Kisii County 39,806,268 40,245,760 (439,492)
42. Nyamira County 46,375,206 72,720,308 (26,345,102)
43. Nairobi City County 243,797,433 243,797,433
Total 2,666,204,261. 825,701,802 1,840,502,459
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For the year ended June 30th 2024

1.4. Statement of Financial Performance for the year ended 30[une2024

The notes set out on Pages 11 to 54 form an integral part of these Financial Statements. The Financial

ents set out 1to9we beh the Board of Directors bY:

Dr. Waqo Eiersa, OGW
Accounting Officer

Date

Pauline yoru
Head of Finance

unai, EGH
airman of the Board

S

i:i{ff; lyr Da,e zoltz,laoz4

KshsKshs

1.,357,355,506

920,280,802
1.,298,428

473,033,429

2,757,968,765
2,878,357,805

7,953,604,670
789,493,976

t,208,905,403
13,902,905

"tl1.,873,340

20,71.9,350

L61,1.48,124

1,21,3,71.5,786

5,473,362,955

(495,s76,4s0)
3,572

(756,710,17"t)

3,847,294,798

120,000,000
6,383,639

126,383,639

1,,188,219,571.

60,086,348
'1.,248,305,978

1,406,201.,614

L,475,202,965
1.,298,428

238,092,743

3,720,795,750
4,369,107,668

1,205,278,899
721.,899,107

"1,018,196,013

23I71,417
176,472,045

26,500,079

326,990,822
376,802,6ss

3,875,657,037

(70L,40s,289)
(1.8,027,596)

(481,38s,033)
7,286

(50,054,896.96)

3,897,349,O95)

12

12b
13

1.4

15

76

17
20

6

7

22

a

9

10

11.

18

19

2-1.

(7r,782,137)
779,149,423

Revenue from non-exchange transactions
Transfers from other government entities

Public contributions and donations

Total Revenue from non-exchange transactions

Revenue from exchange transactions
Rendering of Services

sale of goods
Rental Revenue
Other Income
Total Revenue from exchange kansactions

Total revenue
Expenses
Use of goods and services

Outsourced Distribution
Employee costs

Board expenses

Depreciation and amortization exPense

Repairs and maintenance
Contracted Services
Expiry& damages

Total expenses

Other gains/(losses)
Gain/ (Loss) on foreign exchange transactions

Gain / (Loss) on sale of asset

Impairment loss
Surplus(Def icit) before tax

Corporation Taxation
S lus for the eriod

Comparative Period
Iinded
3grr,;une 2023

slgn

\

I

l'eriod cnded 3(Xh

lune2O24
Note
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15. Statement of Financial Position as at 30 lune 2024

4,906,997,098

6,008,547,865

7,060,656

3,767,500,',t40

9,134,630,398

3,784,883

23,822,515,04'1,

8,690,853,547

970,283

46,1.65,683

8,737,989,573

7,729,591,91,6

6,93s,870,483

6,2L6,080

3,899,766,"139

8,501,866,791.

4,139,709

21,077,451,119

32,560,504,553

8,602,982,309

81,5,345,67"1

1,430,606,576

'l..,430,606,576

6,907,296,951

470,029,023

833,9'15,978

8,507,866,791

1,6,7'13,108,743

7,843,020,769

7,843,020,769

27,095,47'1.,46278,556,128,912

23

24a

25

26a

26b

26a

29

32

28

27

27b

24b

30

31

Assets

Current assets

Cash and cash equivalents

Receivables from exchange transactions

Receivables from non-exchange
transactions

Inventories-KEMsA Capital

Inventories-Third Party Stocks

Inventories-Consumable Store

Total current assets

Non-current assets

Property, plant and equipment

Intangible assets

Receivables from exchange transactions

Total non-current assets

Total assets

Liabilities

Current liabilities
Trade and other payables

Refundable Deposits and Prepayments
from Customers

Current Provisions

Medical Commodity Fund

Total current liabilities

Non-current liabilities

Deferred income

Total non-current liabilities

Total liabilities

2

Note

Financial Year

202312024

Kshs

Financial Year

202T2023

Kshs

9,827,567,267

(0)

M,515,683

9,872,076,949

30,949,528,068

1.,111.,906,567

9,134,630,398

19,6U,864,946
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The financial statements set out on pages 1 to 9 were signed on behalf of the Board of Directors
by,

Dr. Waqo Eiersa, OGW
Accounting Officer

Date

Pauline Nyoru
Head of Finance

S

C
ue Tunai, EGH

of the Board

ICPAK l\,I/t,lo: l/f,'+3
Date ns I trl ,u,L? Date 40 I te,l ?o"?

Net assets

KEMSA Capital

Accumulated Funds

Revenue reseryes

Revaluation reserve

Total net assets and liabilities

-l--)

12,393,399,156

8,467,576,303

3,472,063,699

459,759,154

1't ,465,033,09't

8,461,576,303

2,21,9,826,332

783,630,456

30,949,529,069 32,560,504,553

3
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75. Statement of Changes in Net Assets for the year ended 30 June 2024

Reserves

Total

Kshs

Accumulated
Funds

Kshs

KEMSA
Capital

Kshs

Revaluation
Reserve

Kshs

18,354,707,679
(2,997,725,431)

15,362,382,188

459,759,L54

(nu.4e,423)

256,950,298

256,950,298

(256,950,298)

8,851,950,552

(2,997,725,431)

5,860,225,731.

256,950,298

(3,897,349,09n
2,279,825,332

7,247,756,334

783,630,456

(779;149,423)

783,630,456

783,630,456

783,630,456

(783,630,456)

459,759,754

8,46'1,,576,303

8,461,575,303

As at |uly 7,2021
Surplus for the period
As atlune 30,2022

Transfer of accumulated Funds to
Retained Earnings

Surplus for the period
As at July 7,2023
Prior year adiustment
Reclassification of Revaluation
Reserve for prior period

Revaluation Reserve for the period
Accounts payable revaluation
Accounts receivable revaluation

Surplus for the period
12,393,399,1563,472,063,6998,45't,576,303 459,759,1.ilBalance as at 30th |une 2024

Attributable to the owners of the controlling Authority

4

Retained Earnings

Kshs

8,46't,576,303

(3,897,y9,09n
7,^,465,033,091.

1.,247,756,334
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77. Statement of Cash Flows for the year ended 30[une2024

KshsKshs

120,000,000

6,383,639

2,232,1.40,733

920,280,802

1,,298,428

473,033,429

3,753,137,032

2,430,707,258

789,493,976
"t,208,905,403

"t3,902,905

20,7"19,350

761.,1.48,124

495,576,450

(3,572)

1.,213,715,186

756,7'10,771.

50,054,897

7,74p,930,\47

(3,387,793,715)

1.86,947,924

64,284

(il9,275,2371
(361,263,0231

(3,749,056,138)

8,656,053,238

34

't,188,2'19,57'l

60,086,348

342,746,747

7,475,202,965

1,298,428

238,092,743

3,305,646,807

3:t11.,857,842

721,899,107

1,{J.18,"t96,0't3

23,511,417

26,500,079

326,990,822
70't,405,289

18,027,596

376,802,655

77,782,137

6,396,972,957

(3,091,326,L561

1.,238,006,334

29,778,930

(1,353,804,290)

(85,079,0251

(3,177,405,1.82)

4,906,997,098

Cash flows from operating activities
Receipts

Transfers from other government entities

Public contributions and donations
Rendering of Services

sale of goods
Rental Revenue

Other Income
Total Receipts

Payments
Use of goods and services

Outsourced distribution cost

Employee costs

Board expenses

Repairs and maintenance

Contracted Services

Gain/ (Loss) on foreign exchange transactions

Loss on sale of assets

Expiry and damages

Impairment loss

Corporation Taxalion
Total Expenses

Cash flows from operating activities
Cash flow from investing activities

Prior year adjustments
Asset Disposal (NBV)
Purchase of property, plant, equipment

Net cash flows used in investing activities
Cash Flows from Financing activities

Net cash flows used in financing activities
Net increase/ (decrease) in cash and cash

equivalents
Cash and cash ivalents at 1 Jul 2023

4,906,997,0987,729,591.,9'1.6Cash and cash equivalents at 3fth lute 2O24

Period ended
3fth fune 2024

Period ended 30th

|une 2023I

5

Note
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18. Statement of Comparison of Budget and Actual amounts for the year ended 30 )une 2024

Note
Approved Original

Budget

Kshs

Adjustments

Kshs

Final Budget

Kshs

Actual Comparative
Basis

Kshs

Performance

Difference

Kshs

o/o of
Utilization

Kshs

a b q=11+b)
d g=1c-d) 1=d/clo

lRevenue from non{xchanse hansactions

lTransfers fmnr other govenlment entities

Public contributions and donations -Deferred income

Total Revenue from non-exchange transactions

Revenue from exchange transactions

Rendering of Services

sales of good

Rental Revenue

Other Income ( Finance lncome)

Total Revenue from exchange harsactions

Tolal revenue

f,

7

8

9

10

1l

{20,0m,000

420,000,000

1,863,535514

1 ,575,758,475

592,8n,6il
4,0341U,650

4,452,1U,650

{20,000,000

420,000,000

1,863,535,511

1,575,758,175

592,890,60

4,032,7U,650

4,452,1U,650

7,78f,2't9,577

60,086,v8

1,248,305,918

1,lM,207,611

7,175,202,965

1,298,128

238,W2,713

3,rN,795,750

4,369 ,107 ,668

(768,219 ,571)

(60,086,348)

(82E,305,e18)

457,333,907

100,555,510

(1,298,128)

3v,797,918

911,388,900

83,082,982

i 283v.

a 00/o

i 297vo

i Tsyo

ti 94./,

oo/o

t) 4,o/o

tl 77o/o

tl 98v.

6

I



Kenya Medical Supplies Authority

Annual Report and Financial Statements

For the year ended June 30'h 2024

Note
Approved Original

Budget

Kshs

Adjustments

Kshs

Final Budget

Kshs

Actual Comparative

Easis

Kshs

Performance

Differcnce

Kshs

tt/o of
Utilization

Kshs

a b c=(a+b)
d g=(cd)

Expenses

Outsource distribution

Use of goods and services

Employee costs

Board expenses

Deprcciation and arnort ization expense

Repairs and mainlenance

Contracted Services

Expiry& damages

Totd expenses

Other gaind(losses)

Gain/ (Loss) on foreign exchange transactions

Gain/(Loss) on sale of assets

Impairment loss

Surplu{Deficit) before tax

Taxation

12b

72a

13

14

15

76

77

m

18

"19

21

11

4,2U)89,085

207,795,%5

108,452,853

(89,161,027)

0m,f81,074
(2)44,il6)

(7s,520,000)

37,813,777

91,540,560

(50,000,000)

50,000,000

794,076,253

1,531044590

7,218,798,772

27,655,474

799,618,694

75,7 ,257

344,705,770

4194,389,0E5

207,795,565

50,000,000

72-1,899,107

1.,205,278,899

1,018,1%,013

23,577,417

"t76,172,U5

26,ffi,079

326,990,822

376,W2,6 .89

3,875,657,037

(707,405,2E9)

08,027,596)

(481,385,033)

(7V7 357,?l,61

(71,782,8n

72,117,7&

329,765,692

200,m'2,099

4,743,997

8,14$,619

49,zfl,7n
"t7,"t14,948

(376N2,65s)

318,738,048

(4%,ffi,7241

(18,0275%)

(481,385,033)

(1,228,6n,ng't

{21,782,137)

ti ero/"

ti zey"

I 84v"

I 8s%

f, 88ozo

i 3s%

S esv"

a ovo

t___j%_

I -338%

I 00/.

0v.

00/.,

t -r++'t

Surplus for the eriod 4,452,1U,650 4,452,l84,650 (n9,749,42jl. (1,250,459,556)

('rpitrl l:rp€nditure 2,659 ,560 ,566 .U) r,306,304,290 1,353,256,276 5t'/"

7

1=l/c%

685,563,400

1,624,205,678

1,338,879,789

30,000,m0

275,2i8,694

37,937,075

252,fi5,110
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Bucl t notes

i) The differences between the original and final budget result from reallocations macle

to address unexPected business needs, while ensuring the overall budget ceiling was

maintained.

ii) The Authority's operating expenses for the period amounted to Ksh. 3.875 billion,

indicating that it remained within the budget allocation of Ksh. 4.452 billion.

However, the Authority incurred accounting losses, including a foreign exchange loss

of Ksh. 701 million, an impairment loss of Ksh.48L million, a loss on the disposal of

assets amounting to Ksh. 18 million, and corporation tax of Ksh. 71 million. This

resulted in a cumulative expenditure of Ksh. 5.157 bittion. These are accounting

entries that could not have been anticipated in the budget but had to be recorded.

iii)As of June 30, 2024, the Authority's supply chain fees totalled Kshs. 1.406 billion,

significantly lower than the budgeted Kshs.1.853 billion, reflecting a 25% shortfall.

This shortfall is attributed to the non-return of USAID, which the budget had assumed

would generate Kshs.552 million in supply chain fees. The Authority had anticipated

USAID's return within FY 2023/2024, however, since this did not occur, the target

revenue for the supply chain was not achieved.

iv) The bank interest performance for the period endingJune, 30th2024 was Kshs. 237.98

million. This is a 60% decrease compared to the budgeted amount of Kshs. 592.890

million and a 49o/o decrease comparetl to the previous year's performance of Kshs.

467.5il million. This decline in performance is attributed to a reduction in bank

balances. The reduction is due to Low Collections from KEMSA customers.

v) Most exPenses were below budget; Those with significant underutilization (below

90%) in the categories of use of goods and services, employee costs, board expenses,

and repairs and maintenance. The shortfall in expenses was due to low revenue

performance and delayed payment of debts by customers, prompting the Authority

8
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to implement cost-cutting measures to operate within its means. Conversely, exPenses

with overutilization included inventory expiries and impairment losses - being

accounting items that could not be budgeted for but must be recorded in the financial

performance. In reference to continued forex exchange loss KEMSA has experienced

foreign exchange losses due to payments made at the spot rate, while Local Purchase

Orders (LPO) and commodities are valued based on a negotiated rate. In response/

KEMSA's management decided to implement a new policy. The policy requires that

all tenders must include the Kenya Shilling equivalent for foreign currency bids.

Contracts and LPOs must have a conversion rate. In addition, bidders must provide

a written undertaking that states the applicable exchange rate that will be used for

payment. This policy is aimed at reducing exposure to currency fluctuations and

minimizing risks associated with forex exchange rate variations.

9
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19. Notes to the Financial Statements
1-. General Information
Kenya Medical Supplies Authority (KEMSA) is established by and derives its authority
and accountability from Kenya Medical Supplies Authority (KEMSA) Act of 2013. Kenya
Medical Supplies Authority (KEMSA) is a state corporation wholly owned by the
Government of Kenya and is domiciled in Kenya. Kenya Medical Supplies Authority
(KEMSA)'s principal activity is Procurement, Warehousing and Distribution of Health
Products and Technologies to Public health facilities.

2. Statement of Compliance and Basis of Preparation
The financial statements have been prepared on a historical cost basis except for the
measurement at re-valued amounts of certain items of property, plant and equipment at
fair value, impaired assets at their estimated recoverable amounts and actuarially
determinecl liabilities at their present value. The preparation of financial statements in
conformity with International Public Sector AccountingStandards (II5AS) allows the use
of estimates and assumptions. It also requires management to exercise judgement in the
process of applying the Kenya Medical Supplies Authoriry (KEMSA)'s accounting
policies. The areas involving a higher degree of judgement or complexity, or where
assumptions and estimates are significant to the financial statements, are disclosed in
Note 5 of these financial statements.

The financial statements have been prepared and presented in Kenya Shillings, which is
the functional and reporting currency of the Kenya Medical Supplies Authority
(KEMSA).

The financial statements have been prepared in accordance with the PFM Act, the State
Corporations Act (include any otlrcr npplicable legislation), and International

Public Sector Accounting Standards (lf5AS). The accounting policies adopted have been
consistently applied to all the years presented.

3. Adoption of New and Reaised Standards

,, New and amended standards and interpretations in issue effectiae in the year
ended 30lune 2022.

There were no new and amended standards issued in the financial year
New and amended standards anil interpretation in issue but not yet effectiae in
the year ended 30lune 2024

10

ll.
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ITSAS 43 Applicable L't lanuary 2025

The standard sets out the principles for the recognition, measurement,

presentation, and disclosure of leases. The objective is to ensure that

lessees and lessors provide relevant information in a manner that

faithfully represents those transactions. This information gives a basis

for users of financial statements to assess the effect that leases have on

the financial position, financial performance and cashllows of an

Authority.

The new standard requires entities to recognise, measure and present

information on right of use assets and lease liabilities.

Management has assessed the changes and anticipates that the

adoption of this amendment will not affect the Authority's

operations.

Applicable lst lanuary 2025

The Standard requires,

Assets that meet the criteria to be classified as held for sale to be

measured at the lower of carrying amount and fair value less costs to

sell and the depreciation of such assets to cease and:

Assets that meet the criteria to be classified as held for sale to be

presented separately in the statement of financial position and the

results of discontinued operations to be presented separately in the

statement of financial performance.

ITSAS 44:

Non- Current

Assets Held

for Sale and

Discontinued

Operations

l1

Standard Effective date and impact:
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Management has assessed the changes and anticipates that the

adoption of this amendment will not affect the Authority's

operations

IT}SAS 45.

Property

Plant and

Equipment

Management has assessed the changes and anticipates that the

adoption of this amendment will not affect the Authority's

operations.

Applicable 1.'t lanuary 2025

ITSAS 46

Measurement The objective of this standard was to improve measurement guidance

across IIISAS by:

Providing further detailed guidance on the implementation

of commonly used measurement bases and the

circumstances under which they should be used.

Applicable 1-'t I anuary 2025

I

t2

Standard Effective date and impact:

The standard supersedes IIISAS 17 on Property, Plant and Equipment.

IPSAS 45 has additional guidance/ new guidance for heritage assets,

infraskucfure assets and measurement. Heritage assets were

previously excluded from the scope of II"SAS 17 in IIjSAS 45, heritage

assets that satisfy the definition of PPE shall be recognised as assets if

they meet the criteria in the standard. IISAS 45 has an additional

application guidance for infrastructure assets, implementation

guidance and illustrative examples. The standard has clarified existing

principles e.g valuation of land over or under the inJrastrucfure assets,

under- maintenance of assets and distinguishing significant parts of

infrastructure assets.
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ii. Clarifying kansaction costs guidance to enhance consistency

across IPSAS;

iii. Amending where appropriate guidance across IISAS related

to measurement at recognition, subsequent measurement

and measurement related disclosures.

The standard also introduces a public sector specific measurement

bases called the current operational value.

Management has assessed the changes and anticipates that the

adoption of this amendment will not affect the Authority's

operations.

This standard supersedes IISAS 9' Revenue from exchange

transactions, IISAS 1.1 Construction contracts and IIISAS 23 Revenue

from non- exchange transactions. This standard brings all the guidance

of accounting for revenue under one standard. The objective of the

standard is to establish the principles that an entity shall apply to rePort

useful information to users of financial statements about the nature,

amount, timing and uncertainty of revenue and cash flow arising from

revenue transactions.

Applicable 1.'t lanuary 2026It.SAS

Revenue

47-

13

Standard Effective date and impact:

Management has assessed the changes and anticipates that the

adoption of this amendment will not affect the Authority's

operations.



ITSAS

Transfer

Expenses

48-

The objective of the standard is to establish the principles that a transfer

provider shall apply to report useful information to users of financial

statements about the nature, amount, timing and uncertainty of

expenses and cash flow arising from transfer expense transactions. This

is a new standard for public sector entities geared to provide guidance

to entities that provide transfers on accounting for such transfers.

Management has assessed the changes and anticipates that the

adoption of this amendment will not affect the Authority's

operations.

Applicable l.st lanuary 2026

IPSAS 49-

Retirement

Benefit Plans

Applicable 1't lanuary 2026

The objective is to prescribe the accounting and reporting requirements

for the public sector retirement benefit plans which provide retirement

to public sector employees and other eligible participants. The standard

sets the financial statements that should be presented by a retirement

benefit plan.

State the expected inrpact of the stanilaril to the Entity if releaant

Management has assessed the changes and anticipates that the

adoption of this amendment will not affect the Authority's

operations.

Standard Effective date and impact

Kenya Medical Supplies Authority

Annual Report and Financial Statements
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iii. Early adoption of standards
The Authority did not early - adopt any new or amended standards inFY 23/24

t4
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4. Summary of Significant Accounting Policies
a) Reuenue rccognition

i) Revenue from non-exchange transactions

Transfers from other government entities

Revenues from non-exchange transactions with other government entities are measured

at fair value and recognized on obtaining control of the asset (cash, goods, services and

property) if the transfer is free from conditions and it is probable that the economic

benefits or service potential related to the asset will flow to the Authority and can be

measured reliably. Recurrent grants are recognized as revenue in the statement of

financial performance. Development/capital grants are recognized as deferred income,

as they relate to conditional grants for the conshuction of a new warehouse that has not

yet been capitalized. The income will be recognized over the useful life of the assets

acquired using these funds.

ii) Revenue from exchange transactions

Rendering of services

The KEMSA recognizes revenue derived from the provision of services related to the

procurement, warehousing, and distribution of health products and technologies (HPTs)

for various entities. This revenue is calculated based on negotiated rates outlined in

memoranda of understanding with the respective entities.

Sale of soods

Revenue from the sale of goods is recognized when the signilicant risks and rewards of

ownership have been transferred to the buyer, usually on delivery of the goods and when

the amount of revenue can be measured reliably, and it is probable that the economic

benefits or service potential associated with the transaction will flow to the Authority.

This revenue is earned from sales of HPTs to Counties, National Referral Hospitals,

national state-owned corporations and Faith-based organisations.

15

lnterest income

Interest income is accrued using the effective yield method. The authority earns interest

from bank balances held in various commercial banks. The method applies this yield to

the principal outstanding to determine interest income each period.
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Rental income

Rental income arising from operating leases on investment properties is accounted for on
a straight-line basis over the lease terms and included in revenue.

b) Budget information
The original budget for the current financial year (FY) was approved by the National
Assembly and communicated by the National Treasury on 21st July 2023. Subsequent
revisions or additional appropriations were made to the approved budget in accordance
with specific approvals from the appropriate authorities. The additional appropriations
are added to the original budget by the Authority upon receiving the respective
approvals in order to conclude the final budget. The Authority didn't record additional
appropriations.

KEMSA's budget is prepared on a different basis to the actual income and expenditure
disclosed in the financial statements. The financial statements are prepared on accrual
basis using a classification based on the nature of expenses in the statement of financial
performance, whereas the budget is prepared on a cash basis. The amounts in the
financial statements were recast from the accrual basis to the cash basis and reclassified
by presentation to be on the same basis as the approved budget.

A comparison of budget and actual amounts, prepared on a comparable basis to the
approved budget, is then presented in the statement of comparison of budget and actual
amounts.

In addition to the Basis difference, adjustments to amounts in the financial statements are
also made for differences in the formats and classification schemes adopted for the
presentation of the financial statements and the approved budget.

There is no reconciling amount between the actual amounts on a comparable basis
included in the statement of comparison of budget and actual amounts and the actuals as
per the statement of financial performance has been presented in page 1 of these financial
statements.

c) Taxes

Current income tax

Current income tax assets and liabilities for the current period are measured at the
amount expected to be recovered from or paid to the taxation authorities. The tax rates

l6
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and tax laws used to compute the amount are those that are enacted or substantively

enacted, at the reporting date in the area where the Authority operates and generates

taxable

income. Current income tax relating to items recognized directly in net assets is

recognized in net assets and not in the statement of financial performance.

Management periodically evaluates positions taken in the tax returns with respect to

situations in which applicable tax regulations are subject to interpretation and establishes

provisions where appropriate.

Deferred tax

Deferred tax is provided using the liability method on temporary differences between the

tax bases of assets and liabilities and their carrying amounts for financial reporting

purposes at the reporting date.

Deferred tax liabilities are recognized for all taxable temporary differences, except in

respect of taxable temporary differences associated with investments in controlled

entities, associates, and interests in joint venfures, when the timing of the reversal of the

temporary differences can be controlled and it is probable that the temporary di{ferences

will not reverse in the foreseeable future.

Deferred tax assets are recognized for all deductible temporary differences, the carry

forward of unused tax credits and any unused tax losses. Deferred tax assets are

recognized to the extent that it is probable that taxable profit will be available against

which the deductible temporary dilferences, and the carry forward of unused tax credits

and unused tax losses can be utilized, except in respect of deductible temporary

differences associated with investments in controlled entities, associates and interests in
joint ventures, deferred tax assets are recognized only to the extent that it is probable that

the temporary differences will reverse in the foreseeable future and taxable profit will be

available against which the temporary differences can be utilized.

The carrying amount of deferred tax assets is reviewed at each reporting date and

reduced to the extent that it is no longer probable that sufficient taxable profit will be

available to allow all or part of the deferred tax asset to be utilized.

Unrecognized deferred tax assets are re-assessed at each reporting date and are

recognized to the extent that it has become probable that future taxable profits will allow

the deferred tax asset to be recovered.
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Deferred tax assets and liabilities are measured at the tax rates that are expected to apply
in the year when the asset is realized or the liability is settled, based on tax rates (and tax
laws) that have been enacted or substantively enacted at the reporting date.

Deferred tax relating to items recognized outside surplus or deficit is recognized outside
surplus or deficit. Deferred tax items are recognized in correlation to the underlying
transaction in net assets. Deferred tax assets and deferred tax liabilities are offset if a
legally enforceable right exists to set off current tax assets against current income tax
liabilities and the deferred taxes relate to the same taxable Authority and the same

taxation authority.

Sales tax

Expenses and assets are recognized net of the amount of sales tax, except:

i) \Alhen the sales tax incurred on a purchase of assets or services is not recoverable
from the taxation authority, in which case, the sales tax is recognized as part of
the cost of acquisition of the asset or as part of the expense item, as applicable

ii) When receivables and payables are stated with the amount of sales tax included
The net amount of sales tax recoverable from, or payable to, the taxation authority is

included as part of receivables or payables in the statement of financial position.

d) Investment property
Investment properties are measured initially at cost, including transaction costs. The
carrying amount includes the replacement cost of components of an existing investment
property at the time that cost is incurred if the recognition criteria are met and excludes
the costs of day-to-day maintenance of an investment property. Investment property
acquired through a non-exchange transaction is measured at its fair value at the date of
acquisition. Subsequent to initial recognition, investment properties are measured using
the cost model. Investment properties are derecognized either when they have been
disposed of or when the investment property is permanently withdrawn from use and
no future economic benefit or service potential is expected from its disposal. The
difference between the net disposal proceeds and the carrying amount of the asset is
recognized in the surplus or deficit in the period of de-recognition. Transfers are made to
or from investment property only when there is a change in use.

e) Property, plant, and equipment
All property, Plant and equipment are stated at cost less accumulated depreciation and
impairment losses. Cost includes expenditure that is directly atkibutable to the
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acquisition of the items. When significant parts of property, plant and equipment are

required to be replaced at intervals, the Authority recognizes such parts as individual

assets with specific useful lives and depreciates them accordingly. Likewise, when a

major inspection is performed, its cost is recognized in the carrying amount of the plant

and equipment as a replacement if the recognition criteria are satisfied. AIl other repair

and maintenance costs are recognized in surplus or deficit as incurred. Where an asset is

acquired in a non-exchange transaction for nil or nominal consideration the asset is

initially measured at its fair value.

f) Leases

Finance leases are leases that transfer substantially all of the risks and benefits incidental

to ownership of the leased item to the Authority. Assets held under a finance lease are

capitalized at the commencement of the lease at the fair value of the leased property or,

if lower, at the present value of the future minimum lease payments. The Authority also

recognizes the associated lease liability at the inception of the lease. The liability

recognized is measured as the present value of the future minimum lease payments at

initial recognition. Subsequent to initial recognition, lease payments are apportioned

between finance charges and reduction of the lease liability so as to achieve a constant

rate of interest on the remaining balance of the liability. Finance charges are recognized

as finance costs in surplus or deficit. An asset held under a finance lease is depreciated

No depreciationLease hold Land
25%Buildings
257oMotor vehicles
12.57oFixtures and fittings
'12.5%Furnifure
"t2.5%Equipment
707oPlant and Machinerv
33.3o/oComputers
33.3%Intangible Assets

A full year's depreciation charge is recognized both in the year of asset pu
tofreciation and imear of asset dis tsal

rchase and in the
lant and e ul

Depreciation on property, plant and equipment is recognized in the statement of
Performance on a StraightJine basis to write down the cost of each asset or the

amount to its residual value over its estimated useful life. The annual rates in use

Financial
re-valued
are;
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over the useful life of the asset. However, if there is no reasonable certainty that the
Authority will obtain ownership of the asset by the end of the lease term, the asset is
depreciated over the shorter of the estimated useful life of the asset and the lease term.

Operating leases are leases that do not transfer substantially all the risks and benefits
incidental to ownership of the leased item to the Authority. Operating lease payments
are recognized as an operating expense in surplus or deficit on a straight-line basis over
the lease term.

g) Intangible assets

Intangible assets acquired separately are initially recognized at cost. The cost of intangible
assets acquired in a non-exchange transaction is their fair value at the date of the
exchange. Following initial recognition, intangible assets are carried at cost less any
accumulated amortization and accumulated impairment losses. Internally generated
intangible assets, excluding capitalized development costs, are not capitalized and

expenditure is reflected in surplus or deficit in the period in which the expenditure is
incurred.

The useful life of the intangible assets is assessed as either finite or indefinite. Intangible
assets with an indefinite useful life are assessed for impairment at each reporting date.

h) Research and development costs
The Authority expenses research costs as incurred. Development costs on an individual
project are recognized as intangible assets when the Authority can demonskate:

i) The technical feasibility of completing the asset so that the asset will be
available for use or sale.

ii) Its intention to complete and its ability to use or sell the asset.
iii) How the asset will generate future economic benefits or service potential
iv) The availability of resources to complete the asset.

v) The ability to measure reliably the expenditure during development.
Following initial recognition of an asset, the asset is carried at cost less any accumulated
amortization and accumulated impairment losses. Amortization of the asset begins
when development is complete, and the asset is available for use. It is amortized over
the period of expected future benefit. During the period of development, the asset is
tested for impairment annually with any impairment losses recognized immediately in
surplus or deficit.
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i) Financial instruments
IISAS 41 addresses the classification, measurement and de-recognition of financial assets

and financial liabilities, introduces new rules for hedge accounting and a new impairment

model for financial assets. KEMSA does not have any hedge relationships and therefore

the new hedge accounting rules have no impact on the Company's financial statements.

A financial instrument is any contract that gives rise to a financial asset of one Authority

and a financial liability or equity instrument of another Authority. At initial recognition,

the Authority measures a financial asset or financial liability at its fair value plus of

minus, in the case of a financial asset or financial liability not at fair value through surplus

or deficit, transaction costs that are directly atkibutable to the acquisition or issue of the

financial asset or financial liability.

a) Financial assets

Classification of f inancial assets

The Authority classifies its financial assets as subsequently measured at amortised cost,

fair value through net assets/ equity or fair value through surplus and deficit on the basis

of both the Authority's management model for financial assets and the contractual cash

flow characteristics of the financial asset. A financial asset is measured at amortized cost

when the financial asset is held within a management model whose objective is to hold

financial assets in order to collect contractual cash flows and the contractual terms of the

financial asset give rise on specified dates to cash flows that are solely payments of

principal and interest on the principal outstanding. A financial asset is measured at fair

value through net assets/ equity if it is hetd within the management model whose

objective is achieved by both collecting contractual cashflows and selling financial assets

and the contractual terms of the financial asset give rise on specified dates to cash flows

that are solely payments of principal and interest on the principal amount outstanding.

A financial asset shall be measured at fair value through surplus or deficit unless it is
measured at amortized cost or fair value through net assets/ equity unless an Authority

has made irrevocable election at initial recognition for particular investments in equity

instruments.

Subsequent measurement

Based on the business model and the cash flow characteristics, the Authority classifies its

financial assets into amortized cost or fair value categories for financial instruments.

Movements in fair value are presented in either surplus or deficit or through net assets/

equity subject to certain criteria being met.
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Amortized cost

Financial assets that are held for collection of contractual cash flows where those cash
flows represent solely payments of principal and interest, and that are not designated at
fair value through surplus or deficit, are measured at amortized cost. A gain or loss on
an instrument that is subsequently measured at amortized cost and is not part of a

hedging relationship is recognized in profit or loss when the asset is de-recognized or
impaired. Interest income from these financial assets is included in finance income using
the effective interest rate method.

Fair value through net assets/ equity

Financial assets that are held for collection of contractual cash flows and for selling the
financial assets, where the assets' cash flows represent solely payments of principal and
interest, are measured at fair value through net assets/ equity. Movements in the carrying

amount is taken through net assets, except for the recognition of impairment gains or
losses, interest revenue and foreign exchange gains and losses which are recognized in
surplus/deficit. Interest income from these financial assets is included in finance income
using the effective interest rate method.

Trade and other receivables

Trade and other receivables are recognized at fair values less allowances for any
uncollectible amounts. Trade and other receivables are assessed for impairment on a
continuing basis.

Fair value through surplus or deficit

Financial assets that do not meet the criteria for amortized cost or fair value through net
assets/ equity are measured at fair value through surplus or deficit. A business model
where the Authority manages financial assets with the objective of realizing cash flows
through solely the sale of the assets would result in a fair value through surplus or deficit
model.

Impairment

The Authority assesses, on a forr.r,ard-looking basis, the expected credit loss (ECL')
associated with its financial assets carried at amortized cost and fair value through net
assets/equity. The Authority recognizes a loss allowance for such losses at each reporting
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date. Critical estimates and significant judgments made by management in determining

the expected credit loss (ECL) are set out in Note 20.

b) Financialliabilities
Classification

The Authority classifies its liabitities as subsequently measured at amortized cost except

for financial liabilities measured tfuough profit or loss.

j) Inventories
Inventory is measured at cost upon initial recognition. To the extent that inventory was

received through non-exchange kansactions (for no cost or for a nominal cost), the cost

of the inventory is its fair value at the date of acquisition.

After initial recognition, inventory is measured at the lower of cost and net realizable

value. However, to the extent that a class of inventory is distributed or deployed at no

charge or for a nominal charge, that class of inventory is measured at the lower of cost

and current replacement cost. Net realizable value is the estimated selling price in the

ordinary course of operations, less the estimated costs of completion and the estimated

costs necessary to make the sale, exchange, or distribution. Inventories are recognized as

an expense when deployed for utilization or consumption in the ordinary course of

operations of the Authority.

k) Provisions
Provisions are recognized when the Authority has a present obligation (legal or

constructive) as a result of a past event, it is probable that an outflow of resources

embodying economic benefits or service potential will be required to settle the obligation

and a reliable estimate can be made of the amount of the obligation. Where KEMSA

expects some or all of a provision to be reimbursed, for example, under an insurance

contract, the reimbursement is recognized as a seParate asset only when the

reimbursement is virtually certain. The expense relating to any provision is presented in

the statement of financial performance net of any reimbursement.

The Authority would like to disclose that on 11th April 2022, KEI\ISA received KRA

assessment/ Demand Notice from KRA for CorporationTax and Value Added Tax (VAT)

of Kshs.3,010,854,284 as total tax obligation. Following this huge tax liability, the

organization engaged a tax consultant to work with KRA on tax workings. After several

considerations, a revised tax obligation was arrived at Kshs. 'l',265,576,505 which was to
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be paid in instalments of 22 months. As at end of quarter four, Kshs. 950,000,000 had been
paid leaving a balance of Kshs. 375,576,505 which the Authority through a consultant has
contested at tax appeal tribunal and the matter was referred to alternative dispute
resolution (ADR) department in KRA where the teams are actively engaging awaiting
final verdict.

l) Social Benefits
Social benefits are cash transfers provided to i) specific individuals and f or households
that meet the eligibility criteria, ii) mitigate the effects of social risks and iii) Address the
need of society as a whole. The Authority recognises a social benefit as an expense for the
social benefit scheme at the same time that it recognises a liability. The liability for the
social benefit scheme is measured at the best estimate of the cost (the social benefit
payments) that the Authorily will incur in fulfilling the present obligations represented
by the liability.

m) Contingent Iiabilities
KEMSA does not recognize a contingent liability but discloses details of any
contingencies in the notes to the financial statements unless the possibility of an outflow
of resources embodying economic benefits or service potential is remote.

n) Contingent assets

KEMSA does not recognize a contingent asset but discloses details of a possible asset
whose existence is contingent on the occurrence or non-occurrence of one or more
uncertain future events not wholly within the control of the Authority in the notes to the
financial statements. Contingent assets are assessed continually to ensure that
developments are appropriately reflected in the financial statements. If it has become
virtually certain that an inflow of economic benefits or service potential will arise and the
asset's value can be measured reliably, the asset and the related revenue are recognized
in the financial statements of the period in which the change occurs.

o) Nature and purpose ofreserves
KEMSA creates and maintains reserves in terms of specific requirements. KEMSA
maintains four types of reserves: KEMSA Capital, Accumulated funds reserve, revenue
reserve and revaluation reserve.

KEMSA Capital- this reserve is made up of the value of inventory, owned by Ministry of
Health, as at the time held by KEMSA.

24



Kenya Medical Supplies Authority

Annual Report and Financial Statements

For the year ended June 30th 2024

p) Changes in accounting policies and estimates

The KEMSA recognizes the effects of changes in accounting policy retrospectively. The

effects of changes in accounting policy are applied prospectively if retrospective

application is impractical.

q) Employee benefits

Retirement benefit plans

KEMSA operates defined contribution benefit plan for its employees. The assets of which

are held in a separate trustee scheme managed by a contracted insurance company.

KEMSA provides retirement benefits for its employees

Defined contribution plans are post-employment benefit plans under which an Authority

pays fixed contributions into a separate Authority (a fund), and will have no legal or

constructive obligation to pay further contributions if the fund does not hold sufficient

assets to pay all employee benefits relating to employee service in the current and prior

periods.

KEMSA provides medical cover to retired employees for a period of five years after

retirement.

The Authority also contributes to the National social security funds, the contributions are

determined by local statute and the contributions are charged to the statement of

performance in the year incurred.

Defined benefit plans are post-employment benefit plans other than defined-contribution

plans. The defined benefit funds are actuarially valued tri-annually on the projected unit
credit method basis. Deficits identified are recovered through lump sum Payments or

increased future contributions on proportional basis to all particiPating employers. The

contributions and lump sum payments reduce the post-employment benefit obligation.

r) Foreign currency transactions

Transactions in foreign currencies are initially accounted for at the ruling rate of exchange

on the date of the transaction.

Trade creditors or debtors denominated in foreign currency are reported at the statement

of financial position reporting date by applying the exchange rate on that date. Exchange

differences arising from the settlement of creditors, or from the reporting of creditors at
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rates different from those at which they were initially recorded during the period, are
recognized as income or expenses in the period in which they arise.

s) Borrowing costs

Borrowing costs are capitalized against qualifying assets as part of property, plant and
equipment.

Such borrowing costs are capitalized over the period during which the asset is being
acquired or constructed and borrowings have been incurred. Capitalization ceases when
construction of the asset is complete. Further borrowing costs are charged to the
statement of f inancial performance.

t) Related parties
KEMSA regards a related party as a person or an Authority with the ability to exert
control individually or jointly, or to exercise significant influence over the authority, or
vice versa. Members of key management are regarded as related parties and comprise
the directors, the CEO and senior managers.

u) Service concession arrangements
KEMSA analyses all aspects of service concession arrangements that it enters into in
determining the appropriate accounting treatment and disclosure requirements. [n
particular, where a private party contributes an asset to the arrangement, the authority
recognizes that asset when, and only when, it controls or regulates the services the
operator must provide together with the asset, to whom it must provide them, and at
what price.

In the case of assets other than 'whole-oflife' assets, it controls, through ownership,
beneficial entitlement or otherwise - any significant residual interest in the asset at the
end of the arrangement. Anv assets so recognized are measured at their fair value. To the
extent that an asset has been recognized, the authority also recognizes a corresponding
liability, adjusted by a cash consideration paid or received.

v) Cash and cash equivalents
Cash and cash equivalents comprise cash on hand and cash at bank, short-term deposits
on call and highly liquid investments with an original maturity of three months or less,

which are readily convertible to known amounts of cash and are subject to insignificant
risk of changes in value. Bank account balances include amounts held at the Central Bank
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of Kenya and at various commercial banks at the end of the financial year. For the

purposes of these financial statements, cash and cash equivalents also include short term

cash imprests and advances to authorised public officers and/or institutions which were

not accounted for at the end of the financial year.

w) Comparative figures
Where necessary comparative figures for the previous financial year have been

amended or reconfigured to conform to the required changes in presentation.

x) Subsequent events

There have been no events subsequent to the financial year end with a significant

impact on the financial statements for the year ended June30,2024.

5. Significant Judgments and Sources of Estimation Uncertainty
The preparation of the Authority's financial statements in conformity with IISAS

requires management to make judgments, estimates and assumptions that affect the

reported amounts of revenues, expenses, assets and liabilities, and the disclosure of

contingent liabilities, at the end of the reporting period.

However, uncertainty about these assumptions and estimates could result in outcomes

that require a material adjustment to the carrying amount of the asset or liability affected

in future periods. State all judgements, estimates and assumptions made:

Estimates and assumptions

The key assumptions concerning the future and other key sources of estimation

uncertainty at the reporting date, that have a significant risk of causing a material

adjustment to the carrying amounts of assets and liabilities within the next financial year,

are described below. The Authority based its assumptions and estimates on Parameters

available when the consolidated financial statements were prepared. However, existing

circumstances and assumptions about fufure developments may change due to market

changes or circumstances arising beyond the control of the Authority. Such changes are

reflected in the assumptions when they occur. IISAS 1.140.

Useful lives and residual value

The useful lives and residual values of assets are assessed using the following indicators

to inform potential future use and value from disposal:

a) The condition of the asset based on the assessment of experts employed by the

Authority.
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b) The nature of the asset, its susceptibility and adaptability to changes in technologv
and processes.

c) The nature of the processes in which the asset is deployed.
d) Availability of funding to replace the asset.

e) Changes in the market in relation to the asset

Provisions

Provisions were raised and management determined an estimate based on the
information available. Additional disclosure of these estimates of provisions is included
in Note 40. Provisions are measured at the management's best estimate of the expenditure
required to settle the obligation at the reporting date, and are discounted to present value
where the effect is material. KEMSA records accruals for revenue earned but not received
as at the date of reporting and for expenses when the expense is due but not invoiced as

at the date of reporting. The revenue earned and expenses due are estimated based on
contracted rates between the Authority and Business Partner.
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Notes to the Financial Statements (Continued)

6. Transfers from Ministries, D ents and A encres MDAs
Total

transfers
(Current FY)

Kshs

Period
ended |une

2023
Kshs

Amount
recognized in
capital fund

Kshs

Amount
recognized to
Statement of

Financial
performance

Kshs

Amount
recognized to
Statement of

Financial
performance

Kshs
Name of the Entity Sending the Grant

120,000,000390,000,000390,000,000
798,219,57-l

390.000,000
798,219,57'tMinis of Health

120,000,000390,000,000"t,188,279,571. 1.,1.88,219,57'1,Total Grants from National Government
tlt "f"f sfer,fnfte
,f

"f

r It llk' ()I tItcnt d I, II ()IIlt Mtl 02 42 fi nd aCtr It!I In o83 t5 II II ()11eI sl.1 Ilrct A hot n rcceI2 f,1rre Ft 2Y 20 0 v vI It ce f,3t2 4t
lt(l ()I ll tr t Kslr() 11 8I,,t nl tcnt,.sue dc tr r0re7lcTherti odtr lt:I It V (,

It s0fi Irece ted fro 8O7te,lu 2e 402 tln repo pertI
I s obl II :aI d I,tl)I lcIr II ltaI 5n|ls

,)
798tnI II trza o sK ItI II II o fi tld re903K ftl t K Isl 8 frotllo crc rrenu Gotlnre 5telt II toI capI

ttnious AlEs, oi innll Ksh.831 nrillion

7. Public Contributions and Donations

Period ended |une 2023
Kshs

Period ended |une 2024
Kshs

6,383,63960,086,348Income From Donations

6,383,63960,086,348

Tle anrount of Ksh. 60,086,348 recorcbd under public con

basis. This anrount reflects tle amortizntion for tle curren
tributions and donations repre*nts defened inconrc tlnt is anrortizzd on nn annunl

t peiod resulting fronr deferred income earned from donated asrts receizted ftonr
traiou s deoelopn e n t so ur ce s
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Notes to the Financial Statements (Continued)

8. Rendering of Services

Supply Chain Fees: -USAID

-Global Fund

Global Fund -LLINs

-UNICEF

-Ministry of Health

-Other Strategic Parbrers

Period ended fune
2024

Kshs

102,434,232

s94,340,23'l

127,925,214

30,9M,283

487,474,872

63,082,782

Period ended ]une
2023

Kshs

668,795,462

22,665,499

567,908,142

97,986,403

Total rendering of services 1.,406,201,674 1,357,355,506

8 (b) Direct cash flow Adjustment

Total rendering of services as per performance

Less: Increase in exchange receivables

:lncrease/ Decrease in inventory (KEMSA
Capital)

:lncrease in inventory (consumables)
Add: Decrease in receivables from non
exchange

:Decrease in receivables from exchange
(Longterm )

't,406,207,674

(927,328,61n

(138,266,000)

(354,826)

844,576

1,650,000

7,357,355506

(204,730,676)

323,756

7,062,98't,904

16,270,843

Total rendering of services as per cashflow 342,746,747 2,232,140,733
This reoerurc relate to fees earneil for Procurenrcnt, Wnrehousirtg and Distibution yruices rendered to

30
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Notes to the Financial Statements (Continued)

9. Net Sales

Sale Revenue -Pharmaceutical
Sale Revenue -Non-Pharmaceuticals
Sale Revenue -Non-Pharmaceuticals -Covid-
19 commodities
Sales Revenue -UHC-Pharmaceuticals

Sales Revenue-UHC-Non Pharmaceuticals
Total sales revenues

Cost of Sales
Cost of Sales CGS (Pharms)
Cost of Sales -CGS (Non-Pharms)
Cost of Sales -CGS (Non-Pharms)-Covid-19
commodities
Cost of Sales-CGIUHC (Pharms)
Cost of Sales-CGgUHC (Non-Pharms)

Period ended ]une
2024
Kshs
3,791.,887,567
'1,907,761,197

97,894,808
't,394,025

446,600

5,799,38/,197

2,72't,7M,880
1,489,828,605

1.10,394,659

1,807,088

406,000

Period ended |une
2023

Kshs
3,135,547,025
2,902,575,710

't,196,715,776

784,892,179

"t9,412,754

I,039,143,W

2,330,666,731
2,248,013,590

1.,934,078,201

594,28't,507
11.,822,612

Total cost of sales 4,324,181,232 7,778,862,64L

Net Sales 't,475,202,965

The reaenue earned and cost incurred in *lling relates to sales of medical cont ntodities to public health

facilitie s, c o t m ty refe rral hospital ,gotternnent institntion and faith baxd lrealth facilities
10. Rental Revenue

Rental Income

Period ended ]une 2024

Kshs
1.,298,428

Period ended fune
2023
Kshs

1.,298,428

Total other income 1,,298,428 1.,298,428

Rental lncome is ftom KEMSA tenant (knya Ainoays). Tlwir lea* ended in j)th lune 2021. Rental

income for tlw penod is an accrual for Kentp Ainonys rent

11. Other Income

Sale of Waste Materials
Bank Interest Received
Other Miscellaneous Income

Period ended |une 2024

Kshs
1'17,382

237,975,36-l

Period ended |une
2023

Kshs

467,564,741.

5,468,688

Total other income 238,092,743 473,033,429

These are reTtenues earneil lrom otler sources as including insurance refunds, and recooeries done for cost of
dnnn 'ecl stocks on transit
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Notes to the Financial Statements (Continued)

12. Use of Good and Services

Electricity
Water
Professional services
Subscriptions
Advertising
Admin Expenses
Audit fees

Conferences and delegations
Fuel and oil
Insurance
Licenses and permits
Water purification cost
Postage
Printing and stationery
Hire charges
Rental
Vehicle Maintenance
Fork Lift Maintenance
Maintenance of own Trucks
Telecommunication
Training
Travel, accommodation, subsistence and other
allowances*
Tax Arrears & Penalties

Bank Charges

Period ended fune
2024

Kshs
25,707,758

1,,758,388

2,176,087

274,M2,605
119,833,859

4,836,600
20,3M,594
57,3U,478

222,413,553
60,709,425

143,9M
75,741,,320

1 1,105,165

17,778,703
834,757

3,072,925
78,293,676

19,607,74'l

197,153,080
790,31-t,857

1,641,0M

Period ended June
2023
Kshs

21,850,265
364,963

7,957,61'l
1,73,31,4,659

73,3E3,580

4,1.53,607
"t0,326,950

47,030,205
-178,824,643

77,178,533

196,648
11,457,04"1

75,4U,023
70,599,889

2,368,773

5,635,980
78,803,O72

1.5,078,493

87,376,737
1,,265,576,505

1,,633,-t53

12: a Direct cash flow Ad ustment

1.,205,278,899

1,205,278,899
(472,4't3,652.29)
1.,695,685,358.62

345,376,648.1,6

277,990,589.77

3,111,857,842

7,953,6M,670

1,953,604,670
(27,742,5811

(178,87s,1,091

717.303,050
(781,-1,88,737)

57,34,2\5
684,261,743

2,430,707,258

Total Use of Good and Services as per performance
(Increase) in deferred income
(lncrease)/ Decrease in payables
(lncrease)Refundable Deposits and Prepayments from
Customers
(Increase) Decrease in current provision
Decrease in Project Fund
Decrease in Medical Commodity Fund

Total use of goods as per cashflows
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13. Employee costs

Basic Pay
Overtime
Arrears
House Allowance
Acting Allowance
Bonus
Leave Allowance
Entertainment Allowance
NSSF (Kemsa Part)
Gratuity and Pensions
Comrnittee Allowances
Housing Levy (Kemsa Part)
Special Duty Allowances
Transport Allowance
Other Taxable Benefits
Casual and Contract Employees
Ex-Gratia Payments
Shift Allowance
Staff Seconded to Kemsa
Internshi sri ends

Period ended fune
2023

Kshs
789,493,976

't.,953,604,670

Period ended |une
2024

72't,899,1.07

7,205,278,899

Kshs
12 b. Outsourced Distribution Cost

Other use of ood
Distribution Cost

2,743,098,6461,927,778,006Total Use of Good and Services

Period ended ]une
2023

Kshs

Period ended )une
2024
Kshs

719,309,608
8,356,220
6,1.43,982

16s,025,000

2,754,220

3,236,000
2,299,1.40

3,1.65,887

127,897,033
18,551,000

75,836
42,930,367

59,334,615
986,008

17,883,538
546,306

30,4't0,@3

62't,586,946
4,81.6,893

76,922,348
"140,350,656

3,184,253

35,512,297
23,453,61.5

934,835
4,649,948
1.,847,804

?3,915,835

10,659,011

6,313,881
2,188,000

't3,905,862

107,953,832

7,208,905,4031,018,195,013e costsTotal em I
Tlwse nre expenditures incuned by tle Authoity for contpensation of it's employees, T'ley include

JJ

salaries, ruages, social xcui$ contibutions nnd allotoances
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14. Board expenses

BOD Sitting & Lunch Allowances
BOD Travel & Accommodation Exp.
BOD Conferences
BOD Honoraria & Other Allowances
Bod Housing Levy (Kemsa Part )

Period ended fune
2024
Kshs

Period ended fune
2023

Kshs
9,181,600

1.0,565,445

2,704,651
1,044,000

75,720

6,598,600
5,011,805
1,248,500

1,044,000

Total BOD ex ENSES 23,511,,417 L3,902,90s
te to expen*s incurred by each Director in connection with attentling regular and special
Board and any conmrittee tlcreof. T'lwy also include Clairnmn's lrcnorarin as per terns of

Tlus costs rela
nteetings of tlu
senllce

L5. Depreciation & amortization

Buildings - Depreciation
Plant & Machinery - Depreciation
Office Equipment - Depreciation
Furniture & Fittings - Depreciation
Computer Equipment - Depreciation
Intangible Assets - Depreciation
Motor Vehicles - reciation

Period ended |une
2024
Kshs

Period ended |une
2023

Kshs
70,6't7,287
11,,114,590

8,330,960
2,888,425

14,737,680
970,283

67,812,819

32,596,898
22,068,093

9;112,229
4,869,255
9,955,334
1,293,777

37,977,8't9
Total de ciation & amortization 776,472,045 717,873,3Q
Tlrce costs relnte to depreciation clnrges for tfu Financial Yenr, on a straightline bnsis

Repairs To Buildings and Roads
Maintenance Of QA Tools & Equipment
Plant Repairs & Maintenance
Computer Stationery Expenses
Computer Maintenance Expenses
Computer Maintanance Agreement
Purchase of Tools & Maintenance
Generator Fuel & Maintenance

15. Repair & Maintenance
Period ended |une

2024
Kshs

Period ended ]une
2023

Kshs
5,768,470
1,885,320
7,205,459

13,201,948
10,000

4,285,046

743,836

5,873.248
896,088
735,2't6

8,lM,887
2,400,227
1,782,507

887,782
Total Re air & Maintenance 26,s00,079 20,779,350
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17. Contracted Services

Legal expenses
Consulting fees

Security costs

Outsourced Cleaning Expenses

Sanitation Ex ENSES

Period ended ]une
2024
Kshs

Period ended |une
2023

Kshs
223,002,1't9
73,619,280
18,767,020
71,462,724

"t45,679 37,400

Contracted Services 326,990,822 't61,748,124

18. Gainy'Loss on foreign exchange
transactions

Period ended |une
2023

Net Forex Realized Gain
Net Forex Realized Loss
Total Gainy'Loss on foreign exchange
transactions

Kshs
82,303,558

(783,708,846)

(701.,405,289)

Kshs
5,724,684

(s01,301,134)

(49s,576,4s0)

The foreign exclnnge net gain of sh. 82.3 million is nnde up of realized gain of sh. 995,065 and

unrialiid gain o7 in. AL,SOS,+92 and, foreign exclunge net loss of sh. 783 nillion is made up of realized

loss o sh.325,328,528 and unrealiad loss o sh. 458,470,317

19. Other gains/(losses)

Dis osal of fixed assets

Period ended fune
2024

3,327,000
(2t,354,596)

Period ended fune
2023

Kshs

3,572

(18,027,se6) 3,572

20. EXPIRY DAMAGES

Expiry
Damages
Develo ment Partner Reimbursement

371.,435,212
1.,252,563

4,174,881.

Total 376,802,655 7,213,715,786

21. Impairment loss

lmpairment loss

w 2023-2024
Kshs

481,385,033

Total Impairment Loss 481,385,033 756,710,77"1

35

56,764,795
77,126,233
"t5,577,356

1.1.,&2,340

Period ended |une
2024

Proceeds from disposal of fixed assets

F\ 2023-2024
Kshs

w 2022-2023
Kshs

7,213,288,085.74
427,100.37

F..( 2022-2023
Kshs

756,770,171.
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22. Corporation Tax

Corporation Tax

Total Cor oration Tax

71,782,137

7-1,782,137

Period ended |une
2023

Kshs
50,054,897

50,054,897

22.b Taxation
Description Insert Current FY Insert

Comparative FY
Kshs

Current income tax charge
Tax charged on rental income
Tax charged on interest income
Deferred tax:
Ori al and reversal of tem ra diJferences

71,392,608 50,054,897

Income tax expense reported in the statement
of financial erformance 71,392,608 50,054,897
23 a. Cash and Cash Equivalents

Period ended |une
2024
Kshs

Period ended |une
2023

Kshs
PETTY CASH
CASH BOOKTRANSIT
NBK - OPERATIONS
WORLD BANK E.A LAB PROJECT
NBK DISTRIBUTION
KCB DRUGS
KCB DISTRIBUTION
CBA
CO-OP- MEDICALGRANTS
co-oP BANK GF OPERATTONS (KSH)
co-oP BANK GF OPERATIONS (USD)
SSD CO-OP BANK
SSD EQUITY BANK
KEMSA EQUITY WAREHOUSE
CONSTRUCTION PROJECT
KEMSA EQUITY BANK OPERATIONS (KSH)
KEMSA EQUITY BANKOPERATIONS (USD)
MPESA BULK PAYMENT

0
(0)

319,577,629

0
720,'t93

223,587,789

86

152,961.

281,046,308
12,735,495

375,062,255
23,874,746

455,535,709

34,074,737
2,903,652

452,093

862

0

3,919,825
0

4,642,928
284,664,318

797
1.,080,872,779

479,89t,896
32,846,887

870,207,677
470,438,213

1,665,608,822

2,253,707
11,-t68,373

540,328
r,822

Total cash and cash equivalents 1,,729,591,,916 4,906,997,098
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Period ended fune
2024
Kshs

Kshs
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23 (b) Cash and Cash Equivalents
Period ended fune

2024
Kshs
1.,729,59'1,91.6

(0)

Period ended fune
2023

Kshs
4,906,997,098

Total cash and cash equivalents "1 ,729,591,916 4,906,997,098

24. Receivables from Exchange Transactions
(Current)

Trade Debtors -Receivable
Supplier Prepayments & Other Receivables
(Ins. . . )

Period ended |une
2024
Kshs
6,749,349,385

1.86,521.,098
108,527,542

Total receivables from exchange transactions 6,935,870,483 6,008,541,865

Tle Authoity's receitables fronr exclnnge transactions anrount to Ksh. 6.93 billion. Out of this;

o Kslr. 4.479 billion relates to receiztables from thc sale of HPTs,
. lMile tlu Ksh. 2.261, billion relntes to supply clnin fees and
c Otler receitables o Ksh. L86 million relatin to nrcttt

24b. Receivables from Exchange Transactions
(Long-term)

Long-term Deposit

Period ended |une
2024
Kshs

44,515,683

Period ended ]une
2023

Kshs
46,1.65,683

Total long term receivables from nexchange
transactions M,515,683 46,1.65,683

Tle* are rentnl deposits paid for ruarelou*s tlnt tlw Authonry had rented to store medical contnrodities

Re ndo the sit is in rocess a r terminntion o leases

Total receivables
6,980,386,165 6,054,707,548

Ageing Analysis- Trade and Other Receivable Current FY

|t/o of
the

total

Comparative

FY

o/o of
the

total

Less than 1 year
Between 1.-2 years
Between 2-3 years

Over 3 years

4,704,030,939 68To 4,267,700,971
't,645,724,950

774,649

1.47:t06,978

707,
27To

0%

L/O

"t,336,280,655 19o/"

(114,075,497) ao/-L /O

972,847,576 14%

Total ageing for receivables from exchange
transactions

100,2, 100',lr

Current accounts
Cash on Hand and On Transit

Period ended fune
2023

Kshs
5,900,01.4,323

6,899,077,673 6,054,707,548
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25. Receivables from Non-Exchange
Transactions

Period ended ]une
2024
Kshs

3,68t,787
(8)

189,060

307,490

1,497,543

546,207

Period ended |une
2023

Kshs

1,058,757

791,708
138,590

288,600

2,5't5,957

7,624,673

1,242,977

Total receivables from non exchange
transactions 6,216,080 7,060,656

Ageing Analysis- Receivables from non-

exchange transactions Current FY
'\t of

the
total

Comparative

FY

tt/o of
the

total
Less than 1 year
Between 1-2 years
Between 2-3 years
Over 3 years
Total

4,52't,544,448
1,397,912,89"t
-230,323,758

1.,066,215,805
6,749,349,386

67%

21.7o

-37o

1.6Yo

100%

4,267,700,950
1,538,093,480

174,649
94,045,243

5,900,0'1.4,322

tz/o
26%

0Yo

2%
100%

26. Inventories

Medical Supplies-Pharmaceutical & Non-
Pharmaceutical Stocks
Consumable stores-Sta tionery
Consumab le stores-Beverages & Others

Period ended |une
2024
Kshs

12,407,632,93't

3,497,330
&2,379

Period ended fune
2023

Kshs

't2,896,730,538

3,536,284
248,599

Total inventories at the lower of cost and net
realizable value 1,2,405,772,640 1,2,899,915,421,

Out of stock pnlue of sh. 12.41 Billion tlu Autlutrifi is hLtlding 3rd pnrfu stocks palued nt sh. S.SBilliotr

38

Other Debtors - Uninvoiced Receivables
Insurance Receivables
Travel Imprest Debtors
Staff Salary Advances Debtors
Standing Imprest Debtor
Staff Petty Cash Debtor
Board imprest debtor
Staff Medical Advances
Staff Accountable Imprest
Rent Deposit
Interest Receivable
Withheld vat receivable
Udliry Deposit
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26b. Inventories

KEMSA Capital
Third Party stock

Period ended |une
2024
Kshs

Period ended |une
2023

Kshs

3,899,766,139

8,50't,866,791.

3,761.,500,739.62

9,1,34,630,398.33

Total inventories at the lower of cost and net
realizable value 12,401.,632,931. 72,896,130,538

Total inventories at the lower of cost and net
realizable value 1.2,405,772,640 12,899,9\5,421
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27(a) Property, Plant and Equipment as at |une 2024

( osl
Lrnd Buildings Itotor rehicles ]'urnitulc rod 6nin8s ( ontput€xi Office equipmrnls Pl.nt rnd lurchiren

( rpilsl Totrl
Worl in Drogrtss

X sh\ K\h\ hshs tr ri hr X shr Kshs h shr Kshs

As At lJuly (FY22l23) 1.186,967 270 1.151.8t2.912 142.705.705 17.E75. t05 12.t19.854 70,246,E87 2t 7.09t.089 5,t 77,516,140 9.056.415.t E?

Addrtrons 2.t7t.000 9.306,t 42 t6,75?,089 I 1.302.104 50t,031,697 s4t215 21t

t)isposals (118.568) ( 128.56E)

Transfers/Adjuslmenls 2.000 t06,018 ( r t7,75 r,e6l) { t86.947.924)

As ar 30th Jullc (FY2L23) t.186.961 2'tO |.451,tt2.912 241.40t.705 .{0.755.105 tit.l07.{18 8?. 0,0t4 ,rt lq1 ls1 5.497.816,075 9,417,633.922

Prior Yea, adjustment 9.750.000 e.?50.000

Addrlions 14.500.000 30.000,000 22.9t0.000 2.249.600 11.t00.420 20.279.401 6 t,014,024 I,t 79,660.842 r,353,t01,290

Drsposals ( r0,500.000 00) ( r4,005.930 00) (5.213,000) (29.7 r8.910)

Revalualion surplus 165.{61.99t 24.876.tE7 1t.04?.999 I,l4 t.5lt J.t 88,560 l,3 t?.249 2 t.525.650 {59,759, t5{

lnpairment (211.429,168) (257,598,046) (4,526.09) (995,297.95) (700.973 24) (8.006,650 55) (2.650.270.91) ({El,JE5,oJi)
-I 

ransfer/Adjustmenl 900.000 00 (900.000)

As rt J0th June 202.1 1,9{5,000,000 l,2Js,l55,llJ J l1,962.17E {J,ls0,9lt 10It.795..t35 100.7{10.0 t 5 Jott,3{r2,796 6,676,576,917 10,729,E{J,{03

DeprEcirtion ADd I mprirmenl
Ar I Juh.' 2023(l'\',22n1) 201.E1.t.1ll tEt,t69,l5 t 26,E22,6.16 57,6t I,633 26.697,S92 I t2,{39,tq) 616,26S,029

Dcprecration 12.5e6,t9E 31.977,E l9 4.E69.255 9,955,334 9.r t2.229 12.06t.091 I r0,579,629

lmpainnenl (64,2t4) (6{,28{)

Transfers/ AdJustrnents

As Ar 30th June 202J(F'l'22n3) 2-]6,{2l,0ls 220.t{6,971 J t,691,901 67,502,6t3 .rs,t09,t2r lJ{.s07.9EJ 126,7tO,311

Deprecialion tbr the year 71.tE1.556 0l 7:1.02t.405 -r,189.3t0 I t.2e1.088 9,747, 6 r t. 4.590 1E6,556,E35

Disposals (3.566,269) (5,211,000) (t,?79,269)

lrnpairment ( 2.5t6 ) (100.95.1) (J55.409) (t.4r6,t56) (2,27s,t05)

'I r $fer1

..\! ar 30rhJt \u r02{ [\ 2Jl2{ J07,0tt,J02 26t,659,790 .,{,5t0.327 E2,2{0.363 {.t,110,7E2 r{5.622,s73 902,2E2,116

Net BooL Yrlues

As .t 30th June (F\'22,2J) r.7E6.96r,2?0 1,215,.t6 t,917 :2,55{,7.}{ 9.063,20J lt,t0.t,7{5 51,J00,l9J 9J,8a5,{10 5,{97,816,075 t,690,65J,S{7

As rt 30'rH JtrNE 202,1 (Fl23n1) l,9.t5,0oo,ooo 92E,I r6,t.ll 2J,J02,J88 8,770,591 26,555,07J 56,559,23,r t62,680,223 6,616,57 6,911 9 ,E27 ,56t,761

40

*The WIp figure of KES 6,62b,576,g75.68 mainly includes the cost of construction of the Modern warehouse and Office Block,

Installation and comrnissioning of the racking system and purchase of the new ERP.

696.000
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Cost
't46,664,637.311.46,664,637.31At beginning of the year

Additions
't46,664,637.31 1.46,664,637.31.At end of the year

tAdditions-internal develo
"t46,664,637.3'l1.46,664,637.31At end of the year

Amortization and impairment
1.44,400,&2.90't45,694,354.02At beginning of the year

1,,293,711.."12970,283.34Amortization
'1.45,694,354.02146,664,637.36At end of the year

Impairment loss
745,694,3il.02't46,664,637.36At end of the year

970,283.29NBV

Notes to the Financial Statements (Continued)

27(b) Intangible Assets

Valuation

Land and buildings were valued by professional valuers from The Ministry of Land and

Physical Planning in line with the National Assets and Liabilities Management Policy and

Guidelines (issued 30th June 2020). The assets were revalued by professional valuers

from The Ministry of Land and Physical Planning on May 2023. These amounts were

adopted by the Board in the financial year 2023-2024 with concurrence from the National

Treasury.

27(c) Property, Plant and Equipment at Cost

The property Plant and Equipment held by the Authority relates to land, buildings, Office

Equipment, Plant & Machinery, Furniture & Fittings, Motor Vehicles, Computer Hardware

& Intangible Assets (ERP) and WIP for the new warehouse as summarized below;

Description
w2023n024

w 20n12023
Comparative FY

Kshs Kshs
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Property plant and Equipment includes the following assets that are fully depreciated

Disclosures on Land

Land 0 1,945,000,000.00

Buildings 1,235,155,743.29 307,038,302."t0 928;11.6,841.."19

Plant And Machinery 308,302,796.21 145,622,573.00 162,680,22i.2'l
Motor Vehicles, I-ncluding Motorcycles 288,659,789.78 23,302,388.'t2

Computers And Related Equipment 108,795,435.43 82,240,362.78 26,555,072.65
Office Equipment, Furniture, And
F ithings 144,050,933.09 78,727;t08.12 65,329,824.97

Total 4,053,266,485.92 902,282,135.78 3,150,984,350.1s

Plant and Machinery 0 29,062,741.50

Motor Vehicles including Motorcycles 116,125,765.00 34,256,484.83

Computers and Related Equipment 71,801,766.29 35,-t02,616.70

Office Equipment, Furniture and Fittings 42,368,470.58 't8,799,265.28

Total 777,22't,107.71

42

DescripHon Cost or valuation
Norural annual
depreciation
charge

230,296,007.87

1. The recognized amount of Kshs. 9,958,430.00 under buildings for the Embakasi Green
Site includes the construction cost of a wall. However, during verification and valuation,
it was discovered that the wall had collapsed, making it impossible for the valuers to
accurately quantify its value. As a result, the associated cost has been de-recognized in
the financial statements.

2. The KEMSA Mombasa Regional Distribution Center is located in Changamwe,
Mombasa, covering approximately 0.63 hectares (1.5 acres). The land is currently
developed with a warehouse, toilet block, and flammables store. This Land is currently
recognized in our books at a value of KES 110,000,000.00. The conveyancing process for
this property is ongoing, with the available documentation including an allotment letter
dated August 2010 and a Part Development Plan (PDP) from 1999. KEMSA,s Legal

Description
Cost Accumulated

Depreciation NBV

Kshs. Kshs. Kshs.

1,94s,000,000.00

317,962,1n.90
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Department has engaged Kipkenda & Co. Advocates to oversee and follow up on the

conveyancing process.

3. During a previous valuation, Mombasa depot was valued at a KES 76,000,000 which

included both the Building and Land value. A separation of costs was not given for the

property hence the full amount was recognized under Land. Current valuation done in

2023 gave a separation of costs with a market value of KES 110,000,000 and KES

30,000,000 for Land and Buildings respectively. The recognition of the land has been

factored in in the financial statements for the yeat 2023/2024.

4. The land and building housing the Kakamega depot, previously valued at Kshs

3,000,000.00 and Kshs 4,047,500.00 respectively, were erroneously recognized as assets

and need to be derecognized. It is important to note that the depot is situated within the

premises of Kakamega PGH, and KEMSA does not hold any allotment or ownership

rights over the property. This has since been de-recognized and adjusted in the financial

statements.

5. KEMSA had been allocated a parcel of land in Kakamega for the construction of a
warehouse by the County Government of Kakamega. This green site was recognized in

KEMSA's financial statements at a value of Kshs 7,500,000. However, the land was later

re-allocated for other county developments, and KEMSA was allotted a different parcel,

which has since been registered under its name. The previously allocated land should

now be considered a contingent asset and expunged from the financial statements, while

the newly acquired land must be recognized. A valuation of the new land is required, as

the location and dimensions differ from those of the originally allocated land. This has

since been de-recognized and adjusted in the financial statements

6. KEMSA owns a parcel of land approximately 5 acres in size, located in Garissa Town,

adjacent to the Kenya Medical Training Institute (Garissa). This property has been

recognized in our financial statements at an estimated value of KES 6,500,000.00, based

on a previous valuation. However, it is important to note that the available proof of

ownership is an unregistered Part DeveloPment Plan (PDP) dated 2005. The

conveyancing process is currently being managed by KEMSA's counsel, Kipkenda &

Company Advocates, in coordination with our Legal Department. A re-valuation of the

property will be necessary to reflect its true and fair value in KEMSA's books of account
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28. Trade and other payables

Trade Creditors - Medical
Trade Creditors - Not Invoiced Receipts
Trade Creditors - Operations
Trade Creditors - Distribulion
Trade Creditors-Warehouse Construction
Trade Creditors - Development Parhrer's
Grants
Customer unallocated Payment
TRADE DEBTORS - UNIDENTIFIED
RECEIPTS
Withheld Vat
Vat Output - Due
Withheld Tax- Consultancy
Withheld Tax- Contractors
Withheld Tax - Rental lncome
Suppliers Funds Retained
Paye Imprest Payable
Employee Imprest Payable (Refunds)
Board Imprest Payable (Refunds)
Employee Payables
HOUSING LEVY PAYABLE
Payroll Control
Sacco Deductions

Period ended )une
2024
Kshs
3,335,456,885

5'11,644,323
471,748,780

291,436,755
97,609,727

1,853,558,036
776,458,787

7,357,l't't
225,898
51,325

204,627
459,474
14,700

165,308,683
402,850

(1)
10,200

1,348,180

600
(27)
103

Period ended ]une
2023

Kshs
3,714,809,888
1,726,627,780

54,106,831

31,786,340

2,894,257,"137

35,928,606

325,342
1,883

1

144,3t9,956

818,551

Total trade and other payables from
exchan e transactions 6,907,296,951, 8,502,982,309

Ageing Analysis- Trade and Other Payables Current FY
't/o of

the
total

Comparative

FY

tt/o of
the

total
Less than 1 year
Between L-2 years
Between 2-3 years
Over 3 ears

5,217,389,766

586,930,303

72,888,646

1,030,088,236

76%

87o

1.7o

15%

3,555,765,826
832,732,329

961,668,710

3,253,41.6,044

4'lYo

10%
'l-l,o/o

387o
Total 5,907,296,95't 100,2, 8,602,982,309 100(%,
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29. Refundable Deposits and Prepayments
from Customers

Period ended fune
2024
Kshs

Period ended fune
2023

Kshs
470,029,02i
470,029,023 815,345,671

Thex are funds receioed in aduance by tlu Authoity from customers like the Ministry of Healthfor UHC-

Scnle U -to rocure nte dic nl c om notli t ie s

Ageing Analysis- (Refundable deposits) Current FY
% of the

total

Comparative

FY

tt/o of
the

total

Less than 1 year

Between 1-2 years

Between 2-3 years

Over 3 years

07o

't2%

50y.

387o

57,258,058

232,955,262

350,043,205

'175,089,1,47

297o

437o

27%

470,029,O23 100'%r

30. Current Provisions

Balance Brought Forward
Additional Provisions

Provision Utilized

Period ended |une
2024

Kshs
1.,71"1,906,567

833,915,978

(1.:t1.1.,906,564

Period ended ]une
2023

Kshs
330,717,836

1.:tl't,906,567
(330,717839L

Total provisions 833,975,978 1.,111.,905,567

31. Medical Commodity Fund

Medical Commodi Fund

Period ended Iune
2024
Kshs
8,50t,866,791.

Period ended June
2023
Kshs

9,134,630,398

Total medical commodi fund 8,501,866,797 9,134,630,398

32 a. Deferred income
Period ended |une

2024
Period ended fune

2023

Public Contribution and donations (Current
Portion reco ed from Donated Assets 1.,843,020,169 7,430,606,516

Total deferred income 1,843,020;t69 L,430,606,576

32 b. Deferred income 2023/2024 202U2023

Kshs Kshs

National Government 't,182,956,990 766,621.,011

International Funders 660,063;179 663,985,505

Public Contributions and Donations
Total Deferred Income 1.,843,020,1.69
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Customer Prepayment 875,345,677

Total Prepayment

668,106

57,258,058

232,955,262

179,1,47,597

Total 815,y5,671. 10001,

Kshs Kshs

1.,430,606,51.6
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Kshs Kshs Kshs
Balance Brought Forward 766,627,01'l 663,985,505 '1,430,606,5t6

Additions 469,500,000 3,000,000 472,500,000
Transfers To Capital Fund -53,1.64,021 -6,922,327 -60,086,348
Transfers To Income Statement 0

Other Transfers 0

Balance Carried Forward 7,182,956,990 1.,843,020,169

Balance at the end of the Financial Year

33. KEMSA Capital
Period ended fune

2024
Kshs
8,461,576,303

Period ended |une
2023

Kshs
8,467,576,303

Total KEMSA Capital 8,451,,576,303 8,461.,575,303
34. Cash Generated from Operations

Surplus for the year before tax
Adjusted for:
Depreciation
Impairment
Gains and losses on disposal of assets
Working capital adjustments
Increase in inventory
Increase in receivables
Increase in deferred income
Lncrease in payables
Increase in payments received in advance
Decrease in current provision
Decrease in medical commodity
Project Fund

flow from operating activitiesNet cash

Financial Year
Period ended June

2024
Kshs

(770,0L7,112)

494,1.42,787

(9"ts,938,756)
412,413,652

(1,69s,68s,359)

(345,3't6,648)
(277,990,589)
(632,763,60n

(3,09't ,326,1561

176,472,045
481,385,033

(18,027,596)

Financial Year
Period ended June

2023
Kshs

(3,897,352,669)

1.,062,981,905
(188,196,67n

2't,742,582
178,875,109

(717,303,050)
781,188,731

(684,267,743)
(57,3M,216)

(3,387,793,775)

3,572

71't,873,340
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35 Financial Risk Management
The Authority's activities expose it to a variety of financial risks including credit and

liquidity risks and effects of changes in foreign currency. The Authority's overall risk

management programme focuses on unpredictability of changes in the business

environment and seeks to minimise the potential adverse effect of such risks on its

performance by setting acceptable levels of risk. The Authority does not hedge any risks

and has in place policies to ensure that credit is only extended to customers with an

established credit history.

The Authority's financial risk management objectives and policies are detailed below:

i) Credit risk
The Authority has exposure to credit risk, which is the risk that a counterparty will be

unable to pay amounts in full when due. Credit risk arises from cash and cash

equivalents, and deposits with banks, as well as trade and other receivables and

available-for-sale financial investments. Management assesses the credit quality of each

customer, taking into account its financial position, past experience and other factors.

Individual risk limits are set based on internal or external assessment in accordance with

limits set by the directors.

The amounts presented in the statement of financial position do not include any

provision for doubtful receivables even though Kshs. 2,206,588,881 is beyond one year.

From prior experience and their assessment of the current economic environment.

Financial Risk Management
The carrying amount of financial assets recorded in the financial statements representing
the Authority's maximum exposure to credit risk without taking account of the value of
an collateral obtained is made u as follows;

6" 11 3g r June 2024

4,456,8r7,0662,292,532,3796,749,349,385Receivables from exchange transactions

6,216,080Receivables from non-exchange
transactions

7,729,591,9-16'1,729,597,976Bank balances
4,456,877,064,028,341J,3158,485,r57,381Total

4, u1 36ur fune 2023

7,972,063,5903,927,950,7335,900,01,4,3?3Receivables from exchange transactions

7,060,656Receivables from non-exchange
transactions

4,906,997,0984,906,997,098Bank balances
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Description I
Past due

Kshs.

Impaired

Kshs.

fotal amount

Kshs.

6,2-16,080
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Notes to the Financial Statements (Continued)
Financial Risk Management

The customers under the fully performing category are paying their debts as they
continue trading. The credit risk associated with these receivables is minimal and the
allowance for uncollectible amounts that the Authority has recognised in the financial
statements is considered adequate to cover any potentially irrecoverable amounts. The
Authority has significant concentration of credit risk on amounts due from counties. The
board of directors sets the Authority's credit policies and objectives and lays down
parameters within which the various aspects of credit risk management are operated.

ii.) Liquidity risk management
Ultimate responsibility for liquidity risk management rests with the Authority's
directors, who have built an appropriate liquidity risk management framework for the
management of the Authority's short, medium and long-term funding and liquidity
management requirements. The Authority manages liquidity risk through continuous
monitoring of forecasts and actual cash flows. The table below represents cash flows
payable by the Authority under non-derivative financial liabilities by their remaining
contractual maturities at the reporting date. The amounts disclosed in the table are the
contractual undiscounted cash flows. Balances due within 12 months equal their carrying
balances, as the impact of discounting is not significant.

As at 30th Iune (Current
FY)

Trade payables 7,204,"t08,090 559,184,724 2,426,959,334 4,190,252,748

Current portion of
borrowings 0.00 0.00 0.00 0.00

Provisions 1.54,465,561 0.00 679,450,417 833,9't5,978
Deferred income 0.00 0.00 7,843,020,169 1,843,020,"t69
Employee benefit
obligation 1,75t,030 0.00 0.00 7,751,030

Total '1,360,324,680 559,1,84,724 4,949,429,920 6,858,939,325

As of 30tt'|une (Previous
FY)
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Less than 1
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Between 1-3
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iii) Market risk
The Authority has put in place an internal audit function to assist it in assessing the risk

faced by the Authority on an ongoing basis, evaluate and test the design and effectiveness

of its internal accounting and operational controls.

Market risk is the risk arising from changes in market prices, such as interest rate, equity

prices and foreign exchange rates which witl affect the Authority's income or the value

of its holding of financial instruments. The objective of market risk management is to

manage and control market risk exposures within acceptable parameters, while

optimising the return. Overall responsibility for managing market risk rests with the

Audit and Risk Management Committee. The Authority's Finance Department is

responsible for the development of detailed risk management policies (subject to review

and approval by Audit and Risk Management Committee) and for the day-to-day

implementation of those policies. There has been no change to the Authority's exposure

to market risks or the manner in which it manages and measures the risk.

iv) Foreign currency risk
The Authorify has transactional currency exposures. Such exposure arises through

purchases of goods and services that are done in currencies other than the local currency.

Invoices denominated in foreign currencies are paid after 30 days from the date of the

invoice and conversion at the time of payment is done using the prevailing exchange rate.

The Authority manages foreign exchange risk form future commercial transactions and

recognised assets and tiabilities by projecting for expected sales proceeds and matching

the same with expected paYments.

3,800,703,0s11,463,1'11,0631,022,774,657't,31.4,817,332Trade payables

0.000.000.00Current porhion of
borrowings

1,1t1.,906,5671,717,906,5670.000.00Provisions
1.,430,606,5L60.000.00Deferred income

818,5510.000.00818,551
Employee benefit
obligation

6,3M,034,6864,005,624,'t461,315,635,883Total
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Description

Lega than 1

month
Between 1-3

months
Over 5 months fotal

Kshs Kshs Kshs Kshs

1.,430,606,5'16

1,022,774,657
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Financial Risk Management

The carrying amount of the Autlnrity's foreign currency denominated monetary assets

and monetary liabilities at the end of the reporting period are recorded in Kenya Shillings

equivalent.

v) Interest rate risk
Interest rate risk is the risk that the Authority's financial condition may be adversely
affected as a result of changes in interest rate levels. The Authority's interest rate risk
arises from bank deposits. This exposes the Authority to cash flow interest rate risk. The
interest rate risk exposure arises mainly from interest rate movements on the Authority's
deposits.

Manasement of interest rate risk

To manage the interest rate risk, management has endeavoured to bank with institutions
that offer favourable interest rates.

Financial Assets

Investments

Cash 1,354,077,567 375,51.4,349 1,729,591,916
Debtors 6,048,613,285 893,473,278 6,942,086,563

Total Financial Assets 7,402,690,853 1,268,987,626 8,57'1,578,479

Financial Liabilities
Trade And Other Payables 4,464,226,756 2,443,450,795 6,907,676,957
Borrowings

Total Financial Liabilities 4,464,226,755 2,443,450,195 6,907,576,951
Net Foreign Currency Asset/(Liabili tv) 2,938,464,097 (1,174,462,569) 't,764,001.,528
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In Kshs Other currencies Total
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Financial Risk Management

Fair value of financial assets and liabilities

b) Financial instruments measured at fair value

Determination of fair value and fair values hierarchy

II€AS 30 specifies a hierarchy of valuation techniques based on whether the inputs to

those valuation techniques are observable or unobservable. Observable inputs reflect

market data obtained from independent sources; unobservable inputs reflect the

Authority's market assumptions. These two types of inputs have created the following

fair value hierarchy;

o Level 1-Quoted prices (unadjusted) in active markets for identical assets or

liabilities. This level includes listed equity securities and debt instruments on

exchanges.

o Level 2-Inputs other than quoted prices included within Level 1 that are

observable for the asset or liability, either directly (that is, as prices) or indirectly

(that is, derived from prices)

r Level 3-lnputs for the asset liability that are not based on observable market data

(unobservable inputs). This level includes equity investments and debt instruments

with significant unobservable components. This hierarchy requires the use of

observable market data when available. The Authority considers relevant and

observable market prices in its valuations where possible'

35. Related Party Disclosures
Nature of related party relationships

Entities and other parties related to the Authoi{t include those parties who have ability

to exercise control or exercise significant influence over its operating and financial

decisions. Related parties include management personnel, their associates and close

family members.

Government of Kenva

The Government of Kenya is the principal shareholder of the Autlrcity, holding L00% of

the Authoity's equity interest. The Government of Kenya has provided full guarantees to

all long-term lenders of the Authoriry, both domestic and external.
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Notes to the Financial Statements (Continued)

Other related parties include:

i)

ii)
iii)
ir)
v)

The Ministry of Health
County Governments

Other State Corporations and Semi-Autonomous Government Agencies
The National Treasury

Board of directors

Transactions with related parties

a) Sales to related parties

Sales of HPTs to Counties and GOK Facilities 5,799 ,384,197 ."t0 8,039,-t43,443.66

Others (specify) e.g. interest and bank charges

Total 5,799,3U,797.10 8,039,1.43,M3.66

B) purchases from related parties

Purchases of electricity from KPLC 25,70'1,'158.30 21,850,265.08

Purchase of water from govt service providers 1,758,387.95 3@,963.08
Training and conference fees paid to govt.
Agencies 2,789,229.00 2,787,560.00

Total 30,248,775.25 24,N2,788.1,6

b) Grants /transf ers from the government

Grants from national govt 7,188,219,570.71 120,000,000.00

Donations in kind
Total 1,,L88,219,570.7't 120,000,000.00
c) Expenses incurred on behalf of related
party
Payments of salaries and wages 23,915,835.00 30,410,643.00

Payments for goods and services

Total

d) Key management compensation

Directors' emoluments 24,038,158.00 13,902,905.00

Compensation to key management 59,473,895.64 59,473,895.64

Total 83,51,2,053.64 73,376,800.54

Description
Current FY fy

23/24 Comparative
F-{22n3

Kshs Kshs
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36. Segment Information
KEMSA does not operate in units hence does not report in segments

37. Contingent Assets and Contingent Liabilities
Contingent Assets

The following Assets, which are in Financial Statements, have Ownership disputes

(i) EMBAKASI GREEN SITE LR NO Number 28464 and 28465

1. EMBAKASI GREEN SITE LR NO Number 28464 and28465.ln January 2019, the

Kenya Airports Authority filed a complaint with the National Land Commission seeking

the revocation of several parcels of land excised from land parcel no. LR21919, which is

registered in favor of the Kenya Airports Authority. Among the parcels in question were

LR Nos. 28464 and 28465, which are registered in favor of KEMSA. After hearing the

complaint, the National Land Commission recommended the revocation of KEMSA's title

to LR Nos. 28464 and28465 and the issuance of a sublease instead.

KEMSA subsequently instructed its legal counsel to challenge the National Land

Commission's recommendations in court. Judicial review proceedings were initiated

before the Environment and Land Court, under Judicial Review Application No. 91 of

20'19, filedon 28th March 2019. The case is ongoing, and KEMSA is represented by Gathii

Irungu & Co. Advocates.

As per the latest update from counsel, the Attorney General, Public Service Commission,

and the Kenya Airports Authority are in negotiations through our lawyer to secure the

parcel of land. The land is currently valued at KES 380,000,000.00 (Three Hundred and

Eighty Million) in our financial records. If the revocation is upheld, KEMSA will be

required to expunge the properties from its books of accounts.

CONTINGENT ASSETS
220,000,000380,000,000EMBAKASI GREEN SITE LR Number 28464and28465

380,000,000 220,000,000Total
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38. Surplus Remission
In accordance with Section 279 (2) of the Public Financial Management Act regulations,
regulatory entities shall remit into the Consolidated Fund, ninety percent of its surplus
funds reported in the audited financial statements after the end of each financial year.

Kenya Medical Supplies Authority made a deficit of Kshs.779,149,423 during the year, in
(FY 2022/2023 a deficit of Kshs. 3,897,349,096. The balance of funds of the Authority at
the end of the Financial Year, as stated in the KEMSA Act 2013, shall be retained for the
purposes for which the Authority was established, hence no remission made to the
Consolidated Fund.

39. Events after the Reporting Period
There were no material adjusting and non-adjusting events after the reporting period

40. Ultimate and Holding Authority
The Authority is a State Corporation under the Ministry of Health. Its ultimate parent is
the Government of Kenya.

41. Currency
The financial statements are presented in Kenya Shillings ( Kshs.) rounded to the nearest
Kshs.
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Implementation Status of Auditor-General's Recommendations

The following is the summary of issues raised by the extemal auditor, and management comments that were provided to the auditor

Guidance Nofes:

(0 Use the same reference numbers as contained in the extemal audit report;

(ii) Obtain the "Issue/Observation" and "management comments", required above, from final external audit report that is signed

by Managemen!

(iii) Before approving the report, discuss the timeframe with the appointed Focal Point persons within your Entity responsible for

the implementation of each issue;

(iv) Indicate the status of "Resolved" or "Not Resolved" by the date of submitting this report to the National Treasury

Dr. Waqo Ejersa, OGW

CHIEF EXECUTIVE OFFICER

SICN D

CHIEF EXECUTIVE OFFICER
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Implementation Status of Auditor-General's Recommendations
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Ref
No

AUDIT OBSERVATION MANAGEMENT RESPONSE

1.0 Unsupported Cash and Cash Equivalenb

The statement of cash flow reflects cash and cash equivalents

as at 30 fune, 2023 balance of Ks1ts.4,906,99 M8. However, t}rc

balance irrludes prior year adiustsnent of Kshs.786,947,92a

under operating activities which relatres to corrections of

earlier transactiors under asse$ work in progress and global

fund. However, tlre corresPonding journal vouchers were not

provided for audit.

ln the circumstances, the accuracy and completeness of cash

and cash equivalents balance of Kstts.4,96,W,098 as at 30

lune, 2023 could not be confirmed.

Managefient takes note of the Auilitor's obsentations and rcsponds as follows:

The prior year adjustments relate to corrections made for Work in Progress related to the New

Warehouse Construction, including:

. Recognition of retention funds payable to contractors previously unrecognized.

o Derecognition of VAT amounts recorded in FY 2078 /2019 for invoices paid by Global Fund

that included VAT.
. Reclassification of legal fees previously expensed for warehouse conshuction recorded in

Fv 2017 /2078.
o Refunded funds retumed to Global Fund.

. Adjustment of reconciled opening balances for asset costs.

These adjustmenb necessitated prospective corrections to the opening balances, including prior

adiustsnents to the Property, Plant, and Equipment (PPE) movement schedule to accurately restate

the Work in Progress for the new warehouse value in accordance with IISAS 3.

This is tabulated as below;

DESCRII'TION AMOUNT

Prior year adjustments -This relates to the contractors' retained

amounts from paymenls made. See appendix 1.0" fV 36Being

derecognition of retention 126,401.,n6.90

Adjustment of previously expensed payment to Akide and Advocates

from legal fees expense account to WIP warehouse construction.

See appen dix 1.0- JV gGBeing reclassification of legal fees 11,57s,000.00

Adiustments of Global fund invoices previously caPtured with VAT

Global fund payments are Tax exempt. (262,491.,713.65)
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Ref
No

AUDIT OBSERVATION MANAGEMENT RESPONSE

See appendix l.GList of Credit notes for tax exemption

Adjustment of opening balances for asset costs for categories Motor
vehicle, Furniture and Office Equipment.
See appendix - fV 14&Being reinstatement of Fixed Assets
Total

(63,237,02s.e0)

80.1,038.00

(186,947,924.5s)

2.0 Property, Plant, and Equipment

The statement of financial position reflecb Property, plant and equipment balance of Kshs.8,690853547 as dis in Nob 25 (a) b tre financial stabmenE. Th€ amount includes land
balance of Kshs.l,786,967,27O whose analysis revealed the following unsafisfactory matbrs;

2.1 Un-Approved Exchange of Parcels of land

As previously reported, *re land balance includes a parcel

valued at Kshs.151538,m2 situated along commercial street

in Nairobi. According to a deed of exchange dated 28 Ap,ril

2016 E[s fost parcel of land measuring app,roximably 0.7676 belongs

toa privaE company while a second parcel of land situated in
Nairobi measuring approximately 0.1329 hectares belongs to
KEMSA. The parties agreed to exchange these parcels of land
without approval from the minister responsible for health

and the National Treasury. This was conbary to Section 13 (1)

(c) of the StaE Corporations act 2015 which states that 'The asseb

of a state corporation may be disposed of -by way of sale or
ottrerwise with the approval of the MinisEr and the Treasury

We acknourledge your obsentation and recommendation and respond as lollotus;

The State corporations Act did not apply to Kenya Meical Supplies Agency (Formerly Central
Medical Stores) which was a department at the Ministry of Medical Services.

The land exchange was formalized tfuough a Memorandum of Understanding dated 27th July 2009

between the Ministry of Health and Unilever Kenya Ltd. The process had initially begun in 1987,

with the land valued according to a valuation report dated 10th July 1987, which referenced the
exchange of parcel of land between the Ministry of Health and East African Ltd (now Unilever
Kenya). This was subject to a'no obiection' from the Treasury, as indicated in their letter
CONF:47 /M/732 dated 21st October 1987 addressed to the Ministry of Health.

See appeadix 2,7-Second Schedule-Proposed exchange of Premises letter dated 13th N oaanber 1987;

Ref CONF/MEDA0O and Memorandum of Understanding dated l/* July ,2009 signed between the
Ministsy of Medical Services, Kenya Medical Supplies Agency (Formerly Central Medical Stores)
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AUDIT OBSERVATION MANAGEMENT RESPONSE

where such disposal has not been taken into account in the

estimates.

In addition, the parcel of land acquired by KEMSA was in

relation to a forty-nine (49) year lease from 7 July, "1969.

However, as at the time of the audit in dre month of December

2023 the lease period had ended but there was no evidence of

renewal of the lease agreement by KEMSA.

and Unilever K Ltd, Unilever's land (L.R. No.2W/7ba/2) and Cenhal Medical store's land (L.R

No.209/249/Rand L.R. No. 2@ / 7387), Deed of Exchange dated 5th of August 2016.

The lease period had lapsed, and the Authority is currently following up on its renewal. The

digitization of land registration has required KEMSA to oPen an ARDHI Sasa account, and the

process of acquiring the new lease is ongoing with a target to be completed by end of FY 2024/25.

See appendix 2.1- Un-Approved Exchange of Parcels of land

2.2 Managemeat takes note of the Auditor's obseruations and responds as follott,s

was comP leted in December 2023. The same was dis in the fhancial statements Note 37 FY

59

Ref.
No

Undisclosed As s ets

The dis land balance excludes two parcels of land in Meru and

lsiolo and a list of three (3) laboratory equipment of unknown

value not urilized due to lack of adequate sPace. Further, the

balance also excludes warehouse buildings in Mombasa used

for the storage of medical commodities.

Isiolo and Meru Land; The parcels of land in Isiolo and Meru were allocated to KEMSA, however,

their title deeds were still being processed at end of the financial year. Subsequently, upon receipt

of the title deed in Financial 2023/24, there arose a necessity to value the land for recognition in the

financial statements of the Authority. KEMSA engaged the Ministry of Lands, Public Works,

Housing, and Urban Development through the Directorate of Surveying and Mapping and the

Directorate of Land Valuations to conduct a fixation survey for beaconing the property, a

requirement by the Directorate of Land Valuation for determining the land's value. The valuation
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2022/ 23. See Appendix 2.2 - Valuation report by Ministry ol Lands. Public Works, Housing and
Urban deoelopnent

The two parcels of land have since been recognized in Financial statements lor FY 2023 / 2024. See

Appendix 2.2- PPE moaemett Fy 202Y24

Exclusion of Laboratory Equipment; The authority notes that the list of the lab items was compiled
using the QA serialization used for their internal records at the departmental level. However, the
Authority further seek to clarify that all the 45 laboratory items are recognized in the asset register
and accounted for in the reported PPE net book value, as presented under equipment in the
financial Statements note 25. Please find attached the fixed asset register for equipment
highlighting the list with corresponding asset tags. See Appeadix 2.2 - Fixed Asset registn for
Office Equipmeat.

Mombasa Depot was recognized in KEMSA's books of accounts at a value of KES 76,000,000, which
included both the land and building components recorded under land since they were not
separated at the point of original valuation.

The current valuation conducted in 2023 provided a detailed separation, assigning a market value
of KES 110,000,000 to the land and KES 30,000,000 to the buildings. This updated valuation has

since been reflected in the financial statements for the year 2023 / 2024.- See Appendit 2.3 -
Valuation report

1_ -1 Managemeat takes note of the Auditor's obseraations and rcsponds as follows:

The Authority would like to clarify that the Four (4) parcels of land totaling to KSh. 115 million,
include; parcels in Garissa (Ksh.6.5 million), Kakamega (Ksh. 7.5 million), Kisumu (Ksh. 25

million), and Mombasa (Ksh. 76 million), which had not been surveyed as of the end of the financial

60

Land Without Valuation Reports

The dis land balance of Kshs.1,,786,967,270 is in relation to

fourteen (14) parcels of land which have not been supported
by valuation reports. The land balance also includes four (4)
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parcels of land amounting to Kshs.115,000,000 which have not

been surveyed. Management has not explained how the

values for un-surveyed land were determined.

year 2022/ 2023. The Authority confirms that all four pieces of land have since been surveyed, and

beacon certificates have been issued in FY 2023 / 24 - See Appendix 2.3 - Valuation rcport

The original valuation was conducted by a private valuer; however, due diligence in conveyance

was not performed at that time. KEMSA has since undertaken a comprehensive land valuation

exercise for all ib properties in collaboration with the Ministry of Lands and Physical Planning,

specifically through the Directorate of Valuation. The report was submitted to KEMSA in 2023, and

twelve (12) out of thirteen (13) parcels of land have now been valued.

For the Kakamega land, valuation has not been conducted yet since the title was still being

processed. The valuation for the Kakamega land will take place inFY 24/25.

See Appendix 2.$ Valuation report, Kakamega Lease Title, Beacon certificate.

2.4 Land Without Ownership Documents

The dis land balance of Kshs.1,786,967,270 includes

Kshs.269,538,002 in relation to six (6) parcels of land. However,

original title documenb were not provided for audit

verification to confirm ownership details.

We acknowledge your observation and recommendation and respond as follows;

a) The table below highlights the status in relation to the six (6) parcels of land -(see nttrched

appendix 2.4 - Ounership Docunrcnts);

LAND
LOCALITY
Commercial
street

Garissa

VALUATIO
N

Eldoret Depot Block 10/ 1%

DETAILS

LR Number 2091715,1/ 2

Surveyed awaiting final

technical file from the

Ministry of tands, Public

Works, Housing and Urban

DOCUMENTATION AVAILABLry
STATUS

The lease period had lapsed, and the

Authority is currently following up on

its renewal. See appetdit 2.T

The conveyancing is in Progress - copy

oI lease attached

Documentation available is a Part

development plan dated 2005,

326l2m5l58.KEMSA engaged the

Ministry of Lands and Physical Planning

through the Directorate of Survey on

151,538,m1.9

8

25,000,001.fi)

6t

6,500,000.00



Kenya Medical Supplies Authority

Annual Report and Financial Statements

For the year ended June 30'h 2024

Ref
No

AUDIT OBSERVATION MANAGEMENT RESPONSE

Development,

department
Survey March 2023 to conduct a cadastral

survey for KEMSA's Garissa land. The
survey was done to establish the

boundaries and installation of beacons.

A beacon certificate was bsued upon
successful installation of beacon

markers. The preparation of the final
survey report and technical file is

ongoing. The survey report and
technical file are requi.rements for the

conveyance of the property that is being
handled by KEMSA's counsel KTK
Advffates.

Kakamc'ga

Creen site

KAKAMECAMUNICIPAL
ITY BLOCKIV/873

7,50O000.00 This land has been derecognized since it
is not Authority's land

Kakamega

depot PGH

Kakamega Depot 3,m0,000.00 Documentation available is a Lease title
registered to Kakamega County. This
Iand has been derecognized as part of
Authority land in Financial statement.

Morntrasa Surveyed awaiting final
technical file from the

Ministry of t^ands, Public

Works, Housing and Urban
Development, Survey

department

76,m0,000.00 The Authority conducted a cadastral
survey through Survey of Kenya in
March 2023 on the Mombasa land with
the aim of re-establishing the boundaries
and interpretation of the status, interests

and restrictions of the parcel of land.
The cadastral survey rc,port and
preparation of a te.chnical file form part
of the re,quirements by the registrar of
lands to complete the conveyance of the
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land. Beacons were established and

installed as part of the survey. The

Ministry of Lands and Physical Planning

through the Directorate of Survey are yet

to submit the report. KEMSA had

engaged Ong'anda and Co. advocates to

follow-up on the conveyance of

Mombasa, however, the same is yet to b€

completed.

269,538,09r.9

6

The parcels without titles are ongoing conveyancing through Legal directorate

A disclosure on this was provided in the financial statements.

b) The Authorig wish to confirm that the matter was resolved and KEMSA is both in possession

of the land and the tittle to the property. See Appendix 2.4b- KISUMU MUNICIPALITY BLOCK

2128.

c) The Authority woutd like to clarify that the Kakamega green site land valued at Kshs.7,500,000

was not exchanged for a parcel of land valued at Kshs.3,000,000. The County Govemment of

Kakamega allocated KEMSA a parcel of land referred to as Kalamega Green Site for the

construction of a warehouse and consequently recognized the same in KEMSA's financial

statements at a value of Kshs 7,500,000. However, the land was later re-allocated for other

county developments, KEMSA has since de-recognized this parcel of land in its Financial

Statements. The County govemment did allocate KEMSA a different parcel, which has since

tered under its name. The allocated land has a title deed and is awaiting valuation.been regis

63



Kenya Medical Supplies Authority

Annual Report and Financial Statements

For the year ended June 30th 2024

Ref
No

AUDIT OBSERVATION MANAGEMENT RESPONSE

Further, information obtained during the audit revealed that a

parcel of land in Kisumu municipality valued at
Kshs.25,000,000 has been encroached by a private developer,
and acquired ownership righb but tlrc matter is under
investigation by DirectoraE of Criminal Investigation pending

determination.

In addition, a parcel of land in Kakamega municipality
measuring 0.9852 hectares valued at Kshs.7,500,000 was

exchanged for a parcel of land valued at Kshs.3,000,000.

However, details of the exchange were not provided for
audit review and both parcels have been dis in the financial

statements.

It was disclosed as a contingent asset in FY 2023 /2024 Financial Statement. The parcel of land
valued at Kshs.3,000,000 is housing the KEMSA Kakamega depot which is situated within the
premises of Kakamega PGH. Since KEMSA does not hold any allotment or ownership rights
over the property. This has since been de-recognized and adjusted in the FY 20ZZ/ 2024
Financial Statement.

d) For the two parcels of land in Embalasi valued at Kshs.220,000,000 whooe lease title were revoked
by 8te National tand Commission, KEMSA is pursuing a sub-lease for a period of 99 years from
KAA. The KAA Airport plannirg committee has requested for architectural drawing and
proposed development plans from KEMSA in line with their policies on lease and allocation
of spaces subiect to the JKIA masterplan for review. Recognition of these two parcels in the
financial statements was based on the original ownership tittle document. Upon revocation of
tittle deed, the Authority disclosed the same in the note to the Financial Statements.
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The land value also includes two parcels of land in Embakasi

valued at Kshs.220,000,00 whose lease title were revoked by the

National Land Commission Altrough management challenged

the decision in court, the matter is pending determination.

In the circumstances, the accuracy, completeness, ownership

and valuation of land balance of Kshs.7,786,967,270 could not

be confirmed.

3.0 Inaccu racies in Inventories

The statement of financial position refects an inventory balance of Kshs.12,899,915,421 as dis in Note 24 to the finarrial statemenb whce analysis revealed the following

observatioru;

3.1 Misstated Inventory Values

The inventories balance includes units received from Global

Fund and other program commodities valued at

Kshs.303514,749. However, the commodities were erroneously

issued to health facilities at a unit price of one shilling irutead

of the carrying amount resulting to overstatement of

inventory by Kshs.303,509,260. This was contrary to

Paragraph 16 of IISAS 12 which states that where inventories

are acquired at a non-exchange Eansaction, their cost shall be

measured at their fair value at the date of acquisition.

Management takes note of the Auditor's observations and responds as follows:

Management confirms that the error did not affect tre valuation. However, the issue report in the system

did not reflect the correct value of *re issued commodities due to an erroneous calculation of the cost

price.

See Appendix 3.7 reconciliation repon of the Misstated ttalues of Ksh 303,509,260
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The inventory balance includes Kshs.6,64373,%0 relating to

two hundred and forty-seven (247) medical commodities.

However, review of opening inventory, receipts, issues,

expiries and damages from these products indicated a

closing balance of Kshs.6,3 67,251,,822 resulting to

unreconciled and unexplained variance of Kshs.3035Z

538.

Management takes note of the Auditor's observations and responds as follows:

The amount of Kshs.303,52,538 is as a result of stock adjustments, QA sampling and customer
retums which were not considered in the Auditor's reconciliation data as detailed below;

Upon considering the above in the reconciliation data, the two hundred and forty-seven (247)

medical commodities were not overstated.

Details

OAG
Reconciliation
(Value)

KEMSA
Reconciliation
Value

Variance
OAG VS
KEMSA Comment

Ope.i.g
30/M/2022

Balance

4,918,902,993 4,918,902,993

Total
Receipts "13,72-t ,916,4"13

Qty Issued 17,474,075,863 1.7,474,075,863

Damages "1"t9,569 1^19,569

Expiries 865,372,753 865,372,"t53

Stock Adjustments Not considered 9,3M,976 9,3M,976

QA Sampling Not considered (33s,073) (33s,073)

Customer Refums Not considered 294,423,966

Physical count
vanance ^t77,669 1.77,669

Adjusted as per
physical count

Closing
n/o6/2o23

Balance

6,367,257,822 6,6U,823,%O 303,571,538
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Refer to Appendix 3.2 Reconciliation of amount deemed as overstated stock balances,

J,J Unreconciled Stock lssuance

The inventory balance includes one hundred and ninety-one

(191) medical commodities whose available stock for issue was

73,988,32i unib valued at Kshs.2,228,938380 but the

warehouse issue report indicated issuance of 14,601,300

units valued at Ksls.2,(57,049,865 resulting to unexplained

and urueconciled variance (over issuance) of.672,977 untts

valued at Kshs.432,111,485.

In addition, the over issuance includes 287,284 units for eight

three (S3) commodities valued at Kshs.264,465,919 whose

available stock balance was nil as reflected in warehouse

management system.

Management takes note of the Auditor's observations and responds as follows:

The management did an analysis of the 191 items in regards to the reported unreconciled

variance of Kshs.432,111.,485, however it was determined that the actual variance

was Kshs. 91.,388,633.25 which has since been explained,

See attached detailed Appendix 3.3

The variance of Kshs.264,465,919 relates to customer returns and Covid 19 HPTs not considered in

the reconciliation/ comparison. The Authority has therefore done a reconciliation as follows;

-An amount of Kshs. 111,905,103.88 is as a result of customer returns which were not considered in

the reconciliation.

Reason for Variance

Sum of Variance
Value

Number of units captured wrongly during AST 2022 thereby indicating

an opening balance quantity of 312 instead of 39 (8,190,000.00)

Amount was quarantined and hence not counted in AST 2022 122,479,494.59

Covid 19 Response commodities procured retsospectively, received and

issued manually. The stocks transactions done during the F\ 2022/ 2023

were to regularize the procurement, receipt and issuance process (22,900,861.3s)

Grand Total 91,388,633.25
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-An amount of Kshs. 152,560,815.01 is as a result as a result of Covid 19 Response commodities
which were retrospectively procured, received and issued off the system through 511s.

Details Value (KES)

Covid 19 Response Commodities procured retrospectively, received and
issued manually 152,560,815.01

Customer returns 111,905,103.88

Grand Total 2&,465,918.89

Upon taking the above into consideration, there is no unreconciled stock over-issuance. See

attached detailed Appendix 3.3

3.4 Improper Valuation of Inventories

The inventories balance includes Kshs.19,524,611 for iEms
valued at cost contrary to Paragraph 15 and 16 of IISAS 12

which requtes inventrories to be measured at the lower of cost

and net reali?able. In additioru re{omputation of these

inventories using the lower of cost and net realizable value

revealed a balance of Kshs.4,483,403 resulting to an

overstatement of Kshs.15,041,208.

Management takes note of the Auditor's observations and responds as follows:

The Authority seeks to clarify that inventories were measured at the lower of cost and net realizable
value. The sampled items, valued at Kshs. 19,524,611, included program items whose sale prices
were not updated in the system. As these items are not for sale, they did not have a sale price in
the shared report. The Authority has since recomputed the schedule and confirms that for KEMSA
capital items, were measured at the lower of cost and net realizable value.
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Further, the inventory schedule includes 718,097 units of

various medical commodities whose fair values as at the date

of acquisition was not indicated.
On the other hand, the Management recognizes that there was a systems error resulting in

erroneous stock valuation of 778,097 units which were undervalued by Ksh. 66,985,M5.18. The

system has been corrected and now accurately reflect the correct value.

See attached Appendix 3,4 Reconciliation of Improper Valuation of Inventories

3.5 Improper Stock Adiustments

The inventories balance was arrived at after adiusting
commodities worth Kshs.81 ,732,145 explained to have

historical issues and batch switch among other reasons'

However, these products could not be traced in the

warehouse.

In additiory inventory rhedules reflect adiustmenb for expiries

of Kshs. 1,331,M1,2& while Note 9 reflecb inventory

adjustment variance (expiries and damages) amount of

Kshs.1,213,n5,186 resulting to the unexplained variance of

Kshs.777,726,O78.

Managefierrt takes note ol the Auditot's obseraations and tesponds as follott;s:

The Authority has carried out a comprehensive reconciliation and hereby provides all the reasons

for variance adiushnents. The historical cases arose due to disruptions caused when staff were

working from home and untimely staff exits, wherein many instances lacked proper handovers.

Consequently, these variances were classified as historical cases requiring progressive rectification.

A detailed report providing reasons for adiustment is as below;

Adiustment Sum of Total Explanation

Reasons Value

Approvals 568,361.81 The unaccounted-for variances were

adiustrnent vide memo dated

approved for

Batch Switch 20,752,A35.49 No Variance. Appendix 9.5(i)
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Further, the stock count sheets of one hundred and twenty-
seven (127) commodities reflected a physical stock balance of
Kshs.370859,027 whi.le the system balance was

Kshs.518,549,421 resulting to an unaccourted for variance of
Kshs.747,690,394.

Damages 7,789,879.54 Approved for adiustment Ksh.7,780,837 .54. The difference

of Ksh.9,042 is yet to be adjusted. Refer to Damages memo

attached

Double

Customer

retum

Correction of entry which were entered into the system

twice

Expiry 103,831.05 This is part of the Approved MEMO for adjustrnent

Amounting to Ksh.926,296,24O. Refer to the Expiries memo

attached.

Product

switch

368,7"t3.87 No Variance. Appendix 9.5(ii)

Quality Issue 33,7U.00 This is part of the Approved MEMO for adjustrnent

Amounting to Ksh.926,296,240. Refer to the Expiries memo

attached.

Receipt Error M,"133,"t72.04 Correction of receipt entries which were entered into the

system twice
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Unaccounted

Stock

3,522,767.6"1 This is part of the Approved MEMO for adiustment

amounting Ksh.156, 501246.Refer to attached MEMO REF:

KEMSA/w/002/001

Under issue 308.88 Adiustment for stocks which were not physically issued to

facilities

Wrong

Adjustments

5,031,336.00 Correction of stock adjushnents which had errors

Grand Total 8t,732,744.96

The authority reported expiries valued at Ksh.1,213,715,186 for KEMSA CAPITAL commodities.

The adjusted expiries in the WMS were Kshs. 7,331,441.,264 which included commodities both for

KEMSA Capital and Third-Party stock. as outlined below.

KEMSA CAPITAL AMOUNT

FY 202t/2022 201,148,458.68

Fv 2022/2023 274,418,383.29

TOTAL 475,556,841..98

3RD PARTY STOCKS
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Fv 2027/2022 203,989,88d.33

Fv 2022/2023 651.,8U,537.26

TOTAL 855,874,421.60

CRAND TOTAL 7,331,447,263.58

The process of adjustment for expiries are effected the following quarter after approval by the CEO.
The value of Ksh.7,213,7'15,186 relates to the FY 20?2/ 2023 while, Ksh. 1,,337,M7,264 relates to Fy
2027 / 2022 and Fy 2022/ 2023. Hence, there is no variance of Kshs.1'17 ,726,A78.

Further to note; from the expiries recorded in the FY 2022/ 2023 of Kshs. 1,273,715,786 out of this,
Ksh. 475,566,841.98 was adiusted in the system, leaving a balance of Ksh. 738,148,3,14.02 that was
adjusted in F\ 2023/ 2024.

The Authority has carried out a comprehensive reconciliation and hereby provides all the reasons
for the variance amounting to Kshs. 147,690,394 as shown below;

Sum
System
Amount

of Sum
Counted
Amount

of Sum
Variance
Amount

of
Adjustment
Reasons Ex lanation

Approvals by
CEO

The unaccounted-for variances
were approved by CEO for
adiustment vide memo dated; 15th

7,959,945.26 7 ,915,797.99 't4,"t53.27 Feb 23&12th A 2023
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See Attached
dix 9.5 lll

No Variance
75,774,n9.73122,723,682.10738,498,162.73

BATCH
SWITCH

twiceentered into the
Correction of entry which were

115,986.9911,0.16.38

Double
Customer
return 727,033.37

See Attached
ix 9.5 llt

No Variance

3,288,132.18 976,020.924,201,453.40
Product
Switch

Correction of receipt entry which
were entered into the system with
erTors114,102,21 .18183,012,128.68297,771,112.87Recei Error

to
as

correct program
KEMSA capital

Adjustments
items issued
items3,626,&0.O022,630.U)3,U9,270.00

Replacement
of program
stocks

short acks
Adiustment to cater for supPlier

8,503.713,6{5,6"15.{.1 3,637,111 .70
pack

lier
Short
from su

ad ustment vide memo

The uruccounted-for variances
were approved by CEO for

724,333.9036,485,79?.7137,270,7?7 .61
Unaccounted
Stock

Correction of stock adiustments
which had errors72,U7,@7.th7?,73?,380.0726,080 ,077 .O7Ad ustments

Wrong

147,690,393.W578,549,421.18 370,859,027.38Grand Total

See attached Appendix 3.5

i) ReconciliationofKshs.81,732,145

ii) Adjustment of exPired stocks of Ksh. 1,331,'141,263.58

iii) Batch switch and product switch report of Ksh. 747,690,393.80

Managemant takes note of the Auditot's obseruations and responds 4s follott)sUnaccounted for lnventory of Medical Commo dities3.6
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The inventory balance of Kshs.12,89,915,421 includes
Kshs.5,294,325,070 in relation b four hundred and forty-two
( a2) medicat commodities. However, review of these four
hundred and forty-two (.142) medical commo<iities' opening
inventory, receipts, issueg expiries and damages indicated a

closing balance of Kshs8,800,283,288 resulting to

unreconciled variance of Kshs.3,505,958,218. These
discrepancies represent unaccounted for medical
commodities.

The Authority has carried out a comprehensive reconciliation taking to consideration; customer
retums, supplier retums, supplier replacement, QA samples & stock adiustment, resulting to a

varianceofKes.330,272,736.92.andnotKes.3,505,958,218asindicated.Thereasonforvarianceis
fully explained below and in the aftached appendix.

See Appetdir 3.6; Unaccounted fol lnuentory of Medical Commodities

Reasons for Variance Variance Value
Confirm billing partner. Authority to procure (37,s39,154.06)
Historical issues that could not be traced. Approved for adjustment by
CEO on 1lth June 2024 (287,299,830.51)

coln leted (5,433,752.36)

1330 ,272,736.921

37 Retrospective Receipts and Issuance of Commodities

The inventory ledger indicates system receipt of medical

commodities amounting to Kshs.83826,000 whose physical
delivery were indicated to have been made durhg the year
2020. However, the inventory ledger did not indicate a

corresponding issuance of these commodides despite the

items not being included in the inventory closing balance.

Management takes note of the Auditor's observations and responds as follows:

The receipt recorded in the system for medical commodities tota-ling Kshs. 83,826,000, are items
that were COVID-19 Emergency commodities that were physically delivered during the year 2020

for Covid-19 resPonse. These commodities were procured and received off the system without
LPOs in 2020. The Procurement process was formalized later, and LPOs were subsequently created.
The commodities were entered into the system between 2021r, and, 2022 to regularize the

Procurement process for COVID-19 Emergency commodities. This regularization was as a result
of reEospective procurement of the COVID-19 emergency commodities via the Direct Procurement
(DP) procedure.

See Appeadix 3.7; Retrospectirc Receipts anLl lssuance of Commodities.

Orders were generated and prccess
Grand Total
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3.8 Incorrect Inventory Transactions Due to Poor

Inf ormation Technology Environment

Note 24(b) to the financial statements reflects inventory balance

of Kshs.12,89,915,421 out of which Kshs.765,2'12,441 relates

to commodities not reflected in the inventory system while

two hundred and seventy-nine (279) products with a physical

stock balance of Kshs.318,193 ,727 were reflected in the

inventory system at Kshs.213,182,346 resulting to a variance

of Kshs.10.5,011381. In additioru the system allowed for excess

retums of Kshs.59,856,2n.

ln the circumstances, the accuracy, validity and completeness

of inventory balance of Kshs 12,89,915,421 could not be

confirmed.

Managemeat takes note ol the Auditor's obseruations and rcsponds as follotrts:

For the commodities valued Kshs.165,272,441 and Kshs.105,077,X2, the Authority has carried out

a comprehensive reconciliation and hereby provides all the reasons for variance adjustments. The

variances arose due to disruptions caused when staff were working from home and untimely staff

exib, wherein many instances lacked proper handovers. Consequently, these variances were

classified as indicated in the report requiring progressive rectification.

For the amount of Kshs.59,856,200, the Authority has reconciled the issued quantity & value and

the retumed quantity & value and hereby clarify that there were no excess retums. The summary

is shown below;

see Appendix 3.8 - Incorrect Inventory Transactions Due to Poor Information
Technology Environment

LPO No
OAG Value
of Qty Issued

OAG Value of

Qty Retuned
OAG
return

Over
KEMSA

Actual value of
Qty Issued

KEMSA
Actual value of
Qty Retumed

Actual
Over
retuin

{3,700 1i7,,100 37,600

u32200 16,417,500 28,611,000 (12,193,500) 12,.128,000 52,020,000

11.1220r 16,.117,500 (2,2.1{,U}0) 70,572,000 33,930,000

t82202 16,.117,500 30,855,000 04,437,500) 86,100,m0 56,100,000

832203 16,4't7,500 30,855,000 (14,437,500) tl6, I 0,0,000 56,100,000

825997 16,500,000 33,0m.000 (16,500,000) 1,38,407,770 90,950,000

Total
Value

82,213,700 742,069,900 (59,856,200) 493,778,r70 x9,137,600

r,:r1tt88 (13,700t 170,400

18,561,500
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4.0 Receivables from Exchange Transactions

The statement of financial position reflects receivables from exchange transactions balance of Kshs.6,008,541,865 as dis in Note 22(a) to the financia.l statements
The following observations were made;

4.1 Receivables from Other Government Entities

The balance includes trade debtors' receivables of
Kshs.5,900,014,323 out of which Kshs.98,988,694 is owed by

the Ministry of Health but has not been dis in the minisEy

books. The tsade debtors' receivables also include

Kshs.3,079,326,856 due from the County Government balances

representing 52%. Confirmations received from the 47

counties reflecb pending bills balance of Kshs;1854,753,676

resulting into a variance of Kshs.7,224,573,179 between the

Authority and The County Govemments.

Management takes note of the Auditor's observations and responds as follows;

The Authority acknowledges that Kshs.998,988,694 is owed by the Ministsy of Health. However,
the Authority has maintained continuous communication between the Authority and the Ministry
of Health regarding the outstanding debt.

The Authority conducted a ioint debt validation exercise with the Minishy of Health in July 2022
and the Ministry paid Ksh E02 Million, and ru:.FY 2023 / 2024 another joint debt validation exercise

was conducted in.fuly 2024 and Ksh 1.13 Billion is expected from the Ministry of Health. At the
end of the financial year, the Authority sent a debt circularization to the Ministrv of Health.

See Appendix 4.1(a) correspondence to Ministry of Health & Debt Circularization letter.

See Appendix 4.1(d) ioint debt validation report

The Authority takes note that only six (6) counties responded to the debt circularization
correspondence resulting to the Audit observation. Management seeks to confirm that the
circularization was done in August 2022 and May 2023.

See Appendix 4.1(b) Copies of circularization and correspondence letters to counties.

See Appendix 4.1(c) Current collection status against the outstanding receivables of
Kstls.3,U793268%
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4.2 Prepayments
The balance includes prePaymenb of Kshs.108527"542 out of

which Ksfu.1,782,853 relates to prepayments paid to

suppliers in advance for which goods and services had not

been delivered for between six (6) montrs and five (5) years.

Management takes note of the Auditor's observations and responds as follows;

The Authority has analyzed the prepayments of Kshs.1,782,853 as per the attached Appendix.

These prepayments relate to supplies from supermarket, training institutions (Kenya school of

Covt) and motor vehicle repair services. The Authority has since expensed the historical PrePaid
amounts after receipt of relevant documentation in FY 202T24.

See Appendix 4,2 - Prepayment Reconciliation report fune 2023 &PrePayment Reconciliation

Report lune 2024

4.3 Long Outstanding Receivables

The balance includes trade debtors' receivables of

Kshs.5,900,014,323 out of which Kshs'1,653,753,790 has been

outstanding for more than tfuee hundred and sixty (360) days

with no agreed payment plan. In addition, there was no

provision for bad and doubtfirl debb conhary to Paragraph

2.16 of the Kenya Medical Supplies Autrority Credit Policy 2014

which requires adequate provision for bad and doubtful

debts for any outstanding debt above tfuee hundred and hirty
(330) days.

Management takes note of the Auditor's observations and responds as follows:

The Authority acknowledges that Kshs. 1,653,753,790 in receivables from various customers have

been outstanding for over 360 days and were part of the receivables balance at the close of the 2022-

23 financial year. However, due to consistent engagement with the respective counties, Payments
totaling Ksh. 2,791,867,318.11had been made as of fune 2024. Consequently, the debt has not been

classified as doubfful, given the significant payments received after the year-end. Additionally,

these sales are between govemment entities, providing further assurance of payment. An analysis

of the progress made is attache d, in Appeadix 4.3 -Sales receipts for luly 2023-lune 2024.

The engagement between the Authority and the counties is ongoing, and there is no doubt

regarding the existence of outstanding debts from the counties. As a result, these debts have not

been classified as doubfful.

4.4 Inaccuracies in Receivables.

The balance includes trade debtors' receivables of

Kshs.5,900,014,323 out of wtrich Kshs.1,030,43[.l83 relates tro

Management takes note of the Auditor's observations and responds as follows:

The authority would like to confirm that movement variances arose from reconciliations of the

customer accounts. The closing balances of the customers captured in the financial statement are
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twenty tfuee customers. However, a review of opening
balances, invoices, receipts and credit notes from these

customers revealed a closing balance of Kshs.915,151,135

resulting to an unexplained variance of Kshs.115,279,648. In
addition, the receivables balance from thirty-four
customers was understated by Kshs.1 04,796,818.

the correct reconciled balances as per the attached schedules. The detailed reconciliation for the
respective customers is attached in Appendix 4.4 a & b- Customer opening balances
reconciliation.

4.5 Non-Adherence to Credit Limits

Note 22 (a) to the financial statemenb reflecb receivables from
exchange transactions balance of Kshs.6,008,541,865 out of
which Kshs.3,079,326,856 relates to county governments

while the balance of KIhs.2,892,'174856 relates to ofter credit
customers. However, it was noEd that trading with customers

beyond the 30 to 45 days credit limit continued conhary to

Paragaph 2.7 of the Kenya Medical Suppties Authority Credit
Policy 2014.

In the circumstances, the accuracy and completeness of
receivables from exchange transactions balance of
Kshs.6,008,541 865 could not be confirmed.

Management takes note of the Auditor's observations and responds as follows:

The LMIS ordering platform has been structured such that County/customer accourts are
automatically de-activated once the county debts exceed the credit terms, and reactivated onl1, after
the outstanding debt has been settled or the customer provides a payment commitment for the
outstanding debt which is approved by the CEO. The credit policy is undergoing review to align it
to the changing business environment and review of payment terms to a realistic timeline of within
90 days from date of invoice. Additionally, the Authority is implementing a new ERP where the
credit limit process will be automated to ensure and facilitate compliance with the policy.

50 Unallocated Customer Account

The statement of financial position reflects the trade and
other payables balance of Kshs.8,602,982,309 as dis in Note

26 to the financial statemenE. The balance include customer

Management takes note of the Auditor's observations and responds as follows:

The Authority confirms that the unallocated amount of Kshs.35,928,606 has been dis as a liability
under Note 26 of the reviewed financial statemenb. This amount relates to both the direct deposits
of Ksh. 27,861,,"163 from unknown customers and prepayments of Ksh. 8,067,443 from various
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unallocabd paymort of Kshs.35,9286o6 received Erough direct

bank deposiL An amount of Kshs.Z7 ffi7,1,63 is yet to be

identified and allocated while the balance of Kshs.8,067,t143 in

relation to customers whose detafu were identified but yet to

be allocated to respective customer accounb.

ln the circumstances, the accuracy and completeness of

customer unallocated Payment balance of Kshs.35,928,606

could not be confirmed.

customers. Some of these amounts are receipts from customers whose payment advice had been

provided, while others relate to overpayment by customers after allocating all the due invoices.

The authority hereby confirms that after year end, some of the customers have been identified and

the receipts matched to the respective customer accounts. The reconciliation will be an ongoing

exercise and the report to be updated continuously

See Appendix 5.0- Copies of customer invoices and allocated receipts

6.0 Sales Revenue; Note 9 to the financial statements reflects sales revenue totaling Kshs.8,039,143,M4, whose analysis revealed the following observations

6."1

In addition, the credit noEs irrclude Kshs.22552384 for

commodities returned due to damages, wrong order or

quality issues which were reflected in warehouse issue

Management takes note of the Auditor's observations and responds as follows:

The Authority seeks to clarify that the return quantities from KNH do not amount to Kshs.

1,42,069,900 and does not exceed the issued value of Kshs. 82,273,700. The earlier issue report used

by the auditor had erroneously recorded both the issuances and retums as debit entries, thus

resulting in a double recognition of the retums and failure to reflect the corresponding credit

entries. The issue report for Kenyatta National Hospital has since been reconciled. Please find the

attached report for reference.

The difference between the warehouse issue report and the raised credit notes relates to reconciling

items caused by timing differences between when returns are made in the Warehouse Management

System (WMS)and the issuance of credit notes in the ERP. The Authority acknowledges that the

WMS is not designed as a financial accounting system capable of recognizing real-time debit and

credit entries in the retums inward ledger. Currently, credit notes are recorded in the ERP system

once supporting documentation and approvals are granted. The Authority is in the process of
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Analysis of sales schedules revealed that the amount was

arrived at after deducting credit notes worth Kshs.7%,379,68[.

It was noEd that *re credit nobs indude reh-rms from Kenyatta

National Hopital of Kshs.1'12,069,900 while the issued

commodities to tre Hospital were valued at Kshs.82,213.700

resulting to an unexplained variance of Kshs.59856.200.
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report at Kshs.59,079,436 resulting to unreconciled
va riance of Kshs.36,527,052.

implementing a comprehensive ERP solution in Fy 2024/ 2025, which will enable real-time posting
of retums to the returns inward ledger. In the meantime, dedicated staff have been assigned to
monitor refums.

See Appendix 6.1-Retum inwatds reconciliation report and KNH Issues & Retums
reconciliation-

6.2 Medical Commoclities Sold Below the Set Price

Note 9 to the financial statement reflects total sales revenue
of Kshs.8,039,143,214 generated from sale of various health
products and technologies. The Authority bills customers
based on the price list captured in the Logistics Management
lnformation System (LMIS) ordering tool. However,
warehouse issue report indicates a list of three hundred and
sixty-two (362) medical commodities with a sales
revenue of Kshs.3,608,334r04 biXed to various customers at

Kshs3,A2,99fi,656 which was below the set selling prices

resulting to revenue loss of Kshs.585,344,148.

Management takes note of the Auditor's observations and responds as follows

A comprehensive price review was conducted in March 2023, leading to the implementation of a
new price list in April 2023. While the Auditor General referenced this updated price list, it was
not applicable to the 362 producb in question, which were billed between Jdy 2022 and February
2023 at the prevailing prices during that period. Prices for HPTs are reviewed at least twice a year
or when a new procurement occurs.

See Appendix 6.2 Pice lists for peiod 2022 and 2024.

Note 9 to the financial statements reflects total sales revenue
of Kshs.8,039,143,44 out of which Kshs.321,1n 362 relates to

medical supplies procured by the MinisEy of Health and
issued to twenty-thee (23) county headquarters without

Medical Commo,lities to Undisclosed Health Facilities Management takes note of the Auditor's observations and responds as follows

KEMSA delivers Ministry of Health program and donated items as per the distribution list given
by the respective Program. The 23 counties and 275 sub counties in question have centralized stores
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providing details of the beneficiary health facilities. ln

addition, donated medical supplies of Kshs.572,492,393 werc

issued to non-existing two hundred and seven$-five (275) sub

counties which have been created in the system as health

facilities but do not exist physically.

In the circumstances, the accuracy and completeness of the

sales revenue value of Kshs.8,039,143,444 could not be

confirmed.

where KEMSA delivered the program/ donated HPTs as specified in the distribution lists. This

therefore created a need for KEMSA to create those centralized stores as delivery points even

though they are not actual health facilities. Many of these were created during the Covid-19

pandemic when counties wanted to consolidate HPTs from various sources and donors for further

distribution to the facilities under their iurisdiction.

See Appendix 6.3 - Medical Commodities to Undisclosed Heolth Facilities

7.0 lmpairment Loss on Covid-l9 Commodities

The statement of financial performance reflects an

impairment loss of Kshs.756,710,171 as dis in Note 20 to the

financial statements. The loss relates to Covid-19

commodities purchased at a cost of Kshs.1,G6,736552 and

valued at Kshs.330,026381 resulting into a loss of

Kshs.756,77o,171 but were not suPPorted by market survey

reporb. Further, there was no justification for bu\ purchases at

high prices resulting into losses.

In the circumstances, the impairment loss of Kshs 756,770,171'

could not be confirmed.

Management takes note of the Auditor's observations and responds as follows:

The Authority confirms that a market survey was conducted through the Commercial Services

Directorate, which informed the determination of the lower of cost or net realizable value, resulting

in the impairment loss computation. This impairment loss is consistent with IISAS 12, which

requires inventories to be measured at the lower of cost and net realizable value.

The sale of certain covlD-19 commodities below cost price was approved by the Board, as

indicated in an intemal memo from the Acting CEO dated 24th November 2021. Futher approval

for selling these commodities below cost was granted, as per the attached memo and the market

price survey dated 25th October 2027, covering the following COVID-19 commodities:

o KN95 masks

. PPE kits
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. 3-Ply surgical masks

. Infraredthermometers

. Eye protection goggles

o Instant hand sanitizers
As a result, effective 25th October 2021, orders for these COVID-l9 commodities were sold at the
approved prevailing market prices, leading to the incurred loss.

see Apperdix 7.0 Market suraey rcport, Pricing suroey, lnternal memo and minutes approoing sale
of cooid-79

8.0 Lack of Fuel Register

The staEment of financial performance reflecls the use of goods

and servic€s amounting to Kshs.2,ffi,65958 which as dis in
Note 12(b) to the financial staEmenb includes Kshs.47,030.205 in
respect of fuel and oil. However, management did not maintain a

fuel register and no reconciliation was performed for the

expenditure reflecEd in the supplier fuel statement.

In the circumstances, the accuracy and completeness of
expenditure on fuel and oil amounting to Kshs.47,030,205

could not be confirmed.

Management takes note of the Auditor's observations and responds as follows

The Authority did not maintain a fuel register during the financial year under review. However,
as a Process improvement n F\ 2023/ 2024, a monthly Fuel and Oil expenditure reconciliation

Process was implemented. This process involves reconciling the supplier statement with invoices
and work tickets for each motor vehicle before payment is made. Additionally, the Authority
introduced hard copy fuel registers for each vehicle in FY 2023 / 2024, which are filled out and
signed at each refill. are attached for reference

See Appendix 8.0; Sanpled fuel registers from 2023 and 2024

Management takes note of the Auditor's observations and responds as follows:

The Board and management of KEMSA have adopted a turnaround strategy to address the
financial limitation that the Authority is currently facing. The Board and Management have
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The staEment for firnncial performarre reflects a deficit of

Ksts.3897 349,@7 being an increase of Kshs.905,623 ,666 ftom

a deficit of Kshs.2,D1.,725,431 reported in the previous
year leading to a decrease in the accumulated
reserves from Kshs.6,1-17,'175,429 in the previous year

QA27-2A22) to Kshs.2,279,826332. lf the authority does not

put strategies in place to reverse the trend, the authority

may experience financial challenges in the future.

instituted robust credit controls, debt management, and collection strategies and are very

committed to regaining donor support to improve it cash flow through the provision of agency

services. Equally, the Board and management is undertaking rigorous and robust resource

mobilization strategies and Pursuing the government to recapitalize the Authority.

See Appendix 7.0; KEMSA Turnaround Sttategy

Long Outstanding Trade Payables

Note 26 to the financial statements reflects trade and

other payables balance of Kshs.8,602,982,309 out of

which Kshs.3,989,60D,6-1,'1. had been outstanding for a

duration of more than one (1) year without a plan t'o dear tre

outstanding amounts. The nonpayment may lead to litigations

and withdrawal of services by the suppliers affecting the

operations of the Authority.

Failure to settle bills during the year to which they relate distorb

the financial statements and adversely affects the budgetary

provisions for the subsequent year as they form a first charge.

Management takes note of the Auditor's observations and responds as follows:

The delay in payment is due to cash constraints that the Authority is currently facing. The Board

and management of KEMSA have adopted a tumaround strategy to address the financial limitation

that the Authority is currently facing. The Board and Management have instituted robust credit

controls, debt management and collection strategies and are very committed to regaining donor

support to improve it cashllow.

See Appenilix 7.0; KEMSA Tumaround Strutegy

3 Budgetary Control and Performance Management takes note of the Auditor's observations and responds as follows
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The statement of comparison of budget and actual amounts

reflecb revenue budget of Ks1rs.4,768,862,U3 and actual

revenue on comparable basis of Kshs.1,664636,679 resulting to

an under-funding of Kshs.3,104,226,224 or 65% of the budget.

Similarly, the Authority spent Kshs.4,309 ,702,667 agarnst

approved budget of Kshs.3558586587 resulting to an

unapproved over expenditure of Kshs.751 ,1 16,080 or 27% of the

budget

The under-funding affected the plarured activities and may

have impacted negatively on service delivery to the public

whereas the over expendifure means there may have been

expenditure on unbudgeted items.

The Authority's revenue for the financial year 2O22/ 2023, amounted to Kshs 1.66 billion, which
when compared to the budget, the revenue performance was 65% below the forecasted budget of
Kshs 4.769 billion. This deviation is attributed to write-off for expired and damaged HPTs
amounting to Kshs 1.21 billion (as noted in Note 9), which increased the cost of sales, subsequently
reducing the net sales revenue. Additionally, the Authority had anticipated a retum from USAID
within FY 22/23, wfuch did not materialize, leading to the Authority's failure to meet its revenue
target in the supply chain. The excess expenditure pertains to forex exchange losses and non-cash
items such as impairment losses and accruals that have been recognized:

.Tax arrears amounted to Kshs 1.315 billion incurred during the year out of which the Authority
paid Ksh 550 million and accrued Ksh 765.63 million.

.lmpairment Loss of Kshs 756.71 million.

. Forex Exchange Loss of Kshs 495.57 million

Key Audit Matter

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

Other Mattersl

1 Delayed Implementation of Proposed KEMSA
Reform s

Management takes note of the Auditor's observations and responds as follows:

The KRIC reforms which had outlined the reform activities was transitioned into a 1-vear KEMSA

tumaround strategy.
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The Authority would like to clarify that Kshs.300,000,000 from the Ministsy of Health was

ringfenced for procurement of a new ERP.

The current Board has undertaken the following reforms;

I. Implementation of a new ERP set to go live on 18rh December 2024

II. Human Resource reforms through the development of HR instruments.

III. Mobilization of support for operationalization of the National Commodities' Supply Chain

Centre.

lV. Commissioning of regional supply cenke at Kisumu and ongoing elevation of Mombasa

depot

The chairperson's statement in the financial statements

indicates 85% completion of the Kenya Medical Supplies
Authority reforms as at 30 June,2023. However, the

implementation matrix indicad 73% completion with a total

of fifty-eight (58) activities sdll in progress despite the

Authority having received Kshs.300,000,000 from the Ministry

of Health to undertake reforms which remained unutilized as

at 30 June, 2023.

In the circumstances, it has not been possible to confirm the

completion period of the outstanding activities since no

minutes of the reform committee on progress of

implementation were provided for audiL

2.

Inefficiencies in KEMSA Operations

NoE 24 (b) to tE financial staEm€nts rdlecb EE invenbry balarre of Kshs :l2ffi9l5,421.However, the following unsatisfactory matters were noted;

ln view of the observations made above, the Authority may not optimally achieve the mandate of procurement, warehousing and disribution of drugs and medical supplies

for the prerribed public health pro$ams, the national strategic stock reserve, prescribed essential health packages and national referral hospitals.
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Management takes note of the Auditor's observations and
responds as follows:

10,139,335 Paragraph 8.2 of
the KEMSA

Standard

Operating
procedures for

Quality Assurance

Products which did
not meet the

required health

standards but were

distsibuted to
various health

facilities

'I Distribution of
Noncompliant
Health Products

1, The following actions were taken regarding Health Products
with Quality Assurance issues;
a) Condoms; the condom batch no. X48011 was tested as part of
pre-shipment testing by KEBS and the tests complied with
specifications. Based on the pre-shipment test results from KEBS,

the batch was released to the warehouse for distribution.
However, while in the warehouse, additional routine sampling
and testing at NQCL was done. The test results from NQCL
indicated that the batch did not comply with the freedom of
holes test. A recall was promptly initiated and the supplier
collected the quantities that were still at the facilities and issued

a credit note.

b) Albendazole; This product had some tablets that were

showing signs of discoloring. A comprehensive sampling and
verification of all the batches for this product was done and the
batches that had discolored tablets were returned to the supplier
for replacement.

The supplier provided a CAPA report on the route cause and the
action plan which included recall and replacement of the affected

batches.

c) Clofazimine; During routine inspection of products in the
warehouse, it was noted that Clofazimine was clumping. The
quantities in the warehouse were quarantined and the program
was informed to follow up on what had been distributed
(Clofazimine is a program item). Unfortunately, what was

distributed had been consumed but what was in the warehouse

was listed for disposal. However, from the communication
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received from the program, there is no health risk posed by the

product since it was clinically bioavailable for use.

d) Cotrimoxazole tablets; Cotrimoxazole was analyzed in Sept

20?2 and failed the disintegration test. An out of specification

(OOS) investigation was conducted and results attributed to an

analyst error (Disc was not used in the disintegration test). A
repeat analysis was done in October 2022 and the product,

complied with sPecifications.

e) Methylated spiri! The pre-delivery sample for Methylated

spirit was report as failing because the calculation did not factor

relative density. Upon factoring the relative density, the batch

complied and was accepted.
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fl'>aragraph 8.2 of
Ithe Kenva Medical

$upplies Authority
btandard
pperating

lrocedures for

Quality Assurance

Delays ranging from
six (6) to nine

hundred and eighty-si!
(986) days from thl
product delivery

date to the date the

laboratory tests *".!
released-

2
Delays in testing

medical products
979,492,850

layed Release of Tested and untested Laboratory Results
ird party testing turnaround time for NQCL is long due to th

orkload at the National Quality Laboratory. Considering that
F commodities are procured from WHO-prequalified sites,

ommodities are released based on the preliminary tests conduc

y the KEMSA intemal lab whose testing TAT is shorter for th
relirninarl, results. NQCL testing TAT in 2022 and 2023 was: M

ys:16days Max days:244

MSA lab testing TAT IN 2022 and 2023 was: Min days: 0day

ays:16

e Authority would like clarify that the product testin

rnaround time is between the date the sample is received rn

ab and the date the certificate of analysis is issued and not the da

health products are received in the warehouse and the date

rtificate of analysis is issued

clclitionalll,, no con.rmodities wcre issued to health faciliti
fore the laboratory tests were concluded as all products recei

o through physical/ visual inspection and/or testing in the La

epending on the nature of the product. The Quality Assur

partment carries out a routine sampling of heatth products in
arehouse and Post Market surveillance from Health Facilihes

h 8.2 of th
th products

aragraP
re issued to

nya Medica
ntested Products ,663,1.63

pplies Authoritv
alth facilities

fore the
ndard Operating

boratorv tests
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were concludedprocedures for

Quality Assurance

Commodities
diskibuted without

evidence of testing

Paragraphland2ol
the KEMSA Standard

Operating Procedures

fior Quality Assurance

't2,67,785,6%'l

Unconfirmed
Testing of Health

Products

Authority would like to confirm that plans are underway

vate the lab and create a spacious laboratory and equip it wi

re equipment necessary to ensure that all commodities that a

rocured by KEMSA are tested. Clobal Fund will fund th

vation and has since approved the C19RM Wave 2 funding fo

k of Capacity to Test Productsboratorv used to tes

th products is und
with onlv fo

ployees and tfuee (3)

boratory equipmen

ve not been put in
since they

hased in the

1 due to lack o

equate space

tion, the labora

n-pharmaceutical

ucts

Not haoes

uipment

Paragraph 1 and

p of the Kenya

[r4edical Supplies

Iuthority 
Standard

pperating
Procedures for

Quality Assurance

Lack of Capacity

ito Test Products
5
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Unconfirmed Testing of Health Products

All products procured by KEMSA are sampled and inspected

and/or tested as per the Quality Assurance sampling procedures.

Ihe testing criteria depend on the nature Product with some

products requiring Pharmacopeia analysis, while others may

require visual inspection.

temperature mapping and monitoring devices and HPTs

laboratory Testing Lab amounting to Ksh. 53 Mil]ion.
Ihe laboratory equipment (Balances) that were not in use are spare

balances that are used when the others are taken to KEBS for

calibration. The current staffing is adequate however additional

staff will be required when the expansion of the laboratory is

completed.

testing
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6

[Jniversal Health

foverage 
(UHC)

Froducts Issued at

a Loss

98,866,877

lParagraph 17.5.1

f,f *r" rgusn
btu.rdu.d
Operating
Procedures 2018

Distribution of UHC
products ol
Kshs.149,215,539 which
were procured at Ksh

248,082,356 resulting to a

loss of Kshs.98,866,817

[he Authority would like to clarify that no medical commodities
lwere sold at a loss. The ERP system picks in error, the highest cost

price for any commodity and applies it to all the batched in stock
including the ones procured at a lower cost price. E.g Surgical
Gloves procured for Covid-l9 at a cost price of Kshs. 2,100 vs those
procured before Covid-l9 at a cost of Kshs. 850 and sold at Kshs.

980. The system pick Kshs. 2,100 even for the stock procured at a]

cost price of Kshs. 850

7

Underutilization of
Regional

Warehouses

8,021,30r

Section 2 of the

Public Finance

Management Act
201.2

I

lRegional warehouses in
Mombasa. Nakuru.
Nyeri and Uasin Gishu
bounties were

underutilized receiving

only Medical
commodities worthl
Kshs.8,021 

^3O4

The operationalization of depots has begun with Kisumu and
Mombasa, while other depots are currently serving as holding
warehouses. Full operationalization of these depots will be phased
in gradually, depending on the availability of funds, to ensure
optimal utilization and effective coverage across all regions
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Ministry of Health Instruction, referenced as MOH/FIN/1/
OL lll(734) under AIE No. A738037, allocated funds amountin

Ksh. 560 million for the procurement of ARVs and Reagen

esignated for public facilities. Additionally, funds totaling Ksh. 7

illion were earmarked solely for the procurement of vaccines fo

aritime Personnel (Seafarers). In addition;

) The AIE in question No. 4738037 was provided for

lates to medic urement of ARVs, Lab reagents and vaccines worth Kes 634M

edical commodi e MOH via letter, MOH/NASCOP/CLM/1/A vol.1 (08) da

t for maritime th July 2022, revised the HIV commodity list to ARVs and R

ical onnel but they taling Kshs 560M inclusive of PSM costs and taxes. The HI

ommodities for
uthority to Incur ere distributed to

mmodities are meant for the general population of patients

arihme ,081,587 xpenditure ix thousand eight lients distributed countrywide

L:rsonnel undred and thirty- )The balance of Kshs 74M was earmarked for procurement of

accines meant for Seafarers (maritime personnel). Of the
ur (6,834) health

accines only 3 were delivered i.e. Hepatitis A, Hepatitis B a
acilities across the

MR vaccines
ountry

iii) The 1,500 vials of Hepatitis B vaccine were distributed i
tober 2023 based on a distribution list from the NASCO

gfam. The vaccines were distributed to 219 facilities (

ttached Condom and STI distribution DICES October 2023)

v) Hepatitis A vaccine -2990 vials and Measles Mumps a

ubella vaccine -3,500 vials are still in stock in the warehouse (

ttached stock reports)
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) From the Foregoing it is noted that Kes 74 M was set aside for
rocurement and supply chain costs for vaccines for Maritime

personnel (Seafarers). Hepatitis B vaccines worth Kes 433,054 were

lirtribrt"d to 219 facilities based on an allocation/ distribution list
from MOH NASCOP.

vi) The 6,834 health facilities are inclusive of facilities that receiv
HIV commodities that were meant for those relevant faciliti
perving HIV patients and clients around the country and no
f,"ufu."rs.

See Appendix 8; Medical commodities for maritim
Personnel

i
P

nder the UHC program, counties were allocated drawing rights
hich they used to place orders with KEMSA. Some counties hav

niversal Health

overage (UHC)

angements to support faith-based healthcare facilities, and an
rders for these facilities under UHC were placed through

ontraw to a le tter spective counties. Only the county's authorized officer has th
ssuance of rom the Principal

tribu tion

chedule indicated uthority to determine which facilities, including faith-based ones,
niversal Health
overage (UHC)

Ministry
roducts were an submit orders on the county's behalf through the KEMSA LM

07,327,346 f Health Ref: rdering platform for processing
oducts to Private 0H/ ADM/1/2/16

ueti to tfuee

ospitals
undred and

-1 (/0) dated
ty-five (325)

January,2020
vate health

acilihes
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MANAGEMENT RESPONSEAUDIT OBSERVATION

3.Unresolved Prior Year Matters

In the audit rePort of the previous year, several

the 'Financial Statements and Report on Lawfulness

Resources. However, the implementation status of the Auditor General's recommendations

on page 62 to 205 of financial statements indicates prior year issues have not been resolved'

REPORT ON LAWFULNESS AND EFFECTIVENESS IN USE OF PUBLIC RESOURCES

underlssues

and

Report

ofIN

the

Use

Management takes note of the Auditor's observations

The Authority,s revenue for the financial year 2022/ 2023, amounted to Kshs 1.66 billion, which

when compared to the budget, the revenue performance was 65% below the forecasted budget of

Kshs 4.769 billion. This deviation is attributed to write-off for expired and damaged HPTs

amounting to Kshs 1.21 billion (as noted in Note 9), which increased the cost of sales, subsequently

reducing the net sales revenue. Additionally. the Authority had anticipated a retum from USAID

within Fy 22/23, which did not materialize, leading to the Authority's failure to meet its revenue.

and responds as follows.l

We concur with your observation and respond as follows;
Cancelation of Tender Resulting to Loss

Note 8 to the financial stabmenb reflecb income from rendering

of services amount of Kshs.1,357,355,506 out of which

of Revenue2

93

Ref.
No

on

Public
were raised

Effectiveness

Budget Irnbalance

The statement of comparison of budget and actual amounb

reflecs final revenue budget of Kshs.4,76f.ffB!43 and final

expenses budget of Kshs.3,558586,587 resulting t'o unbalanced

budget by Kshs.7,210,276,256. This was contsary to Regulation

33(c) of Ere Public Finance Management (National Govemment)

Regulatiors, 2015 which staEs that budget shall be balanced'

In the circumstances, Management was in breach of the law'
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AUDIT OBSERVATION

Kshs.668,795,462 was income earned from Global Fund. It
was noted that in November, 2022, The National Treasury
gave authority to procure long-lasting lnsecticidal neb (LLINs)
for the mass net campaign targeting twenty-two (22)
counties using the Global Fund Malaria Grant at an
amount of Kshs.3,545,103,120 inclusive of rendering fee
of Kshs.168,813,868. Review of procurement records
revealed five (5) suppliers were qualified and proceeded to the
technical evaluation stage. However, Global Fund review
revealed that the two bids assessd as resporsive for
polyethylene nets and for polyesEr neb failed to meet the
mandatory documentation requtemenb in Ere preliminary
phase, and should not have proceeded to the technical,
financial and post-qualification phase. Therefore, the
evaluation was done contrary b Sectioru 80 and 86 of the Public
Procurement and Asset Disposal Act, 2015 which staEs thab (1)

The evaluation committee appoinH by the accounting officer
pursuant to section ,16 of this Act, shall evaluate and compare
the reponsive Enders other than Enders reieced under section
82(3). Su@uently Global Fund decided to move the
procurement to wambo.org resulting to KEMSA losing
rendering of services fee of Kshs.168,813,868.

In the circumstances, Management was in breach of the law
which resulted to loss of revenue.

In relation to the procurement of LLINs the management agrees with the auditors observation
and shive to ensure future engagemenb is compliant

94
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AUDIT OBSERVATION MANAGEMENT RESPONSE

3 Irregular Procurement of commodities

Review of procurement Processes revealed the following

irregularities.

o ssue mount bservation
naSement

ged sup

ontract Pe

r )

(3) of
t later extend

tcnsion o heir contr

acts nd continued
) ade with

$,ithou
mpetitive
dding

ere was no lis
vend

rregular
1 nde.takinS

xb) ntracts nei
3,909,558,4

AD, ther
ramet'ork

5 vidence of
ll mpetition

ong supplie.s

We note your observation and respond as follows;

Attached hereuith please finil Appmdix - 3; Irregular Procurement of commodities
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AUDIT OBSERVATION MANAGEMENT RESPONSE

3 framework
Cont actinS

Ie was no
idt,nct, of

ucting a

Section
114 (2)

of PPAD

2015

alue for money
ent to

eter m ine
hethcr the terms
esignated in the

ta mcwo t k

*..J
tlrre 

I

Sreern (,n t

I competi

Use of direct

lp 
rocu tem en t

and
restricted
tendering
methods

11,133.867 .796

uppliers
ngaged through
rect

urement of
hs988,022,916

nd r(,stricted
Section
114 (1

and (2) o

PPAD,

2015

dering method
t
shs.145,844,880

ere irregularly
ged for a

tinuous
iod of two (2)

untier
amework
greements
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bservationunt
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f PPAD

time the call

call off
Kshs. 11

had expired

were made
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19,2(},1300
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acts

,07 4,450,699
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commodities

Pla

show that

us€d to20t tt

NoI

I demand

(1{3

()ur

procured
aPProxuna

hundred
-three

,735,W
to

40(1)

tlon

tions,

)

3
er

cn

AD,
,51t8

of
reasona bi.lity of

quot.'d
ppliers neither

prke
estirnatea, or at

list of prevailing
intemahonal

medical supplies

E il@q

99

2



Kenya Medical Supplies Authority

Annual Report and Financial Statements

For the year ended June 30th 2024

Ref
No AUDIT OBSERVATION MANAGEMENT RESPONSE

{

rregular
()curemen

lood Bags

7,ti50,000

)
PPAt)

75 (3

idders to adhere to

al spocifications

ailure by winnin

ln the Circumstances, Management was in breach of the law

)

lay in process for a

the date requ

ere madt' to the da
72(r

gtxrds
thc I'ublIuy

cssrng naSemen

pprove

f HIV test kib and

112 days for
tobe signed

verage ol 270 day

rdered. l-or iruta
took 266 days

rocuremcnt rqlues

4

Note 9 to the financial statements reflects cost of sales
(Non-pharms) amount of Kshs.2,2r4,013"590. An aralysis of
ibms procured under this expenditue item revealed frequent
delays in delivery of items costing Kshs.145,209,398 ranging
from 53 to 247 days. This was contrary to Section 140 of
Public procurement and Disposal Act, 2015 which stipulates
that "The conhactor shall be liable to liquidation damages
for delayed performance and Section 142(2) which states
that "in case the contract is not fully or well execuEd, the

Delayed Del iveries Management Response:

We note your observation and respond as follows;
Liquidated damages clause could not be applied due to cash flow challenges affechng supplier
Payments. Liquidated damages apply both to the procuring entity and the supplier in the event of
delayed payments or delayed contract performance respectively.

t00
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performance security shall unconditionally be fuIly seized by

the procuring entity as compensation without prejudice to

other penalties provided by the Act."

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

5 Late Delivery of Commodities

Note 30 to the financial statements reflects Medical

Commodity Fund amounting to Kshs.9,134,630398 which

includes a total of Kshs.375591.320 used to procure Global

Fund medical commodities from five different suppliers.

However, the commodities were delivered tuee (3) months to

nine (9) montrs laer afer Ere delivery daE stiPulaEd in the

contract. This was contrary to Section 140 of Public

procurement and Asset Disposal Act, 2015 which stipulaEs

that "The conbactor shall be liable to liquidation damages for

delayed performance." And Section 72(7) of the Public

Management Finance Ac! 2012 which staEs ftaL The

accounting officer for a Naticnal Covemment entity shall - (a) be

responsible for the management of the entity's assets and

liabilities; and (b) manage those assets in a way which eruures

that the national govemment entity achieves value for money

in acquiring using and disposing of those assets'"

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

Management Response:

We note your observation and respond as follows;
Liquidated damages clause could not be applied due to cash flow challenges affecting supplier

payments. Liquidated damages apply both to the procuring entity and the supplier in the event of

delayed payments or delayed conhact Performance respectively.

l0t

Ref.

No
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6.Donated Cancer Drugs

Note 24 (b) to ttre financial staEments reflects inventory balance of Kshs.12399,91 5,421. A Memorandum of Understanding between the Ministry of Health and donor was entered
on June, 2021 to provide free cancer drugs through KEMSA for a period of five (5) years. It was nobd ttnt drugs worthy Kstts.13,42,677 538 had been received and drugs worth
Kshs.10,8703n,799 had been issued to five (5) hospitals. However, the following observations were made.

6.-t Donated Cancer Drugs Issued to a Private Hospital

Included in the issued cancer drugs of Ksh s."10,870,377,799 is

Kshs.8,906,757,973 issued to a private hospital while the

balance of Kshs.1,963,619,826 was issued to four (4) public
hospitals. There was no justification of issuing
Ksls.8,%,757,5n or 82ok of cancer drugs to one private
hospital despite there being a national cancer treaEnent
centre at Kenyatta National Hospital which was earmarked to
receive these drugs. In addition, it has not been possible to

confirm whether the drugs issued to the private hospital were
dispensed to patients for free.

Management takes note of the Auditor's observations and responds as follows;

The donation of the anticancer drug from Glivec, began at Nairobi Hospital in 2003 tfuough a
partnership between the MAX Foundation, doctors, and hospital management to ensure that
patients with Chronic Myeloid Leukemia (CML), among other cancers, could receive the drug free
of charge.

oncologists at Nairobi Hospital, along with those from public hospitals, have played a key role in
diagnosing and treating these patients, referring suspected CML cases from across the country to
scheduled clinics at Nairobi Hospital. over the past 20 years, many patients nationwide have
benefitted from this free treatment. The donor has established systems to ensure that recipient
hospitals do not charge for the drug.

ln 2021, the MAX Foundation agreed to decentralize the service to four public facilities: Moi
Teaching and Referral Hospital (Eldoret), Coast General Hospital, Nakuru Provincial Hospital, and
Jaramogi Oginga Odinga Hospital (Kisumu). The Ministsy of Health, through the National Cancer
Program, identified these centers as the most suitable due to their available human resources,
systems, and regional distribution, enabling patients to access Eeatment closer to home and avoid
long travel distances. Patients were informed of the decentralization, and those willing were
transferred from Nairobi Hospital to these four centers.

102



Kenya Medical SupPlies AuthoritY

Annual Report and Financial Statements

For the year ended June 30th 2024

MANAGEMENT RESPONSEAUDIT OBSERVATIONRef
No

The centers received training on diagnosis, patient enrollment, an

while most patients chose to remain at Nairobi Hospital, approximately 150 patients were

transferred and enrolled at the public centers. lt is imPortant to note that Nairobi West Hospital is

not part of this program, and an erroneous issue to Nairobi West was reversed back to the

warehouse.

Appenilix - 6.1; Donated Cancer Drugs Issued to a Private Hospital

d proper drug management

Management takes note of the Auditor's observations and respon

oncology medicines donated under the Glivec@ International Patient Assistance Program (GIPAP)

to the country by the MAX Foundation were high value, low volume items. The medicines to be

delivered every six months were estimated to be worth Kshs. 6.328.

The tSMoH via a lener (Ref MOH/ DNCD/ CCIGEN / VOL.ll (29) dated 23d June 2021) requested

KEMSA to consider a review of the supply chain fees downwards to be based on the estimated

costs of managing the six pallets of medicines rather than on the value of the consignment. A supply

chain fee that covers warehousing and dishibuting the medicines at 8% would be Kshs. 505.6M

which would have been extremely expensive yet these were donations benefiting the country.

KEMSA has invoiced the Ministry of Health an amount of Kes. 295,435,530 for supply chain

services offered in relation to the commodities hom MAX Foundation. ln light of this, the Ministry

of Health (MOH) antl KEMSA negotiated a management lee of 7.6"/" of the total value, which was

ds as follows; The said
6.2 Failure to Factor KEMSA Costs in the Free Cancer

Drugs Distribution Program

Included in the issued cancer drugs of Kshs.70,870,377,799 is

Kshs.8,906,757,973 issued to a Private hospital. Under article

4.5 of the Memorandum, KEMSA is responsible for facilitating

importation of the drugs out of which Kshs.11,560,599 was

incurred as clearing charges. However, KEMSA has not been

included as a Party to the Memorandum of Understanding

between the donor and the Ministry of Health. In addition, the

Minishy of Health tfuough a letter Ref:

MOH/ DNCD/ CCIGEN/ VOL.I (29) dated 73 lvne, 2027 w as

to provide a dedicated annual budget to cater for the clearing

charges but this item was not irrluded in the approved budget

resulting to tlre Autrority incurring unbudgeted cosb. In

addition, the Proglam indicabd a tobl ol 7597 cancer patients

am out of which 1 ,M3 or %)% are from oneenrolled in the progr
r03
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privaE hospital while tlre balarre of 754 or 10"/. are from four
public hospihlq. However, dgts ils qn how the patients were
identified and enrolled into the program were not provided
since there was no evidence of any sensitization

In the circumstances, t}rc value for money on cancer drugs
totaling Kshs.8,906,757,9'3 issued to a private hospital could
not be confirmed-

in KEMSA/CEO/FM/2t/22/05/20 (1) dated 16th

Appendix - 6.2; Failure to Factor KEMSA Costs in the Free cancer Drugs Distribution
Program

agreed upon by both parties, as referenced

7 Work in Progress - Irregular Sub-Contracting

NoE 25 (a) reflecb capital work in progress balance of
Ksla.5AS7,816,A75 in respect to construction of the modem
warehouse and office block which included a provision for
sub'contracting. Kenya Medical Supplies Authority awarded
the subcontracted works to five (5) firms on 22 December,
2077 and, directed the main contractor to enter into
subconhact with the firms. However, there was no evidence
that the main conhactor entered into subcontracb despiE
Kenya Medical Supplies Authority having awarded the
subcontsacts and paid Kshs.919,416,885. In addition, the
contract was for a duration of one hundred and eight two
weeks (182) ending 25 September, 2020 but as at
December, 2023 about thirty-nine (39) months later the project
was incompleE. Further, the amount paid of
Kshs.37 99,27 4,276 exceeded the sum of Kshs.3,079,998,860

owledge your observation and respond as follows;

This was a complex project that required KEMSA to ascertain that subcontractor had the technical
and financial capability to execute the project. It was therefore prudent for KEMSA to advertise
tenders for all subcontract works spelling out requirements that had to b€ met before award of
tenders. The awarded subcontractors were then required to enter into sub-contracts with the main
contractor.

The requirement that the subconEactors would enter into contracts with the main contractor was
embedded in the tender document and therefore all the parties were aware of the requirement
before award of contracts.

The contracts between the main contractor and sub-contractor were entered into after KEMSA
signed a conEact with the main conhactor. The contracts between the main conhactor and the
subconbactors are available for review by the audit team.

The delay in completing the construction of the new warehouse emanated from challenges in the
acquisition of the Tax waiver to the project on the Global Fund component. It should be noted that

We ackn

t04

November 2022.
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the Tax Waiver was to be issued at the onset of the proiect, before contract signinS, but

The Authority would like to confirm that the amount of Kshs. 5,422,fi1,62E.U7 comprised of

payments for Phase I & ll for the construction of the main warehouse, Racking and

operationalization of the warehouse for activities funded by Global Fund as follows;

Classification Amount (Ksh)

Phase I & ll Main Warehouse 3,427,317,935.65

Project Management Fees 970,864,022.22

Warehouse Racking 8't5,M2,476.76

Warehouse Operationalization

Total 5,422,461.,628.07

Further, KEMSA would like to confirm that the contract sums of the Main Warehouse amounting

to Kshs.3,079,998,860 was varied by Kshs.719,275,416 to Ksh 3,799,274,276. This variafion was to

cater for priority items, changes in scope of works and price fluctuations

the generalresulting to a price variation of Kshs.779,275A19 or 73.35% with

a likelihood of irrcreasing since the project is still incomplete.

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

tre Authority did not get value for money.

r05

waiver was released on 28th March 2019 (1 year after the commencement of the project). The proiect

initially experienced delays beyond the timelines stipulated in the contract due to ground

Conditions like an increased quantum of sub-structure works which was significantly more than

the initial estimated works like high water table in the area. The Main Contractor experienced

flooding between the months of April - lune 2019, requiring excessive pumping to the existing

foundation pits. Other reasons and challenges are as per the attached report

208,437,193.44
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See appendix 7.0- Wotk in Progress - Irregular Sub-Contracting

The management would like to thus confirm that the cumulative value of all contract variations
has not exceeded the total contract value by 25ok of the original conkact price as stipulated in the
PPAD ACT 2015 section 139(a.e). This threshold has not been surpassed. The contracts between
the main conhactor and the subcontractors are available for review by the audit team.

Payment of Provisional Sums

lncluded in the capital work in progress under Note 25 (a)

is a provisional sum of Kshs.18,084,000 for profit and

attendance paid to the contactor without evidence of the

actual cost incurred. In addition, general preliminaries
also include insurance of Kshs.20,000,000 for materials and

people on site which was also paid but not supported by
insurance policies. This was contrary to Clause 30.3 of the

general conditions tro the contract which requires insurance

covers be taken in the joint names of Kenya Medical Supplies
Authority and the conEactor. Further, particular
preliminaries to the bill of quantities provided for liquidabd
damages of Kshs.20,000,000 which was also paid by KEMSA.

However, the amount was meant to be provided by the

conEactor where Kenya Medical Supplies Authority was to

deduct liquidated damages from palment due to the conhactor
for delayal project completion.

Management takes note of the Auditor's observations and responds as follows;

As per the conhact the insurance is the responsibi.lity of the contractor. This remains the case until
a certificate of practical completion is issued to the cl.ient, KEMSA.

The amounts were paid to Main Contsactor was to provide for profit and attendance to racking
conEactor as provided in the racking contract and work site engagement agreement.

r06
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In the circumstances, Management was in breach of the law

Management takes note of the Auditor's observations an

The pricing Committee determines the pricing of commodities for sale in accordance with the ap

Pricing Policy, which has been formally approved by the Board. The policy outlines the entire

procedure, with the final step being the submission of proposed prices by the Chair of the

Committee to the CEO for approval. Once approved, the prices are uploaded into the Ordering Tool

List, and ERP system for customer use. The Pricing Committee has fully adhered to the pr

outlined in the Pricing Policy, as approved by the Board.

See appendix 9.0 - Unapproved Fees for Services Rendered

d responds as follows;
9 Unapproved Fees for Services Rendered

Note 9 to the financial statements reflects total sales

revenue of Kshs.8,039,143,444

generated from sale of various health producb and

technologies. However, the producb were priced and

reviewed by a pricing committee appointed by the chief

exrutive officer but were not presented to the board for

approval before implementation. This was contrary to

Section 6 (2) (d) of the Kenya Medical Supplies Authority Act,

2013 which gives ttre board powers to levy fees rendered by the

Authority. In additioo sales revenue includes

Kshs.784,786,272 for various health products and

technologies whose prices were not contained in the price list

contsary tro paragraph 17.5.1 of the KEMSA Standard Operating

Procedures 2018 which requires the sales Price list be

uploaded in the ERP for implementation.

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

Management takes note of the Auditor's observations and responds as follows
Unapproved Review of Fees

NoE 24 @) kr tre financial staElents reflecls invsrt'ory bal'ance of

Kshs. 1289915A21 Warehouse issue rePort indicated

t0
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distsibued carrer drugs of Kshs.l0E703n,B.The Authority
charges warehousing and distribution fee of 8% for
donated cancer commodities but the fees were reviewed
downwards to 1.6% due to the high value low volume nahue
of tlre commoditie. However, this review was not approved by
tre board contrary to Section 6 (2) (d) of the Kenya Medical
Supplies Authority Act, 2013 which gives the board powers
to levy fees rendered.

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

Glivec@ Intemational Patient Assistance Program
(GIPAP) to the country by the MAX Foundation were high value, low volume items. The medicines
to be delivered every six months were estimated to be worth Kshs. 6.328.

The PSMOH via a letter (Ref MoH/ DNCD/CCIGEN/vol.il (29) dated 23nr June 2021) requested
KEMSA to consider a review of the supply chain fees downwards to be based on the estimated
costs of managing the six pallets of medicines rather than on the value of the consignment. A
supply chain fee of 8%, amounting to Ksfu. 505.6 million, would have been prohibitively expensive,
especially given that these were donations benefiting the country. ln light of this, the Ministry of
Health (MoH) and KEMSA negotiated a management fee of 7.6% of the total value, which was
agreed upon by both parties, as referenced in KEMSA/cEo/FM/zl,/zz/os/zo (t) dated 16th
November 2022.

KEMSA has invoiced the Ministry of Health an amount of Kes. 295436,630
services offered in relation to the commodities from MAX Foundation.

See appmdix 10. - Unapproved Fees for Services Rendered

for supply chain

The oncology medicines donated under the

Receipts of Medical Commodities Beyond the Accepted
Shelf Life

Note 24 (b) to tre financial staEm€nb reflecb inventory balance of
KstE.1 2P,515A21. Warehouse management system
indicated that health products and technologies of

the Auditor's observations and responds as follows

The current standard operating Procedures on receipt (KEMSA/sop/ eA/1,002/0s, clause 8.2.6)
state tha0 Vital and Tracer A or B commodities that are out of stock can be consumed before their
short exPLy period (within 6 months of expiry). Commodities with a remaining shelf life of above
66% is acceptable. For commodities with a total shelf life of less than one

Management takes note of

year/ a mrrumum

t08
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remaining shelf life of 50% is required. Any deviations from this must

Assurance Manager (QAM) and user departments, based on an undertaking from the supplier

Based on this clause, commodities valued at Ksh. 1,058,822,2@ were received with a shelf life of at

least 66o/. due to stockouts. Commodities valued at Ksh. 48,265,073, which had a remaining shelf

life below 660/o, were accepted with a letter of undertaking because they were also out of stock.

program items valued at Ksh. 54,812563 with less than 66% shelf life were approved by the user

department.

The Authority would like to confirm that, no items were received with a shelf life as low as 21%

Items valued at Ksh. 198,22335 are equipment, which do not expire, and donations valued at Ksh

4,888,528,862 are also included.

See Appendix 17 - Recei1ts of Medical Comnrodities Beyond the Accepted Shelf Lile

be approved by the QualityKshs.6,249,151 ,7D were received during the year with a short

shelf life of less than 75%. This was contrary to Paragraph 40 of

the Kenya Medical Supplies Authority Standard Operating

Procedures for Quatity Assurance 2020 which requires

medical products to have a strelf life of at least 25% at the time

of receipt. The commodities indudes ARVs of Kshs.7,275,914

delivered with only a shelf-life of 21%.

ln the circumstances, the receiPt of medical commodities

below the shelf life increases the raE of expiries leading to loss

of public funds and is contsary to established policy.

Management takes note of the Auditor's observations an

The Commodities that were issued as donations were used for promotion and marketing activities

and part of KEMSA',s Corporate social Responsibility purposes. They were expensed and

recogrized as advertising and publicity expenditure as per the matching principle'

d responds as follows:
Irregular Donations of Medical Commodities

NoE 9 to dre finarrial statem€nb rcflects total sales revenue of

Kshs.8,81143,444. The amount excludes donations of

109
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Kshs.177,266,033 made to seventy-four (74) health facilities
which has been disclosed as advertising cost.

Further, the donahons include commodities of Kshs.45,3fi1,969
with a shelf life of more than six months conbary to Section
8.2 of the Kenya Medical Supplies Authority Standard
Operating Procedures which requires medical commodities
to have a shelf life of less than six months to qualify for
donations.

In the circumstances, Management was in breach of
established Policy.

The issuance of short dated commodities is as per the Standard operating procedures for the
Warehouse department section 8.2. Additionally, KEMSA has developed a Stock holding policy as
attached to guide in issuance of donations which is awaiting board approval.

See Appmdix 72 - Inegular Donations of Medical Commodities

13 Unaccounted for Universal Health Coverage (UHC) Funds

Note 24 (b)tro the financial statemenb reflecb inventory balance

of Kshs.12,89,915121. The following observations were made;

A)The Authority received Ks1s.72817,762552 to procure,
warehouse and distribute UHC products out of which
products with a value of Kshs11,046,916,309 had been

distributed as at 30 June, 2023 since the inception of the
program in the year 2018 resulting to a balance of
Kshs.-1,,770,846,243. However, the available UHC cash and
inventory balance is Kshs.914,582365 resulting to
unaccounted for balance of Kshs.856,258,878

note of the Auditor's observations and responds as follows

I.) The Authority would like to confirm that the UHC program had two components;

a) KEMSA Capital commodities draw down component.

b) Procurement of Progtam HPTs component.

The draw down comPonent was riding on existing KEMSA-Capital stocks and each county was to
draw down at sale price. This means that the balance of cash would be utilized after the counties
made orders from KEMSA. The balance of stocks therefore cannot be Iimited to the UHC program
Procurements only. Authority confums that Kshs.12,817,762,552 was received and out of this Ksh
1'7,995,330,699.33 was issued out leaving an amourt of Ksh 822,43t,852.57 being unutilized funds.
The unutilized UHC balances have been recognized in the customer prepayment and rrade

Management takes

il0
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creditor Development Partrler's grant liability accomts. See Appm

Health Couerage (UHC) Funds-UHC Reconciliation report

For procurement components, KEMSA was to procure and dishibute at cost price and thereby earn

a l0%management fee which explains the difference in cash balance since the Authority had to

consurne the eamed fee. There was no requirement by MOH for KEMSA to oPen a separate bank

account for UHC. UHC commodities were procured against existing KEMSA capital framework

contracts.

II.) The distributed HPTs valued at Kshs.85,674,122 were KEMSA Capital funded items. These

items were capitalized when KEMSA became an Authority.

Ill)The Authority would like to confirm that the under UHC, the unutilized funds amount to

Kshs.880,707,808.

lv)uHc was riding on KEMSA systems. supplies under UHC were done using the existing

conhacts. UHC was not a proiect but an integrated Program.

dix 73; Unaccounted for UniuersalIL Further, the distributed health

Kshs.8l,874,722 in resPect of

donations and products from other sources of funds which

were reported under Universal Health Care programme

instead of the respective Programmes. This also rePresents

unaccounted for UHC funds since the products had already

been funded from other sources.

IIL lncluded in the refundable deposit under Note 27

to the financial statements is

Kshs.460,742,"116 in respect of UHC against a cash and cash

equivalent balance of Kshs.880,707,808 resulting to

unreconciled and Undisclosed amount of Kshs.4l

9,965,692.

IV. ln addition, the UHC funds were comingled in the

Authority's other oPerational

bank accounb without depositing them in a separate bank

account exposing them to unintended use. This is contrary to

Regulation 76 (1\ of the Public Finance (National

Govemment) Regulatiors, 2015 which requires each proiect to

have a separate bank account at the Centsal Bank of Kenya

into which all funds shall be kePt.

In the circumstances, Management was in breach of the law

products include
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Delays in Delivery of Medical Commodities

Note 24(b) to the financial statements reflects the
inventories balance of Kshs.l2,899,915,421 out which
Kshs.8^851,881,756 relates to medical commodities received
beyond the scheduled delivery timelines. Further,
commodities of Kshs.2,4A3,972,246 had not been received
by 30 June, 2O23 for over three (3) months after ordering. In
addition, suppliers were not held accountable for delayetl
deliveries neither was performance rating used when
selecting suppliers for repeat orders resulting to ftequent stock
oub. This was conbary to Regulation 53(1) public Finance
Management (National Govemment) Regulations, 2015
which states that a local purchase order or local service order
shall be valid for a period of Orirty days from the date of issue.
(2) Any public officer who receives goods or services beyond
the stipulabd period specffied in paragraph (1) commib an
offence under the Act.

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

ge your observation and respond as follows;

The directorate will closely monitor the performance of suppliers and liquidate performance
securities as necessary.

The supplier performance measurement tool was introduced in the FY 2022/ 2OZj and penalties
were to be applicable in the subsequent years.

We acknowled

il2
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Management takes note of the Auditor's observations an

KEMSA maintains (i) County Accounts and (ii) Direct County Hospital Accounts. These are

considered as two separate customer accounts. County procurements for supply to their hospitals

is treated independently from a Direct hospital account. lf a County decides to Procure for their

hospitals, the orders will be processed and supplied as long as the County account has passed

credit terms checks. Denying hospital supplies being procured by the County would not be

procedural as the two accounts are distinctively separate.

Management will revise the credit policy to accommodate the business model

d responds as followsMade to Customers with Overdue

Note 22 (a) to the financial statemenb reflects receivables from

exchange transactions balance of Kshs.6,008,541,865 out of

which Kshs.166 541 204 relates to one hundred and fourEen

(114) customers who had been denied services due to overdue

balances. However, these customers made orders tluough

their respective counties which were processed, approved and

medical supplies of Kshs.666584,28 delivered to them before

clearing the previous debts. This was contrary to ParagraPh

21 of the Kenya Medical Supplies Authority Credit Policy

2014 which gives a credit period of 30 and 45 days for public

and non-public health facilities respectively after which

services shall be denied until when the customer pays the

overdue balances.

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

Medical Supplies

Balances

15

We acknowledge your observation and recommen

This procurement was funded by the World Bank. After tender evaluation, the realized price

exceeded the budget. KEMSA therefore sought additional funding from Ministry of Health to

dation and respond as follows;

Authority for Direct Procurement attached

Supply and Installation of Me

Noe 24 (b) b the ftEncial staEmenb r€flects invenbry balarre of

Kslx-.72ffi91J.,A| Management procured a medical oxygen

system through direct procurement due to urgency at a

contract sum of Ks}s.36f.,737,177. However, the contract was

signed on 21 January, 2022 about five (5) months after

tender opening which took P

dical Oxygen System

lace on 20 August,2021. ln
il3
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tion, as at 30 June, nB Kshs.75,1g,9{19 or 20.51% of the
contsact had not been executed twenty-two (rt) mon*u after
Erder opening. The use of direct procurement based on
urgency was not justified.

In addition, the contract sum of Kshs.36 6,732,77^l exceeded
the approved budget estimate of Kshs.l19,010,000 by
Kshs.247,727,1,'17 contrary to Section 53 (g) of the public
Procurement and Asset Disposal Act, 2015 which states that
" an accounting officer shall not commence any procurement
proceeding until satisfied that sufficient funds to meet Ere
obligations of the resulting contract arc reflecEd in ib approved
budget estimates'

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

adt'li

The conhact was for covid emergency supply of medical oxygen to various facilities in different
counties. The supply was based on consumption at each of the facilities and delivery was therefore
staggered. The demand for oxygen began to decline after the contract was signed as the spread of
the pandemic reduced slowing down execution of the contsact. Despite the pandemic having come
to an end, the supply has continued for other medical use.

ln addition to this being an emergency procurement, the supplier Boc Kenya were the only ones
with the Oxygen that met our specifications.

The price realized exceeded the initial budget. However, the Bank approved the excess budget
before contracting. see appendix 16- supply and lnstallation of Medical oxygen system

offset the difference. There was a dela
signing the contract. (Email attached)

y in getting M inistry approval occasioning the delay in

Supply, Installation and
Racking System

Note 25 (a) to the financial statements reflects capital work in
progress balance of Kshs.5,497,816,025 out of which
Kshs.78,100,000 relates to provisional sums to be executed by a
nominaEd subcontractor. This was conEary to Ore guideline
provided by Public ltocurement Oversight Authority, 2007
which provide under Section VII Bills of Quantities para

Commissioning of

graph

In addition to the Govemmen(s stafutes and reguLations, preparation of BiIIs of Quantities is guided
by the Standard Method of Measurement of Building and Associated Civil Works for Eastem Africa,

Management takes note of the Aud itor's observations and responds as follows

l4
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Second Edition flune 2008), Published by The Architectural Association

ln addition, this amount was omitted from the Final Account due to the bidders' amounts not being

within the budgeted amount provided.

Prime Cost sums enable clients to select options based on their budget and preferences without

needing to amend the entire conhact. They provide a clear estimate of costs for specific items,

helping ctienb manage their budget effectively while allowing for variations in pricing as actual

selections are made.

of Kenya, Quantitl'

Surveyors Chapter

3.q4(ii) that 'ttovisional Sums to cover specialized works

normally carried out by Nominated Sub Contractors should

be avoided and instead Bills of Quantities of the sPecialized

Works should be included as a section of the main Bill of

Quantities to be priced by the main conEactor.

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

We acknowledge your observation and respond as follows;

Preparation of Bills of Quantities is not guided only by the provisions by Public Procurement Oversight

Authority. In addition to the Govemmen(s statutes and regulations, preparation of Bills of Quantities

18 Payment of Intangible Preliminaries

Note 25 (a) to the financial statements reflects capital work in

progress balance of Kstts.s A97,96,A74.89 out of which

I r5

It provides guidelines on the items to be considered for preliminaries and pricing (Section A

(Ceneral rules) (attached)
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14,5m,000 is intangible preliminaries items in the bill of
quantities in relation to security and sanitation of works. Tlrese
preliminaries are part of the contractor,s obligations and should
not have been priced separably. This is contrary to the
guidelines provided by Public Procurement Oversight
Authority, 2007 which provide under Section VII Bills of
Quantities Paragraph 30(a) that the number of preliminary
items to be priced by the tenderer be limited to tangible items
such as site office and other Emporary works, otherwise items
such as security for the works which are primarily part of the
contractor's obligations should be included in the conEactor,s
rates.

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

Kshs is guided by the Standard Method of Measurement of

Africa, Second Edition flune 2008), Published by The Architectural Association of Kenya, euantity
Surveyors Chapter.

Building and Associated Civil Works for EasEm

19 Comingling and Under-Withholding of Supplier
Retention Funds

Note 26 to the financial statements reflecb trade and other
payables from exchange balance of Kshs.8,602,982,309
which includes customer retention money of
Kshs.144,319,956. However, these funds were comingled in
the Authority's other operational bank accounts without
depositing them in a separaE bank account exposing them to
unintended use. This was contrary to Regulation 43(b) of the
Public Finance Management (National Covemment)
Regulations, 2015 which states that "An accounting officer shall
ensure that public funds entrusted to their Coverage (UHC)

e Auditor's observations and responds as follows

The Authority's oPerates on a revolving fund hence its receivables due from Minisky of Health,
Development Partners and Counties has taken longer to be paid. on this regard, the cash flow
could not allow for depositing the retained amounts to a separate bank account. However, the
Authority commits that the liability will be settled once they fall due.

In addition, as per the contract agreement for the construction of the modem warehouse and office
block, retention is calculated at a rate of 10% of works done quantified by the quantity surveyor.
However, this retention monies can be held up to a maximum of 5% of the contract sum after which
no further amounts can be held as retention in the subsequent payments.

Management takes note of th

ll6

It provides guidelines on the items to be considered for preliminaries and pricing (Section A (General

rules) and B (Preliminaries) (sections attached). Dirlaimer is also indicated under our preliminaries

that should the conhactor not price any of the items, it is assumed he is providing it for free. It is
standard practice to consider these iEms for convenience of pricing.
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SeeAppendixlg,-CominSlingandUnder-WithholdingofSupplierRetentionFunds

are properly safeguarded and are applied

only which they were intended and appropriaEd by dre

National Assembly.

ln additioru the retention amount includes Kshs.126J07,7V for

the construction of the modem warehouse and office block

against Kshs.230!005&| being 10% of the work in progress

value of Kshs.2,308,005,083 less advance payments and

consultancy fees which are not subiect to retention,

resulting to an amount of Kshs.104,398,731 not

withhetd. The retention amount not withheld is

contrary to clause (f) of the contract agreement and may

lead to management incurring exPenses in the event defects

occur during the defect liability Period.

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

for purposes for

Management takes note of the Auditor's observations an

The contract for installation of racks at Kisumu depot was entered into with Tashmi International

Ltd. After the contractor moved to site, it was established that the warehouse layout design was

not done in a manner that would maximize storage sPace. The contractor was then stopped from

undertaking the works pending re-design of the layout which took too long occasioning the delay

in completion. This has since been redesigned and racks installed to completion.

see Appmilix 20- Delay of Metal storate Racks Contract in Kisumu warehouse

d responds as follows
20.

Note 16 to the financial statements reflects repairs and

maintenance exPenses ol Ksls.2o,779 350 out of which

Kshs.902,025 was Payment for labour on assembling and

fixing of metal storage racks in Kisumu warehouse The

contract was awarded on 7 July, 2020 and scheduled to be

completed by 10 August, 2020 but the final certificate for

Racks Contract in KisumuDelay of Metal Storage

Warehouse

l7
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was issued and signed on 27 March, 2023 which is
more than tr+o (2 )years after the scheduled date. However,
KEMSA did not take any action against this contractor.
This is contrary to Section 140 of Public procurement and
Asset Disposal Act, 2015 stipulaEs that -the contactor shall be
liable to liquidation damages for delayed performance.

In the circumstances, value for money obtained from the
expenditure could not be

confirmed.

completion

2-t

21.1.

Review of human resource records indicated the
authority has an approved staff establishment of three
hundred and forty-one (341) staff but review of the human
resource staff register indicated seven hundred and
forty-eight (748) employees as at 30 June,2023.This
exceeds the approved number of employees in the
staf f establishment by 407. In the circumstances, Management
was in breach of Kenya Medical Supplies Authorig Human
Resource Manual.

Employee Costs

Bloated Staff Establ ishment

Authority did not surpass its approved establishment. As indicated in your observation abov
staff establishment of 341 was approved by the Board of Directors 37rh meeting held on the gth Ma
4 and has not been surpassed.

pite the massive changes within the organization due to adoption of the new business model
hich was implemented to suPPort the devolved healthcare system, the management has adhered
the approved establishment by Iimiting the recruitment of new staff to be within the approved

tablishment of 341 -

The following factors have contributed towards the increase in the number of staff

Management takes note of the Aud itor's observations and responds as follows

lt8
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a) lmplementation of the new business model to suPport

which necessitated that KEMSA comes up with a new business architecture and organizational

structure that supports devolved healthcare system.

b) lmplementation of the Government's Big Four Agenda - specifically the Universal Health

Coverage (UHC), where KEMSA was a key implementing parher. UHC demands that all Kenyans

have access to quality and affordable medical health care.

The above two factors necessitated the engagement of short-term staff on contract basis to enable

KEMSA effectively respond to the county demands/ workload, appropriate UHC implementation,

while at the same time offering supply chain services to KEMSA's various strategic partners; who

have variable and unpredictable workload.

The above reasons necessitated the engagement of short-term contract staff, who however do not

form part of the approved staff in the establishment since they are required for specific period of

time. The 407 employees fall in this category.

This initial decision to start engaging staff on contractual basis was arrived at by the KEMSA Board

during its 35rh meeting held on 15rh October 2013 - where it granted the approval for engagement

of short-term conhactual employees due to the increased and unpredictable workload. (Refet to

extract ol Boaril Minutes uniler MIN No. 44/FB/2013 (d)).

the devolved county health facilities

I l9

Corrective action and wav forward
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establishment issue, the Board has taken the following measures

a) Conduct a staff review and rationalization exercise. Arising from the rationalization exercise, a
total of 170 employment contracts which lapsed on 30th June 2023 were not renewed. This decision
was arrived at by the Board during its 97tt'special Board meeting held on 5th June 2023 (Refer to
extract of Board Minutes under MIN. No.3WB202j).
Currently, the Authority has a total 562 employees, being a reduction from the previous 748 staff.

b) Review of KEMSA's Human Resource Instruments. The Board inihated a review of KEMSA's
Human Resource Instruments which include the Organization Structure, Staff Establishment,
Career Progression Guidelines and the Human Resource Policies and Procedures Manual.
Completion of this process will be within the FY 2024-25.

See Appendix 21.1- Bloated Staff Establishment

In order to address the staff

21.2 Non-Compliance with the One - Third of Basic Salary Rule

Analysis of the payroll data revealed that eight one (81)

employees eamed a net salary less than a third (1/3) of their
basic salary. This was contrary to Section 19(3) of
employment Act, 2007 which stipulates that without preiudice
tro any right of recovery of any debt due, and notwitfutanding
Ere provisiors of any other writEn 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 twc
thirds of such wages or such additional or other amount as may

Management takes note of the Auditor's observations and responds as follows

The Authority has put in place controls in the system that locks the net pay to a minimum of a third
of the basic pay. However, during the FY-202o/ 2021, the Govemment reviewed pay-As you Eam
(PAYE) rate from 30% to 25%. The tax relief measures were extended to cushion households and
businesses from the adverse impact of Covid-l9. As a result, most staff committed their salaries to
loan repayments. The tax relief was later lifted by the govemment in December 2020 and reverted
back to the 30% bracket.

In order to comply with the one-third requirement on basic pay, the Authority wrote to all the
affected staff to liaise with their banks and SACCOS to have their loans restructured,. (rcfer to copies
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dated 8 ' December 2021 to ensure compliancc to the

ln early 2023, NSSF vide a memo dated 15th February 2023 notified employers to comply with the

Court of Appeal ruling on the NSSF Act 2013 regarding the new rates. This also affected the net

pay of most employees. In order to comply with one-third rule on salary, the management

communicated to all employees who have existing loan facilities with various banks and SACCOS

to liaise with them so that their existing loans are re-structured accordingly. (refet to the CEO's

memo ilated 15.h August 2023 aililrcssed to all enployees to e-nsure compliance to the 7/3 rule and

letterc aildressed to indiaidual employees dated 30th Apil 2024).

See Appenilix 21.2- Non-Contpliance with tle One - Tlirrl of Basic Salary Rule

The above matter has now been fully resolved and the Authority is in compliance with the law

of memos addressed to indiuidual employees

173 rule)
be prescribed by the Minister either generally or in relation to a

specified employer or employee or class of employers or

employees or any tsade or industrY.

ln the circumstances, Management was in breach of the law'

Management takes note of the Auditor's observations and respon

The Authority has made shides to cushion itself against the fluctuation of exchange rates using the

following measures;

ds as follows
Failure to Hedge Against Foreign Exchange Losses

Note 19 to the financial statements reflecb loss on foreign

exchange Eansactions of Kshs.501301,134. Review of

procurement records indicaEd contsacb were enEred into

while payments were made using theusing foreign currency

?7

t2t
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yan currency but there was no evidence of hedging
strategies to safeguard against foreign exchange
unfavorable harsactiors. In addition, a five-year kend analysis
trom 2078/ 2079 financial year indicaM an acrr:mulaEd lcs of
Kshs.%2,056413 and the au&ority is likely to irrur additional
losses due to absence of hedging strategies.

In the circumstances, and in view foreign exchange loss of
Kshs.501,301,13, the value for money on annual
procurements could not be confirmed.

Ken

II. The Authority has made it a requirement for local Bidders to submit bids in Kenya shillings
With these measures, the Authority will significantly reduce the exposure to foreign exchange
currency risk.

See Appendix 22 - Failure to Hedge Against Foreign Exchange Losses

Payments
pplierStrategic currency payment utiliza tion; where dollar eamings are used for Su

ITEM DESCRIPTION Advance
Granted

Percentage
recove

Advance
recovered

Phase I

a)
Ente nses

Vaghjiyani
209,4s7,364.61 100% 209,457.364.61

b)
Power

s stems
Master

30,358.274.00 t00% 30,358,274.00

C Seven Fourteen Ltd 3 584.410.00 110/ 2,766 508.02
d Volcanic Plumbers 27-548 t29.3t l00o/o 27.548,129.3t

,1-1

Note 25 (a) reflece capital work in progress balance of
khs.5,457,816,U75. Included in this balance is an advance
payment of Ksfu .339,653,954 for preferential commencement

of the works to be recovered through subsequent
valuations. However, only
Kshs.198,092,520 had been recovered as at 30 June,20?j
resulting to unrecovered

amount of Kshs.141 ft1 ,4U which has not been didosed as
receivables in tre financial statements. This was contrary to
Section 148 of the Public Procurement and Asset Disposal
Act 2015 states that The successful tenderer shall use the
advance paid only in activities related to the tender. If the

Unrecovered Advance Payment

e Ever Fortunes 20,453,120.00 l00yo 20,453,t20.00

A comprehensive reconciliation was undertaken and recognition made in the financial year
2023 / 2024.The Authority would like to confirm that full recovery from most congactor has been
effected, as highlighted below;

Management takes note of the Auditor's obse ruations and responds as follows:

t22
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t9.826.927.00l00o/ot9,826,927.00Top Choice
Surveilance Ltd0

175,t22,407.51r00%t75,t22,407.5t
t,nt nses
Vaghjiyani

a)

5 509. t58.005,s09 r58.00Volcanic Plumbersb

r4.902,32 r .00l00Yot4.902,321.00
Power

S stems
Master

c)

0%5,582,030.00
Top Choice
Surveilance Ltd -

Lift

16.938.383.00100%r6,938,383.00
Top Choice
Surveilance Ltd -

ICT
e)

successful tenderer uses the entire advance or part

activities that are unrelaed to tte Ender, the advance shall

immediately be considered as a debt which shall be paid by

seLing the entire security or Part of it.

In the circumstances, Management was in breach of law and

may not have received value for money for the unrecovered

amounL

of it in other

Management takes note of the Auditor's observations an

Commodities billed to Counties. Counties have made a deliberate decision to support some Faith-

Based facilities especially those located in very remote areas where there are no public health

facilities to achieve service delivery to communities in those remote areas'

Commodities billed to MOH; The Division of National Cancer ConEol Program supports various

health facilities with the supply of chemotherapy drugs, including hospices listed as private, that

provide palliative and chemotherapy services to Cancer patients. Some of the facilities are

Hospices such as Meru

d responds as follows:
Private Health Facilities Supplies Billed to Government

Entities

Note 9 to the financial statements reflects total

sales revenue amount of

Kshs.8,039,143,444. The amount includes health producb of

Kshs.56,5S7 ,926 issued to

22 pivab, faith based and non-govemmental healtr facilities

but billed to various county govemmenb while Kshs'1,115,000

was billed to the Ministry of Health. However, there was no

approval b supply trese producls b PrivaE hospitals and

24
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the county goverrunenb and the Ministry of

In the circumstances, the value for money on distribution of
health products to private facilities could not be confirmed.

ttrereafter bill

Health

Appeadix 24; Pittote Health Facilities Supplies Billeil to Gooernment Entities

1. Copy of FBOs supported by Machakos County
2. Emails from the National Cancer Control Program with distribution lists of health facilities,

which include the ones listed as private health facilities in the audit query, to receive the
chemotherapy drugs.

3. MOH Oral Morphine Ordering process by Hospices and Palliative Units registered with
KEHPCA.

Hospice, Nyeri Hospiceand

25 ure to Maintain Floating Deposits Funds for Credit

Note 22 (a) to the financial statemenb reflects receivables from
exchange hansactions balance of Kshs.6,06j41f65 out of
which Kshs.5,900,U43n is in respect to credit customers.
According to paragraph 2.8 of the Kenya Medical Supplies
Authority Credit Policy 2014, customers are required to make
advance payments to be maintained in floating deposib in
the KEMSA tsading account where invoices will be drawn
from and which is to be replenished on reaching ttre limit
However, no floating deposit funds were maintained for
advance receipb from credit customers thus exposing the
Authority to debtor's risk due to non-payment.

In the circumstances, Management was in breach of the credit

Polcy.

Fa il
Customers

KEMSA's current business model has been operating under a credit policy developed in Fy
2073 / 2014, which required customers to make advance payments maintained as floating deposits
in KEMSA's Eading account. Invoices were to be drawn against these deposits, which were to be
replenished once they reached a specified limit. However, this model became impractical as
KEMSA's principal clients, the county govemments, were restricted by the public Finance
Management (PFM) Act of 2012 and ib 2015 regr.r-lations, which prohibit advance payments. The
Authority is currently in the process of reviewing the Credit Policy to better align with the evolving
business environment.

Management takes note of the Aud itor's observations and responds as follows;

t24
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We acknowledge your observation and recommendation a

The ineligible expenditure of KES 49,478,880 and KES 320,000,000 was in resPect of Covid

Emergency procurements. The procurement was undertaken in line with Section 69 (2) of PPADA

2015 (Revised) 2022 that allowed retsospective approval. However, the Bank declined to recognize

the operation of this provision of the PPADA declaring the expenditure ineligible and demanding

a refund.

KEMSA was implementing the project on behalf of The MinisEy of Health and the project was

World Bank funded. The demand for refund was due to used was due to application of

retrospective covid-19 Procurements which was against the World Bank funding agreement.

KEMSA received funds from The Ministry of Health to settle the demand for refund.

nd respond as follows;
Refund of lneligible ExPenditure

Nob 26 to the financid sbEm€nb reflects bade creditors from

development Parhers of Y.shs.2,N4257,1 31. The Autori$
refuded Kstts.49A78N to World Bank as ineligible

exp€nditure under Eansforming health systems program. ln

addition, the Authority previously refunded Kshs.320,000,000

to the same institution in the 2021/2022 financial year resulting

from failure to carry out due diligence on ProPer

procurement Process bringing the total ineligible expenditure

to Kshs.369,478.880. However, no efforts have been made to

recover the amount from the resPonsible officers.

ln the circumstances, the value for money on management and

accountability of donor funds could not be confirmed'

)^

The medical commodities, totalin gKsh.7,2M,567,244, were not received with a short shelf life. The

dates recorded in the report refer to the transfer of products between warehouses, known as inter-

warehouse tsansfer dates. For instance, the audit report lists the receipt date for LEV/ETHINYL

TABLETS (COC) - 0.15MG/30MCG as December 2022, while this item was actually received at

Management takes note of the Auditor's observations and responds as follows;
Expiry and lncineration Cost for Third-Party Comm

Note 30 to the financial statements discloses medical

commodity fund, an amount of Kshs.9,134,630,398 being

third party commodities under the custody of KEMSA'

However, medical commodities amounting to

Kshs.1,,2M,567,2M had expired in the warehouse and facilities

since they were received witr less than 6% shelf life.'Ihereforg

has to incur an extra-cost of disposing these

odities

the entiW

27
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commodities since donor agreements do not cover the cost
of incineration.

In the circumstances, the value for money on expired medical
commodities amounting to Kshs.1,204,567,2M and the likely
additional cost of incineration by the Authority could not be
confirmed.

conclusion that the products were received with a short shelf life

See appendix 27- Expiry and Incineration Cost for Third-party Commodities

The cost for incineration of expiries was not envisioned in the contracb with third parties because
most of the commodities are procured based on quantified quantities and a disEibution list is
provided ensuring that all the products were issued promptly. The risk of expiries was therefore
minimal. However, with the change of regimen for some of these commodities, the risk of expiries
has increased in the recent past. As a result, KEMSA will have a discussion with the partners and
ensure that the cost of incineration is including the in the agreements.

KEMSA in July 2019. Consequently, the aud it inaccuratel y recorded the receipt date, leading to the

REPORT ON EFFECTIVENESS OF INTERNAL CONTROLS, R ISK MANAGEMENT AND GOVERNANCE

1

Note 9 to the financial statements reflects total sales revenue of
Kshs.8,039,143,4144 generated from sale of health products
and technologies. The Authority received customer quantity
orders of 106,924,857 units from various healdr facilities out of
which orders of Y216,651 unib or 51% were processed and
distribuEd resulting to unfulfilled custromer orders of 52,7G,26
or 49% valued at Kshs.5,67,212,82. In addition, the processing

Unfulfilled Customer Orders

Unfulfilled customer orders are as a result of unavailability of some HPTs at the time of order
processing after submission of orders by customers. The experienced disruptions in the supply
chain cycle is caused by delayed payment of supplies made to Counties from KEMSA, which in
tum delays KEMSA paymenb to suppliers, ultimately affecting the order fill rate.

Measures taken to address the Iow order fill rate are;

1. Continuous stakeholder engagement with coc and the counties Health Management
teams to prioritize payments to KEMSA, including County visits, Debt outstanding

Management takes note of the Audi tor's observations and responds as follows;

reminder letters and payment plan arrangements
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Lobbying for recapitalization of KEMSA from the Government a

partsters e.g World bank.

3. There is ongoing engagement with CoG and regular monthly routine engagements with

the County Health and Finance Management teams.

1 nd Development
and distribution of orders took an average

days agairst a target often (10) days.

In the circumstances, the effectiveness of inEmal controls on

the processing and distribution of orders could not be

confirmed.

of sevenEen (17)

Management takes note of the Auditor's observations an

There was a delay in reviewing selling prices based on realized tender prices, which led to the sale

of some commodities at a loss. This delay occurred when members of the previous Pricing

Committee, part of the management team, were instructed to work from home tn February 2022

As a result, there was a gap in pricing activities until a new Pricing Committee was appointed on

24th February 2023. A comprehensive pricing review, addressing the sale of commodities below

purchase price was conducted in March 2023.

There is a pricing policy in place and prices are reviewed twice a year or when new Procurements

have been completed.

To prevent such occurrences in the future, the following measures have been implemented:

. The pricing Committee has established a system for revising selling prices immediately

d responds as follows;

after each tender cycle

Loss on Sale of Medical Commodities B

Price

Note 9 to the financial statements reflects sales revenue

of Kshs.8,039,143,444 generaEd from sale of various health

producb and technologies. Included in this amount is

Kshs.44,386,081 from sale of various health producb which

were purchased at Kshs.52,947,568 resulting to a loss of

Kshs.8,561 487. This was due to management delays in

conducting price reviews for products after new

procurements.

In Are circumstances, the effectiveness of inEmal contsols on price

reviews could not be confirmed .

elow the Purchase1
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KEMSA has put in place a price market survey unit under the procurement Directorate.
The section is mandated to guide current and future procurement prices by conducting
pricing and marketing surveys on a quarterly basis.

Appeadix 2- Loss on Sale of Metlial Conmrodities Beloto the purchase pice

Once the new ERP system is i_mplemented, pr
that no products are issued at below cost price

icing for HPTs will be automated, ensuring

J.

Note 9 to the financial statements reflects cost of sales of
Kshs.8332,577,827 out of which Ksl$. "1,273,7"15,786 relate to
expired medical commodities.

ln addition, warehouse management system indicated global
fund and other donated medical commodities of
Kshs.'L,2M,567,2114 also expired during the year but have not
been dis in the financial statemenb. This is contrary to
paragraph ,14 of II,SAs 12 which requires any loss of inventory
be recognized as an expens€ in the period it occuts.

Further distribution schedule indicated commodities were
issued with short shelf Iife out of which program
commodities of Ksbs.2,49"1,766 expired while on Eansit and

Expiries of Medical Commodities

The commodities fughlighted in the distribution schedules related to orders whose delivery notes
were misplaced by the courier transPorter. Delivery was done earlier but duplicate delivery notes
were issued later. These duplicate delivery notes pick the new printed date and not the initial poD

issue date. Receipt date has been extracted from distribution metric report. Acknowledgement on the

E-po<l app was done in October after issuing duplicate delivery notes

Third party commodities closing balance recognized in the financial statements in the Medical
commodity fund ledger is net of expired commodities.

See Appendix 3- Fxpiries of Medical Commodities

Management takes note of the Audi tor's observations and responds as follows
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could not be used bY the reciPient
making total expiries add up to Ksts.2,420774,196'

ln the circumstances, the effectiveness of the Authority's

intemal conhols in place for managing and monitoring

medical commodities could not be confirmed.

health facilities,

The expired items are quarantined in a different warehouse hence no risk of unintentional usage.

AII the boarded expired items for the2027 /2022fnancial year were disposed off except for COVID-

19 commodities which were waiting for EACC clearance. ln the current FY 2023 / 2024, al, the

expiries are being disposed and the disposal process will be completed by end of April 2024.

see Appenitix 3.2-Delayeil ilisposal of expircil Cooiil-79 Medical Commodities

's observations and responds as follows;Management takes note of the AuditorExpired Covid-19 Medical

Note 9 to the financial statements reflects cost of sales of

Kshs.8,332,5n,827 ofi of which Kshs. 1,21 3,71 5,186 relates

to expiries of medical commodities. The expiries include

Covid-19 items of Kshs.334,388,156 in relation to 2020 / 2021

and 2021/2022 Financial years lying Undisclosedposed

waiting clearance from ethic and anti -corruption

commission.

In the circunstances, the delayed disposal increases the risk of

unintentional usage and incurring of avoidable inventory

carrying cost.

Delayed Disposal of
Commodities

3.2

Management takes note of the Auditor's observations and responds as follows;
Slow Moving Inventory of Medic

Note 24(b) to the financial statemenb reflects inventory balance

of Kshs12,89,91 5121 out of which Kshs.838,560,820 relates to

al CommoditiesJ.J
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moving commodities received between Jantary, 2011
and December, 2020. The amount also includes commodities
of Kshs.'133,722,925 wfuch did not move for the last two
financial years while items of Kshs.120330,714 had expired
as at the time of audit in December, 2023 having been held for
a period of between three and thirteen years. This implies the level
of buffer stock maintained is not properly forecasted based on
target customers, rate of consumption and lead times.

In the circumstances, the effectiveness of inEmal conhols on
inventory management and issuance could not be confirmed.

slow

maintaining active engagement throughout the ordering process, resurting in improved uptake of
slow-moving stock.

Moving forward, KEMSA will continue to prioritize the procurement of Vital, Tracer, and Class A
Health Products and Technologies (HpTs).

See Appendix 3.3; Slow Moving Inventory of Medical Commodities

fa

S o nlovrn r llc du tn oC 1D. 9 urod tsc are monl recltoc on a mP o thln and uarterq v
dat t1 on roc reu nme ls lnl ti teda rfo tems wlp th tocS k e lse Stl-re ktoc ho ding

T heTC CSsal dan nlar tinke te nla fpo ocused dv trec anl r to c l1ou hea th iliC tiesketing tV

I Proof of Commodity Delivery System

Note 12(a) to the financial statements reflects outsourced
dishibution of Kshs.789,493 ,E76 out of which commodities
amounting to Kshs.81,753,426 were delivered after the due
dates. These delays ranged between eight (g) days to three
hundred and forty-four days (344) days.

In addition, warehouse management system issue report
indicated commodities worth Kshs.35,228,836 were

Delays and Weak

KEMSA follows a Service Level Agreement (SLA) with its oubourced Eansporters and conducb
quarterly review meetings to address any non-compliance issues. There have been instances where
deliveries took from eight (8) days to as long as three hundred forty_four (3 a) days.

The delays were due to the following reasons:

Management takes note of the Aud itor's obse rvations and responds as follows;

stock,

basis, exceeding
is on and
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KEMSA Vehicle Deliveries: Deliveries made by KEMSA vehicles to various facilities had delays

due to the delayed updating of proof of delivery in the system.

b) lrys Sai Cargo: KEMSA contracted M/s Sai Cargo for courier services across the country. The

bansporter faced several challenges, including delays in returning proof of delivery to KEMSA,

which resulted in extended delivery times. The contract was eventually terminated by the

hansporter.

c) Transporter Misplacement: Occasionally, transporters misplaced delivery notes and requested

duplicates. Facility in-charges would sign these duplicates, which were then used to update the

system.

Medical supplies are dispatched with a delivery note and waybill, each consisting of three and two

copies, respectively. Upon receipt, the reciPient must sign and provide their personal details,

including their number and phone number. The facility retains one copy of the delivery note and one

copy of the waybill, while two copies of each are retumed to KEMSA'

The "Unconfirmed" column in the Warehouse Management System (WMS) is updated manually

t dates" occurred due to returns not being updated in the

a)

Unconfirmed ReceiPts:

Instances of blank "unconfirmed receip

dispatched to various facilities and hosPitals but co

confirmed as having been received

Further medical commodities of Kshs.60,789.098 were

confirmed to have been received in various health facilities

before they were issued from the warehouse.

ulcl not be

l3t

Inefficiencies in order processing where commodities stayed

in rack for a duration ranging from four (4) days to one

hundred and seventy-four (174) days were noted.

ln the circumstances, the effectiveness of the Authority's

intemal controls in respect to distribution could not be

confirmed and the Authority did not get value for money'
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Receipt Before Dispatch:

Goods totaling Kshs. 60,789,098 were confirmed as received at various health facilities before being
officially issued from the warehouse. This discrepancy occurred due to technical issues with the pOD
App, which failed to update proof of deliveries with the actual dates. This issue has now been
resolved-

Additionally, some orders, such as those under the DDA category, were generated in the warehouse
Management Systrem (wMS) but were not dispatched immediatery. This deray was due to waiting
for collection by pharmacists (e.g., pran 1030795) and the need for order integration.

Longer rack times were also attributed to challenges such as hard-to-reach areas, cold chain
requirements for single orders, and emergency orders.

See Appendix 4; Delays and Weak prmf of Conmtodity Deliuery Systenr

such a Stem, refums R'Tof Ks fromsvs tional facili ties. Additionallnon-opera a technical CT rss ue)'
d the tribucon toted Illlnaccuraclesurmg year the Unconfirmed co unlnreceipt
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5 Inefficiencies in Collection of Receivables

Note 22(a) to the financial staEments reflects receivables from

exchange tsansactions balance of Kshs.6,008541,865 Qln-
Kshs.5,8m,811,189). However, it was noted that the hrmover

ratio was 1.36. This resulted into a receivable tumover of 268

days. This indicaEs inefficiencies in collection of receivables

implying Erat the average time taken to collect receivables from

a customer was 268 days contsary to Paragraph 2.7 of the Kenya

Medical Supplies Authority Credit Policy 2014 which set a

credit limit of 30 and 45 days for public and non-public health

facilities respectively.

ln ttre circumstances, tlre effectiveness of inbmal conhols in

respect to debt management and revenue collection could not

be confirmed.

Management takes note of the Auditor's observations and responds as follows; KEMSA has been

aggressively making physical follow ups through meetings with the customers, payment demand

letters and payment plan agreements are issued regularly. There is continuous debt collection

follow up with the Counties including engagement with COG. Most of the Counties cite delayed

disbursement of funds from national treasury and despite delay in remitting their payments they

do eventually pay their debts. There is also continuous engagement with defaulting counties for

acceptable payment plans. We have signed MOUs with Counties outlining the Counties' Payment

obligations.

Attached - Sanrple Commitmmt letter, Sample MoU €t SLA toith Meru County

All outstanding debt is followed up aggressively until rePayment of the same is made by the

customers. The Authority would like to confirm that out of Ksh

3,O79,326,855.69 outstanding from the Counties, Ksh 4,205,852,M8.& has been collected-

See Appetdix 5; Inefficiencies in Collection of Receivables

5 lnventory We acknowledge your observation and respond as follows;
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6.1

Noncompliance to First Expiry First Out Method of
Issuing Inventory

Note 24 (b)to ttre financial statements reflects inventory balance

of Kshs.1289,915,421 out of which commodities with long
shelf life valued at Kshs. 18,982522 were issued fust at the
expense of commodities with short shelf life. This was

contrary to the Kenya Medical Supplies Authority Stock

Holding Policy 2017 which requires the use of First Expiry
First Out inventory control method to be anchored in the

Enterprise Resource Planning system.

In the circumstances, the effectiveness of internal controls in
respect to inventory management and issuance could not be

confirmed.

The principle of First Expiry First out (FEFO) is fully comptied with electronically
However, there are instances where picking of same product from different
sources of funds does not allow for FEFO.

6.2 Stock out of Medical Commodities

NoE 24 (b) b Ere financial staEmenb reflecb inventory balance of
K*a.72894915,A1. Inventory records indicated fifty-two (52)

commodities were stocked out for the entire financial year
while five hundred and eighteen (518) commodities were
below the minimum required stock levels resulting to lost
sales of Kshs.6,331 ,893,398.

In the circumstances, the effectiveness of internal controls in
respect to inventory management could not be confirmed.

Management takes note of the Auditor's observations and responds as follows;

Unfulfilled customer orders are as a result of the unavailability of some HPTs at the time of order
processing after submission of orders by customers, shortage of raw materials occasioned by the
global market dynamics and global supply chain disruption by the COVID-19 pandemic. The
supply chain cycle is broken due to delayed payment of supplies from Counties to KEMSA which
in tum delays payment to suppliers by KEMSA, ultimately affecting the order fill rate.

Measures taken to address the low order fill rate are

1. Continuous stakeholder engagement with COG and the Counties to prioritize payments
to KEMSA.
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Lobbying for recapitalization of KEMSA from the Govemment and Development Partners

e.g World bank

3. Implementation of the supplier performance measurement tool introduced in the FY 2022/ 2023

and penalties were to be applicable in the subsequent financial years.

')

Management takes note of the Auditor's observations and responds as

The Authority would like to highlight that there are erratic ordering pattems from counties that often

result in unpredictable demand and inaccuracies in forecasting and quantification of Health Products

and Technologies (HPTs). Additionally, unforeseen occurrences such as disease outbreaks can

significantly disrupt supply chain planning further complicating demand forecasting. To mitigate

these challenges, we have implemented continuous weekly stock status monitoring with

procurement initiated only for products within reorder levels. Special attention is given to slow-

moving stock to prevent overstocking. Furthermore, bi-annual demand reviews have been enforced,

with the most recent review conducted in March 2024.

follows;Overstocking of Slow-Moving Commodities

Note 24 (b) to the financial statements reflects inventories

of Kshs.12,899,915,427 from Kshs.13,962,897,325 in the

previous year. Computations indicated inventory

turnover ratio of 2.03 resulting into an inventory

turnover of 180 days (being 365 days divided by the

inventory turnover ratio) which is the average number of

days for which commodities were in the warehouse

this was attributed to over procurement of slow-

moving commodities.

ln the circumstances, the effectiveness of internal

controls in respect to inventory management could not

be confirmed.

6.3
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Ref
No

AUDIT OBSERVATION MANAGEMENT RESPONSE

Lack of an Offsite Backup Plan

Note 24 (b) to the financial statemenb reflecE inventory
balance of Kshs. 12,899,915,421. However, there was no
evidence of an offsite backup plan as backups were not
stored in an offsite location which hinders the continuity
of operations in the event of a disaster.

ln the circumstances, the continuity of operations in the
event of a disaster could not be confirmed.

the Auditor's observations and responds as follows;

The Authority confirms that all data backups are up to date. The ICT deparhnent currently uses
extemal storage drives, with one set stored at Commercial Street and another at the Embakasi
warehouse.

To enhance data storage, KEMSA is procuring Network Attached Storage (NAS) servers, which will
be installed at the Kisumu and Nairobi-Embakasi warehouses. These NAS servers, each with 50TB of
storage, will provide automated extemal backups in two separate locations, eruuring data
redundancy away from the primary site in a cost-effective manner.

Management takes note of

71 Unapproved Supplies Made to Private and Faith Based
Faci lities

Note 24(b) to the financial statements reflects inventory
balance of Kshs.12,899,915,421. Warehouse issue report
indicated distributed health products of
Kshs.867,376,945 for global fund and other donated
medical products issued to one thousand six hundred and
fifty-one (1,651) private, faith based and non-governmental
health facilities. However, the issuance to these facilities
was not supported by an approved distribution list and
a commitment by the facilities to dispense the products
for free as per the various donor agreements.

the Auditor's observations and responds as follows:

The Authority would like to clarify that all the 1,651 facilities are on the approved list of Anti-
Retroviral Therapy sites to receive commodities and have the Ministry of Health 7308 dataset in
the Kenya Health Information System. The distribution memos are sent electronically to KEMSA
for processing.

Management takes note of
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MANAGEMENT RESPONSERef
No

ln the circumstances, the effectiveness o

controls on distribution of health products to private

facilities could not be confirmed.

f internal

Management takes note of the Auditor's observations an

Drop-in centers are service delivery points that cater for Key population clients either within

existing health facilities or as standalone facilities. KEMSA process the orders based on approved

allocations (on system orders or memos). The Drop-in centers (DICEs) are approved by the

respective counties and reporting for commodities happens through the regular reporting of the

hosting heatth facility and also through the subcounty.

d responds as follows:
Supplies Made to DroP-in Centers

Note 24 (b) to the financial statements reflects inventory

balance of Kshs. 72,899,975,421.

Warehouse issued report indicated medical commodities

of Kshs.33,013,575 were issued to twenty (20) drop in

centers operating as service delivery points which cater

for key Population clients. Physical verification

indicated two (2) centres in Embu and Kitui counties

are located in the respective county referral hospitals but

operate privately as level two facilities owned by

Undisclosed non-goverrunenta-l organizations. ln addition,

the operations of the other €ighteen (18) Centers' across the

country and their ownership could not be confirmed'

ln the circumstances, the effectiveness of internal

controls on distributions to drop in centers operating as

service delivery Points could not be confirmed'

tt
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APPENDIX TO QUERY 4.DIRECT PROCUREMENT

Ref
No AUDIT OBSERVATION MANAGEMENT RESPONSE

SUPPLIER TENDER/QUOTATION REF
FOR DIRUSTIFICATION

ROCUREMENT

ACRO CHEMICAL
LIMITED

& FOOD COMPANY
KEMSA/ DP01 / 2022-2024

e company is a joint venfure between the priva
ector and government of Kenya

ALLMED MEDICAL SUPPLIES LIMITED KEMSA/DP08 /2027-2023
er with the product registered in th

untry with Pharmacy and Poisons Board

e only bidd

ANGELICA MEDICAL SUPPLIES LTD KEMSA/Dr{2 /2021-2023
roduct is from the sole
agents for the machine

manufacturer of th

ANGELICA MEDICAL SUPPLIES LTD KEMSA/ DP07 / 2027-2023
roduct is from the sole

eagents for the machine
manufacfurer of th

AUTOSTERILE (EA)LTD KEMSA/DP09 /2027-2023 uct is from the sole manufacfurerrocl

AVACARE KENYA LIMITED KEMSA/DP 18/2022-2024
idder with the product registered in th

ountry with Pharmacy and Poisons Board

e only b

BIOSURGIC (E.A) LIMITED
KEMSA/GOK-
MOH/DP17/2022-2024

oduct is from the sole
gents for the machine

manufacfurer of

t38



Kenya Medical SupPlies AuthoritY

Annual Report and Financial Statements

For the year ended June 30th 2024

BLACKWOOD HODGE (KENYA) LTD KE MSA/ DP2s / 202't -2023

aintenance service was procured from

anufacturer of the generators

CHEMOQUIP LTD

duct is from the sole manufacturer of

KEMSA-DPI5-2027-2023 ucometer machines

COLOUR INTERNATIONAL LTD

roduct is from the sole manufacturer of th
KEMSA/ DP01 / 2027-2023 gents for the machine

oduct is from the sole manufacturer of

KE M SA- DPI 3 -202-l -2023 ucometer machines

KENYA MEDICAL RESEARCH INSTITUTE

RIisa state corporation and rePutabl

KEMSA/Dr23 /2022-2024 nufacturer

KONRAD SCIENCE LTD

KEMSA/GOK-
MOH/DP12/2022-2024

oduct is from the sole manufacturer of

gents for the machine

LUED(A)CHEMICATS LTD

KEMSA/GOK-
MOrj/DP1o/2022-2024

uct is from the sole manufacturer of th
eagents for the machine

MANJI FOOD INDUSTRIES LIMITED

e company has nationwide distribution
niversal brand with guaranteed quality, variety o

KEMSA/GOK-
MO}J/DP22/2022-2024

it flavours, competitive Prices
anufacturer

MEDIONICS HEALTHCARE LTD KEMSA-DPI4-2021-2023

roduct is from the sole manufacturer of
lucometer machines

MINI BAKERIES (NAIROBD LIMITED
KEMSA/GOK-
MOH/DP21/2022-2024

company has availability of manufacturin
lants across the company, universal brand wi
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uaranteed quality, variety of flavours, competitiv
rices from manufacturer

NAIROBI BOTTLERS LTD

e company has availability of manufacturin
lants across the company, universal brand wi

KEMSA/GOK-
MOH/DP13/2022-2024

aranteed quality, variety of flavours, competitiv
rices from manufacturer

NEW
LTD

KENYA CO-OPERATIVE CREAMERIES CC is a government entity and have better prices
KEMSA/DPl8 /2020-2023

PAN PHARMACEUTICAIS LTD
only bidder with the product registered in

KEMSA/DP 20/2022-2024 untry with Pharmacy and Poisons Board

PARTEC EAST AFRICA LTD
KEMSA/GOK-
MOH/DP05/2022-2024

rod uct is from the sole manufacturer of th
gents for the machine

PHILLIr)S HEALTHCARE
LIMITED

TECHNOLOGIES KEMSA/GOK-
MOH/DP09/2022-2024

duct is from the sole manufacfurer

PREMIER MEDICAL CORPORATION PRIVATE
LIMITED

KEMSA/
DP02/2022-2023

GOK-MOH is is the only pre-qualified Manufacturer unde
e WHO prequalification list

oduct is from the sole manufacturer of
KEMSA/DP09 /2022-2024 agents for the machine

SCIENCESCOPE LIMITED
KEMSA/GOK-
MOH/ DP07 / 2022-2024

uct is from the sole manufacturer of th

Bents for the machine

SURGILINKS LIMITED
GF ATM HrV NFM-2021/2022-
DP-06

e only bidder with the product registered in
untry with Pharmacy and Poisons Board

t40
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APPENDIX QUERY &RESTRICTED TENDER

SURGIPATH SERVICES EAST AFRICA LTD
KEMSA/GOK-
MOIf/DP08/2022-2024

oduct is from the sole manufacfurer of

gents for the machine

TOTAL HOSPITAL SOLUTIONS LIMITED

duct is from the sole manufacturer of

KEMSA/DP09 /2020-2022 gents for the machine

ULTRALAB E.A. LTD

KEMSA/
DP04/2022-2024

GOK-MOH oduct is from the sole manufacturer of

agents for the machine

ULTRALAB E.A. LTD

KEMSA/GOK-
IMOH/DP06/2022-2024

duct is from the sole manufacturer of

agents for the machine

Supplier

TENDER/QUOTATION
REF

STIFICATION FOR RT

ALMOND GENERAL CONTRACTORS

LIMITED

is procurement was done in line with Section 102 (1) (b) 'Tlrc tinrc nnd cost

t1 ll Irtd lo t:rtl t I nt' tl Ll eua Iu tl te fi Iar8e n ll nt ber
"f

tL'l ILle rs 111()ll Id he

tsproPo rti() tl t t t) tlrc 11tI Iu t: ,f tlrc oods ltto rks ()r S( TUI CC s t t) be Pr()alr Ll

ifteen bidders were invited and therefore the minimum requirement w

KEMSA-RTO4-22-24 et.

B BRAUN MEDICAL KENYA LIMITED

idenhfied suppliers are the only ones who have retained the protiu

ith I'l'll

KEMSA/RT27/2022-
2024

tion 102 (c ) if there's ettidence to the effect tlat there are only a frut knman

pptiers of tlu wlnle nnrket of tlu goods, works or sentices

l4l
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/RT07 /2022-KEMSA
2024

tems were non responsive in open tender, The identified suppliers are th
nly ones who have retained the products with ppB

tion 102 (c ) if there's eoidence to the effect tlat there are only a ftw known
uppliers of the whole market of tle goods, works or seroices

DAWA LTD
KEMSA/RT06/2022-
2024

ms were non responsive in open tender, The identified suppliers are th
Iy ones who have retained the products with ppB

on 102 (c ) if tlrcre's eaidence to the effect tlnt there are only a few knour
uppliers of the whole marl<et of the goods, works or seruices

te

HARLEY'S LIMITED
KEMSA/RT07 /2021-
2023

is procurement was done in line with Section
02 (c ) if tltere's eoidence to tlrc effect tlnt there are only a fao knoun supp

tlv whole nnrket of tht goods, works or seruices

ecfion 89 (6) of tle Regulation states that wlrcre RT is used, pursuant to sectio
02(1)(c ) of tlu Act, the Procuring enkty shall inuite tenders front all tle know
uppliers of the goods, works or seruices.

Iiers o

LABORATORY & ALLIED LTD
KEMSA/RT10/2021-
2023

is procurement was done in line with Section
02 (c ) if there's roidence to the elfect that tlure are only a few knawn supp

the whole market of tlu goods, works or seraices.

ection 89 (6) of the Regulation states tlut wlwre RT is used, pursuant to sectio
02(1)(c ) of the Act, tlu Procuing entity slall inuite tenders fronr all the knuo
uppliers of the goods, works or xntices.

liers o

LABOREX KENYA LIMITED
KEMSA/RT14/2022-
2024

tems were non responsive in open tender, The identified suppliers are th
nly ones who have retained the products with PPB
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on 102 (c ) if there's euidence to the effect that there are on

ppliers of tle whole nnrket of the goods, works or seruices

ly a few knoutn

ifteen bidders were invited and therefore the minimum requirement w"f

l11dAS neorerocu enmP
ttLIn.1 t tlllL' dll conrL' todqu

belo rocLl drerkslLtO SC TUor Cr'sItc ()0 sLluettr no tl e o 7t{1lu: P8sPfoPo

et.
KEMSA/RT12/2027-
2022LUED(A) CHEMICALS LTD

is procurement was done in line with Section 102 (1) (b) 'TIte tinrc and cost

quired to examine and ettaluate a large number of tenders uould be

iproportionate to the oalue of the goods, works or seruices to be procured'

wenty bidders were invited and therefore the minimum requirement w

et.
KEMSA-RT
2021./2022

11-

MEDIONICS HEALTHCARE LTD

he whole nurket of the goods, works or seroices

,f
th onSectineo lr1 tnemre l1 sa cls urocP

us ers t)o tl k oa)nIr tl rccenIrc sr( t:ll Llt20 c PPv fattKEMSA/RT01/2021-
2023PHILLITS THERAPEUTICS LIMITED

bidders were invited and therefore the minimum requirement w

et.

"fnr8

"f

ttTlu t:nt tl cd os1n 02 1 t.rln ltre th oSec tidas neorerocu menP
cLl tLt()urs Ll be,l lu rbt tentuad u tt'tl tl.r ta e nTIrt lodtlu

rL,u dccs bc() rL)crIL]O () sr eft)Irtue()rti Rll c o Irt u{l t,goodssProPo

KEMSA/RT10/2021-
2023PHILLITS THERAPEUTICS LIMITED

en bidders were invited and therefore the minimum requirement w
"far 8e

"f

ttt rla d osc1n 20 t-l T',lrcelin thwl oSec tid dS neo nuroc mL'nre (1S P
hedr tert utoudersn ll benttrdtl eon tlll t('rtd c() n_r nluq

befo o r(cu nrkslLt() stft)or c8sIrt' o()dstt' () utltnhcs oti tn Pr8PorProKEMSA/RT10/2021-
2023 (NRW-119&

2022/2023)QUICKPACK LTD

r43
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s eaidence to the effect tlut there are only a fan kn
uppliers of tlw whole nnrl<et of tle goods, works or seruices

d section 102 (c) if tlrcre'

SAI PHARMACEUTICAIS
LIMITED

KENYA KEMSA/GOK-
MOH/RT05/2022-2024

own WHO prequalified manufacturers and ar
gistered and retained by Pharmacy & poisons Board Kenya.

e products have kn

STRATEGIC
SOLUTIONS

PAPER & PRINT KEMSA/RTOs/2022-
2024

isproportionate to the ualue of the goods, works or sentices to he procuretl,.
ifteen bidders were invited and therefore the minimum requirement was

ine with Section 102 (1) (b) 'The tinrc and cost
ired to exanrine and eaaluate a large nunfter of tenders would be

et.

is procurement was done in I

PAPER & PRINTSTRATEGIC
SOLUTIONS

STRATEGIC PAPER &
PRINT
SOLI.JTIONS-KEMSA-
RT2s-2022/2023

one in line with Section 102 (1) (b) 'T'\rc tinrc and cost
quired to examine and eoaluate a large nunfter of tenders would be
sproporlionate to the oalue of tle goods, works or seruices to be procuretl,

bidders were invited and therefore the minimum requirement w

is procurement was d

SURGIPHARM LIMITED
KEMSA/RT01./2022-
2024

s were non responsive in open tender, The identified suppliers are th
nly one who have retained the producb with ppB

tion 102 (c ) if there's euidence to tlrc effect that there are only a few know
uppliers of tle whole ruarket of the goods, works or seraices

tem

SYNER-MED PHARMACEUTICAiS (K)
LTD

KEMSA/RT20/2022-
2024

tems were non responsive in open tender, The identified suppliers are
y one who have retained the products with ppB.

tion 102 (c ) if there's eaidence to the effect tlut there are only n fear kn
uppliers of tlv whole nnrket of tlw goods, works or seruices

t44
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20. Appendices
Appendix I-Projects implemented by KEMSA

TRAVOTECH AGENCIES LIMITED

tems were non responsive in open tender, Section 102 (c ) if there's euidence

KEMSA-RT
2021/2022

17- tlrc effect tlat there are only a few known suppliers of the whole market of the goods,

orks or seruices

ZOA TAKA LIMITED

d I th Secti 1 02 (1 ) (b) Tlv ti,llc afid C()S t
Procu rement as o11e ln lne wl on

qu I reLl to eI a fit I ,tc an d etta I1l tl tc n Itlr8e u t ber ,f t.enders lUOu Id be

te t tlrc I ,f tlrc ds ces to be Procu re tlIspropor tio t1 () 1)0 lu Ioo ruor or serul

wenty bidders were invited and therefore the minimum requirement w

KEMSA-RT1s-2/23 et.

YESNO973,703,460.00

14th March 201&

24th Augtrst2022

GLOBAL
FUND/KEMSA

ArA/GOK1081101800

National Commodities

Storage (KEMSA SuPPIY

Chain Center)

145

Separate

reporting
required as

per the donor
agreement?
YES/NO

Consolidated in
these financial
statements?
Yey'no

Period/durationProiect Title Donor
Donor
commitmenl

Proiect
Number
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Status of Project Completion

National Commodities
Storage (KEMSA Supply

Chain Center) 3,870,774,276 3,225,269,217 85% 3,8-10,774,276 3,225,269,21.'l

GLOBAL
FUND/KEMSA

ArA/GOK

Warehouse Racking
Project

959,598,729 770,898,709 807" 959,598,729 770,898,709 KEMSA AIA

Project Management
Fees for National

Commodities Storage
(KEMSA Supply Chain
Center) and Racking

project

7,353,790,737
970,864,022

1,,353,790,737
KEMSA AIA

146

Total Proiect
Cost (Ksh)

Total Expended to
date

Project Completion % Budget SourcesActual
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Appendix II: Transfers from other government entities

Recurrent Grants

10,000,000.0010,000,000.00June Grant3/7 /2023
Ministry of
Health

35,000,000.0035,000,000.0035,000,000.00GrantJul1.5/8/2023
Ministry of
Health

35,000,000.003s,000,000.0035,000,000.00t CrantAu13/e/2023

35,000,000.0035,000,000.00ber Grant
23/10/202

3
Ministry of
Health

35,000,000.0035,000,000.0035,000,000.00October Grant
ls/71/202

3
Ministry of
Health

35,000,000.0035,000,000.0035,000,000.00November Grant
'14/12/2o2

J
Ministry of
Health

35,000,000.0035,000,000.0035,000,000.00December Grants/'t/2024
Ministry of
Health

35,000,000.0035,000,000.0035,000,000.00Jan Crant
14/02/202

4
Ministry of
Health

35,000,000.0035,000,000.0035,000,000.00GrantFe

73/03/202
4

Ministry of
Health

35,000,000.0035,000,000.0035,000,000.00March Grant12/4/2024
Ministry of
Health

35,000,000.0035,000,000.0035,000,000.00Grant17 /5/2024
Ministry of
Health
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Name of the
MDA/Donor
Transferring
the funds

I Date
lreceived
l""p*
Iuant
I statement

Others
- mugt
be
specifi
c

Where Recorded/recogn ized
1..'-

ReceivableI Capita
I I Fund

d
3

Income I during the

Deferre

Year

I to,", o-o,rnu
I xrs

I Statement of

I rinanciat
I performance

Nature:
Recur:ent/'DeveloPment /Oth
er9

Total
Transfers

10,000,000.00

Ministry of
Health

35,000,000.00
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Ministry of
Health 18/6 2024 Ma Crant 35,000,000.00 35,000,000.00 35,000,000.00
TOTAL 395,000,000.00 395,m0,000.00 395,000,000.00

Devel ment Grants
Ministry of
Health

28/02/202
4 Quarter 1 Development Crant n,500,000.00 77,500,000.00 77,500,000.00Ministry of

Health
28/02/202
4 Quarter 2 Development Grant 77,500,000.00 77,500,0m.00 n,500,000.00TOTAL

155,000,000.00155,000,000.00 155,Ofi),000.00

Funds Received for the Procurement of HpT's

Ministrv of
Health

74/11/202
3

Emergency procurement of
First line anti-TB Medicines
AIE No. 738098 150,000,000.00 150,000,000.00 150,000,000.00

Ministry of
Health

28/02/202
4

Procurement of
Chemotherapy medicines AIE
No.738133 50,000,000.00 50,000,000.00 50,000,000.00Ministry of

Health
2e/02/202
4

Procurement of Nutsition
Commodities AlE. 738725 100,000,000.00 100,000,000.00

Ministry of
Health

29/02/202
4

Procurement of HIV
Commodities AIE. 738120 500,000,000.00 500,000,000.00 500,000,000.00

1,18

Date
lec€ived
89 Per
b.nk
statement

Others
- must
be
specifi
c

Where Recorded/recognized

Receivable
sIncome

Name of the
MD.A/Donor
Transfering
the funds

Nafure:
Recurrent/Devel opm ent/Oth
ers

Total
Transfers
during the
Year

Statement of
financial
perforrrance

Total Amount-
KES

Capita
I Fund

Deferre
d

'100,000,000.00
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Appendix III- Inter-Entity Confirmation Letter

Name of Transferring entity... .....

Name of Beneficiary entity... ... ..

330,000,000.00330,000,000.00330,000,000.00
27 /0s/202
4

Procurement of indoor
residual spraying & larval
source management services

AIE 73&150
Ministry of
Health

1,580,000,000.00TOTAL

Remarks
Total

(c)=(A+B)Development (B)Date DisbursedReference Number

t49

Name of the
MDA/Donor
Transferring
the funds

Date
received
at Per
bank
itat€ment

- must
be
specifi
c

Total
Transfers
during the
Year

I Fund

T Deferre

s
ncome

Capita la

Where Recorded/recognized

I Others

Receivable ITotal Amount- |

KES

Statement of
financial
performance

Nature:
Recu-rren{/Deve I opm entlOth
er3

Confirmation of amounts received by IInsert name ofbeneficiary Entityl as of3Oth June (Current I"Y)

Recurrent (A)
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Total

confirm that the amounts shown above are correct as of the date indicated

ead of Accounts Department - Disbursing Entity:

ame Sign........ Date

ead of Accounts Department - Beneficiary Entity:

Date

I
r50

Sign
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The purpose of this lelter is to confirm disbursements io KElr/SA for ihe FY
,)4.)1. taio n

D6AUR5'E*IEIITS TC IG}ISA, AS AI 3Ol}' JI'NI 2O2I

Amcunls Oisbursed by Stoie Deportmenl ior Medicol
Services os ol 3Oh June 2024

Oifference,

{Fl
Referen
ce
Number

FT23227
TO ICZ
FI22256
6JF IG

Dole DiibuGed

| 5rh Aug 2O23

| 36 Sep 2023

Recurrenl

(Al

Development

tBl

rc)

iE)

3s.030,0c0

35.CCO.0C0

35.0C0.000

35.CCC,000

Fr23296
CM]KO
Fr2331 9
GYO47

23", Oct 2023 35.C00,CCO 35.0C0.000

3s.ot0:00c3s,c00.ccc
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FT2,i!:5

F'i2,il03
ODLHG

FT2.i073

l7 t: i tia,i 2024

lTrh June 202.I

390,0a0!o0

l2ti , n,lerch 2D2,1

35,C33.0cJ

35,CCC.cc0

35.CC3,CC0

5.OC3,CC0

77,'CC,CCC

50.03c.0c0

sc0,000.000

t,rn5,OO0,0c0

35.0JC.000

5.0c0.000

35.000,0c0

77.3C0,0c3

500.0c0,0c0

27.500,000

5C.0cc,cc0

2Errt Eeb 202.i

28i, Feb ?-o2i

28;\ Feb 2D2Z

FI'z.t I30
XQJI:I
FT2t,1 59
YV,!D?.J

77,,CO,ACC
fi-)4r59
3gzr:d

Fr:r4u59
6l:?P7

T-r24L\5?

st6til}

Ff2/,13
GPADB

j:I233,i8 I !.i,r, :_)sc 2023 35,CCa).ccc

FI2,lCil-5

031.'ic

n24A7):
Xr{tCLY

rirN(.ilP6 I qFa.DE?^ DV

0:ir,' Jci't 202.1 l5,0J0.ctJ

| (in Fe\ ?_J)_,i I 35,C00,000

i 3::t i,t|,Cr,:O ?_A2,i 35,0c0,0c0

lzt" hptit 2024 35.0cc.c0c

I
I

ii n,1 , ' r-i -- --

35.C. C.u. : I

.35,C3.1.c:l

205,000,000
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Hony Kimtoi, CBS
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!'y'h::n r2lifi:il, illc.s'l.ltloio orlr rci:

Ref. irlo. i(81,.{sAlFINI / 23 / 24/ A5 I 27

ZA'zi.

l4r, HanY l(imtai, CES

Pri:rcipal Secretairy,

Starte DeParhllent for Meclical Services'

Ministr:y of I-Iealth,

P. O 8ox 30016-00100

NATROBI

Dear'

A!! Co$esaorria;rce sll9ukl De adi/'esscd io 'Jiiiel Excc iie Oii:c6r

...,\ "'' 
0 ! JUt ?0Z{

Date: 2Tt\ IrTrae,

i;l

RE: CONFIRMATIONOFFUNDSTRATT{SFERSI{ECEI\TEDIROIV'TfIl
MINISTRY OF HEALTH

'/o u;s

I(enyaMedicalsupplies.{u.thcrlty(KEMSA)aclc..oy,,Iectgesr.ee!:I.trIl.]]ecrtlaelr[
grant IGtu385 million, development grant Ksh'155 million and furrls for

procurement of Healttr-proclucts anct Tec[notogies (HPT',s) I(sh. 1.6 billion for the

FY 2O2j /'2024. (CoPy of firtds teceioef'' aitached for ease of refet ence)

1'lreptrrposeofthisietteriStorequestforcotrfirnrationo[i'enrittanceoftlreabove
Iu;..ds toKUt"tSA for tr'{ 2C?317024'
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Dr. Andi'ew itziuhva
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;\g (:HIEF EXECUTIVE oFFICER
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