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1.0 INTRODUCTION
1.1 Background and context
Universal Health Coverage (UHC) is now on the top of the global agenda for health. The focus on universal health coverage started when the Fifty-eighth World Health Assembly of 2005 adopted the resolution on “Sustainable health financing, universal coverage and social health insurance” (World Health Organization, 2005). Since then, more and more publications have covered the topic of universal health coverage with several publications attempting to define the path to universal coverage for several low income countries and what they need to do to achieve UHC. The World Health Report of 2010 is entirely devoted to universal health coverage and provides recommendations on what countries can do to change their health financing systems so that they can achieve the goal of universal coverage (World Health Organization, 2010). The report further urges countries to take bold action to reform their health financing systems to guarantee equitable access to quality health care.  
UHC is therefore seriously considered as a key health policy goal with low income countries setting themselves the target of ensuring that all people can use health services, while being protected against financial hardship associated with paying for them. Kenya has demonstrated its commitment to ensuring all Kenyans are able to access quality health care without any financial burden and has laid a process that will.  
As part of the government efforts to fast track the realization of universal health coverage, the Ministry of Health (MoH), with support from key partners, embarked on a process of reforming the health system so that the population has access to an essential health services while minimizing impoverishment of the poor. These reforms have been reinforced in recent years with the launch of the Kenyan Vision 2030 which aims at ensuring access to quality health care to all Kenyans and the new Constitution 2010 that provides for the right to health, including reproductive health, emergency treatment and social protection for all Kenyans. The progressive realization of UHC calls for a process that the sector is able to plan and monitor over time so as to ensure prioritization of investments and actions that will guide it in this path. In this regard, the Ministry of Health through the Technical Working Group (TWG) UHC of the Health Financing ICC that was created in May 2013, proposed the development of a strategy and road map to achieve Universal health Coverage. 
A series of tasks and activities were proposed by the TWG/UHC to inform the development of the road map to universal health coverage. As part of the activities proposed, the Ministry of Health commissioned a series of analytical studies to inform the development of the roadmap with the Health Policy Project (HPP) supporting one of the studies - a critical situational assessment of the health financing functions: revenue collection, risk pooling and purchasing by various financing institutions in the country and feasible health financing options that will enable the country achieve the goal of achieving universal health coverage. 

1.2 Objectives of the situational analysis
The purpose of this situational analysis is to identify and document the on-going efforts in the implementation of the health financing functions of revenue generation, risk pooling, and purchasing of services and propose feasible options under each function that will align the country with UHC goals. The specific objectives of the situational analysis include:
· A critical analysis of the existing options for revenue collection with specific focus on the sources of funds, contribution mechanisms, and types of collecting organizations

· A critical analysis of the existing options for pooling of funds with specific focus on the number of risk pools, coverage and composition of risk pools and allocation mechanisms

· A critical analysis of available options for purchasing, with specific focus on the benefit package and provider payment mechanisms
· A critical analysis of the prevailing provider payment mechanisms in the country (capitation, fee for service, per diem, case based payment, global budget and line items etc.) in relation to efficiency, quality, accessibility and choice
· Propose, under each function, feasible options that align the country with the UHC goals as stipulated by the draft health care financing strategy.
2.0 Method and data sources
The methodology uses a mix of qualitative and quantitative techniques to collect and analyse data and information on various sources of financing and their potential capacity and/or limitations to serve the ultimate goal of the universal coverage. Data was largely collected through in-depth review of relevant literature – published and unpublished and will be supplemented with information collected through key stakeholders in-depth interviews and group interviews related to topical issues in the field of health financing. The consultant conducted a review of relevant literature from local and international between August and October 2013. The consultant obtained information largely from key Ministry of Health (MOH) documents such as the draft Kenya National Health Sector Strategic Plan (KHSSP) III, Health Policy Framework, 2012 - 2030, draft Health Care Financing Strategy, the external review of the health financing strategy, Ministerial (health) Public Expenditure Review reports and the Vision 2030. 

In addition, the consultant reviewed international literature including World Health Organization reports on health financing with particular focus on recent literature on assessment of health financing systems using Organizational Assessment for Improving and Strengthening Health Financing (OASIS) approach that serves to analyze the performance of a health financing system and its respective health financing schemes along performance indicators related to resource collection, pooling, purchasing and stewardship. EQUINET, a regional Network on Equity in Health in Africa, was also a major source of literature on health financing especially in the region. The only available information on private health financing in Kenya was sourced from the National Health Account (NHA) reports and two private sector assessments reports conducted by World Bank and ABT Associates. Other source of information included studies undertaken locally, both published and unpublished.

The review process involved collection of physical copies of relevant documents from MOH and downloading reports from relevant websites like WHO and EQUINET. The consultant critically analyzed each financing function based on the performance indicators as proposed by Kutzin 2001 and OASIS approach and equity perspective. The consultant took into consideration quality control measures to identify omissions and errors in the literature review. Such measures included debriefing meetings and review of write-ups by the consultant. A major limitation for this assessment was lack of recent data on private health financing. 

2.1 Key Informant Interviews

As mentioned earlier, in the process of reviewing pertinent literature, the consultant identified various gap(s) relating to the three key health financing functions. Thereafter KII tools were developed and will be shared with TWG members for their input before being used in conducting key informant interviews with key stakeholders in health care financing and social protection in Kenya. The key stakeholders to be interviewed in the second phase will include technical officers in the institutions: 
I. Ministries of Health, Finance and Labor; 

II. National Health Insurance Fund (NHIF);

III. Insurance regulatory Authority (IRA);

IV. Social Protection Secretariat;

V. Religious institutions such as SUPKEM, CHAK

VI. Association of Insurance of Kenya (AKI), 

VII. Technical experts from NGOs, donors including P4H; 
VIII. Pharmacy and Poisons board; 
IX. among others

2.2. Framework for analysis 

The analysis that is increasingly being used for the assessment and evaluation of health care financing options and which provides structure and basis for the analysis presented by this assessment identifies the key functions or components of a health care financing system, which are revenue collection, pooling of funds and purchasing (Kutzin, 2001; WHO, 2000 and 2010). The set of indicators developed by Carrin and James in 2005 provides an evaluation framework for performance of Social Health Insurance (SHI) systems around the targets of resource generation, optimal use, and financial accessibility for all
. These indicators related to the functions of health financing - collection, pooling and purchasing and stewardship. The indicators are also incorporated in the Organizational Assessment for Improving and Strengthening Health Financing (OASIS) conceptual framework that services to analyze the performance of a health system and its respective health financing schemes along performance indicators related to health financing functions
. The performance indicators are then used to critically assess the performance of the functions with some adjustments to reflect the country context. For each function, key performance issues related to the achievement of the indicators are identified and analyzed (Table 1). 

Table 1: Possible indicators of health financing performance

	 Financing function/key dimension
	Indicator
	Normative performance indicator

	Policy and stewardship 


	
	Clear health financing policy available that guides design of the various HF scheme

Strong stewardship capacity available that steers and controls the design and functioning of the various  functions

	Revenue collection

· Level of funding

· Level of population coverage

· Method of finance

· Degree of financial risk protection
	THE per capita

GGHE per capita

THE/GDP

 GGHE/THE

GGE/GDP (fiscal space)

Percentage of population covered by a financial risk protection mechanism. 
Ratio of prepaid contributions to total healthcare costs (THE)
% of households with catastrophic

expenditure in each scheme

% of households impoverishing through catastrophic spending
	There is no predetermined ideal

level of health care expenditure,

other than a minimum

Population coverage as high as

possible - 100%

Prepayment as high as possible

(70%) of total health expenditure

Payments for health care are

based on capacity-to-pay 

	
	
	

	 Health financing function/key dimension
	Indicator
	Normative performance indicator

	
	
	

	Pooling

· Level of equity in health financing      
· Composition of risk pool(s)
· Fragmentation of risk pooling
· Management of risk pool(s)


	Inclusion of the poor 

Compulsory membership for all/some

contributing population groups

% of each contributing group is covered by SHI

 Compulsory insurance coverage of dependents’ of contributing groups

Existence of single risk pools; If

multiple risk pools, existence of risk

equalization mechanisms

Efficiency incentives for risk pool(s)
	Poor are included in the risk pool

Equal amount available per type of

risk across pools

0% of households with catastrophic expenditure

	Purchasing

· Equity in benefit package (BP)  delivery

· Provider payment mechanisms
· Level of administrative efficiency
	BP based on explicit efficiency and

Equity criteria

Existence of monitoring mechanisms –

patient appeals mechanism, information on claimant rights, peer- review committee and claims review

Provider incentives encourage the appropriate level of care

Total administrative costs for all health financing schemes as a share of THE

	The benefit package (BP) meets equity and efficiency goals. The BP is based on cost-effectiveness and equity criteria
Optimal use of resources

Benefit package is consumed

rationally (efficiently)

<10%, declining over time

Fund management is guided by

efficiency principles


Sources: Adapted from Carrin G, James C. Key performance indicators for the implementation of social health insurance. Appl Health Econ Health Policy. 2005; 4(1):15-22; and Mathauer I, Carrin G. The role of institutional design and organizational practice for health Financing performance and universal coverage, Department of Health Systems Discussion Paper Series, 2010, Geneva. WHO, and in Health Policy 
3.0. Analysis of the health care financing functions in Kenya
3.1. Revenue collection
Revenue collection is the process through which the health system receives money primarily from households, business firms, ministry of finance and donors - in the form of grants and loans. The revenue collection potential depends on various factors, e.g. absolute income and its distribution, natural resource revenues, effectiveness of tax systems, structure of the labour market (i.e. formal versus informal sectors), population size, and level of solidarity
.

Health resources in Kenya come from two broad sources: public sources and private sources. Public sources include: government through general taxes(personal income tax, company tax, VAT and Fuel tax and Import and exercise duty), loans from bilateral and multilateral agencies, external grants (includes charitable donations by foreign governments or organizations); and social insurance (mandatory insurance payments by employers and employees)
'
'
. Donor funds – loans and grants – are channeled through general budget support (On-budget) and through project support (Off-budget) with off budget forming a substantial share of the total development partners support – about 70 percent. 
Private sources of funds include: households (direct out-of-pocket payments by consumers of health care to health providers), employers (firms paying for or directly providing health services for their employees), private prepaid health insurance plans (households make voluntary payments to private health insurance companies in return for coverage of pre-specified health service costs); donations (charitable contributions made in cash or kind) and voluntary organizations or non-governmental organizations.
The private sector is a significant player in financing health care services in Kenya and contributed 37 percent of the total health spending in 2009/10 with households’ accounting for 81 percent of the total private sector contribution
. Household’s out of pocket spending accounts for 29.5 per cent of the total spending, down from 35.9 percent and 51.1 percent reported by the National Health Account (NHA) of 2005/06 and 2001/02 respectively. Even though the out of pocket spending on health is declining, it is still high and can subject households to financial difficulties.
The government and development partners contributed 29 per cent and 35 percent of total health spending respectively in 2009/10. Though absolute spending on health has increased over the last 10 years, most of this increase comes from development partners. Figure xx shows the breakdown of expenditure on health by source of financing for 2009/10.

Fig xx: health financing sources
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Figure xx shows that Kenya is dependent on development partners for the financing of health care, more so the key priority intervention areas, such as HIV/AIDS, TB, RH. This raises issues of sustaining the investment in the health sector and also achieving improved health outcomes. HIV/AIDS is especially more dependent on external funding than any other program, at 75 percent (NACC 2010). There is now a realization that, unless additional domestic resources are mobilized, service delivery especially for priority areas like HIV/AIDS will be compromised. 

A major concern with the current health financing system is that 80 percent of development partners funding is channeled through Non-Governmental Organizations (NGOs) who have high administrative costs and therefore compromising efficiency in use of scarce resources as well as raising concern with the commitment of donors to moving towards using local country systems as proposed by the Paris Declaration. Table x below provide a summary of health financing indicators from the three rounds of NHAs undertaken in the country.
Table x: Performance of selected health indicators

	 Indicators 
	2001/02
	2005/06
	2009/10

	Total population -  million
	31.2
	35.6
	38.6

	 Exchange rate  
	78.6
	73.4
	75.8

	 Total   real GDP KSh billion
	1,118.8
	1,519.4
	2,273.0

	 Total Government  expenditure  (KSh  billion)
	211.5
	401.5
	761.8

	 Total   Health Expenditure  (KSh  billion)
	57.1
	70.8
	122.9

	 THE per capita  KSh 
	1,831
	1,987
	3,203

	 THE per capita  (US$)  
	23
	27
	42

	 THE as a % of   nominal   GDP  
	5.1%
	4.8%
	5.4%

	Government health expenditure as a % of Government  total  expenditure  
	8.0%
	5.2%
	4.6%

	Financing sources as a % of Total Health  Expenditure    
	Public  
	29.6
	29.3
	28.8

	
	Private  
	54.0
	39.3
	36.7

	
	Household
	51.1
	35.9
	29.5 

	
	Donor  
	16.4
	31.0
	34.5

	
	Other  
	0.1
	0.4
	0.0

	Source: National Health Accounts, 2009/10 


A. Level of funding
Indicator I: There is no pre-determined ideal level of healthcare expenditures, other than a minimum
The rationale is to ensure substantial resources are mobilized to finance health. Indicators used to assess the level of health funding include Total Health Expenditure (THE) per capita, THE as percent of Gross Domestic Product(GDP), THE as a percent of GDP, General Government Expenditure on Health (GGEH) as a percent of THE and GGEH as percent of GDP. Kenya has seen it’s THE increase over the last 10 years as reported by the various National Health Accounts (NHA) reports.. The trend has mainly being driven by the increase in development partners’ resources and private sector spending. Government resources have not shown similar increase although some notable increments, at least in absolute terms have been noted. The Government is however committed to increasing resources to the health sector and this is demonstrated through the various government documents that include the vision 2030, the Comprehensive Health Policy Framework and the draft health financing strategy.. 
In 2009/10, Kenya spent approximately Kshs 122.9 billion ($1,620 million) on health, representing a 20 percent increase from what was reported in 2005/06. Table xx provides a breakdown of the contributions of each of the financing source for financial year (FY) 2001/02, 2005/06 and 2009/10. The estimated THE in 2009/10 was approximately 5.4 percent of GDP at current market prices, compared to 4.8 percent in 2005/06 and 5.1 percent in 2001/02. Per capita health spending was approximately Kshs 3,203 ($42.2) in 2009/10, an increase of about 8
ce: 2001/02, 2005/06 and2009/10

[image: image1.emf]
Source: NHA, 2010

In order for the Ministry of health to achieve their mandate as well as meet the Abuja targeted, areas like HIV/ AIDS, Tuberculosis and other related infectious diseases needs increased funding. The public spending as a percentage of GDP is also low, currently estimated at slightly less than 2% of GDP per annum and a public spending on health of US$ 27 per capita. 

The overall allocations (recurrent and development) for the Ministry of Health have fluctuated from a  base of about  7% in 2001/02 and increasing to 8.6% in 2002/03  but  raising and falling  back to below 6% in 2011/12, which is far below the  Abuja target (see figure x below). 

  Figure x: public spending on health as a % of total government spending
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Considerable increase in public spending has been noted in a number of East, Central and Southern African countries (ECSA). At the end of 2009
, 2 countries had reached the goal of allocating 15% or more of their national budgets to health as pledged in the 2001 Abuja Declaration, with 10 ECSA member countries indicating that they had allocated 9% or more of their national budgets for health expenditures. Kenya is furthest from the Abuja target with only 5.4% of government resources going to health care in 2009 and with no consistent increase in government spending. The slow pace of shifting government resources towards the health sector warrants sustained advocacy and monitoring to translate the shifts into attainment of the Abuja target

3.1.2. Government sources

Marked improvement in the government’s budget allocation to the health sector has been reported at least in absolute terms since 2003/04 fiscal year. The budget allocation to the health sector increased from Kshs. 16.4 billion in 2003/04 to Kshs. 49.7 billion in 2011/2012. The overall allocations (recurrent and development) for both Ministry of Health have fluctuated from a  base of about 7 percent in 2001/02 and increasing to 8.6 percent in 2002/03 but raising and falling  back to below 6 percent in 2011/12, which is far below the Abuja target of 15 percent.
From the recent ministerial health expenditure review for the health sector (MPER, 2012), recurrent spending is mainly on administration including wages and salaries (55 percent) with very little spend on drugs and others medical supplies. The health budget is also skewed in favour of hospitals which absorb a substantial proportion of the public health resources while rural health facilities (health centres and dispensaries), that act as the first point of contact with clients, receive relatively limited funding. Within the share of the hospitals, a high proportion is absorbed by the two tertiary hospitals – Kenyatta National Hospital (KNH) and Moi Referral and Teaching Hospital. The public underfinancing of the health sector has therefore impacted negatively on service delivery with frequent stock outs of essential medicine and staff shortages, and poor maintenance of equipment, transport, and medical facilities.
 

The introduction of the Health Sector Service Fund (HSSF) for rural health facilities and the Hospital Services Management Fund (HSMF) for hospitals as innovative direct funding models were designed to improve efficiency in spending of the public health resources at the facility level. The two funds have structures that encourage representation of the community in the management of the two funds. The community involvement in monitoring governance and management of the two funds has strengthened decision making and financial management at the facility level through effective community participation in the established management committees. 

3.1.2. Development partner resources 

Kenya’s dependence on development partners to supplement the health budget has deepened in recent years. In 2009/10, 35 percent of Kenya’s health resources came from development partners, up from 8 percent reported in 1994/95 (NHA, 1994/95 and 2009/10). Despite the increased resources for health from development partners, Kenya, like many other countries in the sub- Saharan region of Africa is not on track to meet the health related Millennium Development Goals by the 2015 target. 

The development budget under the Kenya’s budget books provides estimates for AIA
 - grants and loans. The AIA for 2011/2012 amounted to Kshs 16.8 billion or 33.4 percent of the total health budget. The biggest amount of AIA for 2011/2012 went to the Development Budget of the then Ministry of Public Health &Sanitation (MPH&S) - Kshs. 16.8 billions - and was mainly used to finance the vertical programmes - Environmental health, Reproductive health, Child health, Nutrition and HIV/AIDS. The major part of the then Ministry of Medical Services (MoMs) resources under the development budget went to the Construction and rehabilitation of Buildings at the district level.   

Not all development partners’ resources for health in Kenya pass through the government budgetary system. In 2011/2012, close to Kshs. 43.3 billion or an equivalent of 75 percent of the total health sector resources was in the form of “off-budget”. The USG resources constitute the biggest share of the off budget resources, contributing 84 percent of the total resources (Kshs 30.7 billions). The biggest portion of the USG support in Kenya comes through the U.S. President’s Initiative and Emergency Fund (PEPFAR) to support HIV/AIDS activities in the country. Financial and technical support for the National HIV/AIDS program in Kenya basically comes from the Government and Development partners with later putting close to 75 percent of the total resources.
  
Fig xx: External resources for health – 2011/12
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Source: DPHK
Overall, development partners’ resources play a critical role in financing health care in Kenya. Aid effectiveness and improving the impact of aid has now become a central policy issue. As debate on effective use of development partners resources continues, focus should however be directed to priority issues that needs to be addressed, key among them being the improvement of the predictability and harmonization of donor resources with the national priorities and mechanisms.
3.1.3. User-fees/cost sharing and Out of Pocket Spending 

In 2010, cost sharing (user fees) revenues were estimated at Kshs. 2.1 billion (MoH, 2010). This however increased to Kshs. 3.5 billion in 2011/12 mainly due to health care financing reforms introduced by the ministries of health, key among them the HSSF and HMSF through which health facility committees and senior health managers were trained on financial management. Revenues have therefore increased dramatically from around Kshs. 28m in 1990/91 and Kshs. 720m in 2000/01 to Kshs. 3.5 billion in 2011/12. 

District hospitals accounts for about 60 percent of total cost sharing revenues while provincial hospitals account for almost 30 percent of the total cost sharing revenues. Despite accounting for less than 10 percent of the total recurrent budget excluding salaries, cost sharing revenues still play a critical role in terms of meeting the operation and maintenance expenses of public health facilities. Cost sharing revenues account for 61 percent, 50 percent and 19 percent of the provincial, district and rural health facility operational budgets (excluding salaries), respectively. 

The system of waivers and exemptions that is meant to cover children under five, TB treatment, malaria drugs, HIV/AIDS treatment and the poor has not worked well in terms of cushioning them from catastrophic spending. The system is not well defined and is complex to administer, since there are no clear criteria to determine the patients who qualify. The important role for user fees, as a mechanism for healthcare financing, is largely reduced due to lack of third party payment for the cost of waivers and exemptions established to protect and guarantee access to health by the poor and vulnerable

The 2003 and 2007 Household Health Expenditure and Utilization reports show that Kenyans bear a large burden of OOP payments. Each year, Kenyan households spend close to a tenth of their budget on health care payments. The high levels of OOP payments reflect the health financing system in Kenya, which relies heavily on user fees at the point of service delivery. This financing mechanism does not allow for prepayment, risk pooling and cross-subsidization. In absolute terms, the richest households spend significantly higher amounts of money on treatment compared to the poorest households. When OOP payments are expressed as a percentage of consumption expenditure, findings reveal a regressive pattern for both outpatient and inpatient illnesses. The poorest households spent five times more of their budget on health care payments compared to the richest population (Chuma et. al). 

The household surveys also show that 15 percent of Kenyans who fall sick do not seek healthcare services due to lack of finances. The reports indicate that over 40% of the poor undertake self-diagnosis when sick with levels of self-diagnosis and/or self-treatment reported to be high in rural areas primarily due to lack of money which has continued to contribute towards catastrophic health expenditure (Okech, 2012, Okech and Gitahi, 2012; Kimani, 2013). For those who seek health care, various coping strategies such as borrowing, sell of asset (land, livestock, household goods, etc.) have been devised. This has in the process the effect of impoverishing the households. Similarly, those who pay for care incur high costs that are sometimes catastrophic and adopt coping strategies with negative implications for their socio-economic status, while other simply fail to seek care (Chuma et al., 2007; Chuma et al., 2006).
The high out of pocket expenditures also implies that a significant portion of health resources is not subjected to risk pooling. Lack of pooling of health resources makes it difficult to ensure effective purchasing of health services, that is, directing health funds to the most cost effective health interventions or services and to those in great need as well as channeling resources in a manner that creates incentive for health providers to improve performance.
A: Methods of financing/degree of financial risk protection
Indicator II: Ratio of Prepaid contributions to total costs (i.e. close to 100%)
The rationale behind the above indicator is to ensure adequate financial protection to the population. This is not the case as majority of the health system and population still rely on out of pocket and government subsidies from the government budgetary allocations. The cost sharing that was introduced in 1989 is still a major contributor of public health facilities revenues especially public hospitals, faith based and private health facilities even though the government has taken steps to abolish user fees at public health centres and dispensaries and also committed to providing free maternal health care through the recently introduce Free Maternal Health Policy of 2013.  However, user fees are still dominant mainly because of the absence of sufficient and efficient pooling mechanisms. The use of cost sharing to finance health care in Kenya has therefore brought major challenges for the equity of the health system with poor Kenyans not accessing health care because of the high cost of care. Currently and based on the NHA of 2009/10, only 11.4 percent of total health expenditure was financed through prepaid schemes – NHIF and private health insurance).
Indicator III: Percent/number of households with catastrophic spending
If all the population, including the poor are included within pre-payment schemes and then offer them a comprehensive benefit package, access to health care is guaranteed and catastrophic health spending is reduced to a minimal. Evidence has shown that catastrophic health expenditure and impoverishment remain low in countries where out-of-pocket expenditure is less than 15–20 percent of the total health expenditure. The two households’ surveys (KHHUES 2003 and 2007) have provided rich data that has enabled estimation of the percent or number of households’ experiencing catastrophic health spending and are therefore impoverished. Using data for 2007, Chuma and Maina (2012) reported that 16 percent and 5 percent of households incurred health expenditure that exceeded 10 percent and 40 percent of total household budget, respectively. About 11 percent of households spent over 10 percent of their budget on outpatient treatment, compared to 4.2% for inpatient care. 
The incidence of catastrophic expenditure at corresponding thresholds is much higher when OOP payments are expressed as a proportion of non-food budget. This increase reflects the greater share of resources spent on food items in Kenya, which is typical of spending patterns in low-income countries. For total OOP payments, 5.6 percent of households reported payments greater than 40 percent of total expenditure; this proportion doubled, when the threshold was set relative to share of non-food expenditure (Chuma and Maina, 2012).

In a similar study, Xu et al (2005) estimated catastrophic spending among Kenyan households using data from a similar survey conducted in 2003. They found that over 10 percent of households using health services faced catastrophic health expenditure in 2003. About 5.8 percent and 6.1 percent of households incurred health care costs over 40% of non-food budget for outpatient and inpatient services, respectively. While it is not always possible to directly compare findings due to methodological differences, results by Chuma and Maina (2012) suggest that the burden of OOP payments for inpatient care might be decreasing, while that of outpatient care is on the increase. These findings show that that outpatient care can be expensive and highlight the need to include outpatient benefit packages in the NHIF and other existing prepayment arrangements like community based health insurance as the country moves towards progressive financing mechanisms that offer financial risk protection for the poor in an endeavor to realize universal coverage.

Given the high levels of OOP, studies have also estimated that about 1.48 million Kenyans are pushed below the national poverty line due to OOP payments. The increase in the poverty gap following the change in the poverty line was not only due to individuals falling below the poverty line, but also due to poor individuals falling further below the poverty line once health care payments were subtracted from total consumption expenditure. This shows that OOP payments are a major barrier of development since push non-poor households and trap those who are already poor in it (Chuma and Maina, 2012).

Indicator IV: Payments of health care are based on ability to pay

As discussed above, the two major mechanisms of financing health care in Kenya remain private, government and development partners funding. Out of pocket spending may be linked to ability to pay of households but international evidence indicates that they are regressive and bring huge financial risk. Contributions of households to CBHI are also not based on ability to pay while private health insurance are based on ability to pay of households but are regressive and only those who can afford usually buy health premiums from private insurance and therefore excluding the poor.
3.2. Risk-pooling and allocation mechanisms 

Risk pooling refers to the spreading of financial risk across a population or a subgroup of the population through the accumulation of prepaid health care revenue (Chuma et. al). It facilitates the pooling of financial risk across the population (or a subgroup), allowing the contributions of healthy individuals to be used to cover the costs of those who need health care. Pooling can also, depending on the method of funding, be used as a mechanism to divide risk between the rich and the poor. Thus, it is an essential means of ensuring equity of access to health care (Chuma et. al). 
A number of organizational entities exist in Kenya that can provide risk pooling options. These include tax-based financing, social health insurance, private health insurance and community health insurance, among others. The heavy reliance on out of pocket funding and the absence of integrated health financing mechanisms result in very poor risk pooling of funds in Kenya. Public resources for health in Kenya can be considered to have a degree of cross –subsidies. Income tax is progressive but VAT is regressive. With the coming in of the new Jubilee Government, health services in Kenya were made free at the lower level facilities -  health centres and dispensaries,  while maternal health services have also be made free in all public health facilities. While removal of user fees and providing free maternal health care is a good idea as far as equity is concerned, the poor quality of services in public health facilities imply a two tier system where poor will go for health services in public primary health facilities while the rich will seek health care in private facilities including maternal health care.      
Assessing donor funding is a bit complex as data donor funding flows in the country is not frequently available and what is available is not disaggregated by regions. Most of the donor resources are usually spend on vertical programmes or disease specific activities and is therefore difficult to articulate the segments of the population benefiting from donor project funding. The lack of a selection guideline for implementation of donor project sites and hence geographical resource allocation has the potential to promote geographical inequity.   
B. Level of Population coverage
Indicator V: Percent of population covered.
The idea behind the indicator is to ensure a big percent of the population is covered under prepayment schemes. Rapid inclusion of the poor and vulnerable should however been seen as a priority. The current health insurance coverage in Kenya is very low. In the country, less than 4 percent of the total health funds are subjected to risk pooling under both National Hospital Insurance Fund (NHIF) and private health insurance. This implies insufficient cross subsidy from among the socio-economic groups in the country.  Over the years, the role of health insurance – NHIF and private insurers – as managers of total health expenditure has increased marginally from 7.7 percent in 2001/02 to 11.4 percent in 2009/10, reflecting the increased number of Kenyans with some form of health insurance. It is estimated that 20 percent (7.5 million Kenyans) of the population have some form of health insurance cover with NHIF covering almost 89 percent and 11 percent by private health insurance and some other form of prepayment scheme, including private individual and employer insurance schemes (GOK 2009a). The level of insurance coverage is higher for urban areas, at 20 percent, than for rural areas, at 7 percent.
 Below is a discussion of the main pooling options available in Kenya.

Fig .x: Coverage of population by category and type of health insurance  
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3.2.1. National Hospital Insurance Fund (NHIF)

Kenya already has a hospital based health insurance scheme that is provided through the 42-year-old National Hospital Insurance Fund (NHIF). All formal employees are insured by NHIF and make monthly statutory contributions in return for inpatient benefit cover. Informal sector workers also may participate and contribute voluntarily to the NHIF scheme.  

Over the last decade, NHIF has increasingly become the vehicle by which the government wants to use to achieve universal coverage and therefore extend insurance coverage to all Kenyans. However, NHIF only covers inpatient health care costs, based on approved rates with members paying out-of pocket fees for diagnosis, treatment, and pharmaceuticals above these rates, in addition to all outpatient services. Hence the financial protection by the NHIF is still quite weak for those who seek care in private facilities. 

The National Hospital Insurance Fund (NHIF) requires compulsory membership for all salaried employees with premium contributions automatically deducted through payroll. Contributions are calculated on a graduated scale based on income, with a majority contributing between KES 30 to KES 320 per month for individuals earning Kshs. 15,000 and above. For the self-employed and others in the informal sector, membership is voluntary and is available for a fixed premium of 160 KES per month. 

NHIF is committed to including outpatient healthcare in its benefit package. In order to study the aspects of outpatient cover, NHIF designed a pilot implementation of outpatient healthcare coverage in 2009 that provided some insights into the operation of scaled-up outpatient coverage.  
Table xx: NHIF membership
	Indicator
	June 2010
	June 2012

	Total Number of members ( million)
	2.8
	3.2

	Number of members: Formal sector (million)
	2.3
	2.4

	Number of members: Informal sector  (million )
	0.5
	0.8

	Number of members + dependents  (million )
	9.6
	12.3

	Source: NHIF


Recently, the government negotiated a medical scheme for civil servants and members of the disciplined forces and is being implemented by NHIF. Over 220,000 civil servants enjoy the benefits of the new scheme whose outpatient cover is worth at least Sh4.3 billion annually. Under the new scheme, lower to middle cadre staff enjoy inpatient and outpatient cover without limits at all public hospitals. The outpatient costs covered by the civil servant include doctor’s consultation fee, all laboratory and radiological tests, prescriptions and dressings. It also includes pharmacy services among other outpatient procedures that are deemed medically necessary. It is expected that the civil scheme will provide the much need insight and preparedness as NHIF plan to roll out the outpatient benefit package. It now remains to be seen whether NHIF has the capacity to extend the outpatient cover to other beneficiaries.   

A major complaint from a policy perspective is the high administrative costs. The administration costs have however dropped in the last couple of years from a high of over 60 percent to less than 40 percent. This is still high compared to other countries’ social health insurance schemes, whose administrative expenses range from 3 percent to 6 percent.

Table xx: Trends in NHIF Income and Expenditure (KSh million)
	Description
	2007/08
	2008/09
	2009/10
	2010/11
	2011/12

	Total Revenue
	4,811.3
	5,478.0
	5,373.9
	5,989.8
	9,951.7

	Internally generated(Contributions) 
	4,546.2
	5,079.5
	5,079.5
	5,742.0
	9,595.1

	Other Sources
	265.1
	398.5
	294.4
	247.8
	356.6

	Total  Expenditures
	4,240.6
	4,938.7
	5,198.0
	5,803.5
	9,029.6

	Personnel & Administrative Costs
	2,186.4
	2,125.8
	2,386.0
	2,693.5
	3,029.8

	Reimbursements
	2,054.2
	2,812.9
	2,812.0
	3,110.0
	5,999.8

	Source:  NHIF


3.2.2 Voluntary health Insurance

Voluntary health insurance comprise of small risk-pools that are highly fragmented in the form of CBHI and private health insurance schemes. Private health insurance cover only 7 percent of the population (NHA,2009/10) mainly in urban areas and is usually provided by corporate firms to their employees while CBHI cover less than 1 percent of the population.  Such small and highly fragmented schemes do not enhance the principal of equity especially cross subsidization. 
3.2.2.1. Private health Insurance

Private health insurance has developed over the years and became more visible in the early eighties with the introduction of Health Management Organizations (HMOs) and growth in health insurance portfolios of insurance companies. The private health insurance sector in Kenya is still relatively small, with about 850,000 insured.  The penetration of private health insurance is about 2 percent of the total population. There are two distinct players in the private health insurance sector, namely Insurance companies (underwriters), and medical insurance providers (MIPs), locally referred to as Health Management Organizations (HMOs). 

Insurance companies are regulated by the Insurance Regulatory Authority (IRA) under the Insurance Act Cap.487. According to Association of Kenya Insurers (AKI) statistics, in 2011, there were 18 insurance companies offering health insurance products; total gross premiums for health insurance was about Kshs 8.9 billion, with an average loss ratio of 65 percent. The gross premium revenue for MIPs was estimated at Kshs 2.5 billion, making the total for the sector close to Kshs 10.5 billion. The sector grew by over 26 percent from 2010. The poor underwriting performance is attributed to high commission rates paid to brokers (officially 10 to 20 percent) and relatively high management expenses, average 18 percent
. 

Most of the plans provided by the private health insurance schemes are designed for the upmarket formal employer groups and mainly cover the middle and upper socioeconomic groups. Most of the plans cover inpatient costs with a few covering outpatient care. Most private health insurance is employment group based, and only a few companies sell plans to individuals. Among insurance companies, approximately 80 percent of the membership is group schemes. MIPs provide more individual coverage than insurance companies, but even with the MIP, the proportion of individual membership is only about 35 percent.

The 26 percent growth rate of private health insurance schemes is probably due to conversion of existing self-funded and third-party administration schemes into insured plans, along with shifting insurance business from MIPs to underwriters, the effects of medical inflation (hence increase in premium contributions), and a small expansion of the corporate and individual market. 

The overall average premium per person is approximately Kshs 7,000 per annum, payable upfront annually (assuming 600,000 insured). Assuming an average family size of four, the average annual premium per family is therefore Kshs 28,000. One rule of thumb for affordability is that the annual premium should not exceed 50 percent of the monthly wage or salary (QED Actuaries/AON Consulting). At current levels, private health insurance premiums are therefore unaffordable for any household with a monthly income of less than Kshs 56,000. Only about 11 percent of the population is informal employment, with another 39 percent in the informal sector and an equal proportion in agriculture (mostly peasant/subsistence farming). Casual laborers earn Kshs 3,000 - 6,000 per month, while an average teacher’s salary is about Kshs 30,000 per month and a policeman earns about Kshs 20,000. Clearly, the majority of those in formal employment find private health insurance unaffordable, if not for the fact that their employers pay the full premium.

The private health insurance schemes use fee for service payment method to reimburse providers, with little application of managed care tools to control health utilization and costs. Claims costs, and subsequently premium contributions, are therefore relatively high. These high end insurance plans are plagued by adverse selection, moral hazard, medical benefit fraud, over servicing by providers, supplier induced demand, and escalating health care costs (medical inflation was estimated to be over 20 percent).

Private health insurance also suffers from high administrative costs that range from 20 to 40 percent of total premium contributions. The high administrative costs are as a result of the high commissions paid to insurance intermediaries (brokers and agents). This commission is prescribed in law (up to 20 percent of premium contributions).

3.2. 2.2. Community based health financing (CBHF) schemes

 Several community based financing schemes have emerged over time to meet the health care financing needs of low income earners who have traditionally been largely left out of private insurance and NHIF. CBHFs vary greatly in type and scope and range from small funds run by community welfare groups to large NGO based schemes. The schemes often finance other needs outside healthcare. Unlike many insurance schemes, CBHIF schemes are based on the concept of mutual aid and social solidarity. Thus the schemes are designed by and for people in the informal sectors and low income population. Membership is voluntary.
Community-based health financing (CBHF) aims to empower communities to meet their health financing needs through pooling of resources to pay for health care as a group. CBHF schemes share the goal of finding ways for communities to meet their health financing needs through pooled revenue collection and resource allocation decisions made by the community
. 

CBHFs in Kenya have formed an umbrella association called Kenya Community Based Health Financing Association (KCBHFA) to provide technical support to member organizations and stakeholders for the promotion of Community Based Health Financing Initiatives. The ministries of health recognize the role of CBHF schemes in improving financial access to health services at the community level. However it lacks the mechanisms or legal framework to register or regulate the same. The schemes are currently registered by the Ministry of Gender and Youth Affairs.  Currently, there are 38 CBHF schemes with over 100,000 principle members who contribute a total of 470, 550 insured beneficiaries while contributions ranged from Kshs. 300 to 1,500 per annum. 

CBHI schemes face a number of challenges that include limited population coverage; the poorest my not covered by CBHI schemes because they are not able to afford the contributions and so cannot benefit from the financial protection the schemes offer; they tend to charge a flat contribution to all members, making it a regressive way of funding health services -  contributions are a greater percentage of household incomes for the poorest members than for relatively better-off scheme members; cover a limited number of primary level services and so do not provide financial protection against the costs of inpatient and specialist services, where the potential for catastrophic expenditure is great; generate limited revenue as contribution rates are low for to be affordable to poor households but the costs of collecting these contributions can be quite high; and since membership of CBHI schemes are voluntary, they are subject to adverse selection where those at higher risk of ill health are more likely to become members and this threatens the sustainability of the scheme

Indicator VI: Poor are included in the risk pool

Improving access and utilization of health care by the poor and vulnerable groups has been a major goal of the health sector. However, the main financing mechanism has not fully addressed their plight with the waiver and exemption mechanism instituted by the government to cushion them against financial risk has failed to protect them as it is administratively difficult to implement. Evidence on user fees and other Out of pocket spending in Kenya revealed that health care charges are a significant barrier to access especially among the poorest populations. 
Private health insurance schemes are not able to cover services for those who are too poor to pay insurance premiums. This is a major concern in Africa with high poverty levels. Since the private insurance schemes are not mandatory, the rich and healthy will choose not to contribute to funding for services needed by the poor and the sick – it is only possible to achieve strong cross subsidies through mandatory pre-payment mechanisms. Private insurance schemes in Kenya are also fragmented into many small schemes, which create efficiency and sustainability problems. The private health insurance schemes in Kenya have focused on covering formal sector workers and have been offered by private entities - often commercial companies. 
Community-based health insurance (CBHI) schemes target those outside the formal employment sector, mostly rural communities comprised mainly of subsistence farmers and also informal sector workers in the urban areas. The purpose of these is to offer some form of financial protection for vulnerable households. CBHI schemes in Kenya have generated limited revenue as contribution rates are very low so that they can be affordable to the poor communities. Due to the low contributions, the benefit package in most cases is very limited.
The government has however instituted various safety innovative nets measures with the basic objective of cushioning the poor from adverse effects of paying for health care at the point of use with some successes despite challenges on effectiveness and sustainability. However, these targeted approaches are only part of the necessary approaches to achieve universal coverage. Some of these safety net approaches are discussed below:
3.2.3. Innovative approaches

3.2.3.1. 10/20 cost sharing policy

Kenya introduced user fees in public health facilities in 1991 as a way of raising more revenue to finance health care. The introduction of user fees was occasioned by the declining health budget allocations as a result of poor economic performance and pressure from the international community
. Following the initial implementation in 1989, user fees were suspended in 1990 and reintroduced in 1991. A waiver and exemption policy was introduced to protect the poor and vulnerable. Children below five years were exempted from all charges. However, the waiver and exemption mechanisms failed to protect the poor and the vulnerable as it was administratively difficult to implement. Evidence on user fees and other Out of pocket spending in Kenya revealed that health care charges were a significant barrier to access especially among the poorest populations.

To address these equity concerns and therefore improve access to health care by the poor, the Minister for Health standardized user fees at health centres and dispensaries to a minimum registration fee of Kenya Shillings (KES) 10 and KES 20 respectively (approximately 2008 USD 0.2 and 0.3 respectively). Under the new policy, popularly referred to as the 10/20 policy, children aged below five years and specific health conditions such as Malaria and Tuberculosis were exempted from payment. An evaluation of the 10/20 policy conducted in 2005 reported high adherence to the new policy and an increase in utilization of 70%. This increase was not however sustained, although utilization remained 30% higher than prior to the 10/20 policy
. Another study by Chuma and others in 2009 reported that lower level health facilities were not adhering to the 10/20 policy and concluded that that reduction of user fees in primary health care in Kenya is only a policy on paper.
3.2.3.2. Abolition of user fees at primary level facilities &Free Maternal Health Policy
Even with the standardization of use fees at lower level facilities, user fees continue to act as a financial barrier to accessing health services especially by the poor in Kenya. Those who pay for health care incur high costs that are sometimes catastrophic and are forced to adopt coping strategies with negative implications for their socio-economic status, while other simply fail to seek care. About 3-4% of Kenyans are pushed into poverty each year due to illness related costs. As a result Kenya is unlikely to meet the MDGs targets by 2015.

 According to the recent demographic health surveys, maternal mortality rate is the only indicator that never improved. It increased to 448 per 100,000 live births in 2008/09 from 414 per 100,000 live births in 2003. Utilization of ante-natal care services is also on the decline; the proportion of women making at least four antenatal visits declined from 52% in 2003 to 47% in 2008. It is against this background that the new Jubilee government removed all user fees in dispensaries and health centres and is also providing free maternal deliveries in public health facilities under the new free maternal health policy. These new policies are an important development in the health sector and if successful will lead to reduction in infant/child and maternal mortality rates and therefore achieve the related MDGs. However, the policies need to be carefully implemented to ensure the stated objectives are achieved
3.2.3.3. Output Based Approach Reproductive Health Voucher (OBA)

OBA is a form of demand side financing that targets the poor who in most cases except family planning services have to meet a specific criteria. The poor buy the health vouchers at token price and the voucher is redeemed within a specific service provider network for specified health services. The current vouchers cover maternal health, family planning and gender based violence. 

The OBA is intended to contribute to reduction in both maternal and infant mortality rates by improving access to and utilization of reproductive health services by the economically disadvantaged populations. The program was first piloted in three rural districts - Kisumu, Kiambu, and Kitui and in two urban sites in Nairobi - Viwandani and Korogocho. Plans are under way to scale-up the initiative to new districts. Since its inception, the program has managed to reach 51 percent of poor pregnant women in the pilot sites, an indication that the program has registered success in increasing the proportion of institutional deliveries with a skilled birth attendant. Although the initiative has the potential of significantly reducing maternal mortality in the poor rural areas, heavy reliance on external funding raises question of long-term sustainability

3.2.3.4. Performance based financing (PBF)

There is an increasing interest among policy-makers in performance-based financing models (PBF) as an instrument to improve the performance of the health system in developing countries.  By linking allocation of financial resources to achievement of set performance targets, PBF is viewed as a strategy to align the incentives of providers and purchasers of healthcare services, thereby improving health system efficiency. Several Sub-Saharan countries have piloted performance-based financing in the health sector, with varying institutional arrangements and incentives schemes. In the most of the experiences reported in the literature, the PBF schemes have been associated to a marked improvement of uptake and coverage of primary healthcare services.

The need to introduce performance-based financing in Kenya was acknowledged in the Health Policy Framework of 1994-2010. Not much has however been done on this front in terms of implementing PBF initiatives in the health sector.  However, the recent health financing innovations - direct transfer of funds models in Kenya through the Health Sector Service Fund (HSSF) and Hospital Management Service Fund (HMSF) offers a good opportunity for introducing performance-based financing in the health sector. 

Evidence on performance based financing in Kenya is limited to a number of pilots supported by development partners. UNICEF piloted a Performance-based financing or an output-based financing initiative in Northeastern Province in xx. UNICEF pilot scheme, health centres and dispensaries conducting deliveries are scored across a number of parameters. If a facility scored 100 percent, it received the maximum payment of Kshs. 112,000 in a quarter; a score of 50 percent resulted in half payment, Kshs. 56,000 in a quarter. The World Bank supported a PBF scheme in Samburu County in northern semi-arid region of Kenya. The scheme is showing some positive results in terms of increased utilization of health services. 

3.2.3.5. Health Sector Services Fund (HSSF)

Health Sector Services Fund (HSSF) is one of the Ministry of Public Health and Sanitation Flagship projects. The Fund was established through Legal Notice No. 401, Kenya Gazette Supplement No.123 of Dec 21st 2007 and amended through Legal Notice No. 79 of June 2009 both under the Government Financial Management Act (No.5 of 2004). The HSSF was set up as a mechanism for pooling resources from the Government and Development Partners through a Sector-Wide Approach (SWAp) and directly transferring the mobilised resources lower level health facilities –Health Centres and Dispensaries - for implementing health care interventions. Selected lower level facilities under the management of FBOs/NGOs were scheduled to start benefiting from HSSF  

HSSF aims at increasing access to service availability and quality for particularly the low income earners and the poor who are served by this level of facilities. It also aims at increasing the efficiency and effectiveness in the management of financial resources by empowering the Facility management Committees, reducing bureaucracies in the disbursement of financial resources to the levels 2-3 facilities that predominantly faced delays in receiving funds from the MOH. 

Between November 2010 and 30th June 2011, a total of Kshs. 353,352,000 was disbursed to 653 health Centres and dispensaries in Kenya. In addition, District Health Management Teams in 265 districts have received Kshs. 130,051,000 to support supervision activities
. The HSSF is therefore one of the innovate mechanisms of disbursing funds to the primary health facilities. Given the potential of this mechanism, the Ministry has developed HSSF guidelines on management of finances and subsequently gazette of HSSF management at national and sub national levels is complete.
3.3. Purchasing 
In most health financing systems, the focus has been on revenue collection. However, countries should also focus on purchasing which is very critical in achieving universal health coverage. Purchasing involves determining health service benefit entitlements - what services are purchased with the pooled funds and how people will access these services - and how to pay service providers
. The purchasing function determines how resources that have been pooled are used and whether or not funds translate into effective health services that are to be made available to all. In most cases organization that pools funds are also responsible for purchasing health services.

Focus is increasingly being paid to not just passive transfer of funds to providers but also the identification of the health needs of the population and ensuring health services provided reflects the need of the population. Health providers should therefore be paid in a way that creates incentives for them to efficiently and effectively provide quality health services. Monitoring the performance of providers to ensure quality provision of health services and taking action against poor performance should therefore become strong elements within the purchasing organizations. 
In many sub-Saharan countries, minimal attention has been channeled to efforts to promote active or strategic purchasing. In most cases, government funds are transferred passively to public health facilities through line-item budgets, which provide limited incentives for efficient provision of quality health services. Sufficient attention is also paid to ensuring that health services are in line with the needs of local communities while monitoring the performance of health is really done.
To achieve overall improvements in health services, more comprehensive purchasing reforms need to be introduced. It is unlikely that Kenya will be able to make substantial progress towards universal coverage without pursuing strategic purchasing strategies - ensuring equitable and efficient delivery of quality health services that meet the needs of Kenyans. This may require institutional change for instance establishing semi-autonomous public entities that can take on active purchasing functions or strengthening existing institutions such as the NHIF.

3.3.1. MoH allocation of resources to public health facilities

Purchasers of health care services in Kenya include the Ministry of Health (MoH), National Hospital Insurance Fund (NHIF), Private Health Insurance schemes and employers, Local Authority and Community Based Health Insurance Schemes.
The Ministries of Health (MOH) use budget line method to allocate resources to public health facilities with disbursement being undertaken on quarterly basis. Health centres and dispensaries receive block grants that are directly transferred to their accounts from the MoH headquarter through the Health Sector Service Fund (HSSF). Allocations to the lower level facilities are based on an Annual Work Plan (AWP) that spells out the dispensary’s’/Health Centre’s priorities, targets, activities and resources in a particular financial year. The AWP is based on the lessons learnt from the previous year. Hospitals also receive funds from MoH through the Hospital Management Service Fund (HMSF) model that prescribe direct transfer to hospitals based on an objective resource allocation criterion. However, the use of the resource allocation criteria to distribute resources to hospitals is limited to funds meant for operations and maintenance with allocations of other resources primarily based on historical patterns.

The process of disbursement of funds through HSSF and HMSF to public health facilities has been hampered by the delay in receipt of exchequer by the national level which in turn causes uncertainty for the providers and therefore hampering their planning process (draft PETS Plus report,2012). This makes facility managers to get into a “wait for funding” period before they procure goods and services or order them before making payments and therefore incurring pending bills. This therefore creates an incentive to under-service clients.
Salaries of health staff are paid directly by the MOH. Drugs and other medical supplies are procured centrally by the Kenya Medical Suppliers Agency (KEMSA) and then delivered to health facilities directly from KEMSA through the Pull system.  A major concern reported by the draft PETS Plus survey is the frequent stocks outs of essential medicines and medical supplies in public health facilities (draft PETs Plus, report, 2012).

3.3.2. Role of NHIF as a Purchaser of health care

NHIF has contracted 645 health facilities that are controlled and managed by both the public and private sector spread in all 4 counties. About 150 of these facilities are managed by the public with the remaining hospitals are managed by private and mission organizations. Members of NHIF can access health care in any of the hospital accredited by NHIF regardless of locations. Access to facilities accredited by NHIF is limited as most of them are urban based.
The NHIF accreditation and contracting process is administered at the branch level of NHIF. Accreditation and contracting process begins with submission of application to join the network by any qualified hospital. An NHIF team then visits the hospital for quality assessment before accreditation and contracting. In the absence of a specific overall accreditation and regulatory framework for the health sector, performance assessment of the quality of services by the health system is highly fragmented and is not geared towards performance assessment for the whole health sector, and particularly for the National Health Insurance Fund (NHIF).  
3.3.3. Private health Insurance as a purchaser of health care

Private insurance companies contracts hospitals on the basis of pre-negotiated contracts. On accreditation, different insurance firms use different criteria in the absence of a uniform accreditation process. The contracts are however not based on performance with limited attempts by the insurance firms to enforce quality of care.   

Indicator VII: Benefit Package (s) are based on explicit efficiency and equity criteria

Benefit package vary widely across the different financing mechanisms. The Ministry has defined a benefit package, the Kenya Essential Package of Health (KEPH) which defines health service and interventions that Kenya should the government should work towards availing to all Kenyans. It includes a range of services to be provided at different levels of care. Access to the broad range of KEPH services is however limited by the overall availability of skilled health personnel and key health inputs. In 2010/11, there were 17.6 doctors, and 160 nurses, per 100,000 persons. In the same year, the total number of doctors, nurses, and clinical officers represented about 2 staff per 1,000 population, which is below the 2.5 per 1,000 estimated to be necessary to achieve at least 80 percent coverage for skilled assisted deliveries and measles immunization.
'
.
The 2010 Service Provision Assessment (SPA 2010) revealed that 59% of 695 health facilities sampled were able to provide a set of basic child health, STI, and FP/RH services. The proportion providing this as per the minimum or above frequency was only 55%.  The ability to provide a range of KEPH health services can also be proxied by the available of key inputs. In the SPA 2010 sample, 46% of facilities had regular water supply, and 25% had regular electricity supply or a generator. In the 2012/13 Public Expenditure Tracking Survey-Plus (PETS-Plus; N=294), the proportion with regular water supply was 39%. The proportion with regular power supply had increased to 76%. Review of proxy indicators therefore suggests that the broad range of KEPH services provided by health facilities is poor especially in rural areas. 
Even with the limited KEPH package provided by health facilities, access is a major concern as not all Kenyans can access the package due to financial barriers. User fees levied in hospitals are a significant source of revenue for these facilities, regardless of ownership. Hospitals charge fees for registration, consultation, laboratory tests, and certain other services, including surgeries. In addition, for admitted patients, there are bed charges. Patients may also need to procure drugs and consumables for their surgery and for prescriptions. User charges have therefore limited access to the KEPH package especially by the poor who cannot afford the charges.
To increase to health care by the poor and the vulnerable, GOK announced a plan to make deliveries at all public health facilities free of charge, and to remove the user fees at dispensaries and health centers entirely. The effect of this on access to health by the poor will depend on three factors:

· Whether health centers and dispensaries (and not hospitals), deliver the bulk of the primary interventions related to KEPH. This depends on these facilities acting as the entry point for care.

· Overall compliance with the policy across facilities

· Transfer of patients from private facilities (not covered by part of the policy, or less likely to implement) to public or non-profit facilities (covered by the policy, more likely to implement).

Chuma et al. (2012) assessed the levels of health equity in the Kenyan system using primary survey data
. The equity of the system, assessed using a benefit incidence analytical approach, improved between 2003 and 2007. However, the overall orientation was still pro-rich, because the richest two quintiles received 47% of all health system benefits in 2007. Public sector benefits were equal, the for-profit sector was pro-rich, and the not-for-profit sector was pro-poor. Public primary healthcare in 2007 had become pro-poor while the hospital was pro-rich. 
The NHIF benefit package includes coverage of inpatient cost with the share of the costs covered determined largely by the type of hospital. The NHIF’s network of hospitals that provide inpatient care is broken into three levels of hospitals – hospitals under Contract A, B and Under Contract A, hospitals which include primarily government hospitals, NHIF beneficiaries receive comprehensive cover with no overall limit on the amount of benefits received. In Contract B hospitals, which include certain mission hospitals and private hospitals in rural areas or areas not sufficiently served by the public sector, coverage remains comprehensive, but an annual limit of Kshs. 432,000 per beneficiary applies. 
At Contract B hospitals, certain high cost surgeries may also carry co-payment by beneficiaries, which can be as high as 80% of the professional portion of the cost (with facility and hospitalization charges still covered with no co-pay). Contract C hospitals, which include many higher cost private hospitals, the NHIF provides a rebate only, which generally ranges from Kshs.400 to Kshs. 2,000 per day of hospitalization. Admission over 5 days in Contract C hospitals require prior authorization, and the total number of days covered in this type of hospital cannot exceed 180 days per beneficiary annually.

The NHIF benefit package also includes comprehensive medical coverage for maternity cases. NHIF works with a wide network of over 600 accredited Government, private and mission health providers spread across the country and reimburses hospital claims as per agreed contracts. In 2010, increased contribution from members were gazetted. The increase in contribution would enable the benefit package to be expanded to include outpatient care, including unlimited general consultation with doctors, unlimited prescribed laboratory tests, medicines, as well as coverage of all costs related to diseases that require specialists, and the unlimited management of chronic illnesses and ailments such as HIV/AIDs, diabetes, and hypertension. These changes in member contributions and services are however under judicial review and have not yet been implemented.
The benefit package provided by private health insurance are based on the premiums paid by members and range from a basic package targeting the middle income  earners to a complex and sophisticated are only accessible to the wealthy population. Community health insurance schemes are not well developed in Kenya and the few in existence provide limited benefits which are mostly inpatient and tied to either faith based or public health facilities.  The benefit package provided through the out of pocket mechanism depend the amount user fees with the richer people in most cases getting a better package.     

The befit package associated with donor project funds is not well defined and well documented. The funding is usually targeted towards specific health problems like diseases. As a result the package are highly fragmented and in most cases overlap with packages funded by other financing mechanisms.  

Indicator VIII: Membership is compulsory for all population.

Social insurance coverage through the NHIF has been made compulsory by law. The Health Insurance Act of 1998 makes no distinction between formal and informal sector, and indicates that membership shall be mandatory for all Kenyans at least 18 years of age. In practice, however, while Kenya has achieved high levels of coverage of the formal sector, coverage of the informal sector has proved more challenging with less than 10 percent of the informal sector covered through NHIF and CBHI.
Indicator VIIII: Risk pools are unfragmented or at default risk equalization measures are in place.

The current prepayment schemes are highly fragmented with the exception of NHIF. There are at the moment not sufficient resources collected by CBHI schemes to enable an adequate pooling and risk-equalization. The slow development of CBHI makes it also unlikely to generate in the short-term sufficient resources for covering the real costs of management of the structures but more importantly to equalize risk. It is too early to start thinking of the role of NHIF in cross-subsidizing other schemes and health financing mechanisms. It is also unlikely that key stakeholders with stake in NHIF such as workers and employers unions will be favourable to cross subsidization judging from the lengthy and protracted debate and interests by the various stakeholders representing different interest groups at the NHIF board level.
Therefore, the risk-equalization role can only be undertaken by the government health budget. Contributions to social health insurances would need therefore to be kept to a minimum and be may be complemented by public subsidies to enable extension of insurance cover to the poor and indigent. 
3.4. Provider payment mechanism

How healthcare providers are paid affects both their ability to provide adequate health services and to control their costs activity. In the Kenyan system, many different approaches and schemes exist for providers’ payments at facility level (budget, fees, and capitation or staff incentives). A cost effective combination of provider payment mechanisms are required to allow coherent funding of health facilities running costs and staff. Provider payment mechanism should be simple to ensure minimal costs of administration and should provide adequate incentives for providers to use resources optimally.
Out-of-pocket payments are made as user fees to public and private providers, payments to government staff working in public health facilities and direct purchase of medicines from pharmacies and drug sellers using cost sharing resources. User fees will continue to be an important supplementary source of revenue for public health facilities to finance staff incentives and running costs. In public hospitals, user fees for other services will continue even after adoption of the free maternal health care. There exists however, a waiver and exemption mechanism for poor and vulnerable which is expected to continue even introduction of free maternal health policy. 
The waiver and exemption system is ideally expected to allow poor people to receive care at government facilities for free when needed. In practice, the waiver and exemption system does not achieve the desired results due to it being administratively difficult to implement. 
The National Hospital Insurance Fund (NHIF) and private insurers have negotiated fixed reimbursement rates for in-patient care. The reimbursement amount varies slightly with the level of provider, the diagnosis, and the type of care required. “Contract A” and “Contract B” providers are typically reimbursed through case based or fee-for-service provider payments. “Contract C” providers are reimbursed through a per diem rebate system. Claims are submitted by hospitals directly to the National Hospital Insurance Fund (NHIF), and then hospitals are paid for procedures and users are reimbursed. Ideally, claims are supposed to be reimbursed within 14 days of the receipt of claims. This process is computerized and is designed to be transparent to the providers.

Moving forward, the NHIF intends to increasingly employ case-based payments for inpatient services. As the NHIF adds outpatient care to the benefits package with implementation of the recently gazette changes, capitation to comprehensive-care facilities will be the intended payment mechanisms. The fee-for-service system has been identified as one of the key drivers of escalating health care costs, as it creates incentives to encourage over-servicing and supplier-induced demand

3.5. Stewardship (to be analyzed after key informant interviews)
4.0. Cost estimates of achieving UHC inn Kenya
Studies to estimate resources required to provide a comprehensive package of heath care as defined by KEPH are very few in Kenya. Three studies have however attempted to generate cost estimates of a package of health care. The first study was by Flessa et al. (2011) which attempted to cost an earlier version of the KEPH that comprised about 59 health conditions. Flessa et. al estimated the total direct and indirect costs of providing this package to 80 percent of all Kenyans using a facility based survey data that was collected in 2007. According to this study, the total cost of such coverage, which is not universal, would be €1.12 billion (KSh 98.6 billion) at 2006 prices. The cost of the package per capita was estimated to be €18.7 ($23.3) or KSh 1,641 at 2006 prices
. Attempts have however been made to update the Flessa et. al cost estimates using facility survey data and analyzed using the Dynamic Costing model. The results have however not be released so far. 
The other study was supported by the Health Policy Project (HPP) and the World Health Organization (WHO) that used the OneHealth Model to cost the Kenya Health Sector Strategic Plan III 2013-2017. The unit costs, coverage, epidemiological data, etc. for this model were generated through consultations with Ministry of Health (MoH) key departments, programmes and technical partners, as well as from reviewed literature. The revised KEPH that comprised about 350 interventions and conditions across promotive, preventive, curative, palliative and rehabilitative care was then costed. The costs also included plans the MoH to invest all the six building blocks of the health system. Even though the investments have not been assessed against the need to achieve UHC, they are comprehensive and are informed by the draft Kenya Comprehensive Health Policy Framework 2012-2030
. The results for the plan period are shown by table xx below: 
A final round to validate the data provided by the programmes and MoH departments is being conducted and will lead to further revision of the costing estimates for the plan period. The cost estimates generated by the OneHealth model may not reflect the true costs of achieving UHC in Kenya. Costs may be an underestimate if epidemiological trends change for the worse, e.g., with increase in the incidence of non-communicable diseases and increasing resistance to treatments for tuberculosis and HIV/AIDS.
5.0. Policy discussions

The assessment has found some critical gaps with regard to the health care financing functions in Kenya. These gaps must be addressed if the country is to move towards achieving universal coverage especially in the context of the new constitution. The critical gaps are discussed below: 
Inadequate funding for the health sector

Kenya’s health is under-funded and this makes it difficult to achieve the targets spelt out in subsequent health sector strategic plans. The share of government budget allocated to the health sector (e.g. 4.6 percent in 2009/10) still falls short of the Abuja target of 15 percent. It is particularly worrying that from a baseline of 8.6 percent reported by the NHA of 2001/02, the percentage of the government budget spent on health has fallen to 4.6 percent in 2009/10.

Although funding from development partners shows an upward trend in the last five years, funding from these sources fluctuates from year to year showing some degree of unpredictability and unsustainability. Government funding of the health sector is relatively more stable, but the annual increases are very minimal. The need to increase public funding is even more justified when we consider the rapidly growing population. Countries in the region including Malawi, Lesotho and Botswana have made great strides in meeting the Abuja target.  The health sector would therefore benefit from progressive and consistent increases in government allocations to the health sector, with a commitment to meet the Abuja target within five years. Evidence has shown that in countries that have achieved universal health coverage, the government funding to the health sector has progressively increased. 
Limited pre-payment schemes

Financing mechanisms with a high degree of fragmentation have limited cross-subsidization and thus are relatively more regressive
. There is limited cross-subsidization and high fragmentation among health financing mechanisms in Kenya, mainly due to the high out of pocket spending and limited prepayment mechanisms. Some limited cross-subsidization is dominant through public spending and development partners support to the health sector although some fragmentation between ministry of health and development project funding, and also within development partners project funds, which has negatively implications on development of larger pools. The poor coordination of development partners’ project funds has resulted in inefficiencies and inequity. Contribution mechanisms for development partners project funds result in many fragmented small funding pools that do not promote cross subsidization
.

Compulsory health insurance can either be progressive or regressive, depending on how contributions are structured and who is eligible to access services funded through insurance contributions, but currently, membership to NHIF is only compulsory to formal sector employees. Public sources of health care financing should be consolidated and should emphasize prepayments for health care.
Regressive financing and lack of financial protection

Although public health services are have been made free at the primary health facilities level, the poor quality of services, lack of essential medicines in health centres and dispensaries and poor continues to result in reliance on formal and informal private health care providers. Moreover, the incidence of benefit for public funds is not regularly assessed or monitored, and this is a glaring gap for which we recommend further research and that a mechanism for routine analyses to be established.
With limited voluntary health insurance in the country, private sources (OOP accounts for 81 percent of private spending on health) pending remains the most significant financing mechanism, accounting for 37 percent of the total spending on health. OOP spending is one of the most regressive funding mechanisms, because contributions are not made based on ability to pay, and those who cannot afford are excluded from accessing services or are likely to become impoverished as a result of seeking health care services. In addition, funds from OOP spending are not pooled and thus there is limited cross subsidization. Implementing mandatory health insurance will help pool OOP resources. 
Social or national health insurance is a pre-payment mechanism which, if well designed and appropriately implemented, has the potential to improve health financing in Kenya by enhancing risk-pooling and promoting cross subsidization. Contributions can also be progressively structured to promote equity. 
6.0. Recommendations - Policy Options
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APPENDICES
Appendix 1: Table A1: An overview of the Kenyan health financing system
	Sources of funds

1. OOPs

2. General tax revenue

3. Social health insurance

4. Private health insurance

5. Donor funds to the government and private not-for profit organizations

6. Community based health insurance;
Collecting Organization

1. All taxes and payroll contributions/deductions are collected by the Kenya Revenue Authority 

2. Mandatory insurance contributions are collected directly by NHIF

3. Private health insurance companies are paid directly by the employer or individual clients to insurance companies;

4. CBHIs have localized collection mechanisms
	Contribution mechanisms

1. Direct taxes: payroll tax deductions, structured progressively

2. Indirect taxes

a. VAT charged at 16%, but  some items exempted from tax

b. Corporate income tax ranges from 20% to 37.5%

c. Custom duty tax ranges from 0% for exempted items to 40%. 

d. Excise duties range from 0% to 120%

3. OOP (user-fees or user charges) mechanism

4. NHIF contributions 

a. Payroll deductions for formal sector, payment at designated centres for members outside the formal sector

b. For formal sector employees, contributions range from 30 to 320 Kenya shillings per month

c. Informal sector members contribute 160 Kenya shillings per month.

d. Memberships is approximately 2 million for formal sector workers, and 250, 000 for informal sector workers

5. Private health insurance

a. Contributions are risk rated

6. Community health insurance

a. Community rated contributions that are decided by community members




Table A2: Pooling Organizations and Mechanisms for Allocating Resources 
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Table A3: Examples of Purchasing Organizations

	Ministry of Health

· Central 

· Devolved units such as counties

Local government Health Authority

Area Health Boards

Social health Insurance fund(s)

Private Insurance Funds

Health plans

Employers

Member-owned Mutual insurers 

Fund-holding providers


Adapted from Kutzin, 2001

Table A4: Purchasing Services

	Service type
	Type of provider

	a. NHIF covers inpatient cover for all illnesses including emergencies; includes primary and secondary cover through co-payments
b. Private insurance schemes provide cover according to an individual’s premium based on ability to pays. The packages are predetermined and potential clients choose a package whose costs they can meet.

c. CBHIs mainly offer inpatient cover for all illnesses


	a. The NHIF accredits both government and private health facilities. 

b. Insurance companies/organizations either contract hospitals, run own facilities (HMOs) or pay reimbursement to providers for services rendered to clients.

c. CBHIs mainly work with faith based hospitals within their catchment areas and although a few offer coverage in government hospitals.

	1. Affordability and sustainability
a. NHIF packages are standard for all beneficiaries and are affordable to those working in the formal sector. Copayments remain a main barrier to access and promote inequities.
b. Most high income earners can afford comprehensive individual insurance from private companies


	


Table A5: Provider payment Methods and Incentives
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