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Abbreviation Long Form Abbreviation Long Form

APS Advanced Planning Scheduling DPTWM Demand Planning Technical Working Manual

APP Annual Procurement Plan DPU Demand Planning Unit

AWB Airway Bill DPs Development Partners

AFS Audited Financial Statements E9 Epicor 9

Analysis 

Period Period starting  1 July 2012 to 30 June 2015
E10 Epicor 10

AG Attorney General eLMIS Electronic Logistics Management Information System

ATS Annual Technical Support EMT Executive Management Team  

BoT Bank of Tanzania ERP Enterprise Resource Planning

BRN Big Results Now EPI Expanded Program on Immunization 

Bn Billion EPM Enterprise Performance Management

CMS Central Medical Store FY Financial Year

CVR Classification & Verification Report GDP Gross Domestic Product

CAPEX Capital Expenditure GoT Government of Tanzania

CMA Chief Management Accountant GRN Goods Received Note

CAGR Compounded Annual Growth Rate GNI Gross National Income

CRM Customer Relationship Management HIV Human Immunodeficiency Virus

CHF Community Health Funds HFs Health Facilities

DCSZO Director of Customer Services and Zonal Operations HCM Human Capital Management

DG Director General IDF Import Declaration Form

DHRA Director of Human Resources and Administration IDs Identification Cards

DFP Director of Finance and Planning ILS Integrated Logistics System  

DL Director of Legal ICD Inward Container Depot

DOS Dormant, Obsolete and Slow moving ICT Information Communication Technology

DoSO Days of Stock Out JSI John Snow Inc

DPM Demand Planning Manager KEMSA Kenya Medical Supplies Authority

DP Director of Procurement K Thousands

DMO District Medical Officer KPI Key Performance Indicators

Glossary of terms
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Abbreviation Long Form Abbreviation Long Form

LoB Lines of Business PS Permanent Secretary

LPO Local Purchase Order PMO RALG Prime Ministers Office ïRegional Administration and Local Government

LGA Local Government Authority PPM Pooled Procurement Mechanism

LC Letter of Credit QA Quality Assurance

LMU Logistics Management Unit SBU Strategic Business Units

MoU Memorandum of Understanding SKU Stock Keeping Unit

MSD Medical Stores Department SLAs Service Level Agreements

m Millions SOP Standard Operating Procedures

MDGs Millennium Development Goals STG Standard treatment Guidelines

MTSP Medium Term Strategic Plan SC Supply Chain

MoF Ministry of Finance SLA Service Level Agreement

MoHSW Ministry of Health and Social Welfare TFDA Tanzania Food and Drug Authority

MSL Medical Stores Limited TISCAN Tanzania Inspection Service Company 

MSO Medical Stores Office TPA Tanzania Ports Authority

NEMLT National Essential Medicines List for Tanzania TRA Tanzania Revenue Authority

NHIF National Health Insurance Fund TZS Tanzania Shilling

NMS National Medical Stores TB Tuberculosis

O&SP Operations & Sales Planning  UC Underpinning Contracts

OLAS Operating Level Agreements VAT Value Added Tax

PCVR Provisional Classification & Verification Report VP Vertical Programme

PHC Primary Health Care WC Working Capital

PHF Primary Health Facilities WGP Warehouse Goods Practice

PMU Procurement Management Unit WIB Warehouse in a Box

PO Purchase Order YoY Year on Year

PPA Public Procurement Act ZM Zonal managers

PPRA Public Procurement Regulatory Authority ZTA Zonal Transfer Advice

PM Performance Management ZTO Zonal Transfer Out

Glossary of terms
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With Health being one of the top priority sectors for the Government, the increasing coverage of 

interventions has led to increased demand for health care services thereby creating pressure on MSD to 

adequately deliver accessible, timely, affordable and quality health care commodities. However, the 

declining trend in Government funding for health care commodities, growing receivables, and operational 

inefficiencies have resulted into severe working capital erosion at MSD, further jeopardizing its ability to 

deliver. This has contributed to instances of stock outs at MSD, translating into unmet health care 

demand for the Tanzanian community; calling for immediate structural and operational reforms at MSD 

and Government level to reinstate MSDôs operational efficiency and optimize service delivery. This reform 

will be inline with the current Governmentôs initiatives of improving operational efficiency and avoiding 

waste.

Such reforms have happened in similar institutions in several countries and helped transform the health 

care delivery in those countries. A good example is the recent reform of the Kenya Medical Supplies 

Authority (KEMSA).  KEMSA's operations have changed from previous status, where the organization 

depended on funds from the government to procure, to the current model where the Authority uses its 

own capital to buy medical commodities.
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Deloitte was requested to conduct a strategic review of MSD with a focus on the organizations existing governance 

framework, supply chain operations, financial performance and the causes for its working capital erosion. We set out 

below the scope of work for the review:

1. Understand governance structures at MSD and explore opportunities for improvement including having stronger financial management 

capabilities at MSD board. 

Governance

2. Provide options for the governance structure required to ensure maintenance of the new fee structure taking into account the possibility to 

maintain the current structure or to change into an Agency.

9. Build upon the costing study carried out by USAID to recommend an optimal/sustainable fee structure for MSD based on an efficient system 

of operations. 

10. Understand MSD budget formulation process and assess opportunities for improvement. Also study cash management practices at MSD 

and explore opportunities for improvement. 

4. Develop KPIs (dashboard) that can provide a comprehensive but succinct picture of financial flows in MSDôs supply chain to MOHSW, 

Finance Ministry, MSDôs Board of Trustees and development partners

Supply

Chain

Board

Composition

Legal

Structure

Fee

Structure

Budget Formulation

Process

KPIs

See

Slide 10

See

Slide 10

See

Slide 14

See

Slide 17

See

Slide 18

Details on 

47 - 53

Details on 

46 - 49

Details on 

85 - 91

Details on 

73- 77

Details on 

137

5. Establish the levels and sources of payment arrears at MSD. More specifically determine the age, institution, type of payment, and reason 

for arrear/receivable. 

Finance

Payment

Arrears

See

Slide 15

Details on 

94 - 98

6. Propose different options for clearing the current stock of receivables at MSD. In consultation with different stakeholders assess the 

feasibility of each of the options. 

Options to Clear 

Receivable

See

Slide 16

Details on 

98

7. Based on above analysis identify the root causes for accumulation of debt and working capital erosion at MSD. 
Working Capital

Erosion

See

Slide 15

Details on 

93 ï94 &

102

8. Develop specific short term recommendations for preventing the recurrence or further escalation of this problem. 
Short Term

Recommendations

See

Slide 19

Details on 

99 - 100

3. Propose efficient business models for the CMS building on the existing work, looking operations of the CMS and from areas of efficiency 

improvement observed from the understanding of the root causes of the challenges currently experienced

Operational

Efficiency

See

Slide 12

Details on 

61 ï69 & 

135
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3: Inadequate funding
While demand for medicine has been growing at an 

average of 46.7% for the past 4 years, funding for 

medicine and medicine supplies has been declining 

at an average of 74.5% over the past 4 years.

6: Working capital erosion
Inadequate funding and growing government receivables 

have forced MSD to finance its operations through capital, 

which has contributed significantly to working capital erosion. 

Over 85% of the receivable amount results from charges 

attributable to clearing, storage and distribution of Vertical 

Program goods. Operational inefficiencies have also played a 

role in MSDôs working capital erosion.

2: Operational inefficiency
Despite an average stock out rate of 24% for essential 

items, the value of expired goods has grown by 37% 

over the past 1year. In addition the Dormant, Obsolete 

and Slow Moving (DOS) items grew by 136% over the 

same period. As at June 2015, the MSD had over 11.7Bn 

worth of expired and DOS stock stored in its warehouse. 

1: Inadequate Governance framework
MSDôs autonomy is limited because of its limited powers in 

making its own strategic decision to operate commercially 

impacting its financial independence. Lack of the right skill set 

within the current Board also impacts MSDôs ability to improve 

strategic performance on its core business. For example, the 

current Board of Trustees does not have members with experience 

in Logistics and supply chain, Pharmaceuticals, and 

Accounting/Finance which are key to MSDôs core business.

4: Weak performance management
There is no link between MSDôs KPIsand MoHSWôs  expectations 

of the Department. This has led to conflicting views of the 

Departmentôs performance, hindering effective cooperation 

between the two entities. In addition, whilst the current MSDôs 

performance management framework  (DRIVE), is good; the 

framework has not been operationalized fully and effectively. 

5: Technological challenges
The current technology environment at MSD does not adequately 

support efficient operations mainly because of issues arising from 

over customization of the system and inadequate reporting 

capabilities.  For example the current system (Epicor 9) lack audit 

trail functionality and inability to generate the required stock and 

financial management reports

Our findings revealed that an inadequate governance framework, operational inefficiencies, inadequate funding

weak performance management and technological challenges have contributed towards the significant working 

capital erosion at MSD

8
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These issues have also been highlighted by the BRN initiative as part of ongoing efforts to provide 100% stock 

availability of essential medicines for health facilities by June 2018

Procurement processes for tracer medicines takes too long

Inaccurate quantity procurement due to inadequate quantification and forecasting capabilities

Irrational prescription of drugs in the facility has resulted in frequent stock out of medical 

commodities

Weak management systems at district level leading to frequent stock out of health commodities

Resources to transport health facilities from central to zones and health facilities are insufficient by 

40% and expensive

1. Procurement

Lead Times

2. Demand

Forecasting

9. Procurement

Process

10. Performance

Management

4. Transportation

Costs

Weak tracking systems for health commodities from central to health facilities5. Technology

Currently MSD storage capacity at central and zonal level can only cater for % of the Health 

Community

6. Storage

Capacity

Weak governance, accountability, ownership on the management of health commodities at the 

district & health facility levels resulting in frequent occurrences of stock outs
7. Governance

Weak inventory management and storage management has negatively affected the availability 

and quality of commodities 
8. Inventory 

Management

Erosion of MSD working capital
3. Working

Capital Erosion

Inadequate mobilization of funds from local sources by some facilities has resulted in frequent 

occurrences of stock outs

Inefficient system of distribution for receiving medical commodities from zonal MSD to health 

facilities

11. Inadequate

Funding

12. Distribution

Process

BRN Health Commodity Issues

1. Inadequate Governance 

Framework 

(BRN issue # 7)

2. Operational 

Inefficiency 

(BRN issues # 1,  2, 6, 8, 9, 

12)

3. Inadequate 

Funding 

(BRN issue # 4, 11)

5. Technological 

Challenges

(BRN issue # 5)

6. Poor Performance 

Management 

(BRN issue # 7, 10)

4. Working capital

Erosion 

(BRN issue # 3)

9
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Á Limited legal mandate - While similar institutions in other countries are run as fully 

autonomous Corporate Bodies either incorporated as a Parastatal / State Corporation; 

or Limited Liability Company, MSD is run as a department with limited autonomy. 

Therefore, MSDôs governance framework relies on the Minister (MoHSW) for  final 

approvals/directives resulting in limited decision making authority

Á Lack of financial independence - As a department, MSD does not have the mandate 

to make sound financial decisions, making it overly dependent on decisions made by the 

MoHSW. Also, under its current status, MSD does not have authority to invest, borrow 

funds from financial institutions or sale to private hospitals unless under special 

permission from the MoHSW, making it overly reliant on Government disbursements 

which makes it financially vulnerable 

Á Board mandate - Where as in other similar entities, key decisions are discussed and 

resolved by the Board of Directors, at MSD there are limited powers vested on Board of 

Trustees. Key decisions require approval of Minister/Government since the Trustees are 

responsible to the Minister

Á Board compositionïBoard of Trustees composition, qualifications and skills are not 

defined in MSD Act. As a result, the required skills within the current Board do not exist 

to adequately guide the strategic direction of MSD on its core business lines and 

processes. For example the current Board lacks key experts in pharmaceuticals, supply 

chain, accounting and  finance which are key to MSD (note that the current board term 

ends in April 2016)

Á Board Performance Evaluation currently not undertaken - Periodic evaluation of 

Board performance is not done for MSD Board of Trustee, making it difficult to assess 

the effectiveness and efficiency of the Board

More Details

Page 46- 53

1. Inadequate Governance Framework

Scope

#1,2

Key Findings and Implications Key Recommendations

Restructuring the board composition and conducting regular board evaluations will improve MSDôs ability to 

diagnose and resolve operational issues. Changing to a corporate body will also enable MSD to become 

more financially independent

MSD should have a legal mandate to make strategic decisions and operate 

commercially to enable it to become financially independent

Improve the skills-mix of the Board

Å Transform MSD from a Department to an Authority with powers vested in a Board of 

Directors instead of a Board of Trustees 

Å Board of Directors should have term limits in terms of how many times a Director can be 

re-appointed to the Board. These terms should also be staggered to ensure that all 

Directors do not retire and leave the Board at the same time

Å Board members should be selected through a competitive recruitment process to allow 

for the diverse skill-set and experience that match the core business of MSD Some of 

the skill-sets to be considered and currently missing on the Board include: accounting & 

finance, pharmacist, supply chain, legal and medical doctors

Å The MoHSW should have representation in the Board, but the representative(s) must 

have the skill set required within the Board

Å There should be a Board Charter  that sets out the role, responsibilities, structure and 

processes of each Board Committee in overseeing the managementôs implementation 

of MSDôs strategic initiatives

Å There should be an annual performance review of the Board and its committees to 

assess performance and identify and address potential gaps in the boardroom

Strengthen the Board Charter

1

2

3

10
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More Details

Page 61 - 69

2. Operational Inefficiencies

Scope

#1, 3

DOS

Increasing DOS by 132% (Figure 1) due to poor commodity flow is resulting in a surplus of goods by 24% 

(Figure 2) and eventually increasing the value of expired goods for disposal by 37% (Figure 3) over the last 

year.  As of June 2015, MSD had over TZS 11.7Bn worth of expired and DOS stock stored in its warehouse
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Å Poor commodity flow ïDue to inadequate funds 

for distribution resulting in an increase in DOS 

items. This is in addition to poor coordination 

between procurement and warehouse unit 

resulting into purchase of additional DOS stock

Å Stock Visibility - Poor stock visibility for goods within 

the warehouses and inadequate coordination between 

Procurement and Logistics unit at MSD significantly 

affects inventory management processes

Å Coordination of VP GoodsïInsufficient coordination 

of VP goods add on the inventory management 

challenges to MSD

Å Poor procurement coordination ïFor both VP and 

normal goods, resulting in overstock and DOS goods, 

which are a major contributor of the expired stock value

Å Slow distribution of stock ïDue to inadequate funding 

and slow disbursement of funds also contribute to 

increased expired stock

Figure 1: DOS value has increased by 132% over the 

past 1 year.
Figure 2: On average, 29% on goods were 

overstocked by June 2015

Figure 3: Expired stock grew by 36.8% over the past 

1 year.
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Á Poor commodity flow ïDue to inadequate funds for distribution results into increased 

DOS items. This is in addition to poor coordination between Procurement and Logistics 

unit resulting in purchase of additional DOS stock

Á Stock Visibility ïPoor stock visibility for goods within the warehouses, and inadequate 

coordination between Procurement and Logistics unit at MSD significantly affects 

inventory management processes 

Á Coordination of VP Goods ïInsufficient coordination of VP goods add on the 

inventory management challenges to MSD

Á Poor procurement coordination ïFor both VP and normal goods, resulting in 

overstock and DOS goods, which are a major contributor of the expired stock value

Á Slow distribution of stock ïDue to inadequate funding and slow disbursement of 

funds also contribute to an increase in expired stock

More Details

Page 61- 69

2. Operational Inefficiencies

Scope

#3

Key Findings and Implications Key Recommendations

Strengthening existing coordination mechanisms, reviewing LMU performance metrics, scaling up 

framework agreements and enforcing timely payments will quickly alleviate bottlenecks in the procurement 

process and optimize the end-to-end supply chain

Å Conduct inter-departmental coordination meetings within MSD

Å Fast tracking of bar coding systems to enable real-time visibility of stock data

Å Increase frequency of cycle counts and ensure follow up on variance items

Å MSDôs commitment and participation in the technical working groups to be reinforced

Å Define performance targets for LMU for efficient management of the flow of VP goods 

Å Review key performance metrics for the entire supply chain processes from planning to 

final delivery to address the current process inefficiencies. This should include review 

and recommendations on metrics for processes around minimum procurement 

timeframes, inventory levels, ordering process, delivery process, delivery frequency, 

quantification process, warehouse layout, and distribution mechanism

Undertake a holistic supply chain system review 

The Logistics Management Unit (LMU), and MSD should work closely to 

improve communication around management of VPs

Å Adequate allocation and timely disbursements of funds inline with demand estimations

Å Timely payments to suppliers to avoid delivery delays 

Improve coordination between Procurement and Logistics directorates so as 

to boost stock and order visibility

Minimize stock out occurrences

Improve stakeholder management by developing a stakeholder engagement 

strategy

4

5

6

7

8

12

Linked to BRN initiative #13 (Improvement procurement & delivery)

Linked to BRN initiative #16 (Sustain with tools & best practices)
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More Details

Page 56 - 58

3. Inadequate Funding

Scope

#9

Key Findings and Implications

ÅRapid population growth coupled with growing quality of life has increased the demand 

for more heath care, however, the funding gap has doubled in the past 4 years, 

growing from 48% to 94%. Of recent, the budget for medicine and medicine supplies has 

been declining, resulting in unmet demand for health care commodities. This issue was 

also highlighted in the BRN report as a major contributor to the stock out of medicine 

within the country

ÅThe approved budget ceiling has also not been adhered to, resulting in increasing 

discrepancies between amount approved and amount disbursed. For example, the 

disparities between the annual allocated budget and actual amounts disbursed has 

grown from 4% in the FY12/13  to 51% in FY14/15

ÅOverreliance on Government disbursements significantly affects MSDs ability to meet 

the demands for medicine and medicine supplies. Inadequate funding also affects the 

flow of commodities from MSD warehouses to Health Facilities because of lack of funds 

to meet the distribution cost of the available medicine. As a result, the value of expired 

good, DOS goods and overstocked items continues to increase over the years. This 

means that even the available medicine is not distributed effectively

ÅFurthermore, unpredictability of the disbursement schedule is contributing to poor 

commodity flow at MSD. Not only are funds inadequate, but availability of funds are not 

disbursed timely and at regular intervals, affecting MSDôs ability to plan stock supply

ÅGiven the current level of inefficiencies and waste, the current fee structure of 20.4% for 

normal business and an average of 11.6% for VPs is not adequate to cover MSDôs 

operational costs. From our analysis of MSDôs current actual cost of doing business, it 

would require an average mark up of 24% to cover its operational costs

Additional Details

The funding gap between the demand for medicines from citizens compared to the available supply has 

doubled over the last four years indicating that there is a need for MSD to search for alternate sources to 

bridge this gap and minimize occurrences of stock outs

While the demand for medicine has been growing at an average of 46.7% for over the past 

4 years, funding has been declining at an average of 74.5% over the same period. 

The situation has been worsening over time, with recent data showing that less than 10% 

of the demand for medicine is being funded through direct government 

disbursement.

Health facilities have complemented their budget through alternative sources of 

funds such as NHIF, CHF and basket funding
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More Details

Page 56 ï68, 

and 99 - 100

3. Inadequate Funding

Scope

#9

Searching for alternate sources of funds including LGAs, universal health care, revising the fee structure 

and developing inter-agency agreements will hedge MSD from fluctuations in government funding

Key Recommendations Key Recommendations (continued)

Institute a mechanism for MSD to generate additional sources of funds to 

reduce overdependence on Government funding

Å Coordination between MoHSW, the MSD and PMO-RALG for the MSD to tap into funds 

from LGAs such as NHIF, CHF and basket funds, to increase MSD cash sales

Å Sale of medicines to private health facilities under clear guidelines from the MoHSW to 

protect the interests of the public healthcare system

Revision of the current fee structure to cover operational expenses, hence 

enabling MSD to sustain its operations 

Å Under an efficient operation, on average MSD should charge an average of 

approximately 20.9% to meet its operational costs. This fee have a huge potential to 

go down further after implementing the activity based costing to estimate MSDôs 

actual cost of doing business. Therefore, at the moment, we recommend that MSD 

should work towards improving operational inefficiencies and maintain the current 

fee structure for normal business (20.4%). However, the fee structure for VPs 

should be elevated to a similar fee structure of 20.4%. This will enable MSD to 

estimate the actual cost for each process, and identify areas of inefficiency in order 

to optimize its operations

Å The agreement should involve the relevant agencies in the clearance process such as 

TFDA, TRA and TPA, which will enable other clearance procedures such as inspection 

and quality assurance to be undertaken in the bonded warehouse. This will significantly 

reduce charges on demurrage and ICD. However, as a prerequisite to this, there should 

be a formal agreement  prohibiting MSD from release of stock until all clearance 

procedures (e.g. quality inspection) have been completed

Å There should be an agreement with the Government for all medicine supplies and 

equipment to be exempted from VAT so that such funds can be directed towards 

procurement of medicine. However, as a prerequisite, there should be clear internal 

control to avoid abuse of this exemption

Develop inter-agency agreements to fast-track clearance of MSD goods

9 11

12

14

Linked to BRN initiative #13 (Improve procurement & delivery)

Å Undertake a detailed feasibility study on Universal Health care in Tanzania, 

including establishing a clear implementation roadmap to achieve it

Actively initiate preparations for universal health-care10
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Å

More Details

Page 93ï94 

& 102

4. Working Capital Erosion

Key Findings and Implications

ÅOver 120% of the Government receivables are over 120 days. As of 30 June 2015, 85% of 

the total receivables resulted from clearance, storage and distribution of VP goods 

and donations. The main reason for this receivable is inadequate budget allocated by the 

government for handling of VP costs (clearance, storage and distribution charges). On 

average, the Government sets aside only between 10% to 15% of the total amount 

required annually.

ÅLack of a reconciliation mechanism between the MoHSW and MSD caused by 

inadequate documentation at MoHSW and lack of breakdown of the billed amount by 

MSD contributes significantly to continuous accumulation of government receivables. 

ÅOther receivables (about 15% of total Government receivables) are contributed by 

Directives from MoHSW to MSD to distribute goods to dispensaries and Hospitals before 

payment.

ÅIn May 2015, the Government through MoF verified TZS 64bn of the Government 

receivable. Further more, Deloitte verified an additional TZS 40bn for cumulated amount 

from 1 July 2014 to 30 June 2015, hence making 91% of the total verified debt as at 30th 

June 2015.

Additional Findings

MSDôs net working capital position has been worsening mainly because of growing government receivables, 

inadequate funding and operational inefficiencies
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MSDôs net working capital position has been worsening mainly because of:

Å Growing Government receivables -This form 99% of the total MSDôs receivables, 

coupled with slow debt settlement rate do not match with the receivables growth rate

Å Inadequate funding ïThis causes delay in settlement of trade payables and poor 

inventory flow from the warehouses to health facilities

Å Operational inefficiencies ïThis results in waste such as expired stock, 

demurrage charges and increased DOS

Scope

#5, 7

15
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More Details

Page 93 ï94 

& 102

3. Inadequate Funding

Scope

#6,8

Preventing recurrence of increasing government receivables by ring-fencing adequate budget for MSD and 

providing up-front disbursements while settling the current debt and avoiding waste will reinstate MSDôs 

working capital position

Key Recommendations Key Recommendations (continued)

Clearance of the current Government receivables so as to arrest working 

capital erosion

Å Direct budget allocation to the tune of the current debt amount

Å Netting off of the amount payable to government institutions such as TFDA

Å Soft loan from multilateral financial institutions such as the World Bank

Å One of the start of the financial year and second in the middle of the financial year

Upfront disbursement of the approved funds in a maximum of two tranches

Take measures to prevent future accumulation of Government receivables

Å Inclusion and ringïfencing of adequate budget for VP clearing, storage and 

distribution costs

Å Instituting a delivery-duty-paid policy for all VP goods to reduce and/or avoid 

incurring demurrage and ICD charges

Å Enforcing the cash-and-carry policy at MSD

Å Maintaining adequate documentation at MoHSW and performing monthly 

reconciliations of the Government receivable between MoHSW and MSD

Å Enforce implementation of the donation guideline

13

14

15

16

Linked to BRN initiative #12 (Support funding for medicines)Linked to BRN initiative #12 (Support funding for medicines)

Linked to BRN initiative #12 (Support funding for medicines)
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Á Extensive customizationïAttributed to resistance to Business 

Process Transformation and/or inadequate rigor in Project 

Management during implementation.  In addition, the MSD currently 

does not have a customization support contract in place 

Á Lack of Service Level Agreements (SLAs) ïBetween the Business 

and ICT to provide Service based  targets for ICT and manage 

expectations with the Business.  In addition, MSD experiences network 

connectivity issues caused predominantly by power outages and 

reliability issues with available WAN infrastructure

Á Limited Audit trail capabilities ïThis creates a high risk of fraud as 

the system is unable to keep track of users who may delete or change 

transactions fraudulently.  

Á Inadequate Financial Statements and reporting functionality -

Manually creating financial statements adds to the risk of data integrity 

issues within financial reporting.  Discrepancies have also been 

identified across reports.

Á Inadequate stock visibilityïThe system (Epicor 9) does not have 

parameters required to provide reports on DOS, which contributes to 

the increase of expired goods and overstocking

Á Budgeting process - The current systemôs (Epicor 9) configuration 

did not include the budgeting module. As such budget preparation and 

monitoring is done using the excel spreadsheet, which is time 

consuming and could easily be subjected to human error.

More Details

Page 106 -

113

5. Technology Challenges

Key Findings and Implications Key Recommendations

A detailed post implementation review of E9 is required to zero in on the identified functional challenges and 

gaps caused by over customization. In addition, fast ïtracking the barcoding rollout to all warehouses will 

address data integrity issues and reduce process delays due to manual interventions 

Å Focus on gaps and inefficiencies against functional requirements and Business Processes

Å Assess feasibility to upgrade to E10 comparing specific gaps. The assessment should include cost 

benefit analysis of conducting an upgrade vs. upgrading to a new system

Å Ensure key gaps are included as requirements for future implementations including; financial 

statements and stock report, Audit trails, and Enterprise Performance Module .

Å Engage vendor to remediate critical system bugs and put controls to address data integrity issues 

identified in post implementation review

Å Negotiate and agree SLAs with the Business

Å Urgently establish annual contract for customization support with vendor

Å Monitor performance against SLAs on a monthly basis, ensure consistent reporting, hold regular 

review sessions with the Business and implement reactive and proactive improvement 

measures.  

Å Ensure that IT Service Management processes, Operating Level Agreements (OLAs) and 

Underpinning Contracts (UCs) support end-to-end service targets

Å Enforce system usage to reduce manual entry to mitigate data integrity issues 

Complete roll-out of Barcode Smart Readers to all warehouses

Implement Service Level Agreements between ICT, the business and vendors

Conduct detailed Post Implementation Review of E9 

For efficiency in budgeting formulation and tracking, the ERP should be configured to 

support budgeting system.
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More Details

Page 116-

133

6. Weak Performance Management

Scope

#4 

(slide 135)

Key Findings and Implications Key Recommendations

Institutionalization of performance management process with pay-for-performance reward systems will hold 

staff accountable for achieving the strategic objectives for MSD and ensure alignment with MOHSW

Å MSDôs Performance Management (PM) framework ïDRIVE, is just over one year 

old, and the Executive Management Team (EMT) is committed and motivated to 

fully implement it.

Å There is inconsistency in how performance is reviewed as evidenced in the staff 

files. This may pose a challenge in terms of providing accurate feedback and 

putting in place an appropriate learning and development strategy for EMT.

Å Although PM is an important aspect of people management, managers are not 

formally held accountable for the process.

ÅSome targets appear exactly the same between multiple departments, which could 

make it a challenge to hold two directors accountable for performance

ÅIn addition, there is a notable mis-alignment between individual Directorsô 

scorecards and the departments. This means Directorsô efforts may be spent in 

areas that are not contributing to the achievement of the overall strategy 

ÅLack of explicit link between performance and rewards, which is an essential 

component in creating a motivational value for a significant portion of employees

Performance Management

Target Setting Alignment Against Strategy

Pay-For-Performance

ÅLack of alignment between MSDs KPI dashboard and MOHSW expectations 

hindering cooperation between two entities

ÅLMU is not appropriately measured based on effective MSD / MOHSW coordination 

despite being the primary role of this unit

MSD and MOHSW Alignment

Å Alignment of MSDôs organizational strategic goals with staff performance goals

Å Institute a consistent approach to cascade and measure staff performance goals at all 

levels within MSD

Å Develop and institute a reward and recognition system which is aligned with the 

performance management framework at MSD

Å Enhance accountability in performance management process

Å Define clear performance targets for MSD linked to theMoHSWôs expectations of the 

Department

Å Improve accountability of the LMU Unit by developing and instituting clear KPIs for the 

LMU in coordinating work between MSD and the MoHSW

Set clear performance expectations between MoHSW and MSD

Strengthen the performance management frameworks at MSD to improve staff 

performance in implementing the organizational strategy
20
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Quick Wins

Scope

#8

Implementing the set of 12 prioritized ñquick winsò recommendations will transform MSDôs operations 

significantly, with a manageable level of effort within a relatively short period of time

High

Low

Low  

High 

**
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Impact

10
Universal 

healthcare 

Governance

People

Technology

Supply Chain

Finance

Key:

19

**High Easy of implementation means that the particular recommendation requires basic (minimal) resources, minimal time and minimal process changes, while 

Low Easy of implementation means that the intervention will requires reasonably high resources allocation, longer time, and significant process changes. 

Transform MSD to an  

Authority
1

2
Improve Board 

skills mix

3
Strengthen 

Board Charter

4
Improve inter-

Directorate 

coordination
5

Improve management 

of VPs
9

Search for 

Alternative Funding6 Undertake a holistic supply 

chain system review 

7
Minimize stock out 

occurrences

8
Improve stakeholder 

management

Revision of current 

fee structure
11

12
Develop inter-agency 

agreements

13
Clearance of Govôt 

receivables

14 Upfront disbursement 

of funds

15
Prevent accumulation 

of Govôt Receivables

16 Conduct detailed Post 

Implementation Review of E9 

17

Implement SLAs 

between ICT and 

business

18
Complete 

barcoding roll-out

Improve Budgeting 

& cash management 

process
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More Details

Page 60 - 68

Quick Wins

Scope

#8

By quickly correcting issues relating to operational inefficiencies (recommendation #4 - #7), we believe that 

MSD will save approximately TZS 11.1Bn in the next year while continuing to address longer term initiatives

Inventory Holding Costs

Å Over 6Bn worth of Normal goods are Dormant, 

obsolete of slow-moving. 

Å This means MSD funds are tied up in their 

warehouses instead of earning interest at the 

market rate.

Warehousing and Admin

Å With over 11.7Bn in Expired and DOS stocks 

being stored in warehouses, MSD is incurring 

extra storage costs. 

Å Costs are incurred in terms of admin and costs of 

warehousing that includes rent, utilities, 

equipment and materials.

Wastage

Å MSD is funding over 3Bn annually demurrage 

fees due to inefficient clearing processes

Å Better controls need to be implemented to curb 

over 1.4Bn in stock theft

Å There are also costs incurred in disposing expired 

stock

Å Overall MSD can realistically aim to save 90% of 

these costs

**The value of normal DOS goods -

purchased using MSD working capital

Costs incurred storing Overstocked, 

DOS and Expired stocks

Å Demurrage costs (ICD + Storage)

Å Theft

Å Cost of destroying expired goods

Å Stock provisions

FY14/FY15 Total 

Spend (TZS)

Possible Annual 

Cost

Savings

1Bn

1Bn

20.1Bn

3.1Bn

7.8Bn

7Bn

**Since the exact value of overstocked items could not be calculated because of data limitations, this number represents the minimum savings in this area without accounting for overstocked 

normal goods currently in MSD inventory. 
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Continuously ensuring implementation of the 

recommendations and key initiatives is aligned to MSD 

strategy through: 

Å Setting and cascading clear performance targets in 

measurable terms

ÅIntegration of all directorates and unitsô implementation 

plans to MSDôs strategic objectives, and 

Å Tracking costs and benefits of initiatives being delivered

Availability of the required technical expertise in 

delivering key initiatives such as process improvement, 

skills audit & improvement of MSDôs governance 

environment .This will ensure: 

Å Improved decision making

Å Provision of critical expertise to implement specialised 

recommendations, and

Å Consistent technical approach to problem solving and 

project implementation

Å Ensure all stakeholders such as MoF, MoHSW and DPG,  

are aligned to MSDôs transformation objective and there is 

buy-in to the strategy

Å Ensure MSD is ready to embed change by coordinating the 

overall change communications plans that establish how, 

when and what change interventions are required by the 

projects throughout its lifecycle

Å Ensure that MSD has the competence to sustain change ï

i.e. build required capabilities 

Strategic alignment Change management

Program managementTechnical expertise

ÅManaging interdependencies between directorate and units 

in implementing the recommendations

Å Implement standard reporting on performance of project 

portfolio ïproduce reports and dashboards

The Results Management Office (RMO) is an ideal implementation mechanism to ensure rapid implementation of 

the recommendations with an immediate focus on the quick wins towards achieving operational efficiency

Å For MSD, the RMO will be relevant to coordinate efforts and ensure efficient implementation of recommendations. The RMO will sit within MSD, reporting directly to the DG, with 

a key role of coordinating implementation of internal recommendations and changes management, as well as following up closely on recommendations which require support of 

the MoHSW. The RMO encompasses four key elements namely Strategic alignment, Change management, Technical expertise, and Program management. The effective 

operationalization of the RMO would require a fully dedicated team with adequate technical expertise to drive implementation and review progress.

Å At the Government level, it is expected that the BRN will continue to monitor the recommendations addressed for health commodities

Implementation approach
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Detailed Report
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1. Establish the levels and sources of payment arrears at MSD. More specifically determine the age, institution, type of payment, and reason for arrear/receivable. 

2. Propose different options for clearing the current stock of receivables at MSD. In consultation with different stakeholders assess the feasibility of each of the 

options. 

3. Based on above analysis identify the root causes for accumulation of debt and working capital erosion at MSD. 

4. Develop specific short term recommendations for preventing the recurrence or further escalation of this problem. 

5. Build upon the costing study carried out by USAID to recommend an optimal/sustainable fee structure for MSD based on an efficient system of operations.  The 

fee structure should take into account fixed asset contributions, volume and product mix changes, and other variables relevant for MSDôs long term sustainability 

and self-sufficiency. MSD needs to implement an Activity Based Costing system and then use that to determine an optimal fees structure that is pegged to the 

actual costs. Costing should not be an ad-hoc one time exercise but instead an ongoing activity facilitated through a good IT and accounting system. 

6. Understand MSD budget formulation process and assess opportunities for improvement. Also study cash management practices at MSD and explore opportunities 

for improvement. 

7. Propose efficient business models for the CMS building on the existing work, looking operations of the CMS and from areas of efficiency improvement observed 

from the understanding of the root causes of the challenges currently experienced

8. Understand governance structures at MSD and explore opportunities for improvement including having stronger financial management capabilities at MSD board. 

9. Develop KPIs (dashboard) that can provide a comprehensive but succinct picture of financial flows in MSDôs supply chain to MOHSW, Finance Ministry, MSDôs 

Board of Trustees and development partners. 

10.Provide options for the governance structure required to ensure maintenance of the new fee structure taking into account the possibility to maintain the current 

structure or to change into an Agency.

Our work aimed at building upon existing studies to understand the undelaying causes of MSD financial challenges 

and how can they be resolved for sustainable operations. Specifically, our scope entailed;

Goal of the Assignment
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Our overarching approach involved strong stakeholders involvement and drew on our ability to bring on board a 

team of trained and experienced professionals and subject matter experts. Our approach and methodology was 

underpinned by the following elements;

Stakeholders Interviews 

Throughout the assignment , we ensured close engagement 

and participation through interviews and discussion with 

critical internal (staff) and external stakeholders. This include 

MSD Executive Management team, MSD Board of Trustee, 

Ministry of Health and Social Welfare, Project Steering 

Committee,  select managers and staff, customers, suppliers, 

Developing Partners community and other relevant 

stakeholders. A full list of interviewee is provided in the 

appendix section of this report. In addition, we held a 

stakeholders workshop on 10th November 2015, which was 

attended by over 70 participants.

Documentation and Data Review

Key to our approach was to build upon the existing 

reports from various studies done previously. Our team 

reviewed various internal and external reports through out 

the assignment, to ensure a full rounded understanding of 

the challenges which MSD faces. This include, BRN 

Reports, MSD Act, JSI costing study, and MSD 

management reports. This also involved online research 

and review of publicly available information. A full list of 

documents reviewed is provided in the appendix section.

Benchmarking

In order to provide a fair view, analysis and understanding of MSD issues, it was critical for our team to benchmark MSDôs performance 

measures against similar institutions across the region. Our selection was based on institutions with similar mandate and how such 

organizations address or have addressed similar challenges faced by the MSD, therefore providing a learning platform to MSD. Together 

with the steering committee, we selected the following organizations for benchmarking;

Å Kenya Medical Supplies Authority (KEMSA) ïKenya,

Å National Medical Stores (NMS) ïUganda,

Å Medical Stores Limited (MSL) ïZambia, and

Å Medical Stores Office (MSO) ïIndia

Note: The financial information of these benchmark organizations were not publicly available which limited our comparison.

Data 

Analysis

Approach and Methodology
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Debt Analysis
MSDôs level of receivables and payables have been growing over recent years. Our 

Analysis focused on;

ÅUnderstanding the current levels, ageing and make up of the debts; and

ÅPayables ageing

Fee Structure
Due to growing concerns on the appropriateness of MSDôs fee 

structure, our team undertook the following; 

ÅReview the appropriateness of current fee structure; and

ÅReview the various proposed options for MSD fee structures

Governance and 

Legal
In order to understand the 

current Governance and 

Legal framework, and how 

it impacts MSD, our team 

reviewed the following;

ÅGovernance Structure 

(internal and external)

ÅMSDôs legal mandate 

(challenges and legal 

limitations) 

Supply Chain Process Review

Our team carried out a high level review 

of the supply chain process from demand 

estimation to distribution. Specifically, the 

team reviewed; 

ÅForecasting and Planning Process

ÅProcurement process

ÅWarehousing/Storage

ÅDistribution and fleet management

People
People capabilities is a key function of any self sustained and performing 

organization. In order to provide practical recommendations for MSD sustainability, 

our team reviewed the following;

ÅFinancial management capabilities at Board and leadership level

ÅStaff Performance Management system

Technology
Our team reviewed the Technology environment at MSD and how it impacts  or 

supports organizational performance. Specifically, our team reviewed;

ÅSystem (EPICOR) reporting and operational capabilities, and

ÅOngoing technological innovations e.g. eLMIS

Operating Model

Financial Model

To achieve this, we divided the work into different work streams which carried out a detailed diagnostic review of 

MSD and its external environment to gather the most relevant information regarding MSDôs Governance, 

operational , and financial aspects and identify improvement opportunities. 

Working capital erosion
Despite various efforts to recapitalise MSD, its capital level has been eroding over time. To 

enable a better understanding of the problem, our team performed the following;

ÅReview of MSDôs capital erosion trend; and 

ÅReview the root causes of the working capital erosion at MSD.

Budgeting and Cash management Practices
Budgeting and cash management practices have a huge 

implication in determining the long term financial sustainability of 

MSD. Out team reviewed the current practices to identify 

improvement opportunities.

Approach and Methodology
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Given the depth of the analysis required, which encompassed the internal and external environment, we selected 

several of the best-in-class tools and methodologies from Deloitteôs global library of resources to conduct the 

strategic review. A summary of the tools and methodologies is outlined in the table below.

Tool/Methodology Description

A
ll

 w
o

rk
s

tr
e
a
m

s

Document Reviews (Desk Top Research) Review of documents provided by MSD and different 

stakeholders including previous consultancy reports, 

financial reports, HR reports, and Legal documents

Staff interviews Questionnaires were developed by the Deloitte team to 

collect information relevant for the scope of work. 

Interviews were conducted by the Deloitte team.

Customer Interviews Interview and surveys conducted by the Deloitte team, in 

Dar Es Salaam, Mwanza and Mtwara

PESTEL Analysis Macro analysis review of the Political, Environmental,

Social, Technological, and Legal aspects of the current 

landscape

Culture Print Survey Culture Print provides a ñhardò and tangible way to 

understand the ñsoftò and complex issue of culture at

MSD. 

Approach and Methodology
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Tanzaniaôs macroeconomic landscape is overall positive owing to its steady economic growth, growing population, 

and the expected development in several service sectors

Source: Economist Intelligence Unit, Tanzania Country Report 2015; African Economic Outlook

Real GDP growth: 7.0% (2014)

Population: 47.4 M (2013)

GNI per capita: 1730 (2013 PPP US Dollar)

Urban population: Approx. 13 M (29.6% of total 
population) (2012)

ÅTanzania hosts a steady and ever growing economy with most of its 

sectors expected to grow in line with the economy. 

ÅWith the support of several development partners, Tanzania has been 

able to make important economic and structural reforms to sustain its growth 

rates. However poverty is still widespread in the rural areas.

Indicators

Technology

Several technological advancements like the increased use of 

social media and telemedicine have provided the healthcare 

sector with opportunities for alternative business models and 

increased access and reach to its customers

Socioeconomics: Population growth

Population growth averaged at 2.7% between 2002 and 

2012 coupled with an increase in urbanization with 

29.6% of the population living in urban areas. This will 

increase the demand for healthcare services and require 

substantial investment to address.

Country Overview

Economic growth

There has been steady economic growth, with GDP 

expected to rise by 6.9% in 2015, the economy is expected 

to witness a rise in disposable income which will in turn 

increase the demand for various services including 

healthcare. 

Legislative: Regulatory framework

The Ministry of Health and Social Welfare is mandated to formulate 

health and social welfare policies and to monitor and evaluate their 

implementation

Macroeconomic Assessment
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Tanzaniaôs economy has been growing steadily over the past 4 years, and is projected to continue growing in the 

coming years suggesting stable environment for MSD operations

ÅThe GDP in Tanzania was worth 49.18 billion US dollars in 2014

ÅReal GDP grew by 7.0% in 2014; main contributors to growth being the 

construction, trade, agriculture and transport sectors 

ÅReal GDP is forecast to rise by 6.9% in 2015, underpinned by a loose 

fiscal stance ahead of the elections and rising investment in the natural 

gas sector 

ÅPer capita GDP is also expected to continue to grow, signifying that 

economic growth will be much more broad based going forward

ÅThe services sector is forecast to grow quickly, driven by 

telecommunications, transport and financial services. Manufacturing is 

also expected to grow at a healthy pace as further progress is made in 

boosting local processing of commodities 

Source: Economist Intelligence Unit, Tanzania Country Report 2015; African Economic Outlook

Economic Outlook Real GDP growth rates 2006 - 2016

Implication for MSD: Sustained economic growth may result in higher disposable incomes, thus increasing the purchasing power of the 

people; this could increase the demand for various options for medicine and medical supplies. Additionally, growth could benefit other sectors 

including transportation, leading to increased access to supplies and medicines.
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Curbing inflation has been the Governmentôs key focus for the last few years with a view to maintaining 

macroeconomic stability; suggesting stable pricing structures for MSD 

Implication for MSD: MSD is susceptible to inflationary pressures, particularly when sourcing imported supplies. An increase in inflation rates 

will subjecting consumers to face higher prices. Thus MSD needs to observe fluctuations in inflation rates and manage it well through alternative 

business models and the procurement of affordable supplies to reduce burden to the final consumer

ÅAlthough inflation remains below BoTôsmedium-term target of 5%, 

headline inflation rose to 4.5% year on year in April, up from 4.3% of the 

previous month, reflecting a pick up in prices of some key local staple 

food items (maize, rice, potatoes and cassava)

ÅDue to decline in global commodity prices, average inflation will moderate 

to 5.7% in 2015, down from 6.1% in 2014

ÅInflation will then increase to an average of 7.6% in 2016-2019, mainly 

coming from imported inflation, reflecting a renewed rise in global food 

and oil prices, combined with continued currency depreciation

ÅThere is a risk that a renewed drought over the next five years could 

cause a spike in domestic food prices, leading to a worse inflation 

outcome

Source: Economist Intelligence Unit: Tanzania Country Report 2015; National Bureau of Statistics; AfDB Statistics Department 

Overview Inflation, consumer prices (annual %)
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The rising population coupled with increasing urbanization will further put pressure on the health sector to the 

expected increase in demand that will result from these phenomena. The changing demographics may also impact 

MSDôs choice and distribution of medicine and medicine supplies

Implication for MSD: The growing population and increased urbanisation implies increased demand for medicine and medicine supplies especially in 

urban areas. The transformation of MSD will need to start now to prepare with the upcoming increase in demand

ÅTanzaniaôs population has grown at a rate of 

2.7% per annum between 2002 and 2012

ÅThe UN has projected that Tanzania will be the 

worldôs fifth populous country in the world by 

2100
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Tanzania National Bureau of Statistics

Population Division of United Nationsô Department of Economic and Social Affairs

Å29.6% of total population reside in urban 

areas

ÅThe UN estimates that by 2050, 53.9% of 

Tanzanians will reside in urban areas

Å5.6% of the Tanzanian population is aged 60 

and above; which has remained constant over 

the years

Å47.3% of total female population are of 

reproductive age (15-49 years)
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Despite the health sector being a top priority in Tanzania, major problems in terms of technical and resource 

capability limit its impact to the people. Lack of accessibility and affordability of medical supplies constitute the 

bulk of the issue

Implication for MSD: The demand for medical supplies is not being met due to budget constraints; MSD will need to become creative in 

sourcing ways to better cater to the needs of the people while increasing the accessibility and affordability of medicine and medicine supplies

Overview Health sector funding 

Source: Implications of Health Sector Reforms in Tanzania: Policies, Indicators and Accessibility to Health Services

Å More than 30% of Tanzanians live below the poverty line, most of 

these live in rural areas and have irregular incomes making it difficult 

to meet out of pocket health expenditures

Å Many poor people, particularly women and children fail to access 

quality health care

Å Tanzania currently has about 7 beds per 10,000 people compared to 

14 beds per 10,000 people in Kenya

Å Government contribution to the national medicines and health 

commodity requirements has not increased significantly given 

population growth, inflation and other factors in the last six years

Å Twaweza study in 2013 found that 41% of patients were not able to 

get the medicine they need directly from a public health facility
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The Tanzania Health Sector has been prioritized in helping the country in its move to become an economic 

powerhouse; the Big Results Now initiative particularly has singled it out as  an area of top priority and several 

health reforms are underway to realise the goals set

Implication for MSD: The importance of the health sector has been clearly stated; MSD needs to play its part in ensuring that the goals set are 

met in an efficient and optimal manner. This may require an assessment of the current capabilities and their ability to meet the BRN goals and an 

implementation plan to address any gaps or challenges.

Overview Health status indicators

Source: Implications of Health Sector Reforms in Tanzania: Policies, Indicators and Accessibility to Health Services; Snapshot: Tanzaniaôs Health System (2015)  

Å Currently, Tanzania has an extensive network of over 7,000 

healthcare facilities (both public and private HFs)

Å The health sector intends to implement four priorities that are: 

equal distribution of skilled health workers from the lower level of 

primary health care, quality delivery of services, availability of 

important drugs and health equipment, strengthening reproductive 

health of mother and child by reducing at least 60 percent mortality 

rate by 2018

Å About 10-15% of the population is currently covered by health 

insurance 
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Although Tanzania pursues a managed-floating exchange rate regime, the TZS continues to moderately depreciate 

against the US dollar  and this trend is expected to remain over the short term

ÅThe Tanzanian shilling averaged 1399.07 from 2003 until 2015,reaching 

an all time high of 2260.80 in June of 2015 and a record low of 1014.30 

in December of 2004.

ÅOn the back of a large trade deficit, reduced inflows of aid and a strong 

US dollar, the Tanzania shilling fell by 9% against the US currency 

during the course of 2014, and has depreciated a further 12% in the 

first four months of 2015

ÅAlthough the Shilling is expected to stage a slight recovery once the 

elections are over, it will depreciate further over the period from an 

average of Tsh 1,976: US $1 in 2015 to Tsh 2,425: US $1 in 2019 

impacted by the continued large current account deficit

Source: Economist Intelligence Unit

Overview TZS per Unit of Foreign Currency 

Implication for MSD: Ffluctuations in rates which may not have been predicted definitely affects MSDôs purchasing power as the budget for 

supplies is set at the beginning of the financial year and in the local currency. MSD might need to set in place a contingency strategy to alleviate 

exchange rate losses so that supply of medicines is not affected.
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While Health care accounts for 10% of global GDP, only 7.1% of the Tanzania GDP is spent on Health, 

suggesting a need for transformation. Cost pressures, changing demographics,  Digital innovations, and 

regulatory environment continue to shape the sector

Cost: Most of the worldôs regions are facing a formidable challenge to manage the rapidly increasing cost of health caree.g In Japan 

government has begun a number of initiatives of control spending like use of cheaper generic drugs etc.

Changing Dynamics: Dynamic market forces requiring providers and health plans to rethink traditional business models to better 

address shifting health care challenges and opportunities  E.g. South African Health strategic plan includes re-engineering of countryôs 

system of primary health care. New areas for healthcare will require a strong behavioural component to address issues like tobacco use, 

harmful use of alcohol, physical inactivity and poor diet

Transformation and Digital Innovations: Adoption of new digital advances such as electronic health records, mHealth applications, 

and predictive analytics is transforming the way physicians, payers, patients and other stakeholders interact E.g. In India major 

hospitals have adopted telemedicine services to address the fact that 80% of physicians reside in urban population leaving only 20% for rural 

population. 

Regulatory environment: Rapid clinical and technology changes; increased scrutiny by governments, the media, and consumers; 

more sophisticated risk-monitoring techniques; and coordination across agencies and regions add pressure on authorities to protect 

patients Health, Safety and Privacy e.g India has proposed establishing a National Health and Medical Facilities Accreditation Authority 

(NHMFA) to define health care facility standards in the country.

Key Trends
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Move from 
curative to 

preventative

ÅIncreasing focus on wellness campaigns. 

ÅFor example in EthiopiaïGovernment has launched a  mobilisation campaign targeted at young women who are often closest to the 
main beneficiaries of primary care in the hope that more will train as health extension workers

Revamping 
healthcare 

delivery

ÅProactive models of healthcare where ñhealthcare comes to the people, and not the people must come to healthcareò

ÅRelying more on technology to provide alternative options of healthcare

ÅFor example in South Africa ïmobile health initiative that sends 1m-2m messages a day to citizens providing information or asking 
them to call the national Aids health line

Finding 
sustainable 
financing

ÅFinancing in Africa is a combination of meagre public spending, heavy reliance on foreign donors and large dependence on out of pocket 
contributions and user fees

ÅMicro-insurance plans can be a potential solution for covering poor and middle class populations who do not have access to employment 
related and other private schemes

ÅRwanda ï91% of the population belongs to one of three health insurance schemes

ÅFor example in Ghana ïNational Health Insurance Scheme has made it mandatory for all residents to be members of a district mutual 
health scheme, private commercial insurance scheme or private mutual health scheme

Several countries are moving from curative to preventive care in addition to increasing accessibility of health 

services while striving for sustainable health funding schemes

Source: Economist Intelligence Unit: The future of healthcare in Africa (2012)

Key Trends
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Key Theme Overview

Strategic

Performance 

ÅDespite limited and declining funding level from the Government, the MSD has been able to deliver on its mandate by increasing 

revenue collection from other sources (normal sales) from TZS 16bn in FY14 to TZS 31bn in FY15 to address a strategy for survival. 

ÅEstablishment of the Strategic Business Units (SBUs) has improved revenue collections as well as improving operational efficiency.

Logistical 

Upgrades

Å Implementation of Direct Deliveries to all health facilities in the nation. Initially medical supplies were first transported to the District 

Management Officer (DMO) for disbursement to health facilities. Direct Delivery System has reduced delays in delivering medicine to the 

users, and minimized stock theft.

ÅConstruction of donor funded warehouses (Warehouse-in-a-box) built in 6 locations Mwanza, Dar es Salam, Mbeya, Dodoma, Tabora 

and Tanga increasing storage space and reducing rent costs. 

Å Implementation of the route and network optimization approach has brought notable success to the MSD. The organization has 

minimized inefficiencies in its distribution process (last mile) by avoiding duplication of efforts and improving turn around time enabling 

MSD to cut down its distribution cost by approximately 17% of its previous total distribution cost. 

People 

ÅDespite operating in a highly competitive labor market, MSD has kept its staff attrition rate exceptionally low at 0.3%. This can be 

attribute to good working environment, staff development programs, and lucrative staff remuneration and benefits. This needs to be 

leveraged upon for the transformation.

Advancements in 

Procurement 

procedures

ÅSince 2013, prime local vendors were contracted to bridge supply of medical products whenever stock outs occurred. Service level

agreements require prime vendors to supply medical supplies within 2 to 3 days.

ÅAlso starting FY13, the MSD has been entering into framework contracts with suppliers for all its normal business so as to reduce lead 

times for supply against orders. This form of contracting is an industry best practice.

In the recent past, MSD has made some progress towards attaining its vision. Below are key highlights on 

selected MSD successes

MSD Successes
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Impact Criterion

High ÅSignificant impact on supporting operational and financial transformation

Medium ÅMedium impact on operational and financial transformation

Low ÅLimited operational/ financial/ risk implications

Ease of 

Implementation

Criterion

Low

ÅWould require large changes in the processes

ÅMay require large budget allocation 

ÅMay require longer time

Medium ÅThe implementation requires change in process currently adopted by the stakeholders and 

would require monitoring and follow-up towards implementing the change

ÅRequires a small budget allocation in terms of people and technology time

High ÅThe implementation requires basic change in action items 

ÅRequires no or very minimal budgetary allocation

We categorize each of the improvement 

opportunities based on their level of ñImpactò 

and ñEase of Implementationò. 

Criteria definition

Findings and Recommendations
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Current Governance Structure

President

Minister

Members of Board of Trustees 

(8)

Chairperson of 

Board

Director-General

Other Employees

Board Committees

Directors of the 

Department

Board of Trustees

Chain of appointment 

MSD Act (1993) stipulates clear chain of appointment and levels of authorities, with the Board being 

accountable to the Minister of Health and Social Welfare

Governance
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Most institutions with similar mandate like MSD, operate as Body Corporates governed by the Board of Directors 

which has legal mandate in making strategic decision

Theme MSD - Tanzania KEMSA - Kenya NMS - Uganda MSL - Zambia MSO - India

Business Model Autonomous department under 

the Ministry of Health and Social 

Welfare

Corporate body with 

perpetual succession, a 

common seal and may be 

sued or sue in its corporate 

name

Corporate body with 

perpetual succession, a 

common seal and may be 

sued or sue in its 

corporate name

Autonomous state owned 

company wholly owned by 

the Government

Subordinate office of the 

Ministry of Health and 

Family Welfare 

administered 

Governing Board Board of Trustees

Final approval of decisions 

regarding operations is made by 

the Minister

Board of Directors

Final approval of decisions 

regarding operations is 

made by the Board

Board of Directors Board of Directors Board of Directors

Board appointment 

procedures

The Chairperson to the board 

is appointed by the President.

The Director General (a 

secretary to the board) is also 

appointed by the President.

The other eight members are 

appointed by the Minister

Non-executive Chairperson 

competitively recruited and 

appointed by the President.

The four other persons 

competitively recruited and 

appointed by the Cabinet 

Secretary 

All the directors 

appointed by the Minister.
Members are 

government civil 

servants auto allocated 

based on their role 

Governance (Board 

committees)

Finance and Administration 

Technical 

Audit and Risk 

Technical evaluation

Procurement oversight 

Tender

Human resource 

Audit

Evaluation 

Procurement 

Contract

Procurement

Tender opening 

Tender evaluation 

Integrated purchase 

advisory 

Governance
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Key Features of a Department (normal Agency) and implication to MSD

ÅAs a department, MSDôs autonomy is limited because it relies on directives and approvals from the MoHSW. This affects MSDôs ability to operate independently and effectively 

under commercial principles.

ÅAs a department, MSD is governed by the Board of Trustees. This implies that, the Board does not have mandate to make final decisions on the strategic issues. Final 

decisions depend on approval from the MoHSW

ÅMSD is not financially independent. It does not have power to make final decisions on its cash flow, including ability to enforce its cash policy, ability to borrow from financial 

institutions, ability to enter into contracts, ability to sure and be sued and ability to invest. This affects MSDôs financial independence.

ÅWith regard to any contracts that MSD enters into, it means any dispute or legal case has to be referred to the Attorney Generalôs office

Key Features of an Executive Agency and implication to MSD

Key Features of an Authority and implication to MSD

Å The Permanent Secretary (PS) of the MoHSW shall be responsible for the strategic management of the Agency, and for that purpose may give directions to the Chief ï

Executive of the Agency. This will still limit the MSDôs ability to operate as a fully autonomous entity as it will be reliant of the directives from the PS.

Å The Permanent Secretary of the MoHSW shall be responsible for the discipline and control of the Chief Executive. This will to a greater extent jeopardize the powers and 

autonomy of the Chief Executive to operate independently.

Å The Executive Agency shall have a Ministerial Advisory Board which with members appointed by the Minister. This means the Board powers will be limited to only act as 

advisors as opposed to directors which may limit the Board's powers in making strategic decisions. The Board will therefore still be reliant on the MoHSW to make key 

strategic decisions.

ÅThe Permanent Secretary will act as the Chairman of the Advisory Board. This could limit the Boardôs ability to operate independently.

ÅThe autonomy will be extended, giving powers to MSD to operate independently financially and operationally with minimal interference from the MoHSW.

ÅAs an Authority, MSD will have the Board of Directors for strategic guidance as opposed to the Board of Trustee. The Board of Directors will have final mandate to make 

strategic decisions which will cement its operational independence

ÅWith MSD being a strategic unit of the MoHSW, the MoHSW will still be involved in providing key directives periodically without jeopardizing the entity's day to day 

autonomy. For example key decision such as changing the of the fee structure for medicine and medicine supplies will still require the MoHSWôs approval. In addition, the 

MoHSW will have representation to the Board, to represent the interest of the ministry, although the representative must have the skill set required to the Board.

ÅAs the Authority, MSD will be fully liable to manage its cash flows, thereby being responsible to enforce its cash policies and make any other key financial decision relevant 

to enable it operate independently under commercial principles.

ÅAn authority is capable of suing and being sued in itôs own corporate name.

Governance
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Becoming an Authority will allow MSD to enjoy a number of benefits which are necessary to resolve some of the 

critical challenge facing MSD in its current state as a Department

Prerequisite

¸ There must be a robust public financial 

management system at MSD. Existence of 

a strong financial management system is a 

necessary condition for MSDôs effective 

transformation to an authority.

¸ There should be clear guideline on how 

MSD will operate as an Authority without 

undermining the role of MoHSW in making 

critical decisions that affect the health care 

system, such as pricing of medicine and 

medicine supplies.

¸ There should be clear demarcations on the 

role of MoHSW versus the role of MSD as 

an Authority to avoid conflict of interest.

¸ The MoHSW should issue clear guidelines 

on how MSD as an Authority will partner 

with private institutions.

¸ The MoHSW should issue a guideline on 

how MSD as an Authority will sell medicine 

and medicine supplies to private institutions

Advantage Disadvantage

As an Authority, MSD will benefit from;

¸ Ability to operate independently as a fully autonomous entity with minimal 

intervention from the MoHSW

¸ Freedom to sell to private institutions to increase revenue sales

¸ Freedom to sell out of catalogue (branded medicine) which will increase revenue 

sales

¸ Ability to invest funds directly or though PPP arrangements which will grow MSDôs 

working capital

¸ Ability to enforce financial policies such as cash and carry policy and have fully 

control on its cash flow which will protect its working capital

¸ Ability to enter into agreements directly with VPs which will harmonise procurement 

processes and mitigate challenges resulting from poor coordination of VP logistics 

between MSD and VPs

¸ Changes on the Governance body from Board of Trustee to Board of Directors, 

thereby vesting all decision making powered within the Board of Directors which will 

improve accountability of the Board, and powers of the Board in guiding MSD

¸ Being a body corporate with perpetual succession and a common seal with ability 

to sue and be sued, inter into contracts or perform transactions in its own name

Governance
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operating 

commercially is not 

well defined, it could 

result in more focus 

on commercial 

ideology as opposed 

to being service driven
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Transforming MSD to an Authority will be necessary step towards establishing its sustainability, which will allow 

MSD to operate independently with decision making authority vested within the Board of Directors

Findings/Current 

Reality

Implication to 

MSD

Industry Benchmark Recommendations Impact Ease of 

implementation

Timeline Responsible

Á Autonomy is 
limited since the 
MSD operates 
under the Ministry 
of Health pursuant 
to the Medical 
Stores Department 
Act, 1993.

To note: MSD has 
submitted to the 
Ministry an 
amendment to the 
MSD Act to  
transform it to a 
corporate body ñThe 
Tanzania Medical 
Stores Authority Actò.

Á There are limited 
powers vested on 
Board of Trustees. 
Key decisions 
require approval of 
Minister/Governme
nt since the 
Trustees are 
responsible to the 
Minister.

Á The governance 
framework 
relies on the 
Minister for  
final approvals/
directives.

Á The
Government 
has power to 
sanction key 
decisions not 
deliberated by 
the Board of 
Trustees.

Á Corporate Body that is autonomous 
either incorporated as a Parastatal / 
State Corporation; or Limited Liability 
Company; 

Á For instance, KEMSA is an Authority 
that is a Body Corporate (Kenya); 
National Medical Stores is a 
Corporation that is a Body Corporate 
(Uganda); Medical Stores Limited 
(Zambia) is an autonomous 
government agency established 
under the Companies Act of Zambia. 
In India, (KMSCL) Kerala Medical 
Services Corporation Limited is 
registered as a limited company 
under the Companies Act of India 
and fully owned by the Government 
of India.

Á Key decisions are discussed and 
resolved by the Board of Directors. 

Á The governing body in KEMSA, NMS 
and KMSCL is the Board of 
Directors.

Á Government appoints its 
representatives as Directors in the 
Board to represent government 
interests.

Á Transform MSD from a 

Department to a Body 

Corporate (Authority) with 

powers vested on the 

Board of Directors. This 

will enable the entity to 

achieve its purposes 

efficiently, be able to 

partner with other 

institutions, be able to 

invest, be able to borrow 

e.g. from banks, and 

institute a Board of 

Directors empowered to 

make key strategic 

decisions. 

1 ï4 yrs PS ïMoHSW

and DG - MSD
Low

Governance
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Irrespective of an Authority or Department, skill set within the Board should be improved to include the necessary 

skills required for each board committee to effectively execute its mandate

Findings/Current 

Reality

Implication to MSD Industry Benchmark Recommendations Impact Ease of 

implementation

Timeline Responsible

Á Tenure of Board 

members is defined in 

the MSD Act but the 

term is not limited. 

Á Directorsô 

composition, 

qualifications and 

skills not defined in 

MSD Act

o Presently MSD has 

communicated to 

the Ministry on the 

required skill-sets 

for the Board 

members.

Á The Board is 

comprised of: medical 

doctors, public health 

practitioners, and 

members of 

parliament. Although 

some might have 

education background 

in finance, they do not 

practice.

Á Limiting of terms for 

Directors will allow 

for Succession 

Planning and 

injection of new skill 

sets, ideas and 

experience into the 

Board.

Á Directors appointed 

may not have 

specific 

competencies to 

adequately perform 

their role. For 

instance, at least 

Directors nominated 

to the Audit and Risk 

Committee should 

have competency in 

accounting/finance.

Á The absence of 

varied skill 

compromises the 

quality of discussions 

including time spent, 

types of issues 

discussed and use of 

alternative routes to 

verify financial 

reports.  

Á A fixed term tenure that is 

eligible for renewal for 

only one more term, for 

instance the KEMSA Act 

provides for a term of 3 

years for the Chairperson 

and the four competitively 

recruited Directors who 

are eligible for re-

appointment for one 

further term of three 

years.

Á The composition of 

Directors should allow for 

the diverse skill-set and 

experience required to 

undertake the mandate of 

the Board

Á Qualifications for Directors 

are specified with respect 

to subject expertise e.g. 

pharmacy, medicine, 

corporate law etc. 

Á Example is the KEMSA 

Act (Kenya) and National 

Medical Stores Act, 1993 

(Uganda)

Á KEMSA has 4 Directors 

recruited competitively 

and are placed based on 

their expertise in the 

relevant field.

Å Limiting the term with respect to the 

number of times a Director / Trustee 

can be re-appointed to the Board.

Å Staggering the terms of the Directors 

to ensure that all Directors do not 

retire and leave the Board at the 

same time.

Á MSD Act should be amended to 

include specification on the 

composition of the Board to allow for 

the diverse skill-set and experience 

that match the core business of MSD, 

such as: supply chain management, 

pharmaceuticals, accounting/financial 

management, logistics. For instance, 

Directors nominated to the Audit and 

Risk Committee should have 

competency in accounting/finance. 

This can be achieved through;

o The Minister issuing 

Regulations that define the 

composition and 

competencies of the Board.

o The Regulations issued 

should have a component of 

competitive recruitment of 

members of the Board.

0 ï6 Months

1ï2 years

PS - MoHSW

PS-MoHSW

Strategic Review of MSD

High

High

Governance
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Establishing and enforcing Board Charters for each Board Committee, in addition to annual Board evaluation will 

improve commitment of the Board

Findings/Current Reality Implication to MSD Industry Benchmark Recommendations Impact Ease of 

implementation

Timeline Responsible

Á Role of Board Secretary 

combined with Director-

General. 

Á Board Performance 

Evaluation currently not 

undertaken. 

o A presentation on 

Board Evaluation has 

been undertaken and 

presented to the Board 

of Trustees by Deloitte

o The  Treasury 

Registrar is currently 

working on regulations 

with respect to Board 

Evaluation.

Á There exists a Board 

Charter and Terms of 

Reference for Board 

Committees

Á Legal duties should be

undertaken by the Board 

Secretary (Corporate

Secretary) and the role

includes advise to the Board. 

Á Board Secretary position 

normally held by an individual 

with legal qualifications but the 

position of Director-General is 

sometimes not held by an 

individual with legal 

qualifications. 

Á Board Evaluation identifies 

strategic priorities and gaps 

between strategy and delivery. 

Without it, review of practices / 

procedures to improve 

governance and be more 

efficient will be lacking.

Á Board Evaluation also informs 

the re-appointment of

Chairperson / Trustees 

/Directors

Á The Board Charter and Terms 

of Reference for Board 

Committees provide guidance 

on responsibilities and duties 

of the Board and Committees

Á Secretary to the Board 

is not combined with a 

Director role and the 

Secretary has requisite 

qualifications.

Á For instance in Uganda, 

the Secretary is not a 

Director and is 

appointed by the 

Minister.

Á Pursuant to Corporate 

Governance Best 

Practice, Board 

Performance Evaluation 

is undertaken on an 

annual basis.

Á Existence of Board 

Charter and Terms of 

Reference for Board 

Committees is good  

corporate governance 

practice.

Å To separate the role of 

the Secretary of the 

Board to be held by an 

individual who is not 

the Director-General. 

This can be done 

through regulations 

issued by the Minister 

or an amendment of 

the MSD Act.

Á To implement the 

recommendations on 

Board Evaluation that 

will come from the 

Treasury Registrar.

Á To review and refresh 

the Board Charter and

Terms of Reference 

for Board Committees 

to align to best 

practice.

0 ï6 Months

0 ï6 Months

0 ï6 Months

PS - MoHSW

DG - MSD

Board Secretary

Low

Low

Low

Governance
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Improving decision making process at the Board level will increase scrutiny of the root causes to various financial 

challenges of MSD and provide appropriate recommendations for resolution

Findings/Current Reality Implication to MSD Industry Benchmark Recommendations Impact Ease of 

implementation

Timeline Responsible

Á There are no programs for Board 

induction and continuous  trainings

Á There is no evidence that the Board 

makes sufficient number of 

resolutions to address financial 

matters. For instance, in the 130th 

Meeting held on 29th August 2014,  

the Members discussion on Quarter 4 

performance contained the following: 

concern for lack of priority accorded 

to MSD; proposal for BRN work to 

come up with permanent solution for 

MSD woes; comment on the uneven 

budgeting of MoHSW on facilities. 

However, there was no decision 

made on how the Board may go 

about addressing these challenges. 

The same is evident in the 135th 

Meeting held on 05 June 2015, 

whereby there was a discussion 

about disbursement from the Basket 

Fund and inadequate budget for 

medicines. 

Á The Board may not 

be updated on 

changes or 

requirements for 

corporate 

governance 

necessary to 

deliver their roles 

effectively

Á Lost opportunity to 

make resolutions 

that have a positive 

and lasting impact 

on MSDs overall 

position i.e. 

financial, corporate 

image and 

effectiveness

Á At least annual 

Board trainings and 

refresher courses to 

improve efficiency 

strengthen 

knowledge on best 

practices for 

corporate 

governance

Á Issues above 

managementôs 

control are 

vigorously discussed 

by the Board; and

Á Board makes 

decisions on how 

they shall address 

issue and provide 

management with 

way forward 

Å There should a program to 

ensure continuous training 

for Board members to enable 

them to better perform their 

duties and to keep informed 

about developments in areas 

such as the Pharmaceutical 

and Medical industries, 

corporate governance and 

Director responsibilities. This 

could include trainings on 

financial oversight, board 

governance, ethics etc.

Á Board to identify its main 

stakeholders; and

o Develop a comprehensive 

stakeholders strategy in 

line with the MSTP II; and 

o Operationalize the 

strategy annually in line 

with the business plans;

Á Discuss and agree with 

MoHSW on an escalation 

process for critical issues so 

that they may be resolved in 

a timely manner

0 ï6 Months

0 ï6 Months

Board 

Secretary

DG -MSD

High

Low

Governance
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Having strong accounting and financial management skills within the Board will ensuring a comprehensive 

review of financial papers on MSD performance during Board meetings

Findings/Current Reality Implication to MSD Industry Benchmark Recommendations Impact Ease of 

implementation

Timeline Responsible

Á The is no evidence that Members 
adequately address financial 
papers and MSD performance 
reports submitted by the 
management. 

Å For instance, in the 70th Board 
Meeting held on 29th April 2015, 
the board paper had 4 items 
submitted for approval: Annual 
Business Plan and Budget; Price 
Catalogue, Proposed new Vertical 
Program Charging Mechanism, 
and Renewal of Directorôs 
contract.

Å Only one paper was presented 
i.e. the Annual Business Plan and 
Budget. However there were no 
comments, queries or resolution 
on any of the 4 papers.

Å The same is evident from the 62 
Meeting held on 25th August 
2014, whereby there was no 
discussion on the financial 
implications of óworking capital re-
financingô. Or in the 66th Meeting 
held on 18th December 2014 on 
the letter of credit before either 
was approved

Á High 
dependence by 
the Board on 
management to 
interpret financial 
information; 
which might 
impair the level 
of required 
independency 
between the two 
levels

Á Approvals and 
decisions being 
made without 
having taken into 
consideration the 
financial 
implications for 
the organization 
at the macro 
level

Á Board to 
effectively 
challenge  
managementôs 
assumptions and 
deliberate in 
details the 
financial 
implications before 
approving budgets 
and financial 
performance 
reports

Á A broad range of 
performance 
indicators to 
monitor 
managementôs 
performance vs 
solely based on 
financial 
statements 
provided by 
management.

Á Have a broad range of skills 

that mirror MSD core business. 

The skills holders should be 

actively practicing in their field 

in either public and/or private 

sector

Á Develop performance 

indicators and means of 

assessing managementôs 

performance as needed. These 

should focus on both the ówhatô 

and the óhowô

0 ï6 

Months

PS- MoHSW
High

Governance
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Beneficiaries
Health Facilities Central Store Zonal Store 

Key:

Distribution: transportation of health commodities

Information: transfer of data 

(orders, consumption, stock  levels etc)

Procurement and 

Logistics 

Directorates

Port/Goods Receiving Point

Below is a high level overview of MSDôs information and commodity flow in fulfilling its legal mandate of  

procuring, storing and distributing health commodities to all public health facilities in Tanzania

Supply Chain
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Strategic Review of MSD

The growing disparity between budget needs and amount disbursed adversely affect MSDôs ability to meet the 

needs of health facilities and Tanzanian citizens

Findings  and Implications

ÅDisparities between annual allocated budget and 

actual amounts disbursed has grown from 4% in the 

FY12/13 to 51% in FY14/15. 

ÅDisbursement is done in multiple ad hoc installments 

which significantly affects MSDôs supply chain planning.

ÅFailure to disburse approved funds timely makes MSD fail 

to distribute available stock timely. This affects the MSDôs 

warehouse and inventory management due to poor 

commodity flow from MSD warehouse to Health facilities 

which could result into expired and DOS stock.
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Findings  and Implications

ÅOverreliance on Government disbursements 

significantly affects MSDôs ability to meet the needs for 

medicine and medicine supplies

ÅAlthough population has been increasing suggesting the 

need for more heath care budget, the budget gap has 

more than double in the past 4 years, growing from 34% 

to 88%. Therefore, MSDôs ability to meet the growing 

demand for medicine and medicine supplies is affected 

significantly

ÅHealth facilities have been supplementing their budget 

needs through own sources of funds such as NHIF, CHF 

and basket funds. 

Findings  and Implications

ÅLack of reliable and sustainable sources of funds are 

a major setback in addressing the countryôs health care 

needs.

ÅAlthough Government disbursements are a major sources 

of funds for MSD, of recent, less than 10% of the total 

needs for medicine and medicine supplies is being funded 

through government disbursement.

ÅBasket funds to the LGAs and other indirect sources of 

funds such as NHIF and CHF have played a notable role 

in financing the health care system.

Supply Chain
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S/n Industry Benchmark Recommendation Impact Ease of 

Implementation

Implementation

Timeline

Responsible

1 Å Demand planning drives the budget 

and commitment from the MoHSW, 

and is based on the consumption data 

from health facilities (pull mechanism)

Å Health facility budgets are credited 

to health facility in either in one 

tranche at start of the year or twice 

one at start and second at the middle 

of the FY

Å Disbursement of funds to health 

facilities are carried out in a timely 

manner and in the full amounts

ÅQuarterly monitoring of budget 

utilization is then conducted against 

the disbursed funds

Å Variance between the approved budget and 

the disbursed amount should be minimized 

to  below 5%.

Å Disbursements of funds to MSD should base 

on upfront credits to health facility accounts 

in one or maximum two tranches a year. 

This will ensure:

o An efficient flow of inventory to avoid 

DOS and expired stock resulting from 

delays in stock distribution to health 

facilities due to lack of funds.

o Safeguarding of MSDôs working 

capital

o Timely payment to suppliers

On going Chief Pharmacist 

at MoHSW

The amount approved should be disbursed timely and in one or two installments to enable better planning of 

stock procurement and distribution at MSD

Based on the findings and implication explained on the previous slide, below are the key industry benchmarks for similar metrics and key recommendations

Medium

Supply Chain
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S/n Findings/Current Reality Implication to MSD Industry 

Benchmark

Recommendation Impact Ease of 

Implementation

Timeline Responsible

2 Å In recent years, quantification of 

normal goods of the national demand 

for medicines and medical supplies 

has been conducted by MSD 

predominantly using supply data. 

This information is then used by the 

LMU to develop the consolidated 

annual budget for medicines and 

medical supplies

Å From FY15/16, MSD has started 

using demand-driven forecasting ï

whereby HFs commit to purchasing 

their forecast of the amount of 

medicines/medical supplies that they 

will need for the coming year. This is 

then aggregated by the MSD and 

shared with the LMU for the 

quantification exercise

Å This demand-driven forecast is 

updated on a quarterly basis by the 

LMU officers located in all MSD 

zones who coordinate with HFs

Å The quantification process is not 

within MSDôs legal mandate and 

should have been entirely owned by 

MoHSW through its LMU. However, 

due to resource constraints ïthe 

LMU is not the key driver of the whole 

process 

Å Due to the 

predominant use of 

supply data in 

quantification (up 

to FY14/15), it has 

been hard to 

accurately 

determine the 

exact demand for 

medicines and 

medical supplies in 

the country

ÅMoHSWôs inability 

to take lead on 

quantification of 

normal goods may 

affect the 

quantification 

process since 

MSD may not have 

enough expertise 

and resources to 

perform this role 

accurately.

ÅMedical stores 

work in close 

collaboration 

with relevant 

Ministry bodies 

in the 

quantification 

process

Å LMU should be 

capacitated to 

become the key 

driver of the 

quantification 

process with MSD 

playing a key 

supporting role.

Å The Demand-

driven-forecasting 

initiative by MSD 

should be further 

strengthened 

through instituting 

signed 

agreements 

between all HFs 

and MSD at zonal 

level for their 

annual forecasted 

demand. This will 

serve as a legal 

commitment and 

provide a basis for 

MSD to make bulk 

purchases of 

health 

commodities.

Ongoing Chief

Pharmacist at 

MoHSW and 

Director of 

Finance and 

Planning at MSD

The quantification process will be improved is the LMU takes an active role in coordinating the quantification for 

normal goods leaving MSD to focus more on its core roles

Medium

Supply Chain

58



Strategic Review of MSD

S/n Findings/Current Reality Implication to MSD Industry Benchmark Recommendations Impact Ease of 

implementati

on

Timeline Responsible

3 Need for process/systems 
upgradation at health 
facility level:
Å Poor quality of  manually 

submitted data (data 
collected during 
deliveries to lower level 
health facilities) due to 
staff non-compliance to 
record-keeping 
procedures; and

Å eLMIS has not been 
deployed to primary 
health facilities, data still 
has to be collected and 
recorded at district level 
manually which is a slow 
process. 

Å Inaccurate demand 
data being 
forwarded to MSD 
for demand 
forecast;

ÅWrong demand 
forecasting;

Å Delayed souring of 
data from health 
facilities; and

Å Delayed MSD 
procurement 
processes.

Å Formalization and 
enforcement of 
standardized operating 
procedures for health 
facilities record keeping; 
Health facilities 
proactively take 
responsibility for action 
steps and execute them 
in a timely manner;

Å Introduction  and 
integration of eLMIS to 
all primary health 
facilities nation wide; and

Å Integration of eLMIS into 
the ERP ïEpicor 9 
system.

Å Deploy/ integration of 
eLMIS system to PHFs
to ensure effective 
sharing of data across 
health care entities;

Å Establish 
standardized/cohesive 
data collection 
procedures for PHFs; 
and

Å Establishment of 
guidelines and training of 
resources for adherence 
to data capture, stock 
taking and related 
processes at Health 
Facilities.

Ongoing Chief 

Pharmacist at 

MoHSW

Improving efficiency and accuracy of the data collection process at the Health facilities will enhance the 

quantification process

Low

Supply Chain
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Strengthening the compliance unit at MSD will improve the management of supplierôs performance, thereby 
increasing efficiency in the procurement process and ensure timely delivery of goods

S/n Findings/Current Reality Implication to MSD Industry Benchmark Recommendations Impact Ease of 

implementation

Timeline Responsible

4 Å Supplier contractual 
compliance is an issue due 
to suppliers not always
honoring contractual  
commitments to deliver 
goods to MSD on time 
upon receiving payments;

Å Supplier face shortages in 
their inventory of items that 
have been requested by  
MSD. As a result supplier 
struggle to fulfil 100% of 
MSD request at a go; and

Å The quality standard of 
goods delivered to MSD by 
suppliers is sometimes 
poor/below standards. 

Å Delayed:
o Receipt of goods;
o Low Order fill rate; 
o High Turn around 

times; and
o Lead-times.

Å Rejection during 
quality check; and

Å No defined 
mechanism for 
supplier appraisal, 
rating and 
performance linked 
renewals.

Å Performance 
measurement of 
suppliers based on 
monitoring of  
parameters such as 
SLAs for lead-times, 
quality of 
commodities, etc.; 
and

Å Demand Plans are 
reconciled informally 
to each other and to 
the financial plan. 
Plans to be 
reviewed on a 
weekly basis with 
frozen horizon of 
one week or less.

Å Definition of SLAs in 
supplier contracts-
agreement of joint 
goals with suppliers; 
and

Å Pre-contract 
supplier appraisals 
before post-contract 
supplier appraisals.

Å Further support and 
strengthen the 
contract compliance 
unit by ensuring 
adequate 
resourcing.

1 -2 years Director of 

Procurement 

at MSD

Medium

Supply Chain
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S/n Findings/Current Reality Implication to 

MSD

Industry 

Benchmarks

Recommendation Impact Ease of 

Implementation

Timeline Responsible

5.1 Å Stock data visibility and analysis in 

ordering process  is low, as noted in 

purchasing of additional quantities of 

dormant, obsolete and/or slow-

moving (DOS) goods already within 

MSD warehouses. 

Å The MSD Stock-taking exercise is 

currently conducted once a year, 

due to the fact that all warehousing 

operations need to be halted as it 

happens.

Å Between the years 2013/14 and 

2014/15, over 2.2 Bn worth of DOS 

goods were purchased. This 

significantly contributed  to a 130% 

growth of DOS goods between 

these years from 3.4 Bn to 7.9 Bn-

worth. As of June 2015, DOS goods 

account for 3.7% of total goods 

(vertical + essential goods) as 

shown in the figure below.

Å Ultimately, 

the 

financial 

situation of 

the MSD 

continues 

to weaken 

due to lost 

potential 

sales of 

expired 

goods. 

Å Obsolete 

inventory is 

reviewed 

frequently at the 

SKU level;  all 

dormant/obsolete/ 

inventory is 

disposed of; and

Å Integrated supply

chain design 

bringing all supply 

chain functions to 

plan for 

commodities.

Å Set clear policy 

on minimum 

month of shelf life

for all goods to be 

received

Å Fast tracking of complete 

implementation of bar coding 

systems and integration with 

ERP system so as to enable 

real-time visibility of stock 

data to reduce levels of DOS 

and expired goods

Å Should there be delays in 

the bar-coding 

implementation, either 

o The frequency of 

stock taking exercise 

needs to be 

increased to at-least 

twice a year- for 

more accurate 

visibility of stock 

level.

o OR the accuracy of 

cycle counting at 

MSD warehouses 

needs to be boosted.

0 ï6

months

MSD Director 

of ICT at MSD, 

and Director of 

Logistics

Source: MSD data

Improving inter-departmental coordination between logistics and procurement divisions will help avoid wastage 

and improve safeguarding of MSDôs working capital
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Medium

Supply Chain
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S/n Findings/Current Reality Implication to MSD Industry 

Benchmarks

Recommendation Impact Ease of 

Implementation

Timeline Responsible

5.2 Å The procurement process is not well 

coordinated and/or aligned between VP 

programs and MSD ïthis leads to poor 

order visibility on MSD side. There is 

significant improvements in the TB, 

Malaria and ARV programs but challenges 

still remain with reproductive health 

medicines and vaccinations.

Å Some VP shipments have been arriving 

without MSDôs knowledge eg: As of Sept 

ô15, over 12% of VP consignments arrived 

before MSD received shipment 

documentation. 

Å Unplanned donations have also been a 

key contributor to clearing delays (Some 

donations come from non-DPG members 

eg: China and Korea)

Å Monthly technical meetings between VP 

programs and MSD have started taking 

place in FY15/16 to address this issue.

Å Increased demurrage 

charges for MSD

Å Overlap in drugs 

available with MSD 

and donated by VPs

Å An increase in expired 

stocks at MSD 

warehouses. For 

example, in FY 13/14 

to FY14/15 expired 

stock increased by 

over USD 450k from 

USD 1.26m to 1.7m 

as shown in the figure 

below

Å MSD is not able to 

efficiently plan for 

distribution. 

Å Commodity

security 

coordination 

meetings are 

held on a 

quarterly 

basis 

between the 

Medical 

Stores 

Organization 

and all Donor-

funded 

programs so 

as to improve 

coordination 

and planning.

Å MSD should be 

committed to ensure

availability at monthly 

technical working groups 

meeting to gain insights 

on VP stock pipeline, 

thereby increase MSDôs 

visibility in the VP 

management process

Å LMU should have clear 

performance measures 

on facilitating and 

coordinating 

communication between 

VP managers and MSD

Å Ensure that shipment 

documentation is sent to 

both MSD and MoHSW 

before arrival of the 

consignment to allow for 

timely clearing of goods.

0 ï1 year Chief

Pharmacist at 

MoHWS, and 

Director of 

Procurement 

and MSD
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Improving commitment and emphasis on the monthly  technical working group meetings will help to streamline 

planning and improve the management of VP goods

High

Supply Chain
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High procurement lead-times of 12 ï13 month are severely affecting MSDôs operational efficiency and timeliness in 

meeting customer needs  

S/n Finding

6 ÅMSD already has framework agreements in place for some health commodities with 

a view of expanding them to cover the majority of itôs health commodities

Å The waiting time between tender preparation and advertising takes over 9 weeks 

on average for all medical goods ïdue to multiple Tender Board and QA unit sittings 

to clarify and sign of on specifications.

Å The waiting time between the selection of a bid winning entity to when the entity 

is notified is over 6 months long on average for medical goods. 

Å High waiting time between notification and contracting as all purchases over 50 Million 

Tshshave to be sent to the AGôs office for vetting (as per PPRA guidelines) ïa 

process that takes 1 to 2 weeks. 

*Duration of activity

*Overall cycle-time for goods delivery = 12 to 13 months

4 ï5 weeks 
Tender response time 

depending on type

9 ï10 weeks

Close 

tender and 

opening

Approve tender 

winner

Award 

notification

Goods are 

cleared

6 ï7 weeks

Advertise 

tender
Bid Preparation

Bid Approval 

by Tender 

Board

16 ï18 weeks

PO Date

Goods are 

Delivered

12 ï24 weeks Clearing:  2 ï5 weeks

*Longer  For VP Goods, this  

depends on availability of 

funds and arrival of 

documents 

Implication to MSD

Å Lengthy lead times

Å Stock-outs

Å High cost of goods imposed by suppliers to cover for the delays.

Source: MSD data

Supply Chain
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If applied correctly, framework agreements stand to improve the procurement of health commodities and can 

potentially reduce cycle times from 12 months to 6 months

*Duration 

of activity

*Current cycle-time for goods delivery = 12 to 13 months

4 ï5 weeks 
Tender response time 

depending on type

9 ï10 weeks

Close 

tender and 

opening

Approve tender 

winner
Award 

notification
Goods are 

cleared

6 ï7 weeks

Advertise 

tender

Bid Preparation 

and review

Bid Approval 

by Tender 

Board

16 ï18 weeks

Purchase

Order

Goods are 

Delivered

12ï24 weeks Clearing:  2 ï5 weeks

*Longer  For VP Goods  

depending on availability of 

funds and arrival of documents 

Contracting

Improved cycle-time for goods 

delivery = At most 6 ï7 months 

including clearing

Skipped processes

Pre-requisites for effective framework agreements
Å Conducive legal and regulatory environment

Å Adequate technical capacity in terms of contract management 

as well as ability to continually prepare, negotiate, manage, 

evaluate, and conduct performance reviews.

Å Participation of local manufacturers 

Å Payment discipline (timeliness of payments)

Å Exclude prices from the ToCïso as to deal with price volatility 

(applies to multi-supplier frameworks

Single supplier framework

Å A single contract is awarded to one supplier 

through a competitive process during the 

first stage of procurement, and then multiple 

call-off orders are placed directly against 

the contract throughout the duration of the 

agreement.

Multi-supplier framework

Å A contract for the same good or service is signed with 

multiple suppliers in the first stage of procurement.

Å Multi-supplier frameworks can be carried out in 

different ways: a secondary bidding process may take 

place for each call-off order, suppliers may have been 

ranked according to preference or capacity, orders may 

be rotated among the different suppliers, or fixed order 

amounts may be assigned to each supplier in the initial 

contract.

Framework agreements can save significant procurement time and resources by avoiding the repetition of all steps for each purchase (see figure below). Entities can secure the 

benefits of centralized purchasing, through demand aggregation, while retaining flexibility in purchase quantities and delivery schedules.

Source: Research article on Strategic Contracting practices by Prof. Yadav et al

Supply Chain
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Elevating the role of the Quality Assurance Unit while increasing internal efficiency of the tender board and the 

procurement management unit will increase efficiency in the procurement process

Industry Practice/ Benchmarks

Å Use of rate contracts (framework 

agreements)

Å Delegation of Authority matrix 

are pre defined and are revised 

on an annual basis in line with 

changing needs and value of 

contracts. With the objective of 

making 80% of procurement 

straight through and having 

deviation approvals for 20% 

exceptions.

Recommendation Impact Ease of 

Implementation

Timeline Responsible

Å Inefficiencies within the procurement process should be cut out so 

as to lower lead-times to at most 6 months. This can be done by:

o Setting clear performance metrics  for the procurement unit 

to ensure the minimum possible timeframes for 

procurement

o In order to preserve flexibility, achieve good value-for-

money and offer supply security, there needs to be strategic 

formulation of agreements (with suppliers), adequate 

contract management and continuous assessment of 

framework agreements.

o Counter verification mechanisms should be used with 

framework agreements. This is due to the frequency and 

small size of call-off orders, which complicate monitoring for 

any legal violations during award of these orders. These 

mechanisms will safeguard transparency and competition 

while using these agreements.

Å Institute controls to ensure effective use of framework agreements

Å In-order to smoothly carry-out all PPRA stipulated approvals - the 

performance and efficiency of the tender board should be tracked 

so as to reduce unnecessary delays resulting from unavailability 

and/or lack of attendance from members

Å The QA unit should take the lead in the preparation and review of 

specifications before tender advertisements so as to avoid multiple 

tender board sittings to addressed changes in incorrect 

specifications

0 ï6 months Director of 

Procurement, and 

Head of Quality 

Assurance at 

MSD

Source: MSD data Source: Research article on Strategic Contracting practices by Prof. Yadav et al

High

Supply Chain
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S/n Findings/Current Reality Implication to MSD Industry Benchmark Recommendation Impact Ease of 

Implement

ation

Timeline Responsible

7.1 Å Excess stock as exhibited through 

analysis of the June 2015 VP 

Goods in stock, showed that 55% 

of goods had 12 months or more of 

stock in terms of the average 

monthly consumption

Å MSD does not have order visibility 

of VP goods, hence MSD 

distribution plan is not synced with 

incoming goods, resulting in goods 

being stored for longer durations 

before delivery

Å Another contributing factor is the 

process of VP goods quality 

inspection ïwhich requires goods 

to be placed in storage hold for lab 

testing before distribution.

ÅOverflowing VP stock 

leads to Increased 

difficulty in 

warehouse mobility 

and efficient 

operations 

ÅFurthermore, around 

40% of VP Goods are 

overstocked in MSD 

warehouses (over 12 

months + delivery 

lead time). Routine 

VP goods account for 

most of the 

overstocked items

ÅContributes to stock 

expiration

Å Safety stock requirement are 

determined item wise, based 

on a scientific analysis of 

demand and procurement 

lead times. Typically 

average between 1-3 

months;

Å Frequent, periodic 

rearrangements of the 

warehouse (SKU static 

slotting) when movement 

patterns of stock changed 

significantly;

Å Maximize on the warehouse 

vertical space; and

Å Warehouse Goods Practice 

(WGP) ïno items in the 

isles but on the shelves.

Å Close integration of 

procurement and 

warehouse processes

Å Detailed study of 

projected stock levels, 

volume requirements 

and available storage 

space, vertical 

management practices  

etc. is required to 

assess the 

warehousing 

requirements of MSD 

Å There should be 

routine analysis of 

stock levels and share 

findings with VP 

managers

1 -2 years Director of

Procurement 

and Director of 

Logistics at 

MSD

Inadequate order visibility for VP goods at MSD contributes significantly to overstocking of VP goods

Source: MSD data

40% VP Good items in stock are 

overstocked (have 13 months or more of 

inventory in stock); while 20% of all normal 

goods are also overstocked (i.e have 7 or 

more months stocks)

Both the VP and Normal stocks can be 

categorized into priority and routine 

items. 55% Routine VP items are 

overstocked ïwhich places a significant 

strain on storage space

0%

20%

40%

60%

80%

100%

VP Goods Normal Goods VP Goods Normal Goods

Priority Routine

June 2015 Overstocked Items

# of non-
overstocked
items

# of items
overstocked

13%
29% 55%

19%

0%

20%

40%

60%

80%
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All VP Goods in Stock All Normal Goods in
Stock

June 2015 Overstocked Items

# of non-
overstocked
items

# of items
overstocked

40%
20%

Medium

Supply Chain

66



Strategic Review of MSD

S/n Findings/Current 

Reality

Implication to 

MSD

Industry Benchmark Recommendation Impact Ease of 

Implementat

ion

Timeline Responsible

7.2 Storage space
management is 
poor because of;
o Poor 

warehouse 
layout (not 
utilizing vertical 
space 
effectively)

o Storage of 
expired goods 
for up to 2 
years, 

o Inefficient 
management 
of the inventory 
levels, and

o Poor 
commodity flow

ÅMSD incurs 

administrative 

and 

warehousing 

costs for 

storage of 

expired goods. 

ÅMSD currently  

stores 3.7Bn of 

expired goods, 

which is 

approximately 

2% of total 

value of stock

Å Disposal tracking systems are in 

place and are linked with third 

parties and/or used for reporting 

improvement opportunities

Å Regulatory bodies are 

automatically notified using the 

system.

Å Products are moved to correct 

facility in a timely fashion for 

disposal

Å Disposal procedures exist and 

are regularly reviewed

Å Vertical warehouse space is 

utilized well to increase 

warehousing capacity

Á Ensure timely disposal of expired goods 

by:

o Configuring ERP to track expired 

and/or damaged stock levels.

o Coordinating with regulatory 

bodies and relevant authorities 

for the periodic application of 

disposal permits so as to control 

inventory holding costs

o Explore possibilities of renting 

warehouses from Government 

agencies/parastatals to reduce 

warehousing costs

Å Efficient management of the inventory 

levels by improving commodity flow

Å Improve warehouse layout by efficient 

utilization of vertical space

1 ï2 

years

Director of 

Logistics and 

MSD

Source: MSD data

Improving utilization of vertical warehouse space and timely disposing of the expired stock will increase 

warehousing capacity at MSD

High

Supply Chain
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S/n Findings/Current Reality Implication to MSD Industry 

Benchmark

Recommendation Impact Ease of 

Implementa

tion

Timeline Responsible

8 Å The essential goods warehouses 

frequently experience stock-outs 

due to lack of sufficient funding to 

replenish stocks. Health facilities 

are forced to purchase essential 

drugs on credit due to late 

government disbursements, which 

significantly restricts MSDôs 

purchasing power; and

Å As of June 2015, On average, 

24% of priority essential items 

such as ERYTHROMYCIN (of 

which stock-outs should not 

occur) are out of stock. While over 

50% of routine essential items 

such as  VITAMIN B COMPLEX 

SYRUP are out of stock

ÅStock availability targets of 95% 

are never met, year on year which 

means customers almost never 

have their medicinal needs met by 

MSD. This adversely affects the 

quality of health care as a whole.

ÅIn the first quarter of FY15/16, the 

average % of filled orders is only 

73% - meaning over 1 in four 

orders is not fully met.

ÅOf the unfilled orders, an average 

of 14% of line items were not filled

ÅInadequate mechanism to ensure 

appropriate prioritization on 

procurement

Å Funding for 

procurement is 

ensured 

through 

adequate 

planning and 

budgeting; and

Å Creation of 

master facility 

list of essential 

commodities 

with a trigger 

mechanisms..

Å Strengthen the 

use of Technical 

Working Groups 

in discussion 

stock levels, 

LMU 

accountability, 

and MSD 

internal 

coordination 

Å Clearance of 

overdue 

payables to 

suppliers need 

to be prioritized 

0 ï3 

years

Chief 

Pharmacist at 

the MoHSW, 

and the 

Director of 

Procurement 

at MSD

Source: MSD data

Frequent stock-outs and sub-optimal order fill rates for essential medicines are a result of MSDôs deteriorating 

financial situation

An average the order fill rate from 

Zonal Stores to Health Facilities  (On 

Time and In Full) is around  73%. 

This needs to be improved to meet 

the BRN target of 100% stock 

availability by 2017.

24%
36% 39%

14% 21% 28%
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S/n Findings/Current Reality Implication to MSD Industry Benchmark Recommendation Impact Ease of 

Implementat

ion

Timeline Responsible

9 ÅMSD has an outdated DOS 

policy in place ïthat has no 

standard criteria used to 

determine when a good is 

dormant, obsolete or slow-

moving ; as well as the 

regularity of conducting this 

analysis. 

Å Currently, the DOS goods 

are tracked in the annual 

stock taking exercise

ÅLimits the ability of MSD to 

proactively manage the ageing of 

their inventory. As a result, new 

items get procured during the 

course of the year, even though 

they are dormant/slow-moving 

and/or obsolete. This leads to 

financial losses on products that 

eventually have to be disposed.

ÅThe ERP system cannot provide 

visibility on DOS goods because 

there is no standard criteria for 

determining if a good is DOS. 

Without the criteria, parameters 

cannot be set in the system to 

enable visibility.

ÅNew items (that are 

dormant/obsolete/slow-moving) are 

purchased in the middle of the year 

when real-time DOS data is not 

available. During the FY13/14, this 

amounted to over USD 1 Million.

ÅObsolete inventory 

is reviewed 

frequently at the 

SKU level using a

standard S.O.P;.  All 

obsolete inventory 

is disposed.

Å Definition of the 

DOS policy and 

its integration with 

stock 

management 

process as well 

as IT system to 

generated lead 

alerts and flags ï

system trigger 

mechanisms 

0- 6

months

MSD Director 

of Logistics

Source: MSD data

The management of DOS goods can be improved by updating and enforcing MSDôs current DOS policy

Low

Supply Chain
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S/n Findings/Current Reality Implication to MSD Industry Benchmark Recommendations Impact Ease of 

implementati

on

Timeline Respon

sible

10 No system module for route 

planning: Manual recording of 

route planning - complicates 

and elongates the process.

Å Use of less optimal routes; and

Å Incurring unnecessary running 

cost  unscheduled (fleet 

maintained, longer delivery routes 

etc).

Å Introduced application system 

for route logistic planning; and

Å Strategic network optimization 

tools for route scheduling.

Å Explore advanced planning 

& scheduling (APS) 

solutions.

Å Consider Pick-up & 

Deliveryò (PUD) planning 

solution -optimizes routes.

1 year MSD 

Director 

of Zonal 

Operatio

ns

Distribution Planning

S/n Findings/Current Reality Implication to MSD Industry Benchmark Recommendations Impact Ease of 

Implementati

on

Timeline Respo

nsible

11 Å Ageing fleet - MSD Fleet is 

at an average of 5 years, 

which is old due to the 

heavy-duty and high 

frequency  nature of its 

work. Some vehicles have 

been used for over 15years.

Å MSD has floated tenders for 

3PL services and has 

recently entered into an 

agreement with two 3PL 

providers to support with 

distribution from the Central 

Store to zonal stores 

(starting early 2016)

Å Fleet expansion is a capex 

intensive exercise, asset lite 

options such as 3rd party logistic 

providers need to be evaluated

Å Aged fleets result in 

increased/high fleet maintenance 

costs for MSD. (grown by 7% in 

the last 3 years)

Å Logistics is typically an 

outsourced function, to optimize 

capex requirement as well as 

better service delivery.

Å Logistics is outsourced down to 

last-mile delivery. (eg: KEMSA)

Å Centralized transportation 

planning is done at corporate 

level and within each region. 

Planning of activities merge-in-

transit, back hauling, routing

etc.

Å Detailed assessment of the 

option for outsourcing fleet 

and distribution services to 

3PL players.

Å MSD needs to adopt and 

strengthen the hybrid model 

of 3PL services it will receive 

starting early 2016 and 

consider expanding it to 

some zonal stores 

depending on the viability 

and efficiency of the 

distribution model. Ultimately 

this model stands to reduce 

MSDôs capital expenditure in 

its fleet.

Å Use internal fleet for 

emergency responses alone.

1 -2 years MSD 

Director 

of Zonal 

Operati

ons

Dispatch

Upgrade of key resources and systems is critical to ensure efficient operation of MSDôs distribution services

High

Medium

Supply Chain

70



Strategic Review of MSD

S/n Findings/Current Reality Implication to MSD Industry Benchmark Recommendations Impact

Ease of 

Implementati

on

Timeline Responsible

12 Å A flat-rate fee of TZS 

130,000 is charged for all  

deliveries to PHFs.  TZS 

610,000 flat rate is 

charged for 

regional/district hospitals 

regardless of distance 

the fee are to low to 

offset the actual running 

costs of fleet distributions 

(approx. TZS 7 mil for 

inter- zonal deliveries). 

Å For every 1000 tshs of 

revenue, MSDôs 

distribution cost has 

increased from 18 Tshs

in FY13 to 29 Tshs in 

FY15.

Å There is USD 7,000 

difference between 

estimated quarterly 

distribution costs to actual 

quarterly costs.

Å The MSD incur additional  

high running costs due to 

poor management of 

transportation costs/ 

inefficient cost discovery

Å There are instances of 

overcharging of 

distribution costs and 

likely undercharging due 

to the flat rate model

Å Conduct assessment of 

the cost of freight, the 

reliability of each lane for 

each service level, and 

the true cost of carrying 

inventory.

Å Strategic network 

optimization

Å Delivery costs are 

derived as a function of 

volume carried, 

commodity 

characteristics and 

distance travelled.

Å Detailed activity 

costing study to be 

undertaken to assess 

the suitability of MSD 

fixed fee model for 

distribution. The 

study will establish 

the actual distribution 

costs to show the 

Government the cost 

absorbed by near by 

facilities on behalf of 

some hard to reach 

facilities. 

1 -2 

years

MSD, 

Director of 

Zonal 

Operations

Source: MSD data

Although the distribution charges are based on the need to ensure equity, they do not reflect the true cost of 

distribution

Medium

Supply Chain
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Overview of the budget process

Å Below is a highlight of MSDôs budget formulation process.

Å MSDôs budgeting process is based on the current Medium Term Strategic Plan 

(2014-2020) (MTSP) from which the annual business plan is prepared and then 

quantified in the budget. The objectives of the MTSP are factored as activities in the 

annual budget. At the start of the budgeting process, the Chief Management Accountant 

(CMA) issues Budget Preparation Guidelines (BPG) and sets annual targets taking into 

account the previous yearsô performance. The Budget Preparation Guidelines issued by 

the CMA are approved by the Executive Management Team (EMT) and are formulated 

to assist each department in budget preparation. 

Å Sources of funding for MSDôs budget are the annual Government disbursements 

and cash sales. The Government disbursements are made up of funds from the 

Ministry of Finance (MoF) and the Basket Fund. The Basket Fund is comprised of 

contributions by multiple bilateral and multilateral Development Partners (DPs) who 

support Tanzaniaôs health sector.

Key sources of funding for MSDôs budget are the annual GoT disbursements and cash sales from normal 

business line

Å The MoHSW forecasts Tanzaniaôs health sector demand which is the basis of the health sector 

budget. An allocation of the health sectorôs budget is channelled through the MSD to enable it 

carry out its mandate i.e. distribution of medicines and medical equipment. For it internal 

planning, the MSD also forecasts medical needs through coordination with zonal managers and 

stakeholders (at zonal level). Zonal forecasts are moderated based on the MoHSWôs estimated 

budget allocation to the MSD. Prior to the Government budget reading, the MoHSW 

communicates an estimated budget allocation for the purchase of drugs. Please note that 

CAPEX is not included in the allocation.

Å The budget preparation process at MSD is a ñbottom-upò participative process. Every 

manager, head of Strategic Business Units (SBUs) and supervisor involve their departments in 

preparation of their respective budgets. The budgets are then consolidated by departmental 

directors and managers. 

Å Consolidated budgets are presented to the SBU Advisory Committee for moderation. This 

committee comprises of representatives from all departments. Departmental Heads justify their 

budgets at this stage. 

Å Following approval by the SBU advisory committee, the Executive Management Team (EMT) 

approves the budget and sends it to the MoHSW for review. Please note that the MoHSWôs 

role in the MSDôs budget process is limited to review and not approval.

Å The annual budget is reviewed and revised in December for actual Government 

disbursements. A monthly budget variance analysis is undertaken at zonal level and reviewed 

at the Head Office. Variances exceeding 10% are investigated by the Management Accountant. 

This is good practice as timely decisions can be taken to mitigate adverse budget variances. 

We analysed MSDôs budget and actual results for the period 1 July 2013 to 30 June 2015 i.e. 

FY12/13 to FY14/15 as presented in Appendix of this report. Notably most revenue and cost 

variances were attributed to the inadequate budget disbursements.

Budgeting process

Responsibility

Chief Management Accountant

Directors and managers

All budget holders

Responsible managers

Directors and managers

Directors and managers

Directors and managers

Chief Management Accountant

Director General

Executive Management Team 

Chief Management Accountant

Chief Management Accountant

Executive Management Team 

Source: M anagement information

Activity

Issue of business plan and budget preparation guidelines

Directorates and department dissemination of budget and business 

plan guidelines

Review  and preparation of Directors objectives and targets

Review  and preparation of departmental, operational and individual 

objectives, targets and activities

Submission to Board of Trustees

Submission to MoHSW

Publish business plan and budgets

Submit copy of business plan and budget to MoHSW and MoF

Finalisation of directorate's business plan and budget

Business plan and budget consolidation

Present the business plan and budget to the Engagement 

Management Team (EMT)

Inclusion of EMT recommendations to business plan and budget and 

preparation of MSD master budget

Submission of budget to w orkers council

Finance
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MSDôs annual budget is prepared under the assumption that 100% of its budget allocation shall be received from 

the MoHSW despite that not being the case in practice

Overview of the budget process continued

Å Below is a highlight of MSDôs budget review process.

Å Notably, the main variances between budgeted and actual results during the period 

1 July 2013 to 30 June 2015 were due to delayed and inadequate Government 

disbursements and reduced donations from DPs. Consequently, the MSD postponed 

the planned staff recruitment in FY13/14 and FY14/15 and CAPEX. 

Key budget assumptions

Å Issued alongside the annual budget preparation guidelines are assumptions used by 

management in preparation of the budget. Some key assumptions used in MSDôs 

budgeting process include:

ī Timely receipt of budget disbursements from the MoHSW. MSDôs budgeting 

process assumes that the MoHSW will disburse all funds at the beginning of the 

fiscal year. However, disbursements from the MoHSW delay and when received, fall 

short of the annual budgeted amounts. This affects stock planning and other 

budgeted activities.

ī Moderate economic assumptions based on the Bureau of Statistics data. These 

include GDP, inflation and interest rates; and

ī Stable exchange rates of TZS/USD 1,800 with reference to the 2015-2016 budget. 

Notably, the TZS/USD exchange rate experienced volatility in the past. Between 

March 2015 and June 2015, the TZS depreciated by 11.6% against the USD from 

TZS/USD 1,786 to TZS/USD 2,020 respectively. The MSDôs recorded foreign 

exchange loss increased by a 70% CAGR considering that 90% of medicines and 

medical supplies are purchased in foreign currency. 

Budget review process

Steps Activities Responsibility

Reporting 

Monthly and quarterly budget variances are 

prepared at Zones by the tenth day of every month 

and submitted to the head office for review .

Zonal managers

Review

Budget variances are analysed at head office and 

variances above 10%  investigated. 

The SBU's explain variances above 10%.

Zonal managers

Chief Management Accountant

Board review
The Board of Trustees review  the budget quarterly 

alongside quarterly management accounts.
Board of trustees

Source: M anagement information

Finance
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Lack of confidence by donors in MSDôs ability to operate effectively due to the cash flow constraints led into 

reduced budgeting for VP revenues

Composition of MSDôs budget Composition of MSDôs general expense budget

Revenues

Å MSDôs budgeted revenues from normal business declined by 16% between 

FY12/13 and FY14/15 due to the reduced budget allocation from the MoHSW. 

Å Budgeted revenues from Vertical Programs (VP) recorded a 16% decline due to 

reduced funding by donors as a result of:

- adverse economic conditions in DP countries; and

- the lapse of the Millennium Development Goals (MDGs) whose blue print ends in 

2015

Å Currently, DPs are channelling funds directly to health facilities owing to increasing 

lack of confidence in MSDs ability to operate effectively due to the cash flow constraints 

it faces.

Å Management indicated that, the direct funding of health facilities by DPs poses a 

risk to MSDôs market share whenever heath facilities at zones experience stock outs 

and opt for alternative suppliers.

Å Budgeted revenues from special procurement increased during the analysis 

period after DPs began funding health facilities directly. Despite the increased 

budgeted revenues from special procurement, actual revenues were lower due to 

inadequate budget allocated by the Government

Costs

Å Personnel costs, the key driver of general expenses, averaged 48% of total general 

expenses between FY12/13 and FY14/15. In FY13/14, the MSD budgeted to replace 

retired staff. However, this was postponed due to financial constraints.

Å The sales and marketing budget recorded a 37.7% decline between FY13/14 and 

FY14/15 due to reduced marketing activities. MSDôs marketing activities include 

quarterly customer surveys, customer data validation and printing of banners, calendars 

and diaries. 

88,500 86,240 
74,376 

9,500 18,000 
52,488 

105,625 110,138 
97,042 
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Budgeted revenues analysis

Normal business Special Procurement Vertical program

Source: Management information

General expenses

% CAGR

TSZ m FY12/13 FY13/14 FY14/15 FY13-FY15

Personnel 13,778       18,557       16,997       11.1%       

Board of Trustees 433            838            803            36.2%       

Training and recruitment 1,347         1,426         544            (36.4%)     

Sales and marketing 1,389         1,115         694            (29.3%)     

Services and utilities 5,678         6,401         7,365         13.9%       

Office and general 6,285         7,097         5,577         (5.8%)       

Depreciation 1,842         2,026         2,100         6.8%         

Total general expenses 30,752       37,460       34,080       5.3%         

Source: M anagement information and Delo itte analysis

Finance
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Due to the recent trend of increased Government budget deficit, MSD should rationalise its budget so as to work 

with a more realistic plan that also focus more on own revenue sources

Composition of MSDôs budget continued

Å MSD factors Capital Expenditure (CAPEX) in its annual budget. From a review of the 

FY13/14 and FY14/15 budgeted and actual performance, the organisation achieved an 

average of 26% of its CAPEX needs owing to cash flow constraints. 

Å CAPEX is financed by DPs and internal resources. DPs fund warehouse construction and 

motor vehicles while the rest is from internal funds. Notably, between 1 July 2012 and 30 

June 2015, the MSD did not replace its fleet of  motor vehicles despite being due for 

replacement. Depreciation is done over an average 7 years.

Å DP financial support in warehouse construction resulted in a 56% CAPEX surplus in 

FY12/13. In FY15/16, the MSD plans to fund CAPEX from internal funds, however, this is 

subject to cash flow adequacy.

Key gaps noted in the current budgeting process

1. The Enterprise Resource Planning (ERP) systemôs budgeting module is yet to 

be configured as such, budget preparation and monitoring is done using 

excel spreadsheets. Therefore, the budgeting process is time consuming. 

2. Pegging the annual budget estimates to Government disbursements may 

result in poor decision making including overstocking as evident in the 

increase in the average inventory days from 110 days in FY12/13 to 250 days in 

FY14/15. The amounts disbursed between 1 July 2012 and 30 July 2015 fell 

short of the budgeted amounts by an average of 26%. From discussions with 

management, the decline in disbursements was due to financial constraints at 

the MoF. 

Recommendations ïopportunities for improvement to the budgeting process

1. For efficiency in budget formulation and tracking, the ERP should be 

configured to support the budget system. This will also reduce instances of 

human error. 

2. Due to the recent trend in the increased Government budget deficit, the MSD 

should rationalise its budget so as to work with a more realistic plan. This would 

reduce instances of overstocking and consequently reduce obsolete stock. 

The MSD's CAPEX budget

TZS m FY12/13 FY13/14 FY14/15 FY15/16

Total budgeted CAPEX 17,340   14,903   15,199   16,315   

Actual CAPEX (27,031)  (5,303)    (2,382)    n/a

CAPEX (surplus)/deficit (9,691)    9,600     12,816   n/a

% CAPEX deficit -56% 64% 84% n/a

n/a - not applicable as this is the current period

Source: M anagement information and Delo itte analysis

Finance
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Gaps

Å The cash report is prepared manually and as such prone to human 

errors. Errors are only rectified by the receivables accountant during 

monthly reconciliations.

Recommendations

Å Cash collection reports should be system generated to reduce 

instances of errors.

An overview of MSDôs cash management process

Å The main contents of the cash collection report includes details of cash collected from sales to zonal 

health facilities during the week and estimated sales for the next week. Cash reports are done on excel 

spreadsheets.

Å An average of the actual weekly expenditure (recorded in the cash collection report) at zonal level is 

used to forecast expenditure at MSD. Funds received from the MoHSW are not factored in the weekly 

cash report as receipt of these funds is unpredictable.

Å Note that MSD maintains separate cash collection and expenditure bank accounts for each zone. The 

zones have no access to the collection account but can draw from the expenditure account.

Funds from the collection accounts are credited to MSDôs main account at the end of every month.

Å A monthly reconciliation of the cash report and collection bank account for each zone is done by 

the receivables accountant. Review and approval is done by the Chief Financial Accountant. The 

monthly cash report is reviewed by the Chief Management Accountant, Chief Financial Accountant and 

Director of Zones.

The cash report is prepared manually and as such prone to human errors

An overview of MSDôs cash management process continued

Å Expenditure estimates by each zone are submitted to the head office by the 

zonal managers and funds disbursed on a weekly basis to each zonal 

expenditure account. 

Å For all expenditures, the requisitioning department completes a requisition 

report which is approved by the departmental head and reviewed by the Chief 

Financial Accountant. The Director of Finance and Planning approves 

expenditure requisitions, based on the budget amount.

Cash report analysis

Review 

Forecast expenditure 

Å Prepared daily at the zonal levels and 

aggregated weekly at the head office.

Å Aggregation done by the receivables 

accountant

Å Monthly review by the Chief Financial 

Accountant and Director of Zonal 

activities

Å A weekly expenditure forecast guides 

spending at zones.

Å Expenditure at zones is limited to the 

budgeted amounts and is dependent on 

cash adequacy

Finance
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Delays by the MoHSW in disbursing funds to MSD in FY12/13 resulted in the lowest level of normal business 

revenues at TZS 68bn (USD 34m) compared to an average of TZS 77bn (USD 38m) during the analysis period

Financial Performance Analysis - Overview

Å The analysis period covers the period from 1 July 2013 to 30 June 2015 i.e. FY12/13 to FY14/15. We used 

the information obtained from the Audited Financial Statements (AFS) for the financial years ended 30 

June 2013 (FY12/13) and 30 June 2014 (FY13/14) and the unaudited management accounts for the 

financial year ended 30 June 2015 (FY14/15).

Å MSD operates three lines of business namely:

ī Normal business: supplying, to health facilities, essential medicines and medical supplies in MSD 

catalogue; 

ī Special procurement: catering for special orders, such as medical equipment, from health facilities; and

ī Vertical Programs (VP): storing and distributing medicines and medical supplies for Development 

Partner (DP) supported programs such as Human Immunodeficiency Virus (HIV), family planning, 

malaria, Tuberculosis (TB) and the Expanded Program on Immunisation (EPI).

Å For the services rendered above, MSD charges a service fee to cover storage and distribution costs.

Å Normal business revenues were lowest in FY12/13 owing to delayed budget disbursements during 

the year. In FY12/13, out of a total budget disbursement of TZS 77bn (USD38m), 4% of the funds 

(representing the MoHSWôs share) were received in the second quarter (Q2) and the remainder received 

in the second half of the financial year. This delayed the crediting of funds into customer accounts hence 

the low sales during the year. Please refer to the budget disbursement analysis later in this section 

detailing the timing of Government funds within the last three financial years.

Å The 2% decline in normal business between FY13/14 and FY14/15 was attributed to an inadequate budget 

allocation hence few orders from customers. The budget deficit in FY14/15 increased to 51% from 22.4% 

in FY13/14 due to a decline in the budget allocation to the MSD by the MoF. 

Å Normal business revenues are directly impacted by the Government budgetary allocation, which is 

expected in each quarter (exact date unspecified). When MSD receives its share of the budget allocation, 

respective health facility accounts are credited enabling them to order for medicines. Further, the timing 

and adequacy of the budget allocation affects the distribution of essential medicines and medical supplies.

Statement of Financial Performance

Audited Audited Unaudited % CAGR

TZS m FY12/13 FY13/14 FY14/15 FY13-FY15

Revenues

Normal business 68,164     86,674     84,794       11.5%       

Special procurement 16,846     10,834     7,303         (34.2%)      

Vertical program 148,991   70,743     68,475       (32.2%)      

Total revenue 234,001   168,251   160,572     (17.2%)      

Cost of sales (207,912) (134,188) (109,627)   (27.4%)      

Gross profit 26,089     34,063     50,945       39.7%       

Other operating income 2,770       3,241       3,625         14.4%       

Finance income 1,359       799          231            (58.7%)      

Revenue grants 358          82            -            (100.0%)    

Capital grants 568          2,133       1,820         79.0%       

Packing costs (1,130)     (1,104)     (1,219)       3.9%         

Distribution costs (4,449)     (5,625)     (4,682)       2.6%         

Staff costs (13,886)   (15,083)   (15,853)     6.8%         

Administrative expenses (14,262)   (17,665)   (15,875)     5.5%         

Depreciation expenses (2,788)     (4,335)     (5,864)       45.0%       

Amortisation of intangible assets -          (269)        (284)          n/a            

Total expenses (36,515)   (44,081)   (43,778)     9.5%         

Operating profit (5,371)     (3,763)     12,843       n/a            

Other gains / losses

Gain on disposal of assets 22            190          24              4.8%         

Foreign currency gain/(loss) 2,465       3,785       7,097         69.7%       

Impairment charge / (release) on receivables 1,836       (1,205)     (10,305)     n/a            

Total gains/losses 4,323       2,770       (3,184)       n/a            

Surplus / (Deficit) for the period (1,048)     (993)        9,659         n/a            

KPIs

Overall gross profit margin 11.1% 20.2% 31.7%

Total staff numbers 409         439         427           

Annual staff costs per employee (TSZ '000s) 33,951    34,358    37,128      

% Packing costs/total revenue 0.5% 0.7% 0.8%

%  Distribution costs/total revenue 1.9% 3.3% 2.9%

%  Administrative expenses/total revenue 6.1% 10.5% 9.9%

Eligible budget allocation GoT  (TZSm) 80,459    64,117    70,500      

Actual budget disbursements (TZSm) 77,292    49,750    34,215      

% budget deficit 3.9% 22.4% 51.5%

Source: FY13, FY14 AFS and FY15 management accounts 
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VP revenues declined by 52% between FY12/13 and FY13/14 following the adoption of the Pooled Procurement 

Mechanism by DPs

Financial Performance Analysis - Overview Continued

Å Special procurement revenues are dependent on requirements by health facilities. For these 

products, the heath facilities are self funded or supported by third parties including DPs and Faith Based 

Organisations (FBOs). 

Å Between FY12/13 and FY13/14, VP revenues declined by 52% following the adoption of the Pooled 

Procurement Mechanism (PPM) by DPs. Under the DPs PPM system, the procurement of medical 

supplies is undertaken by an independent entity, on behalf of some DPs, who delivers the supplies to the 

MSDôs stores. Notably, the Global Fund (GF) still channel funds through MSD to procure medical supplies 

and medical equipment for distribution to health facilities. On average, 80% of the VP revenues earned by 

the MSD during the analysis period arose from the GF operated program.

Å Please refer to the next page for a detailed Gross Profit (GP) analysis.

Å Other income comprised of distribution and storage related service fees charged on VPs for items still 

under the previous accounting system code. From discussions with management, these account codes 

cannot be changed in the new accounting system. The general growth was due to increased distribution of 

these medicines.

Å Finance income relates to interest income from the MSDôs fixed deposits. The YoY decline was in line with 

the reduced MoHSW disbursements during the analysis period. The Government permits the MSD to 

invest Government funds in fixed deposits pending the purchase of medicines and medical equipment . DP 

funds, however, cannot be placed in fixed deposits and are held in separate bank accounts operated by the 

MSD. 

Å Revenue grant income comprised of DP funds recognised in the income statement when expenditures 

relating to the grant activities are incurred. As at 30 June 2015, donor partners grants included DANIDA to 

fund direct delivery of VP medical supplies and UNICEF for quality assurance activities. The MSD did not 

utilise any of its grant income in FY14/15. The outstanding amount of grant income at the end of the 

financial year is booked under the deferred income grant in the balance sheet.

Å Capital grants are amortised and recognised in the income statement on a straight line basis over the 

useful life of the respective asset. The increase in the capital grants during the analysis period was driven 

by additional grants from DPs to support warehouse construction. The outstanding amount of capital grant 

at the end of the financial year is booked under the deferred capital grant in the balance sheet. 

Statement of Financial Performance

Audited Audited Unaudited % CAGR

TZS m FY12/13 FY13/14 FY14/15 FY13-FY15

Revenues

Normal business 68,164     86,674     84,794       11.5%       

Special procurement 16,846     10,834     7,303         (34.2%)      

Vertical program 148,991   70,743     68,475       (32.2%)      

Total revenue 234,001   168,251   160,572     (17.2%)      

Cost of sales (207,912) (134,188) (109,627)   (27.4%)      

Gross profit 26,089     34,063     50,945       39.7%       

Other operating income 2,770       3,241       3,625         14.4%       

Finance income 1,359       799          231            (58.7%)      

Revenue grants 358          82            -            (100.0%)    

Capital grants 568          2,133       1,820         79.0%       

Packing costs (1,130)     (1,104)     (1,219)       3.9%         

Distribution costs (4,449)     (5,625)     (4,682)       2.6%         

Staff costs (13,886)   (15,083)   (15,853)     6.8%         

Administrative expenses (14,262)   (17,665)   (15,875)     5.5%         

Depreciation expenses (2,788)     (4,335)     (5,864)       45.0%       

Amortisation of intangible assets -          (269)        (284)          n/a            

Total expenses (36,515)   (44,081)   (43,778)     9.5%         

Operating profit (5,371)     (3,763)     12,843       n/a            

Other gains / losses

Gain on disposal of assets 22            190          24              4.8%         

Foreign currency gain/(loss) 2,465       3,785       7,097         69.7%       

Impairment charge / (release) on receivables 1,836       (1,205)     (10,305)     n/a            

Total gains/losses 4,323       2,770       (3,184)       n/a            

Surplus / (Deficit) for the period (1,048)     (993)        9,659         n/a            

KPIs

Overall gross profit margin 11.1% 20.2% 31.7%

Total staff numbers 409         439         427           

Annual staff costs per employee (TSZ '000s) 33,951    34,358    37,128      

% Packing costs/total revenue 0.5% 0.7% 0.8%

%  Distribution costs/total revenue 1.9% 3.3% 2.9%

%  Administrative expenses/total revenue 6.1% 10.5% 9.9%

Eligible budget allocation GoT  (TZSm) 80,459    64,117    70,500      

Actual budget disbursements (TZSm) 77,292    49,750    34,215      

% budget deficit 3.9% 22.4% 51.5%

Source: FY13, FY14 AFS and FY15 management accounts 
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The YoY increase in the normal business Gross Profit margin between FY12/13 and FY14/15 was attributed to an 

annual inflation adjustment

Financial Performance Analysis - Overview Continued

Gross profit analysis

Å Below is an analysis of MSDôs GP trend between FY12/13 and FY14/15.

Å In analyzing MSDôs GP trend between FY12/13 and FY14/15, we restated the financial statements by 

excluding non Global Fund (GF) related revenues from the total VP revenues since these did not include a 

corresponding cost of sales figure thus distorting the GP trend. Accordingly, we included the non GP VP 

revenues under other income.

Å Please note that we have excluded FY14/15 accounts in our GP analysis as these are unaudited and hence 

may need to be adjusted. 

Å The YoY increase in the normal business GP margin was attributed to an annual inflation adjustment. MSD 

factors an inflation adjustment of between 6% and 10% annually to the normal business catalogue prices.

Å Special procurement GP margins vary depending on the equipment procured as these tend to be 

specialised in nature. MSD tenders for procurement of specialised medical equipment  whenever customers 

raise a requisition. The margin MSD charges is dependent on the value of the equipment and quote from the 

bidders.

Å Please note that, in computing the VP GP margin, we have adjusted VP revenues and cost of sales to 

estimate the GP margin MSD earns from the GF program as highlighted.

Restated Statement of Financial Performance

Audited Audited Unaudited % CAGR

TZS m FY12/13 FY13/14 FY14/15 FY13-FY15

Revenues

Normal business 68,164          86,674          84,794          11.5%       

Special procurement 16,846          10,834          7,303            (34.2%)     

Vertical program 135,804        55,245          38,146          (47.0%)     

Total revenue 220,814        152,753        130,243        (23.2%)     
n/a            

Cost of sales (207,912)      (134,188)      (109,627)      (27.4%)     

Gross profit 12,902          18,565          20,616          26.4%       

Other income 15,957          18,740          33,954          45.9%       

Finance income 1,359            799               231               (58.7%)     

Revenue grants 358               82                 -               (100.0%)   

Capital grants 568               2,133            1,820            79.0%       

Packing costs (1,130)          (1,104)          (1,219)          3.9%         

Distribution costs (4,449)          (5,625)          (4,682)          2.6%         

Staff costs (13,886)        (15,083)        (15,853)        6.8%         

Administrative expenses (14,262)        (17,665)        (15,875)        5.5%         

Depreciation expenses (2,788)          (4,335)          (5,864)          45.0%       

Amortisation of intangible assets -               (269)             (284)             n/a            
Total expenses (36,515)        (44,081)        (43,778)        9.5%         
Operating profit (5,371)          (3,763)          12,843          n/a            

Note: Adjusted by excluding non Global Fund VP program revenues from VP revenues

Source: M anagement information and Delo itte analysis

MSD's reported gross profit margin

% CAGR

FY12/13 FY13/14 FY14/15 FY13-FY15

Normal business 19.4% 22.7% 32.8% 30.1%         

Special procurement 12.8% 22.1% 10.5% (9.5%)          

Vertical program - Global Fund 10.3% 18.6% -3.3% n/a              

Source: FY13, FY14 AFS and FY15 management accounts 

Finance



Strategic Review of MSD 81

The channeling of funds directly to Health Facilities by the Donors have significantly reduced MSDôs cash 

revenue collections since HFs sometimes opt to procure from private suppliers

Financial Performance Analysis - Overview Continued

Å Packing costs comprise of expenditure on packing materials and contracted labor used in 

repackaging medical supplies. MSD is required to deliver medicines in self branded boxes. 

Management did not attribute the trend in these costs to any specific incident.

Financial Performance Analysis ïBudget Disbursement Analysis

Å Below we highlight the budgetary allocation to MSD during the analysis period. 

Å The increased budget deficit was driven by inadequate budget disbursements by the 

MoHSW. According to MSD, budget disbursements are effected every quarter. However, 

the MoHSW does not specify the specific disbursement dates and amounts.

Financial Performance Analysis ïOther revenues

Å Under the normal business, MSD has capitalised on revenues from other sources through 

marketing activities. Revenues from other sources are increasing due to DPs and local 

authorities channeling funds directly to health facilities. In FY13/14 and FY14/15, revenues 

from other sources represented 11% and 20% of total revenues respectively as highlighted 

below.

Å In FY13/14 and FY14/15, MSD earned TZS 16bn (USD 7.9m) and TZS 31bn (USD 15.3m) 

respectively as revenues from other sources.

Å According to management, DPs such as DANIDA indicated that going forward, they will 

channel funds directly to health centers owing to inefficiencies at MSD. It is important to 

note that, health facilities are allowed to procure from other suppliers, when the MSD 

experiences stock outs, posing a risk to the sustainability of this revenue stream. Please 

refer to the supply chain section of this report for further details on stock outs at MSD.

Budget disbursement analysis

TSZ m

Qrt1 Qrt2 Qrt3 Qrt4 Total

FY12/13

  Basket fund 46,459      -           -           (26,459)    (20,000)    (46,459)    -           

  MoHSW 34,000      -           (3,333)      (21,833)    (5,667)      (30,833)    3,167        

  Total 80,459      -           (3,333)      (48,292)    (25,667)    (77,292)    3,167        4%

FY13/14

  Basket fund 29,241      -           (14,500)    (8,500)      -           (23,000)    6,241        

  MoHSW 34,876      (20,000)    (1,417)      -           (5,333)      (26,750)    8,126        

  Total 64,117      (20,000)    (15,917)    (8,500)      (5,333)      (49,750)    14,367      22%

FY14/15

  Basket fund 10,500      -           -           -           (16,598)    (16,598)    (6,098)      

  MoHSW 60,000      (8,000)      (5,000)      (2,500)      (2,117)      (17,617)    42,383      

  Total 70,500      (8,000)      (5,000)      (2,500)      (18,715)    (34,215)    36,285      51%

 Deficit / 

(Surplus)  

 % Deficit / 

(Surplus)  

Funds received per quarter
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Operating cost structure analysis

Audited Audited Unaudited % CAGR

TZS m FY12/13 FY13/14 FY14/15 FY13-FY15 FY12/13 FY13/14 FY14/15

Total revenue 234,001      168,251      160,572         (17.2%)      100% 100% 100%

Cost of sales (207,912)    (134,188)     (109,627)        (27.4%)      -89% -80% -68%

Gross profit 26,089        34,063        50,945           39.7%       11% 20% 32%

Packing costs (1,130)        (1,104)         (1,219)            3.9%         0% -1% -1%

Distribution costs (4,449)        (5,625)         (4,682)            2.6%         -2% -3% -3%

Staff costs (13,886)      (15,083)       (15,853)          6.8%         -6% -9% -10%

Administrative expenses (14,262)      (17,665)       (15,875)          5.5%         -6% -10% -10%

Surplus/Deficit from operations (7,638)        (5,414)         13,315           n/a            -3% -3% 8%

Note: Excludes finance income, revenue and capita grants

Source: FY13, FY14 AFS and FY15 management accounts 

% of revenues

Financial Performance Analysis ïOperating Costs

Å The table above highlights MSDôs cost structure between FY12/13 and FY14/15. 

Accordingly, MSDôs main cost drivers were staff costs and administrative costs averaging 

8% and 9% of total revenues respectively during the analysis period. 

Å Distribution costs include the cost of fuel, driver per diems estimated at TZS 59k (USD 29) 

per day, fleet maintenance costs, casual laborers and travel costs. The 17% decline in 

these costs between FY13/14 and FY14/15 was largely attributed to route optimisation.

Å Below is a detailed breakdown of staff costs incurred between FY12/13 and FY14/15.

Administrative expenses
Audited Audited Unaudited % CAGR

TZS m FY12/13 FY13/14 FY14/15 FY13-FY15

Services and utilities (6,778)     (7,994)     (8,626)       12.8%       

Office and general expenses (4,304)     (6,753)     (5,247)       10.4%       

Training and recruitment (1,407)     (1,507)     (658)          (31.6%)      

Sales and marketing expenses (1,515)     (803)        (786)          (28.0%)      

Board expenses (258)        (608)        (558)          47.1%       

Total administrative expenses (14,262)   (17,665)   (15,875)     5.5%         

Source: FY13, FY14 AFS and FY15 management accounts 

Financial Performance Overview Continued

Å The YoY growth in the annual staff cost per employee during the analysis period was 

attributed to a 5% annual wage increase policy at MSD. 

Å Further details on services and utilities and office and general expenses are on the 

following page. 

Å The 56% decline in training and recruitment costs between FY13/14 and FY14/15 was 

due to cash flow constraints. Training activities are included in MSDôs annual budget but 

are however subject to availability of funds.

Å Management attributed the higher FY12/13 sales and marketing costs (when compared 

to other years) to a countrywide sensitisation program of the Direct Delivery System 

(DDS). Under DDS, medical supplies and medical equipment are delivered by MSD to 

dispensaries and health facility premises. 

Å Comprise of board sitting allowances and board travel costs. In FY12/13, MSD operated 

without a board for approximately six months resulting in lower board expenses, when 

compared to the other periods. This was due to delays by the MoHSDW in replacing 

retired board members.
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MSDôs main cost drivers were staff costs and administrative costs averaging 8% and 9% of total revenues 

respectively during the analysis period
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Staff costs

Audited Audited Unaudited % CAGR

TZS m FY12/13 FY13/14 FY14/15 FY13-FY15

Salaries and w ages 8,998       9,914       9,932         5.1%         

Pension fund contribution 1,241       1,328       1,354         4.5%         

Contribution to w ekeza fund -          -          620            n/a            

Transport allow ance 551          558          572            1.9%         

Other staff costs 3,096       3,283       3,375         4.4%         

Total staff costs 13,886     15,083     15,853       6.8%         

KPIs

Total staff numbers 409          439          427            

Annual staff costs per employee (TSZ '000s) 33,951     34,358     37,128       

Source: FY13, FY14 AFS and FY15 management accounts 
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Services and utilities 

Audited Audited Unaudited % CAGR

TZS m FY12/13 FY13/14 FY14/15 FY13-FY15

Rent expenses 3,694       3,864       4,308         8.0%         

Telecommunication expenses 1,195       1,388       1,440         9.8%         

Security expenses 621          1,317       1,169         37.2%       

Electricity and w ater 512          820          873            30.6%       

Office Cleaning 452          419          701            24.5%       

Fuel-Generator 142          81            114            (10.3%)      

Storage Pallets 102          46            22              (53.3%)      

Other Materials 60            59            -            (100.0%)    

Total 6,778       7,994       8,626         12.8%       

Source: FY13, FY14 AFS and FY15 management accounts 

Financial Performance Overview Continued

Å Below we highlight the key trends in office and general expenses.

Å FY13/14 costs were 70% higher when compared to the average of FY12/13 and 

FY14/15 costs due to significant power system repairs at the warehouses. 

Å This relates to Motor vehicle used for administrative purposes (i.e. excluding fleet). 

Repairs recorded a YoY decline during the analysis period since major repairs were 

undertaken in FY12/13 and FY13/14. 

Å The highest levels of office and general expenses were recorded in FY13/14 mainly 

due to the disposal of expired medicines at a cost of TZS 1.1bn (USD 543k). 

Financial Performance Analysis ïServices and Utilities 

Å Below we highlight the key trends in services and utility expenses.

Å The increase in services and utilities costs was driven by an annual increase in the rent 

expense (for warehouses) and the depreciation of the TZS to the USD. Rent per square 

meter increased from USD 6.7 in FY13/14 to USD 8.2 in FY14/15. Additionally, pricing 

the rental agreements in USD exposes MSD to forex risks especially when the TZS 

depreciates against the USD as was the case during the analysis period. The 

depreciation of the TZS implies that the MSD pays more TZS in rent for the same USD 

amounts.

Å From discussions with management, lease contracts are reviewed each year. Currently, 

the MSD leases five warehouses in addition to operating eight DP funded warehouses. 

Å MSD uses TTCL fibre optic services for its telecommunication services and has a 

standing back up contract with Vodacom. MSD pays TZS 50m per month for both 

services.

Å Between FY12/13 and FY13/14, security costs were driven by the opening of new 

warehouses in Dodoma, Tabora, Mbeya and Tanga.  
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As a result of slow moving stock, MSD incurred TZS 1.1bn and TZS 73.6m in FY13/14 and FY14/15 respectively in 

destroying expired medicines
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Office and general expenses

Audited Audited Unaudited % CAGR

TZS m FY12/13 FY13/14 FY14/15 FY13-FY15

 Repairs and maintenance buildings 341          579          284            (8.7%)        

 Repairs and maintenance furniture, 

f ittings and equipment 
71            96            129            34.7%       

 Repairs and maintenance vehicles 196          150          94              (30.9%)      

Travel and per diems 984          1,138       1,199         10.4%       

Quality control costs 39            1,097       76              39.6%       

Stationery and Office Supplies 400          693          663            28.7%       

Professional fees 259          659          231            (5.5%)        

Insurance 205          445          420            43.1%       

Vehicle fuel and oil 376          407          533            19.1%       

General procurement costs 488          400          478            (1.0%)        

Audit fees 448          399          613            17.0%       

Office equipment 219          343          348            26.0%       

Bank charges 132          92            74              (24.9%)      

Donation 16            85            43              64.4%       

Softw are licences 50            79            31              (21.0%)      

Sundry off ice and general expenses 63            73            8                (65.1%)      

Motor vehicle road license 15            18            23              24.3%       

Fines and penalties 2              -          -            (100.0%)    

4,304       6,753       5,247         10.4%       

Source: FY13, FY14 AFS and FY15 management accounts 
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Office and general expenses

Audited Audited Unaudited % CAGR

TZS m FY12/13 FY13/14 FY14/15 FY13-FY15

 Repairs and maintenance buildings 341          579          284            (8.7%)        

 Repairs and maintenance furniture, 

f ittings and equipment 
71            96            129            34.7%       

 Repairs and maintenance vehicles 196          150          94              (30.9%)      

Travel and per diems 984          1,138       1,199         10.4%       

Quality control costs 39            1,097       76              39.6%       

Stationery and Office Supplies 400          693          663            28.7%       

Professional fees 259          659          231            (5.5%)        

Insurance 205          445          420            43.1%       

Vehicle fuel and oil 376          407          533            19.1%       

General procurement costs 488          400          478            (1.0%)        

Audit fees 448          399          613            17.0%       

Office equipment 219          343          348            26.0%       

Bank charges 132          92            74              (24.9%)      

Donation 16            85            43              64.4%       

Softw are licences 50            79            31              (21.0%)      

Sundry off ice and general expenses 63            73            8                (65.1%)      

Motor vehicle road license 15            18            23              24.3%       

Fines and penalties 2              -          -            (100.0%)    

4,304       6,753       5,247         10.4%       

Source: FY13, FY14 AFS and FY15 management accounts 

Financial Performance Overview Continued

Å Increased travel per diems were due to the adoption of the Direct Delivery system as earlier discussed. 

Å In FY13/14 professional fees were higher as MSD undertook an asset revaluation exercise, customer 

satisfaction survey and a balanced scorecard review. 

Å Increased insurance costs between FY12/13 and FY13/14 were in tandem with the asset revaluation where 

some assets were revalued upwards hence an increase in the sum insured.

Å Audit fee was higher in FY13/14 and FY16 due to costs incurred on a debt verification exercise by the MoF and a 

GF funded audit respectively.
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In FY13/14 professional fees were higher because MSD undertook an asset revaluation exercise, customer 

satisfaction survey and a balanced scorecard review 
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MSDôs fee structure

Standard mark up

Å As highlighted in the previous analyses in this report, MSD earns revenues by charging a 

service fee to cover its operating costs broadly classified into packing, distribution and 

general overheads. Since MSDôs establishment, service fees have been charged based on 

the value of medicines and medical equipment distributed i.e. the value based method. 

According to Management, the merits of this system include the ease of calculation and 

simplicity when orienting new staff. 

Å In the recent past, however, key stakeholders have raised concerns due to the lack of 

equity when using the value based method to charge service fees. Specifically, the John 

Snow Inc. (JSI) report ñOptimal Service Fees for Tanzania Medical Stores Department 

Supply Chainò dated April 2015, highlighted that the value based method tends to 

overcharge high value low volume products and undercharge low value high volume 

products. 

Å Generally, MSD charges a standard mark up of up to 20.4% for normal business, 

special procurement and VPs. However, the service fee charged on VP supplies may 

also vary depending on terms of the MoUôs signed between the DP program and the 

MoHSW. The standard mark up was computed based on the MSDôs actual historical costs 

relative to its revenues as illustrated below using the FY12/13 and FY13/14 AFS figures. 

Please note that we have categorised the costs into the MSDôs supply chain activities.
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Setting commodity fee structure based on the commodity value is not an appropriate method as it does not reflect 

the actual cost of doing business

The MSDôs fee structure continued

Standard mark up

Å The foregoing illustration is a common size income statement analysis of MSDôs AFS 

expressing the actual costs relative to the total revenues. A summation of the average costs 

for each year when expressed as a percentage of total revenues approximates 20.3%. This 

is an estimate of the current mark up of 20.4%.

Å However, the limitations noted when using this method to estimate service fees are:

1. The standard mark up, as is computed, is based on revenues and hence does not take 

into account the actual cost of sales when calculating the service fees and as such may 

understate the revenues; and

2. The method does not consider activities consumed along the supply chain. 

Current pricing structure

Å The standard mark up, as earlier illustrated, is the basis of MSDôs current service fee pricing 

structure. MSD  apportions the standard mark up based on its cost structure as indicated 

below.

Å Please note however, that this method of apportioning the costs to the mark-up is not 

an objective method of estimating actual costs incurred as it is based on historical 

financial performance which in the case of MSD is prone to inefficiencies as highlighted later 

in this section.

Current pricing structure

Business line

Packing costs 1.4% 1.4% 0% - 20%

Distribution costs 6.0% 6.0% 0% - 20%

General costs 13.0% 13.0% 0% - 20%

Total mark up 20.4% 20.4% 0% - 20%

* - range depends on donor M oU

n/a - not applicable

Source: M anagement information

Normal 

business 

Special 

procurement 

Vertical 

program*

Standard mark up illustration

TZS m FY12/13 FY13/14 FY14 - FY15

FY12/13 FY13/14 Average

Distribution 15,293   17,854   7% 11% 9%

Receiving 3,474     4,814     1% 3% 2%

Storage 11,725   16,248   5% 10% 7%

Dispatch 2,063     2,859     1% 2% 1%

Procurement 1,850     1,697     1% 1% 1%

Totals 34,405   43,472   20.3%

Source: FY14 and FY15 AFS and management information

% of total revenues
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MSDôs fee structure continued

Current pricing structure

Å Later on in this section we shall assess the adequacy of the current pricing structure to 

cover MSDôs current costs while operating ñas isò and when operating more efficiently.

Å The following section highlights the recommendations, of the JSI study on MSDôs pricing 

structure. Further, we shall compare, in a scenario analysis, the time it would take the 

MSD to break even when using the current pricing structure and that of the JSI study.

JSI recommended fee structure

Å JSI, in April 2015, undertook a study of MSDôs pricing structure following dissatisfaction 

from DPs on the use of the value based method of charging service fees. The study 

relied on MSDôs actual financial data for the period 1 July 2013 to 30 June 2014 and 

analyzed MSDôs supply chain costs and the consumption along the supply chain.

Å The study identified MSDôs cost drivers as highlighted below and suggested that the use 

of the cost driver approach is more objective when determining service fees. 

Å Other recommendations resulting from the JSI study included:

ī Maintaining a differential fee structure for the three main business lines but adjust the 

current pricing. This is due to the fact that products in each business line have 

different characteristics in terms of weight, value and volume;
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JSI suggested that the use of the cost driver approach is more objective when determining service fees

MSDôs fee structure continued

ī Charge customers for the supply chain services used. Separate fees to be based on 

specific services utilised;

ī Tailor fees for products with special characteristics. For instance, high value and cold chain 

products have unique characteristics which increase costs;

ī Fees should reflect the current costs as such there is need for frequent review.

Å The study consequently recommended a differential fee structure highlighted below. The 

recommendation was a result of a scenario analysis considering various fee structures. A 

lower rate was charged on VP which incurs lower the storage and distribution costs in MSDôs 

supply chain.

MSDôs actual cost of doing business

Å We analysed MSDôs actual costs incurred in FY12/13 and FY13/14 based on the AFS. The 

FY14/15 accounts were unaudited hence excluded from our analysis. Below we highlight the 

MSDôs supply chain costs incurred in both years as a percentage of the cost of goods sold in 

each year to estimate the average mark up that would enable MSD meet its current costs.

Costs and cost drivers identified

Cost component Cost driver

Procurement Number of tenders

Clearing Volume/tonnage

Receiving Volume  

Central storage Volume  

Dispatch Volume  

Distribution to zone Weight, volume, distance

Distribution to health facility Weight, volume, distance

Source: M anagement information

JSI recommended fee structure

%

Normal business 35%

Special procurement 35%

Vertical program 9%

Source: JSI report

Current cost of the MSD to do business

TZS m FY12/13 FY13/14 Average

FY12/13 FY13/14

Distribution 15,293   17,854   7% 13% 10%

Receiving 3,474     4,814     2% 4% 3%

Storage 11,725   16,248   6% 12% 9%

Dispatch 2,063     2,859     1% 2% 2%

Procurement 1,850     1,697     1% 1% 1%

Total indirect costs 34,405   43,472   17% Total 24.5%

Total cost of sales 207,902 134,189 

Source: M anagement information

% of total cost of sales
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MSD retained the value based pricing system owing to challenges in implementing the cost driver based 

approach

MSDôs actual cost of doing business continued

Å From the foregoing  illustration, we estimate that by pricing service fees at an average mark up of 

24%, MSD would be able cover its current cost base. Please note that the computation is based 

on the current cost structure which has inherent inefficiencies including demurrage charges 

(included in the cost of sales) and provides a high level indication of what the MSD should charge.

Å From a review of the current cost structure, we highlight possible areas of cost savings largely 

based on the inefficiencies noted in MSDôs operations including:

ï Provisions for obsolete stock due to inefficient stock planning and  inadequate budget 

disbursements to facilitate distribution of medicines and medical supplies;

ï Demurrage charges associated with delayed clearing of normal  and VP medicines and 

medical supplies; and

ï Costs incurred in disposing expired medicines in tandem with the delayed movement of stock 

at the stores.

Å Also note that our normalization workings are 90% of actual costs incurred therefore 

accommodate a normal level of expected loss inherent to the operations of MSD in an ideal 

environment. 

Å Under a more efficient structure, we estimate that MSD would be able to meet its current costs by 

charging a service fee of 20% as highlighted on the adjacent table.

Normalised earnings

Audited Audited Unaudited

TZS m FY12/13 FY13/14 FY14/15

Reported surplus / (Deficit) (1,048)     (993)        9,659         

Stock provisions 1,097       6,669       1,649         

Demurrage charges 107          2,862       2,742         

Disposal of medicine 15            908          66              

Adjusted surplus / (Deficit) 171          9,446       14,116       

Note: Normalised items are 90% of amounts actually incurred

Source: FY13, FY14 AFS and FY15 management accounts 

MSDôs actual cost of doing business continued

Å Note that this illustration is an indicator of the service fee level MSD should charge and 

not a basis for supporting the use of the value based method. 

Å In the scenario analysis (later in the section), we assessed the duration it would take 

MSD to break even under the current pricing structure, the JSI recommended pricing 

structure and our analysis of the current overall cost of doing business. In the scenario 

analysis we assume that MSD charges an overall mark up of 24.5% of the product 

value i.e. normal business, VP and special procurement.

Basis for the pricing structure

Å As earlier indicated, our estimated pricing structure of 24.5% is based on MSDôs ability 

to cover its current cost base under an the current inefficient structure. However, we 

were unable to recommend a separate mark up for each line of business largely due to:

1. Inadequate financial information ïthe current accounting system does not 

categorise the operating costs into the respective lines of business thus impeding 

our ability to analyse and identify costs attributed to each line of business. 

Current cost of the MSD to do business under an efficient structure

TZS m FY12/13 FY13/14 Average

FY12/13 FY13/14

Current overheads 34,405  43,472  16.5% 32.4% 24.5%

Less: cost savings (171)      (9,446)   -0.1% -7.0% -3.6%

Normalised overheads 34,235  34,026  16.5% 25.4% 20.9%

Source: M anagement information and Deloitte analysis

% of total cost of sales

The pricing structures compared

Scenario A Scenario B Scenario C

Current 

structure 

JSI  study Deloitte 

estimate

Normal business 20.4% 35%

Special procurement 20.4% 35%

Vertical program 11.6% 9%

Note: Scenario C represents an overall mark up

Source: M anagement information

24
.5

%
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We were unable to recommend a separate pricing structure for normal business and VP because MSDôs current 

financial reporting system does not separate costs associated with these products

MSDôs actual cost of doing business continued

2. Currently, MSD predominantly distributes VP as compared to normal business, its core 

product. As highlighted below, in FY13/14 and FY14/15, 82% of MSDôs total  quantities 

distributed were VP implying that most of the costs incurred were attributed to VP. The 

trend noted below was due to the Governments inability to disburse funds hence reliance 

on donors to carry out their programs. 

Therefore, if we were to rely on the data above, a higher mark up may be charged on VP when 

compared to normal business. However, since the current financial reporting structure does not 

separately present costs per line of business, the use of an activity based cost pricing method 

would directly identify costs attributed to a specific product hence providing a more realistic 

estimate of the service fees to be charged.

Quantities of products distributed

% of total

Normal business     7,153,967     7,066,726         7,110,346 18%

Vertical program   28,162,529   36,271,350       32,216,940 82%

Total   35,316,496   43,338,076       39,327,286 100%

Source: M anagement information

 Note: The data above represents actual quantities distributed in the 

respective years whose units of measurement vary from item to item.  

(using average 

numbers)

FY13/14 FY14/15 Average 
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Service fees determined using the activity cost pricing is more accurate, when compared to the value based 

method, as it is based on actual costs incurred when delivering the service

Comparison of value based and cost driver based methods of pricing

Å Effective 1 July 2015, MSD commenced using the cost driver based method when 

charging service fees on some VP medical supplies, specifically cholera vaccines and 

mosquitoes nets. The ERP system is yet to be configured to compute service fees using 

this method hence the computation is done on an excel spread sheet from which a 

manually generated invoice is raised using the ERP system.

Å Below, we compared the service fees charged on a recent consignment of cholera 

vaccines, using the activity based pricing method as compared to the service fees using 

the value based method.

Å The service fee of TZS 11.7m (USD 5.7k) using the activity based pricing method was 78% 

lower than what would have been charged using the value based method TZS 53.8m (USD 

26.6k), an indication of the inaccuracies when using the value based method. 

Å Service fees determined using the activity cost pricing is more accurate, when compared to 

the value based method, as it is based on actual costs incurred when delivering the 

service. As such service fees computed using the activity based method could be higher or 

lower than that using the value based method.

MSD clearing and forwarding costs

Å In addition to service fees, MSD charges for clearing of medicines and medical equipment, 

when required to do so by the MoHSW. The percentage is based on the cost of the 

medicines and medical equipment. MSD, in June 2015, proposed new charges, as 

highlighted below, following stakeholder concerns of the basis used to charge these costs. 

Å Generally, MSD based rates on actual rates levied by various Government entities and 

prevailing market rates as we shall highlight below. Clearing and forwarding costs comprise 

of:

1. Marine insurance cover for imported medicines and medical supplies. MSDôs pays an 

annual premium of TZS 800m for marine insurance. We compared MSDôs rate to that of 

Jubilee Insurance Tanzania Ltd, whom we contacted, whose commercial marine 

insurance rates ranged between 0.25% to a maximum rate of 2% of the value of the sum 

insured. 

2. Cargo surveillance - also levied by insurers to ensure safe arrival of consignments to the 

final destination;

3. Wharfage and handling levies - charged by the Tanzania Ports Authority (TPA) for any 

goods passing through the port; 

Clearing and forwarding costs

1 Marine insurance 0.5% 0.3%

2 Cargo surveillance 0.1% 0.1%

3 Wharfage and handling 2.8% 1.7%

Removal 0.1% -

4 Demurrage and container rent 0.8% 0.5%

5 Transport to MSD store 1.2% 0.2%

6 Destination inspection 0.0% 0.6%

7 Bank costs 0.7% 0.2%

8 TFDA Inspection costs 2.2% 2.0%

9 Clearing fee 0.0% 0.3%

Total 8.4% 5.9%

Note: The percentage above is as a % of the value of FOB value

Source: M anagement information

Item Current Proposed
Activity based pricing 

Service UoM Qty
 Rate per 

activity driver 

Invoice 

amount
Distribution Kilometres 1,244                 9,000                11,196,000    

Receiving Centimetre cubed 33                      16,000              528,000         

Total 11,724,000    

Value based pricing 

Item value Item value  Service fee 

rate 

Invoice 

amount

USD Rate TZS m TZS TZS

470,991 2,200                     1,036,180,200   5.2% 53,881,370    

Source: Delo itte analysis and M anagement Information

 TZS 
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Due to cash flow constraints, related to VP, MSD incurred an average of TZS 1bn on normal business demurrage 

charges between FY12/13 and FY13/14

MSD clearing and forwarding costs continued

4. Demurrage -levied by the TPA for goods stored at TPAôs facilities for more than 

seven days; 

5. Transport to MSD stores - estimated cost charged by private logistics companies 

for transporting costs from the port to MSD central stores;

6. Destination inspection fees - charged by TRA for inspecting imported items; 

7. Bank costs - based on fees for opening letters of credit when purchasing 

medicines and medical equipment; 

8. TFDA inspection costs - charged to test imported medicines and medical 

equipment; and

9. Clearing fee - charged by the clearing and forwarding section at the MSD for 

clearing services rendered. From discussions with Management this is also 

based on market rates charged by third parties. 

Å The rates for items 3,4,6 and 8 were in line with the report ñReview of Handling 

Fees and other Charges Levied on MSD for Imported Medicines and Related 

Medical Suppliesò we reviewed dated August 2015.

Å MSDôs charges clearing and forwarding costs whenever VP invoices are raised. We 

were able to ascertain the amount charged on one invoice we sampled based on a 

standard computation of the clearing fee associated with the item. Further, 

management explained that the accounting system was configured to charge 

different rates for each VP item based on the clearing and forwarding component 

incurred when clearing the item from the port. 

MSD clearing and forwarding costs continued

Å Below we highlight the total clearing and forwarding costs incurred by MSD between 1 July 2012 

and 30 June 2015. Included in the total amount are demurrage changes incurred on VP and 

essential medicines. 

Å Total clearing and forwarding costs increased by 275% between FY12/13 and FY13/14 was 

attributed to increased demurrage charges on normal business and VP due owing to cash flow 

constraints. The composition of storage and demurrage costs relative to total clearing and 

forwarding costs increased during the period owing to delayed clearing of medicines and 

medical equipment at the port due to cash flow constraints and late arrival of shipping 

documents. In Appendix 2, we have detailed the consignments at the port awaiting clearing as at 

30 June 2015.

Å Notably, the MoHSW uses its internal funds to clear VP medicines and medical equipment as 

the MoHSW does not allocate a budget to cater for this.

Å Further, during the analysis period we noted that an average of TZS 1bn was incurred on 

demurrage charges related to normal business. This highlights the adverse impact that cash 

flow constraints, related to VP, had on normal business. A breakdown of the clearing and 

forwarding costs is detailed in Appendix 3 of this report.

The MSD's demurrage charges

TZS m FY12/13 FY13/14 FY14/15 % CAGR

FY13-FY15

Total clearing and forw arding costs 2,146     5,906     2,761     13.4%         

Demurrage costs - normal business 18          2,185     1,022     651.4%       

Demurrage costs - vertical program 100        995        2,025     349.3%       

Total demurrage costs 118        3,180     3,048     407.3%       

% demurrage costs of clearing 

and forwarding costs
6% 54% n/a

n/a - excluded FY15 due to erroneous classification of clearing costs 

Source: M anagement information 
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Implementation of the cost driver pricing method and configuration of the ERP will improve MSDôs pricing and 

billing system

Recommendations on fee structure 

ÅFrom our analysis of the current MSDô actual cost of doing business, at the current operational inefficiencies, MSD requires an average fee of 24.5% to cover its operational 

expenses. So the current fee structure of 20.4% is not adequate for MSD to recover its operational expenses. Further more, our analysis revealed that, under efficient operations 

(using the value based approach of pricing), an average service fee of 20.9% will be adequate to enable MSD cover its operational expenses. Since the inefficiencies highlighted 

within the supply chain process, can be rectified, we therefore recommend that, in the short run MSD should continue charging a fee of 20.4% for its normal business and 

work towards improving its operational inefficiencies. 

Å Accordingly, in the short term, for VP services, we recommend that MSD adopts an average fee of 20.4% across all the VPs to enable it to meet its operational expenses. 

However, of this 20.4% fee charges for VPs, the decision on what percent should be covered by the Donors and what should be covered by the Government, should be 

discussed and agreed upon by the two sides (i.e Donors for each program and the Government). Our recommendation to increase the VP service fee is also driven by the 

following facts; 

ü Currently, approximately 82% of the medicines and medical supplies distributed by the MSD relate to VPs making VPs a significant portion of the MSDôs operations. 

ü Under efficient operations, MSD requires and average of 20.9% to cover its operational expenses. Therefore the current charge rate for VP good (an average of 11.6%) is     not 

adequate for MSD to cover its operational cost

Å Furthermore, in the medium  term, (6 months to 12 months), we recommend the fast tracking of the implementation of the activity based cost pricing method, which will 

objectively capture costs directly related to the distribution of  normal and VP goods. We believe that, implementing the activity based costing will reduce further the fee structure 

to below 18%. Our normalization adjustments were conservative given the information constraints we faced in assessing the MSDôs costs in more detail. However, we 

understand  that the roll out of the activity based pricing approach has been undermined by:

1. Adoption of labor intensive and time consuming manual processes in measuring the medicines and medical equipment; 

2. Lack of consistency in packaging of medicines that would require recalculation whenever different packaging is used; and

3. Reconfiguration of the ERP to support the calculation method. The activity based costing method requires the ERP to capture different variables of a product from which 

service fees are determined. The ERP should be aligned to support the activity based pricing method.

As such, tackling these issues should be prioritized to effectively implement the activity based cost pricing method. 
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The value of Property Plant and Equipment (PPE) declined from TZS 74.6bn (USD 36.8m) in FY12/13 to TZS 

67.3bn (USD 33.3m) in FY14/15 due to a higher depreciation charge when compared to additions in fixed assets

Historical financial position overview continued

Å The YoY decline in Property Plant and Equipment (PPE) was due to the 

higher depreciation charge when compared to additions during the 

period. 78% of MSDôs PPE comprises of buildings which are mainly the 

storage facilities operated by the organisation. As at 30 June 2015, the MSD 

operated 9 zonal warehouses.

Historical financial position overview (continued)

Å Included under intangible assets are training costs and incidental costs incurred to set up the current 

ERP system, EPICOR version E9. The system was donated by USAID and its utilisation commenced 

in July 2012. Notably, the cost of the ERP system is yet to be capitalised in the MSDôs books, although 

it was reported to be around USD 5min. 

Å Capital Work in progress comprises of the ongoing construction of the MSDôs headquarters in Keko 

and two warehouses in Tanga and Tabora. 44% of the WIP as at 30 June 2015 was attributed to the 

headquarters construction which is self funded. The construction of the warehouses is funded by 

USAID.

Å Please refer to the separate section of this report for a comprehensive analysis of the MSDôs working 

capital components i.e. inventories, government receivable and trade and other payables.

Å During the analysis period, an average of 97% of total other receivables related to staff receivables. 

Staff receivables comprise of general staff loans and development loans. General staff loans and 

development loans are recoverable within one year and six years respectively. Development loans 

attract a 2% interest rate while general staff loans are interest free.

Å Cash and bank balances averaged TZS 51.5bn (USD 25.5m) during the analysis period. As at 30 June 

2015, 99% of the cash and bank balances were restricted funds (included in project accounts) being 

donor funds set aside to purchase medical supplies or acquire assets. 

Å Advance payments from customers refer to the total amounts due to health facilities in terms of 

medical supplies and equipment. When MSD receives a budget allocation from the MoHSW, the 

respective health facility accounts are credited. The health facilities are then eligible to draw medical 

supplies to the extent of the amounts in their accounts. From discussions with management, at any 

given time there is balance outstanding in the customer accounts allowing customers to make orders 

when the need arises. The 37.5% decline between FY13/14 and FY14/15 was due to low budget 

disbursements received from MoHSW.

Å Project accounts represent funds provided by donors for specific designated activities with agreements 

signed, as such the use of these funds is restricted and no interest is earned from these funds. 

Balance sheet
Audited Audited Unaudited % CAGR

TZS m 30-Jun-13 30-Jun-14 30-Jun-15 FY13-FY15

Non current assets

Property plant and equipment 74,600       72,012          67,316           (5.0%)        

Intangible assets 1,003         856               582                (23.9%)      

Capital w ork in progress 13,526       17,079          18,299           16.3%       

Total non current assets 89,129       89,947          86,197           (1.7%)        

Current assets

Inventories 62,387       85,319          75,047           9.7%         

Government receivable 61,555       92,874          114,242         36.2%       

Other receivables 2,056         2,220            1,430             (16.6%)      

Advance payments to suppliers 20,127       18,972          7,316             (39.7%)      

Prepayments 2,365         1,628            2,151             (4.6%)        

Deferred customer debit -            1,507            -                n/a            

Cash and bank balances 43,021       43,006          75,165           32.2%       

Total current assets 191,511     245,526        275,352         19.9%       

Total assets 280,640     335,473        361,549         13.5%       

Equity

Capital 17,258       17,258          17,258            -               

Accumulated surplus 75,842       74,849          85,309           6.1%         

Total equity 93,100       92,107          102,567         5.0%         

Current liabilities

Deferred customer credit 609            -               2,877             117.4%     

Deferred income grants 95              13 13                  (63.2%)      

Deferred capital grants 55,295       62,240          60,420           4.5%         

Trade and other payables 30,539       66,663          84,682           66.5%       

Advance payments from customers 55,783       72,318          45,657           (9.5%)        

Project accounts 45,219       42,132          66,133           20.9%       

Total liabilities 187,540     243,366        259,782         17.7%       

Total equity and liabilities 280,640     335,473        362,349         13.6%       

Note: Balancing error noted in FY15 accounts

Source: FY13, FY14 AFS and FY15 management accounts 
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Å During the analysis period, MSDôs liquidity position worsened, as highlighted by an 

increased cash conversion cycle. Between FY12/13 and FY14/15, the cash conversion 

cycle recorded a 22% CARG implying an increase in the number of days taken to convert 

inventory into cash. This was attributed to:

ī A 51% CAGR in the average inventory days due the purchase of stock the MSD was 

unable to distribute owing to low and delayed budget disbursements. The MSD 

purchases stock in anticipation of budget disbursements to enable health facilities order 

for medicines and medical supplies. Consequently, the provision for obsolete stock 

increased by 875% from TZS 1.2bn as at 30 June 2013 to TZS 10.5bn as at 30 June 

2015. The average inventory levels have been analysed on a quarterly basis later in this 

section. A detaied breakdown of ; and

ī A general increase in trade receivable days to 260 days in FY14/15 from 96 days in 

FY12/13 owing to the growing Government receivable. The Government receivable 

resulted from service fees charged by the MSD in relation to clearing, storage and 

distribution of VP medicines and medical supplies.

Å As a result of the above factors the MSD delayed in paying local suppliers by an average of 

142 days, instead of the 30 days credit policy period, owing to the cash flow constrains. 

Trade and other payables

TZS m FY12/13 FY13/14 FY14/15 % CAGRFY13-

FY15

Trade creditors 24,814 47,055 41,882 29.9%      

TFDA 539      1,951   24,082 568.4%    

Non trade creditors 4,359   9,784   10,193 52.9%      

Global Funds inspection cost unutilised -       6,055   8,119   n/a           

Others 827      1,819   406      (30.0%)     

Total 30,539 66,663 84,682 66.5%      

Note: Variance noted between FY15 trade creditors balance and ageing report

Source: FY13, FY14 AFS and FY15 management accounts 

Å For the first time during the analysis period, in FY14/15, MSD booked an accrued liability 

of TZS 24bn being fees levied by the Tanzania Food and Drugs Authority (TFDA) for 

testing imported VP medicines and medical supplies. MSD recognised the liability in 

FY14/15 after receiving a demand letter from TFDA. TFDA and MSD both operate under 

the MoHSW as such TFDA allowed MSD to operate on credit. The amounts outstanding 

as at the end of FY12/13 and FY13/14 were in relation to essential medicines and medical 

supplies.

Å Non trade creditors are mainly utility service providers. The YoY increase was due to the 

cash flow constraints facing MSD.

Å Are funds set aside to cover inspection costs for Global Fund procured medicines. The 

use of these funds is restricted to Global Fund activities. Accordingly, the funds are 

deposited in a separate account which is audited every quarter by Global Fund auditors. 

Working capital analysis

TZS m FY12/13 FY13/14 FY14/15
% CAGR

2013-15

Inventories 62,386    85,319     75,047     10%

Government receivable 61,555    92,874     114,242   36%

Trade and other payables (30,539)   (66,663)    (84,682)    67%

Total 93,402    111,530   104,608   6%

KPIs

Current ratio 4.1x        2.7x         2.2x         

Quick ratio 2.0x        1.4x         1.3x         

Inventory days 110         232          250          

Receivable days 96           201          260          

Payable days (54)          (181)         (282)         

Cash conversion cycle 152         252          228          

Source: FY13 and FY14 AFS and FY15 management accounts
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MSDôs working capital position has worsened during the recent years due to late and inadequate budget 

disbursements from MoF and a growing MoHSW debt
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Source: Management information

MSDôs working capital trend

Å The graph below analyses MSDôs 12 month moving average net working capital position on a quarterly basis by comparing the MSDôs working capital position andbudget disbursements. 

Å MSDôs networking capital position at every quarter is the sum of the inventory and Government receivables less trade creditors. In the case of MSD, the increasing net working capital is 

driven by an average increase in inventory, trade receivables and trade payables balance. These are attributed to the factors earlier discussed. Accordingly, the MSDôs cash is tied in 

inventory and trade receivables and as such the Organisation is unable to meet its obligations.

Å The subsequent pages of this section highlight further the components of working capital and explain the reason for the trends.

MSDôs working capital gap has worsened as depicted by the growing difference between the net working capital and 

budget disbursement

Working capital statistics

Details
Amount

TZSm
Period

Average w orking capital 96,008   n/a

Maximum w orking capital position 130,996 Q2 2015

Minimum w orking capital position 56,979   Q2 2015

Source: Delo itte analysis

Finance

93



Strategic Review of MSD

Government receivables

TZS m FY12/13 FY13/14 FY14/15
% CAGR

2013-15

Vertical Programmes - services 36,344  59,177  86,496   54%

Vertical Programmes - goods 4,365    12,789  10,136   52%

Dispensaries 5,819    7,211    9,890     30%

District Executive Director and Tow n Councils 3,222    3,252    4,421     17%

District hospitals 2,757    2,693    3,183     7%

National hospital 4,205    2,850    3,122     -14%

Special hospitals 1,898    1,636    3,100     28%

Government Institutions (Army, Police, 

Prisons, etc.)
1,961    2,696    2,579     15%

Health centres 1,007    1,207    1,636     27%

Regional hospitals 957       699       1,272     15%

Private sector (Faith Based Organisations) -        520       605        n/a

Local Authorities basket funds 798       513       472        -23%

Zonal referral hospitals 4           -        123        455%

Private District Designated Hospitals 21         1           65          75%

Baka -        176       26          n/a

Public District Designated Hospitals 116       44         11          -70%

Sub total 63,474  95,461  127,134 42%

Less: Provision for doubtful debts (1,919)   (2,587)   (12,892)  159%

Net government receivable 61,555  92,874  114,242 36%

Source: FY13 and FY14 AFS and FY15 management accounts

As at 30 June 2015, 85% of the net Government receivables arose from VP related clearing, storage and distribution 

costs largely as a result of Governmentôs inability to pay MSD for these services

Government receivables

Å As at 30 June 2015, 85% of the net Government receivables arose from VP related clearing, 

storage and distribution costs. MSD is responsible for clearing, storage and distribution of 

donated medicines and in turn charges a service fee to the relevant MoHSW program. A 

general increase in the receivables balance was due to failure by Government pay service fees 

to MSD. 

Å VP services are storage and distribution services rendered by the MSD for donated medicines 

and medical equipment on behalf of MoHSW and DP programs. The rates charged depend on 

the MoUs signed between the DPs and the MoHSW. 

Government receivables continued

Å VP goods arise from MSD distributing actual medicines and medical 

equipment for VP programs where the DPs disburse funds directly to MSD 

e.g. the Global Fund. 

Å According to the MoU between the Global Fund and MoHSW, the Global 

fund caters for 6% of the distribution and storage fees while the 

Government will pay 12.4%. Accordingly, the Global Fund has been making 

its contributions but the Government has been unable due to cash flow 

constraints and hence the debt.

Å Comprise of various health facilities categorised based on size and area of 

jurisdiction. Key categories of health facilities in Tanzania include 

dispensaries, special hospitals and district hospitals. The MoHSW often 

directs MSD to supply essential medicines to these health facilities during 

calamities or shortages of medical supplies. In many instances the MoHSW 

does not pay MSD for these services. We reviewed written communication 

from the MoHSW directing MSD to execute such distributions.

Å MSDôs trade debtors are all Government related due to the fact that the 

MoHSW coordinates distribution of medical supplies to health facilities. In 

this case, the MSD delivers medicines and medical supplies without 

receiving payment.

Å As at 30 June 2014, the MoF verified TZS 64bn of the total outstanding 

Government receivable, in a verification exercise undertaken by an 

independent internal auditor. We reviewed the letter to MSD from the 

Permanent Secretary in the MoF dated 12 May 2015 acknowledging the 

verification.
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1%1%

98%

Government receivables ageing analysis

Over 60 Over 90 Over 120

Note: Over 60 days includes current and over 30 day balances
Source: Management information and Deloitte analysis

Despite MSD receiving TZS 35bn from the MoHSW to partially settle the current debt, there is no agreed formal 

timelines from the MoHSW to settle the remaining debt

Trade and other receivables continued

Government receivables ageing

Account name Current Over 30 Over 60 Over 90 Over 120 Total

Vertical program services (11,211) 3,979    4,229    2,322    68,057     67,377   

Donors 25          1           92         240       27,183     27,541   

Vertical program goods (341)      172       22         59         12,402     12,314   

Dispensaries 485        818       795       (201)      7,883       9,779     

District Executive Director and Tow n Council (254)      503       55         38         4,074       4,416     

District hospitals (249)      979       152       (734)      2,972       3,120     

National hospitals (6)          129       175       (118)      2,826       3,006     

Government Institutions 137        41         24         102       2,402       2,705     

Local authorities 10          92         59         (36)        884          1,010     

Private hospitals (62)        166       117       (127)      862          956        

Public district designated hospitals (51)        23         86         (43)        91            106        

Total (11,516) 6,903    5,805    1,501    129,637   132,330 

Note: Variance noted between the receivables ageing and the Government receivable listing

Source: M anagement information

Government receivables ageing

Å Please note that variances noted between the 

trade receivables ageing above and 

Government receivables listing on the 

previous page, and credit balances above 

were attributed to accounting related issues 

when generating the aging report. As such, 

management was unable to reconcile the 

variances

Å 98% of the Government receivables were 

over 120 days. As at 30 June 2015, the MSD 

and MoHSW had an unsigned MoU that 

contained terms of the relationship between 

the two parties. According to management, in 

FY14/15, partially settled TZS 35bn of the 

Government receivable. However, there is not 

formal commitment, in terms of timelines, to 

clear the outstanding debt. 

Å Further, the MoF, being key stakeholder in 

financing health sector activities in Tanzania, 

should be a signatory to the MoU between the 

MSD and MoHSW.

`

Trade and other receivables continued

Other issues

Å When analysing the Government receivable we noted the following:

1. Variances between the Government receivable listing and the ledger balance attributed 

inaccuracies with the ERP when generating reports; 

2. Credit amounts in the ageing analysis both largely due to user errors by not matching credit 

notes to invoices earlier raised; and

3. We noted a lack of coordination in VP record keeping at the MoHSW and the 

respective VP program offices. From our discussions with the VP Managers, Chief 

Accountant, and Chief internal Auditor at the MoHSW, we established that no invoices were 

received at the MOHSW. Instead  MSD sends monthly statement of accounting to show the 

position of the Government receivables. Furthermore, there was no evidence that the 

accounts department at MoHSW makes any efforts to carry out monthly 

reconciliation with MSD.

`

98% of total Government 

receivables are over 120 

days
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The increasing Government receivable was due to continued distribution of VP medicines and medical supplies 

as such repayments were inadequate to offset the receivables

MSDôs Government receivable position

Å The graph below represents MSDôs average Government receivable position on a quarterly basis between 1 July 2012 and 30 June 2015. 

Å A decline in the Government receivables position was noted in Q4 2014 and Q2 2015 when MoHSW partially settled the current receivable by paying TZS 8bn and 27.5bn 

respectively. The net effect was an increased Government receivable due to continued distribution of VP medicines and medical supplies.

Å Despite the growing government receivable, the Government receivables have continued to decline.
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99% of MSDôs total receivables are Government receivables of which 85% arise from clearing, storage and 

distribution charges of VP medicines and medical equipment

Conclusion continued

Root cause of the accumulation of debt

1. Lack of a structured planning process between the Government and MSD on the 

management of VP supplies and Donations. This results into;

- Receipt of unplanned donations of medical supplies which lack budget allocations for 

clearance, storage and distribution; and 

- Inadequate budget allocation for clearing, storage and distribution of VPs;

2. Inefficient records management at MoHSW which makes reconciliation difficult; and

3. Lack of performance contract (MoU) between MSD and MoHSW clearly describing the 

roles, responsibilities and KPIs of each party.

Recommendations on available options to settle the existing debt and prevent recurrence

Government to settle the current debt

Å Government through the MoH should settle the Government the debt through direct budget 

allocation to the tune of the current debt amount or a soft loan from multilateral financial 

institutions such as the World Bank.

Å Further, priority should be placed on clearing the debt in the short term, specifically within the 

current financial year, as it directly impacts the MSDôs ability to operate.

Offsetting the Government debt against liabilities due to Government agencies

Å Clearing charges levied by Government agencies could be netted off against the Government 

receivable. For instance, as at 30 June 2015, an amount of TZS 24bn (USD 12m) due to the 

TFDA could be offset against the service fees due from GoT. 

Debt verification

Å As part of our scope, we sampled the additional Government receivables 

recorded between 1 July 2014 and 30 June 2015 and verified the amounts to 

supporting invoices at the Dar es Salam Zone.

Å As part of the debt verification, we sampled 10 VP invoices to ascertain the 

charging system used by the EPR. This is documented in Appendix 4 of this 

report. No exceptions were noted during our verification exercise. 

Å Please note that the MSDôs was unable to categorise the Government 

receivable as clearing, storage and distribution as the accounting system is 

not configured to do the classification. Accordingly, as at 30 June 2015, 

invoices raised by the MSD failed to categories service fees into clearing, 

storage and distribution. Consequently, the MSDôs he basis of the amounts 

billed hence disputing the invoices which further contributes to the increased 

Government receivables.

Conclusion

Reasons for payment arrears

Å This is attributed to the Government receivables which constitute 99% of 

MSDôs total receivables arising from:

- Charges on clearing, storage and distribution of VP supplies and 

Donations. This forms 85% of the total Government receivable; and 

- Offering services to dispensaries and Health facilities on credit bases 

under special directives from the MoHSW. This forms the remainder of the 

Government receivable.

Debt verification summary

Details Amount

TZS m

Verification source

Amount verif ied as at 30 June 2014 64,296   MoF letter

Amount verif ied during field w ork 39,709   Deloitte analysis

Total verified debt 104,005 

Total Government debt 114,242 

% of debt verified 91%

Source: Deloitte analysis, TFDA and M oHSW
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Unplanned donations and hence costs for clearing and distributing VP medicines and medical equipment are not 

factored in the budget

Prevention of recurrence continued

1. MSD should enforce its cash and carry policy 

Similar entities, including the National Medical Stores (Uganda) and Kenya Medical Stores 

Department (Kenya) operate similar policies to manage debts in their operations. Specifically, in 

KEMSA currently requires county Governments to pay for medicines and medical supplies in 

advance.

2. Inclusion and ring ïfencing of VP clearing, storage and distribution costs in the annual 

budget

Å Currently, the budget allocation to MSD is inadequate to cover clearing, storage and distribution 

of VP medicines and medical equipment. The MSD is directed by MoHSW to clear VP 

medicines at its own cost and distribute to health facilities. According to management, cash 

constraints are due to use of internal resources to clear VP medicines without timely repayment 

Å The Government should increase its allocation for VP and ring-fence these funds to limit the 

use to VP. 

3. Clarity in computation of the service fees when billing

Å MSD was unable to classify the Government receivable into clearing, storage and distribution 

owing to the accounting system configuration issues. 

Å From a physical review of invoices raised to various programs, the amounts are presented as a 

block figure and not broken down into clearing, storage and distribution related. Discussion with 

the MoHSW and the VP managers indicated that the absence of a clear basis to compute 

resulted in dissatisfaction with the MSDôs billing system further contributing to delayed 

payments of the Government receivable. Further, the ERP system should be configured to 

automatically compute all charges and indicate the basis i.e. rates and applicable variables, for 

clarity.

4. Strengthen Financial management skills at Board level

Å The composition of Board members should be strengthened to include members with the 

requisite financial managerial skills to enable effective strategic decision making as provided in 

MSD Act.  This will improve/ensure the scrutiny of financial challenges at Board level.

Prevention of recurrence continued

5. Enforcing implementation of the donation guideline

Å There is inadequate communication between the Donors, the Government and the MSD in 

handling the supply chain process for some of the VP goods such as Vaccinations. This 

has resulted into inefficiencies in the clearing, storage and distribution of these VP goods 

causing either delays in clearing goods from the port and overstocking at the MSD 

because the entire supply chain process is disturbed due to ad hock receipt of good. 

Å Of recent, the Government has issued a donation guideline to enhance the management of 

donations. If implemented effectively, this will help to improve communication process 

between the donors, the Government and the MSD, therefore increasing efficiency in the 

management of donations

6. Executing planned disbursements

Å The MoF should establish a planned disbursement process which detailing the amounts 

(or percentages) and the due dates to enable better stock planning, procurement and 

storage management. Specifically, this should involve exploring  upfront credits to health 

facility accounts in one (frontloading) or maximum, two tranches a year at the beginning 

and at the middle of the FY.

7. Develop inter-agency agreements to fast-track clearance of the MSD goods

Å Various authorities levy charges to the MSD in the course of its operations .e.g. TFDA, 

TRA and TPA. To avoid accumulation of demurrage charges and fines due to delayed 

clearance the MSD can enter into agreements that fast track clearance of the MSD stock 

at the port and allow for other QA and inspection procedures to take place at the MSD 

premises prior to distribution.

8. A signed MoU between the MoHSW, MoF and MSD on the management of VP goods

Å The MoU between MSD, MoF and MoHSW should be signed and clearly identify the roles 

and responsibilities of each institution in handling VP goods. This should include clear 

performance targets for each entity, and could save as a mechanism to strengthen 

communication and collaboration between these institutions.
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A funded universal heath care system either through taxes or health insurance would guarantee MSD sustainable 

revenues and hence sufficient funds for operations

Prevention of recurrence

9. Direct delivery of all medicines and medical equipment by MSD suppliers /  DPGs to MSD Central warehouse

Å To avoid future occurrence of high demurrage and clearing charges, all suppliers of essential medicines and medical equipment should be directed to deliver at the MSDs central store.

Å DPGôs should also deliver VP medicines and medical equipment directly to the MSD central store to prevent instances of demurrage charges levied on the MSD. This will also serve 

goods from staying longer at the port which affect the shelf life of these medicine, in addition to the medicine staying at unfavourable condition which could reduce quality.

10. Introduction of Universal health-care

Å A universal health care system aims at ensuring that all people obtain the health services they need without suffering financial hardship when paying for them. A funded system either 

through taxes or health insurance guarantees the MSD sustainable revenues hence sufficient funds for operations.

Å This system has worked in other African counties including Burkina Faso, Botswana, Malawi, Rwanda, Niger and Zambia.

Å However, for the successful implementation of a universal health care system, the following may be required:

- A stable source of funding such as donor aid;

- Counties to collect revenues from taxes charged on civil servantsôpaychecks;

- Raising of funds from debt relief as practiced in Tanzania;

- Citizens to pay monthly or annual premiums;

- Instituting tax that will solely be for the National health care insurance scheme; and

- Establishment of risk pools - health programs for certain groups of the people with special requirements.

Å Potential challenges that have arisen form  the implementation of a universal health-care scheme are:

- Gaps in the quality of health care services offered in different regions of a country as multiple companies provide the healthcare services;

- Slow down in Government financed health care;

- Inadequate number of medical workers needed to work in the medical facilities and

- An increase in health services and making contributions less affordable for the poorest citizens.
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Delays in paying suppliers may result in imposing of more stringent credit terms to MSD such as interest

Trade payables ageing

Å As at 30 June 2015, 79% of the total trade payables were over 120 days due to cash flow constraints resulting in delayed supplier payments. Over 98% of the total creditors as at 30 June 

2015 were suppliers of essential medicines and medical equipment. Biocare Health Products Limited (Biocare) was the only VP supplier in the ageing as at 30 June 2015. Out a total amount 

of TZS 1.6bn to Biocare, TZS 205m was due to VP related medical supplies for Global Fund supported programs. Management confirmed that there were no disputed creditor amounts as at 

30 June 2015.

Å From the table above, local suppliers comprised of 76% of the top 20 trade payables largely because their supply contracts do not require MSD pay for goods in advance. However, delayed 

payments of local suppliers who bill in foreign currency increases the forex risk. Suppliers 1,3,4, 6, 7, 8, 13 and 14 bill in foreign currency. Between March 2015 and June 2015, the TZS 

depreciated by 11.6% against the USD from TZS/USD 1,786 to TZS/USD 2020 respectively.

Å Debit amounts in the ageing above were due to advance payments to foreign suppliers for medicines.

Top 20 trade creditors ageing analysis

TZSm Current      Over 30      Over 60      Over 90     Over 120 Amount Nature of relationship Tenure of relationship Days credit Location

1 Jilichem (T) Limited 81         332            254            328            4,301           5,296    Supplier of medicines and equipment 2 years 30 days Local

2 Hv International Fzc -        28              132            (0)               2,795           2,955    Supplier of medicines and equipment 2 years 80% advance 20% on delivery Foreign

3 Astra Pharma (T) Ltd -        -             -             413            1,717           2,130    Supplier of medicines and equipment 2 years 30 days Local

4 Harsh Pharmaceuticals Ltd -        29              -             -             1,939           1,968    Supplier of medicines and equipment 2 years 30 days Local

5 H.H Hillal & Co. Ltd -        -             -             -             1,934           1,934    Supplier of medicines and equipment 2 years 30 days Local

6 Anudha Limited (2)          701            -             -             1,223           1,922    Supplier of medicines and equipment 2 years 30 days Local

7 Biocare Health Products Limited 205       -             695            (14)             753              1,638    Supplier of medicines and equipment 2 years 30 days Local

8 Vita Foam (T) Ltd 174       -             -             -             1,441           1,615    Supplier of medicines and equipment 2 years 30 days Local

9 Famy Care Ltd 1,518    -             -             -             6                  1,525    Supplier of medicines and equipment 2 years 80% advance 20% on delivery Foreign

10 Hebei Oriental Pharm Ie Corporation -        -             -             -             1,416           1,416    Supplier of medicines and equipment 2 years 80% advance 20% on delivery Foreign

11 Tanzania Food And Drug Authority -        -             -             -             1,411           1,411    Regulator N/A 30 days Local

12 Salama Pharmaceuticals Ltd -        -             -             248            1,142           1,389    Supplier of medicines and equipment 2 years 30 days Local

13 Samiro Pharmacy 143       186            23              342            389              1,083    Supplier of medicines and equipment 2 years 30 days Local

14 Crow n Healthcare (T) Ltd (1)          -             -             -             970              969       Supplier of medicines and equipment 2 years 30 days Local

15 Mw anza City Council -        -             -             -             870              870       Purchase of and land Contract 30 days Local

16 Claris Lifesciences Limited -        -             -             -             828              828       Supplier of medicines and equipment 2 years 80% advance 20% on delivery Foreign

17 Elys Chemical Industries Ltd (227)      601            -             -             433              807       Supplier of medicines and equipment 2 years 80% advance 20% on delivery Foreign

18 Keko Pharmaceutical Industries (1997) Ltd (198)      -             (3)               -             994              794       Supplier of medicines and equipment 2 years 30 days Local

19 Okinaw a Pharmacy (1)          -             -             -             564              564       Supplier of medicines and equipment 2 years 30 days Local

20 Jaffery Industries Ltd -        -             -             -             556              556       Supplier of beds 2 years 30 days Local

Top 20 total 1,693    1,877         1,101         1,317         25,682         31,670  

List total 3,378    2,783         1,426         1,547         34,211         43,345  

Source: M anagement information
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Erosion of MSDôs working capital was attributed to the Growing Government receivable on account of the slow 

settlement of the amount due to MSD

Conclusion

Root cause of working capital erosion

1. Growing Government receivable on account of the slow settlement of the amount due to MSD,

2. Inadequate funding to distribute medicines and medical supplies which results into poor stock movement, and

3. Operational inefficiencies causing overstocking, accumulation of DOS and Expired Goods, and Demurrage charges 

Recommendations of improving working capital

1. Settlement of the current Government debt

2. Increased allocation and Ring-fencing of budget for handing VP goods

3. Timely disbursement of Government budget ideally at the beginning of the financial year or in set tranches to enable effective stock planning and settling of trade 

payables, and 

4. Improving operational efficiencies across the supply chain operations
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Issue Recommendations Impact
Ease of 

implementation
Timelines Responsible

Opportunities for improvement 

to the budgeting process

For efficiency in budget formulation and tracking, the ERP should be configured to 

support the budget system. This will also reduce instances of human error. 

0 ï2 years MSD - DFP

Due to the recent trend in the increased Government budget deficit, MSD should 

rationalise its budget so as to work with a more realistic plan. This would reduce 

instances of overstocking and consequently reduce obsolete stock.

Improvement in reporting Cash collection reports should be system generated to reduce instances of errors 0 ï1 year MSD - DFP

Improvement of fee structure Implementation of the activity based costing approach to pricing 0 ï2 years MSD - DG

ERP system should be configured to provide clarity in billing and financial reporting 0 ï2 years MSD - DFP

Recommendations on available 

options to settle the existing debt 

and prevent recurrence

Settlement of the current debt 0ï2 years PS - MoHSW

Offsetting the Government debt against liabilities due to Government agencies 0ï1 year Chief

Pharmacist -

MoHSW

High level implementation  timelines

Low

Low Ongoing MSD-DFP

Medium

Low

Low

Medium

Low
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Issue Recommendations Impact
Ease of 

implementation
Timelines Responsible

Recommendations to avoid 

further recurrence of the 

Government debt

MSD should enforce its cash and carry policy 0 ï1 year MSD - DG

Inclusion and ring ïfencing of VP clearing, storage and distribution costs in the annual 

budget

0 ï2 years PS - MoHSW

Clarity in computation of the service fees when billing 0 ï1 year MSD - DFP

Strengthen Financial management skills at Board level 0 ï6 

months

PS - MoHSW

Enforce implementation of the donation guideline 0 ï6 

months

Chief

pharmacist

Executing planned disbursements 0 ï1 year PS - MoHSW

Develop inter-agency agreements to fast-track clearance of MSD goods 0 ï1 years Chief

Pharmacist

A signed MoU between the MoHSW, MoF and MSD on the management of VP goods 0 ï1 year PS - MoHSW

Introduction of Universal health-care in the long run 0 ï10 

years

PS - MoHSW

Direct delivery of all medicines and medical equipment by MSD suppliers /  DPGs to 

MSD central warehouse

0 ï1 year Chief 

Pharmacist

High level implementation  timelines

Medium

Medium

Medium

High

High

Medium

Medium

High

Low

High
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Our review of the technology aimed at understanding MSD ERP, with a focus on its effectiveness in enabling the 

supply chain management process.

Beneficiaries Health 

Facilities 

Central StoreZonal Store Procurement 

Directorate

Á eLMIS ïElectronic 

Logistics Information 

Management System 

(eLMIS) has been 

rolled out nationwide at 

the district level for 

quantification

Á eLMIS Integration -

MSD is working to 

integrate eLMIS with 

E9.  This has currently 

been completed in 

Dodoma and Dar es 

Salaam zones

Barcode  Scanners

Á Barcode smart readers 

have been rolled out at 

Keko and warehouse-

in-a-box warehouses 

at HQ as pilots.  

Á They enable users to 

scan stock codes 

instead of entering 

them manually, as well 

as update transactions 

in the system remotely

Route Optimization 

Software

Á MSD uses Llamasoft

route optimization 

software 

Other Current Technology Initiatives:
E9 Context:

Á The primary system used for the 

Supply Chain Process in MSD 

is the EPICOR ERP (Version 9)

Á Implementation of E9 was 

conducted in 2 phases.  Phase 

1 rolled out Logistics, Finance, 

Sales and Procurement 

modules in 2012, replacing the 

previous ERP ïOrion.

Á Phase 2 originally planned to 

implement Human Capital 

Management (HCM), Material 

Requirements Planning (MRP), 

Payroll, Customer Relationship 

Management (CRM), Enterprise 

Performance Management 

(EPM), Budget Control and 

Demand Forecasting modules.  

ÁOnly HCM, MRP and Payroll 

modules were rolled out by the 

close of Phase 2 in September 

of 2015

Current E9 Modules

Logistics ProcurementSalesFinance

PayrollMRPHCM

E9 ïModules Not Delivered 

EPM CRM

Budget 

Control 
Demand 

Forecasting

Á Implementation of CRM, Budget Control 

and Demand Planning was not started due 

to reported Project Timelines

Á Implementation of EPM was attempted, 

however failed due to a reported technical 

issue.  This was not resolved before the 

end of the project.  

Technology
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