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CHAIRPERSON'S FOREWORD

In line with the provisions of the National Assembly Standing Order 207(3)b),I hereby present the

report of the Budget and Appropriations Committee on the Supplementary Estimates No. 1 for

financial year 2027/2022. The Estimates were tabled in the National Assembly on Tuesday, 1st

February 2022 pursuant to Articl e 223 of the Constitution and section 44 of the Public Finance

Management Act 2072. These legal provisions allow for supplementary appropriation for any

purpose if the amount allocated in the Appropriation Act is insufficient ol a need has arisen for

expenditure that was unforeseen and had therefore not been provided for in the Appropriation Acg

or if money has been withdrawn from the Contingencies Fund'

In a deparnrre from the recent past, the fust Supplementary Estimates for financial year 2021/2022

have been brought to the House six months into the financial yeat which dlows the budget adequate

time to gain traction for policies to be implemented by the vadous MDAs. The Committee observed

however, that the implementation of the budget has not been uniform. A review of exchequer

releases indicates that as at December 2027,50 MDAs had received less than 50oh of their approved

budgets with 9 MDAs having received less than 30oh of their approved budgets. Indeed, even

county transfers have been below target 'n/ith Counties having receiving only 39oh of the total

Equitable Share as at December 2027. The Committee is concemed that this skewed release of
fesoufces could ieopardize budget implementation for the affected MDAs.

It is indicated that this supplementary budget has been prepared mainly to provide additional

furrdirg for drought related interventions, secr:rity, COVID-19, pending bills, salary shortfd)',2022

elections and expansion of CBC infrastructure'

EXAMTNATION OF THE SUPPLEMENTARY ESTIMATES NO. 1202L/2022

In reviewing of the Supplementary Estimates No. 1 for FY 2027 /2022, the Committee held nine (9)

Sittings including one (1) consultative meeting with the National Treasury. Futhermore, the

Committee received submissions from the Departrnental Committees in relation to proposed

expenditure changes viithin their purview. Discussions were also held with the Office of the

Auditor General as well as the Parliamentary Serwice Commission on ProPosed revisions to their

budgets as this fall under the purview of the Budget and Appropriations Committee.

The outcome of these deliberations has informed the various recommendations which ate contained

in this report. If approved by the House, these tecommendations will form the basis for the Passage

of the fust Supplementary Appropriation Bill for financial year 2021/2022.
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RECOMMENDATIONS

Arising from the above deliberations, the Committee recornmends the following:

a. Policy Recommendations

That, in the 13th Parliament, the Public Finance Management Act, 2072 and attendant

Regulations should be reviewed to provide succinct guidelines on the budget items that

should be funded under Article 223 of the Constitution.
That, any funds withdrawn from Contingency Fund should be outlined on a separate

schedule when supplementary estimates are tabled in the House.

That, once a supplementary budget is submitted to the House, any addendurn to the revised

budget will NOT be accepted.

1.

1l1.

u

Additionally, reference should be made to the observadons and policy recommendations from the

Departrnental Committees on the Supplementary Estimates No. 1. for Financial Year 2021,/2022

attached in Annex 1 and relevant MDAs should take action.

b. Financial Recommendations

L That, the Committee frrrther recommends that this House approves;
i. An increase of l(shs. 738,860,936,287 of which;

(i) Executive -Kshs.138,180,887,040
(ii) Judiciary- Kshs. 7,152,244,108
(iii) Parliament- Kshs. 527,805,739

II. That, Schedule 7 and 2 form the basis for the finalization of the Supplementary Appropriations
8t11,,2022
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1.0 PREFACE

l.l Establishment and Mandate of the Committee

Article 221 (4 and 5) of the Constirution and Section 7 of the Public Finance Management Act,
2072 proide for the establishment of a Committee of the National Assembly whose main role
is to take the lead in budgetary oversight by the National Assembly. Pursuant to this
constirudonal provision, Standing Order 207 establishes the Budget and Appropriations
Committee with specific mandates as follows:

ii. Investigate, inquire into and report on all matters relating to coordination, control and
monitodng of the national budgeq
iii. Discuss and review the budget estimates and make recommendations to the House;

iv. Examine the Budget Policy Statement presented to the House
v. Examine bills related to the national budget including appropriation bills;
vi. Evaluate tax estimates, economic and budgetary policies and programmes with direct

budget oudays; and

vii. Examine the Division of Revenue Bill.

1.2 Membership of the Committee

Pursuant to Standing Order 207(2), the Budget and Appropridtions Commirtee as currentlv
constituted comprises of the following Honourable Members:

2

MEMBER
1. Hon. Kanini Kega, CBS, M.P. - Chairperson
2. FIon. Benard Masaka Shinali, M.P.

Chairperson
3. Hon. CPAJohn Mbadi, EGH, CBS, M.P.
4. Hon. Emmanuel Wangwe, CBS, M.P
5. Hon. Fatuma Gedi Ali, CBS, M.P.
6. Hon.'$Tangari Mwaniki, OGW, M.P
7. Hon. CPA Moses I( Lessonet, CBS, M.P
8. Hon. Samwel Moroto, M.P.
9. Hon. Millie Odhiambo, M.P.
10. Hon. Richard Onyonka, M.P
11. Hon. (Dr.) Makali Mulu Benson, M.P.
72. Hon. Twalib Bady, M.P.
13. Hon. Jude Njomo, M.P.
14. Hon. Sarah Paulata Korere, M.P.
15. Hon.Josephine Naisula Lesuuda, OGW, M.P.
16. Hon. Alfred Kiptoo Keter, M.P
17. Hon. Sakwa Bunyasi, M.P.

CONSTITUENCY
Kieni

Vice Ikolomani

PARTY

Jubilee

Jubilee

Suba South

Navakholo

Wajir County

Kigumo

Eldama Ravine

Kapenguria

Suba North
Kirutu Chache South
Kitui Central

Jomvu
I(iambu Town
Laikipia North
Samburu West

Nandi Hills
Nambale

ODM

Jubilee
PDR

Jubilee

Jubilee

Jubilee
ODM
Ford Kenya

'iTiper
ODM

Jubilee

Jubilee
KANU

Jubilee
ANC
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MEMBER
18. Hon. Florence Chepng'etich Koskey Bore, M.P

19. Hon.James Gichuki Mugambi, M.P'

20. Hon. Danson Mwashako, M.P.

21. Hon. @"g) Mark Nyamita, M.P.

22. H.on. PauIAbuor, M.P

23. H.on. Mercy Wanjiku GakuYa, M.P'

24. Hort. CPA Francis Kuda Kimani, M.P

25. Hon. Samuel Atandi, M.P

26. Hon.Joseph Manie, M.P

27. Hon. Marselino Arbelle, M.P

1.3 Committee Sectetariat

The Committee Sectetariat is comptised of the following:

1. Mr. Joseph Ndfuangu Fiscal Analyst I/ C1etk

Appropriations Committee

2. Mr. Danson Kachumbo Fiscal Analyst I/ Clerk

Appropdations Committee

3. Mr. Benatd Omondi Serieant-at-arms

4. Mr. Eugene Luteshi Audio Officer

5. Mr. George lvlbaluka Office Assisant

CONSTITTIENCY
Kericho County

Othaya

Wundanyi

Ufti
Rongo

Kasarani

Molo

Alego Usonga

Kajiado North
I-aisamis

PARTY

Jubilee

Jubilee
Wipo
ODM
ODM

Jubilee

Jubilee
ODM

Jubilee

Jubilee

3.

4.

of the

of thi

Budget and

Budget and

The Committee also received technical support ftom the Mactoeconomic Analysis and Satistics

departrnent of the Parliamentary Budget Office; under the leadership and guidance of the

Director Ms. Phyllis M"karr, OGW; the Senior Deputy Director, Dr. Matin Masinde; and the

Deputy Director, Mr. Robert NY^g"'
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2.0 INTRODUCTION

The frst supplementary budget for the financial year 2021/2022 has been prepared by the
National Treasury at a time when the economy is experien.irg , rebound in growth with
revenue estimated to have performed above target by Ksh. 16.6 billion flune - December 2021).
The supplementary budget seeks to adjust expendirure upwards by Ksh. 726.3 bilfion; mainly to
provide additional funding for drought related interventions, securiry, COVID-19, pending bills,
salary shortfall,2022 elections and expansion of CBC infrastrucrure.

The upward adjustrnent of the budget is mostly on account of recurrent rather than
development expenditure. The recurrent budget has increased by Ksh. 113.25 billion (B.gn
whereas the development budget has only increased by IGh. 13 billion (1.go/q. The Committee is
concemed that if this trend condnues, it could eventually crowd out 'growth-enhancing'
expenditures under the development budget. Indeed, there is reported under-absorption of the
development budget, most of which is attributed to foreign financed proiects. Many donor
funded projects are facing implementation challenges, mainly relating to low absolptive capacity
by the recipient MDA or lack of GoI( counte{part funding. The Committee notes that many
donor funded projects are not aligned to the budget cycle and therefore face challenges being
assimilated by the recipient MDA.

Article 223 of the Consdrution provides the leeway for the National Government to spend
monies that have not been appropriated by Parliament if the amounr appropriated for any

Pu{Pose under the Appropriation Act is insufficient or a need has arisen for expendirure for a

PurPose fbr which no amount has been appropriated by that Act; or money has been withdrawn
from the Contingencies Fund. So far, the National Treasury has granted approvals under Article
223 of the Constinrdon amounting to Ksh. 75.366 billion; of which Ksh.40.264 billion is
recurrent and Ifth.35.101 billion is development. Of this amount, only Ksh. 29.15 billion has
been disbursed to the spending agencies. The Committee is of the opinion that the failure to
disburse funds already approved under Article 223 of the Constitution implies that the
expenditure items wete probably not emergency in nature and should therefore not constitute
Article 223 expendirure.

The Committee notes with concern that failure to submit the fi.rll amount approved under
Article 223 of the Constirudon raises questions on whether the undisbursed expenditures were
indeed emergency in natute. Indeed, the Committee observed that some of the Article 223
expenditures do not aPpear to meet the spirit of the Constitution. There are allocations cutting
across various MDAs towards enhanced operations and maintenance as well as salary shortfalls
which could've been reasonably provided for within the prevailing budget constraints during the
annual budget Process and shouid ideally not constirute a supplementary budget. PFM regulation
a)$)(a) clarifies that the purpose for which approval is sought for a supplementary budget
DOES NOT include expenditure that, although known when finalising the original budget
estimates, could not be accommodated within allocations.

6.

7

8.
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2.I COMPLIANCE TO LEGAL PROVISIONS

The legal provisions undelpinning the supplementary budget are contained in Artide 223 of the
Constitution, Section 44 of the Public Finance Management Act, 2012, Section 40 of PFM
regulations, 2075 and National Assembly Standing Order 243. Tl:ns indudes information with
regard to the basis, content and procedure of processing the supplementary estimates.

The Committee observed that the Supplementary budget has flouted tuzo significant provisions.

Firstly, contrary to PFM regulation 40(8), there are many new projects which have been

introduced in the supplementary budget. To illustrate, there arc 76 new projects in the State

Departrnent for Transport; and 50 new level III hospitals in the Ministry of Health. The State

Department for crop development and the Ministry of Energy also have new projects. Secondly,

some expenditure adjustrrents to progtammes have exceeded 10%. These include prografilmes
under State Departrnent for Transport, Trade, Energy, and Finance among others. To this
extent, the National Treasury has indicated that it is seeking special approval of these

adjustrnents in line with regulation 40(9) of the PEM regulations, 2015.

The fiscal framework undeqpinning rhe 2021/20?2 budget is grounded on fiscal consolidation
rvith the aim of teducing the overall fiscal deficit over the medium term. This is also in line with
the IMF performance benchmatk for fiscal deficit under the 38 month IMF facility progmmme
which the country entered into in 2027. The Committee observed that due to the significant
inctease in spending, the ovetall fiscal deficit level indusive of grants is projected to increase

from 7.5 percent to 8.1 per cent of GDP contr^ry to the fiscal consolidation path. Additional
borrowing will therefore be required to plug the deficit. This is a concem given the constrained

fiscal space with the country about to breach the legally binding IGh. 9 trillion debt ceiling. It is

firther noted that most of the, budgetary increases are in t}re recurrent budget which mosdy
comprises of 'non-core' as opposed to 'growth-enhancing' development expenditure.

The policy direction of the approved budget was anchored on the Big Four Agenda and the

post-COVID-19 Economic Recovery Strategy (E,RS). There is concern however that some of
the deductions could potentially alter the policy direction of the budget. For instance tlere are

deductions on expenditures relating to Economic Recovery Strategy as well as to Big four
interventions under housing, under livestock management and coordination; and the

development and coordination of the Blue Economy.

The Committee fi:rther observed that budget implementation appears to be skewed towards the

National Govemment and indeed towards specific MDAs within the National govemment. As
at December 2027, only 39.2oh of the Counry Equitable Share (Ksh. 744.98 billion) had been

disbursed to counties against the total amount of Ksh. 370 billion. Further, within the National
Govemment, approximately 50 MDAs had received less than 50o/o of their totd budgeq with 9
MDAs receiving less than 30oh of their total budget. This is a concem as it hinders effective

budget implementation for these entities.

10.

77

72.

13.
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74

15.

76.

17.

18.

The Committee is concemed that despite major adjustrnents in the supplementary budget, an

assessment of the fiscal impact of the proposed reductions and/or increases to various

programmes has not been provided. Further, it is noted that some expenditure adiustments are

not consistent with the targets which have remained the same despite the changes in budgetary

allocadon. For instance, in the Ministry of Defence, there are some budget cuts but no changes

in the targets of the affected programmes. Similady in the Ministry of Sports and Ministry of
Fhance, there are budget cuts under some prografi]mes but the overall targets for the affected

have remained the same.

3.0 STATE OF THE ECONOMY

The Supplementary Budget for FY 2021/22 has been prepared at a time when the economyis

experiencing a rebound in growth following a period of economic underperforrnance brought

about by the COVID-19 pandemic. The average growth for the fust three quaffers of 2021 is

estimated at 7.9 percent. It is worth noting however that the base effect is a significant factor in

the recorded growth. Most sectors were coming from negative growth rates experienced n 2020

and the frrll reopening of the economy led to the unusual spike in growth. Therefore, as much as

tlre econornv is in recovery, the recorded growth for 2027 is more of a 'statistical' than 'real'

growth.

Going forward, there are still some inherent risks to the economic oudook which, if they

materialize, corrld affect the outcome of budget implementation. These include the ongoing

&ought in some parts of the country, lingering COVID-I9 pandemic effects, increasing public

expenditure pressures and the impact of a heightened election mood on investrnent decisions.

These risks have a potentiaily adverse effect on the economic gowth oudook and therefore

revenue collection which could impact negatively on budgetary spending in2022.

Overall inflation has remained within the target threshold of 2.5 percent to 7.5 percent; dedining

steadily from 6.9 percent in September 2027 to 5.4 percent inJanuary 2022. Goine forward, the

risks to inflation will largely emanate from higher food prices due to weather telated shocks as

well as the dse in global food prices. Fuel inflation is likely to remain stable due to the EPRA

fuel subsidy but if the subsidy ends then fuel prices could increase rapidly.

Private Sector credit has been resilient but still faces some risks. As at December2027, Private
sector credit stood at 8.6 percent - an increase from 7.8 percent in October 2027.The recovery

in credit growth was mainly observed in the Transport and Communication sector,

Manr,rfacruring sector and Consumer Durables sector. In terms of the oudook however, private

sector credit growth is )ikely to remain subdued on account of the risk profile, especially of the

MSMEs due to non-performing loans. Delayed payments to suppliers and contractors by the

govenunent also limit their repayment abiliry.

The currenr account deficit has widened from an estimated 4.6 percent of GDP n 2020 to 5.4

percent in 2021. This is mainly attributed to a higher import bill, which more than offset
19
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27

22.

23.

increased receipts from horticulture, manufactured exports and diaspora remittances. Going

forward, the govemment should re-think its export strategy, particulady ad&essing product

competitiveness concems. This includes putting in place measures to support export oriented

4.0 IMPLEMENTATION OF THE BUDGET AS APPROVED

The total approved budget for 2021/2022 (excluding CFS) was estimated at Ksh. 7.942 tr.llionl,

of which recuffent expenditure was estimated at I(sh. 7.274 tilllon and development

expenditure at Ksh. 668.378 billion. However, the supplementary budget has proposed major

changes cutting across vadous Ministdes, Departrnents and Agencies.

The Committee observed that there were several upward adjustments in the Operations and

Maintenance budget of some MDAs. Ideally, a supplementary budget should constitute

emergency and unforeseen expenditure. The practice of undertaking significant increases in

O&M spending during the supplementary budget has the potentid to be abused as there is

usudly no justification provided. Furthermote, given the resoutce constraints, higher O&M
spending could 'crowd out' development related spending with adverse effects on economic

growth outcome.

Pendirg bilis continue to present a challenge. Despite the national govenrment policy on

pending bills to constitute a fust charge (freasury Circulat No.7/2019), it appears that this has

not been followed. Latest statisdcs indicate that as at 30th September 2021, pending bills

amounted to Ksh. 423.2bil1ton Of this amount, State Corporations accounted for 87.8% (Ifth.
371.5 billion) and MDAs accounted for 72.2oh (Ksh. 51.6 billion). The Committee is concerned

that some reducdons in the development budget could potentially lead to firtther pending bills

accumulation especially where commitments had already been undertaken or there are

contractual obligations.

The management of the Contingencies fund is in question. The Committee observed that the

firnd has been allocated Ksh. 3.7 billion in the supplementary budget yet no amounts have been

withdrawn and spent from the Fund. Idealln any allocation of firnds to the Contingencies Fund

during a supplementary budget is supposed to be a reinstatement of monies vrith&awn and

spent ftom the fund. The puqpose is to finance unforeseen and.unpredictable expenditutes

which were not budgeted for but must be incurred in the public interest before a supPlementary

budget is approved. Since no money was withdrawn from the fund, the arbitrary increase in

allocation to the fund is not procedural.

Some donor funded proiects appear to be facing implementation challenges. The Committee

noted that the low implementation of the development budget is mainly due to disruptions in

donor funded projects. There appears to be a challenge in how donor funded projects are

conceived, structured and implemented which then leads to Poor outcomes. A framework

24.
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should be developed on how donor funded projects should be implemented. More importantly,

this should be aligned to the budget cycle.

There are several &ought mitigation intervendons scattered across various MDAs. These

include intervendons in the State Department for social protection and senior citizens affairs;

state departrnent for livestock; State deparrnent for devolution; Ministry of Water, Sanitation

and Irrigarion as well as Regional Development Authorities in the Ministry of Defence. This

fragmented approach may lead to duplication of efforts as well as possible pilferage of resources

and failure to take responsibiJity. There is need for a centralized approach in order to effectively

handle drought mitigation.

5.0 ADDENDUM TO THE SUPPLEMENTARY ESTIMATES NO.l OF 2021/2022

On 18s of February 2022, the National Treasury submitted an addendum to the supplementary

budget, proposing further changes to the 2021/2022 Budget Estimates. The addendum

proposed to increase the supplementary budget further by Ksh. 3.768 bilfion. The recuffent

budget was adjusted upwards by IGh. 9.485 billion whereas the development budget was

reduced by IGh. 5.717 billion.

The committee noted w'ith concem that a further reduction of the development budget could

disrupt policy implementation and could also lead to firrther accumularion of pending bills.

Additionally, the reduction of the development budget by Ksh. 5.717 billion has slighdy

reduced the share of the development estimates in the total revised budget from 32.9o/o to

32.60/o. Given the risl< of under-absorption of the development budget, the curnulative

expenditure at the end of the financial yeat could fall below the 30% threshold. Indeed, the

latest net exchequer issues indicate that as at December 2027, oriy 36.980/o of development

exchequer had been released compared to 47 .7oh of the recurrent budget.

The committee observed that the introduction of an addendum to the supplementary budget

simply isn't good budget practice. Firsdy, it presents a risk of abuse as it is typically brought at

the tail end of the review process and therefore isn't subjected to adequate scrutiny. Secondly,

the submission of two separate documents adjusting the budget can mask the real impact of the

proposed expenditure adjustrnents. Thirdly, the practice suggests a certain level of
unpreparedness on the part of the National Treasury with tegard to the supplementary budget.

6.0 FTNANCTNG OF THE SUPPLEMENTARY ESTTMATES NO. t OF 2021/2022

The total revenue and grants projection has incteasedby 3.95o/o from Ksh. 2,101 billion to Ksh.

2,184 billion; mainly due to an upward revision in Appropriadons-in Aid collection by 20.20/o

(Ksh. 53 billion). There are notable increases in Appropriations-in-Aid (A-in-A) estimation

across a number of agencies including Universities; the Road Maintenance Lewy Fund; Kenya

Accreditation Service; Tourism Fund; Bomas of Kenya; Tourism Promotion Fund among

others. The Committee observed that accurate estimatic,n of A in A collection continues to be a

challenge. According to the Parliamentary Budget Office, the higher revenue targets for both

28.

29
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32.

33.

34.

Appropriations in Aid and foreign grants may not be met. Shoutd this materialize, then it implies

that the actual fiscal deficit may be higher than what has been projected by the National

Treasury.

Ordinary revenue collection is projected to increase by 1.4% (IGh. 25 billion) ftom Ksh. 1,776

billion to Ksh. 1,801 billion. This is attributed to an increase in Excise duty by 7.7 % (IGh. 19

billion) and other tax revenuesby 77.7oh (I*h. 18 billion) respectively. Conversely, income tax

collection has been revised downwards by 1.9% (IGh. 16 billion) from Ksh 834 billion to Ksh.

819 biilion. This is on account of underperformance of corporate tax andwithholding taxat94.5

percent which translated to a shortfall of Ksh. 10.9 bitlion in the fust half of the 2021/2022

financial year. It is noted that Income tax accounts for approximat.ty 50 Petcent of ordinary

revenue collection.

The fiscal deficit is estimated to increase from 7.5o/o to 8.7oh of GDP. The National Treasury

proiects that the additional deficit of Ksh. 88.6 billion will be financed ftom extemal sources.

Specificafly, the expanded deficit will be financed by progtamme loans and the use of IMF SDR

allocation. The Committee is concemed that the National Treasury appea$ to be deviating ftom

the fiscal consolidation path that undelpinned the 2021/22 Medium Term Expenditure

Framework.

7.0 CoNSoLIDATED FUND SERVICES (CFS)

The Supplementary budget proposes a 2oh rcduction of the Consolidated Fund Services (CFS)

expendirure @y Kshs 17.74 Billion); from Kshs. 1.327 trillion in the approved budget to Ksh

1.309 trillion. This reduction is mainly on account of a decrease in the debt servicing expenses by

Kshs 17.87 billion, due to the Debt Service Suspension Initiative@SSl) that has resulted in the

suspension of extemal debt servicing expenditures by Kshs. 72.3 bil\on. Key development

partners who have offered substantial debt serrice suspensions indude the EXIM Bank of
China, Japan, and Italy among others. On the other hand, a few creditors such as the

Nethedands, China Development Bank and Spain will receive increased debt servicing

Payments.

Whereas the Committee appreciates the suspension of debt serrice, it is noted that thete are no

indications of a similar trend for the medium term. If DSSI agteements ate negotiated on a long-

term basis, it will provide consistency and predictability during budgeting therefore minimiztr€

DSSI variations during the Supplementary Estimates'

Despite the downward revision of the public debt service, it still constitutes the largest

component of the CFS; accounting for 88 %( Kshs. 1.51 trilli6n) of total CFS expenditures. Of
this amount, domestic debt serwice constitutes the largest expenditure item amounting to Kshs.

823.2billton (or 77o/Q. There is an increase in domestic debt servicing by Ksh. 54.5 biliion which

can be attributed to reorganization of domestic debt and reopening of infrastructural bonds. On

the other hand, extemal debt servicing expenditures account for only Kshs. 328.1 billion (or

13 lPaec:



35.

36.

29o/). The Committee observed that the prevailing borrowing strategy which favours the

domesdc market carr-ies a greater refinancing risk and interest risk exposure arising from
domestic debt servicing expendinrres.

The supplementary CFS budget further proposes an increase of allowances for constirudonal
offices by Kshs. 136 Miliion. These ^re allowances for the various commissions and

consdtutional office holders. Major increases relate to the following: the Teachers Service

Commission - increased from l(shs. 630,000 to l(shs. 34 million (5377W; Commission on
administrative Justice - increased from Kshs. 250,000 to Kshs 25.7 Miliion (10,207o/o); Salaries

and Remunetation Commission - increased from l(shs 6.6 Million to Kshs 38.8 Mllion (489n
among others. The Committee observed that there are no explanatory notes provided to explain

or support the high variations of allowances during a period of 6scal constraint that requires

rationalizadon of expendinue.

8.0 RECOMMENDATIONS BY THE BUDGET AND APPROPRIATIONS
COMMITTEE

Arising from the above deliberations, the Committee recofiunends the following:

a. Policy Recommendations

i. That, in the 13th Parliament, the Public Finance Management Act, 2072 and attendant
Regulations should be reviewed to provide succinct guidelines on the budget items that
should be funded under Article 223 of the Consdrudon.

ii. That, any funds with&awn from Contingency Fund should be oudined on a separate

schedule when supplementary estimates are tabled in the House.

iii. That, once a supplementary budget is submitted to the House, any addendurn to the revised

budget will NOT be accepted.

Additionally, reference should be made to the observations and policy recommendations from
the Departrnental Committees on the Supplementary Estimates No. 1. for Financial Year
2021/2022 attached in Annex 1 and relevant MDAs should take action.

b. Financial Recommendations

38. That, the Committee frrther recommends that this House approves;
I. An increase of IGhs. 138,860,936,287 of which;

Executive -Ift hs. 1 38,1 80,887,040

Judiciary- Kshs. 1,1 52,244,708
Parliament- Kshs. 527,805,1 39

II. That, Schedule 1 and 2 forrn the basis for the finalization of the Supplementary
Appropria ti ons BtlL, 2022

37
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MINUTES OF THE ITI' SITTING OF THE BUDGET AND APPROPRIATIONSCOMMITTEE HELD AT MINI CHAMBER, FIRST T'iOON, COUNTY HALL,PARLIAMENT BUILDINGS ON MONDO", ,,h,,i*t ;)O",AT 2.OO P.M.
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6. Hon. Jude Njomo, M.p.
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COMMITTEE SECRETARIAT

l) Mr. JosePh Ndirangu

2) Mr. Danson Kachumbo

3) Mr. Ronald Walala

4) Mr. Benard Omondi

5) Ms. Pauline Wanjiru

6) lr4r. Eugene Luteshi

7) Mr. George Mbaluka

AGENDA

manner:

Fiscal AnalYst I/ Lead Clerk

Fiscal AnalYst I

Legal Cbunsel

Seargent at Arms

Hansard RePorter

Audio Officer

Office Attendant

Preliminnries & Confirmation of Agenda

AdoPtion of the rePort

Any'Other Business (A'O'B)

MIN. NO. NA/BAC/2 022 I 9 4: PRELIMINARY

The Chairperson welcomed the committee members to the meeting and called the meeting to

orderat2.30p.m.n,",.ut.,,thecommitt.".onfi*"dandadoptedminutesinthefollowing

l.
2.
J.

1. Minutes to the 8th sitting were proposed by Hon' Emmanuel Wangwe' CBS' M'P'

and seconded by Hon' (Dr') Makali Mulu' M'P'

Z. Minutes to the 9,h sitting *"r" ,ro,orl. O, Hon. (Dr') Makali Mulu' M'P' and

seconded bY Hon' Paul Abuor' M'P'

3,MinutestothelOfisittingwereproposedbyHon.FatumaGediAli,CBS,M.P.and
seconded by Hon' Mercy Wanjiku Gakuya' M'P'

4. Minutes to the l lth sitting were proposJ iy Hon. Paul Abuor, M'P' and seconded by

Hon. (Eng.) MarkNYamita' M'P'

5. Minutes to ttre tjs.ioing were proposed by Hon. Emmanuel wangwe, cBs' M'P'

and seconded by Hon' (Dr') Makali Mulu' M'P'

6. Minutes to the 13th sitting *.r" ,roio,tJo, H"n' (Eng') Mark Nyamita' M'P' and

seconded by Hon' Wangari Mwaniki' OGW' M'P'

T.Minutestothel4thsittingwereproposedbyHon.MercyWanjikuGakuya,M.P.
and seconded by Hon' Wangari Mwaniki' OGW' M'P'

g. Minutes to the l5rh sitting *"r" ,roror"i'ur tton. Paul Abuor, M'P' and seconded by

,. ilil;i""ji3l#??;,X;l; *.,. proposed by Hon. Emmanuerwangwe, cBS, M'P'

and seconded by Hon' Samuel Atandi' M'P'
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MIN.NO.NNBAC|2022/952 ADOPTION OF THE DRAFT REPORT ON THE
ST'PPLEMENTARY ESTIMATES 1 FOR FY 2O2IN2

The Parliamentary Budget office took members through the draft report. The report was

proposed by Hon. Paul Abour, M.P.and seconded by Hon. Emmanuel Wangwe, CBS, M.P.

After deliberations the report was ADOPTED as follows:

l.O INTRODUCTION

1. The first supplementary budget for the financial year 2021/2022has been prepared by the

National Treasury at a time when the economy is experiencing a rebound in growth with

revenue estimated to have performed above target by Ksh. 16.6 billion (June - December

2021). The supplementary budget seeks to adjust expenditure upwards by Ksh. 126.3

bitlion; mainly to provide additional funding for drought related interventions, security,

COVID-I9, pending bills, salary shortfall, 2022 elections and expansion of CBC

infrastructure.

2. The upward adjustnent of the budget is mostly on account of recurrent rather than

development expenditure. The recurrent budget has increased by Ksh. 113.25 billion
(8.9%) whereas the development budget has only increased by Ksh. 13 billion (1.9%).

The Cornmittee is concemed that if this trend continues, it could eventually crowd out

'growth-enhancing' expenditures under the development budget Indeed, there is reported

under-absorption of the development budget most of which is attributed to foreign

financed pro.jects. Many donor funded projects are facing implementation challenges,

mainly relating to low absorptive capacity by the recipient MDA or lack of GoK

counterpart funding. The Committee notes that many donor funded projects are not

aligned to the budget cycle and therefore face challenges being assimilated by the

recipient MDA.

3. Article 223 of the Constitution provides the leeway for the National Government to spend

monies that have not been appropriated by Parliament if the amount appropriated for any

purpose under the Appropriation Act is insuffrcient or a need has arisen for expenditure

for a purpose for which no amount has been appropriated by that Act; or money has been

withdrawn from the Contingencies Fund. So far, the National Treasury has granted

afprovals under Article 223 of the Constitution amounting to Ksh. 75.366 billion; of
which Ksh.40.264 billion is recurrent and Ksh.35.101 billion is development. Of this

amount, only Ksh. 29.15 billion has been disbursed to the spending agencies. The

Committee is of the opinion that the failure to disburse funds already approved under

Article 223 of the Constitution implies that the expenditure items were probably not

emergency in nature and should therefore not constitute an Article 223 expenditure.

4. The Committee notes with concem that failure to submit the full amount approved under

Article 223 of the Constitution raises questions on whether the undisbursed expenditures

were indeed emergency in nature. Indeed, the Committee observed that some of the

Article 223 expenditures do not appear to meet the spirit of the Constitution. There are

allocations cutting across various MDAs towards enhanced operations and maintenance

as well as salary shortfalls which could've been reasonably provided for within the
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prevailing budget constraints during the annual budget process and should ideally not

constitute a supplementary budget. PFM regulation 40(4)(a) clarifies that the purpose for
which approval is sought for a supplementary budget DOES NOT include expenditure

that, although known when finalising the original budget estimates, could not be

accommodated within allocations.

2.I COMPLIANCE TO LEGAL PROVISIONS

9. The legal provisions underpinning the supplementary budget are contained in Article
223 of the Constitution, Section 44 of the Public Finance Management Act, 2012,

Section 40 of PFM regulations, 2015 and National Assembly Standing Order 243.

This includes information with regard to the basis, content and procedure of
processing the supplementary estimates.

10. The Committee observed that the Supplementary budget has flouted two significant

provisions. Firstly, contrary to PFM regulation 40(8), there are many new projects

which have been introduced in the supplementary budget. To illustrate, there are 16

new projects in the State Department for Transport; and 50 new level III hospitals in

the Ministry of Health. The State Department for crop development and the Ministry
of Energy also have new projects. Secondly, some expenditure adjustments to

programmes have exceeded 10Y0. These include programmes under State Department

for Tiansport, Irade, Energy, and Finance among others. To this extent, the National

Treasury has indicated that it is seeking special approval of these adjustnents in line

with regulation 40(9) of the PFM regulations,20l5.

11. fire fiscal framework underpinning the 202112022 budget is grounded on fiscal

consolidation with the aim of reducing the overall fiscal deficit over the medium term.

This is also in line with the IMF performance benchmark for fiscal deficit under the

38 month IMF facility programme which the country entered into in 2021. The

Comrnittee observed that due to the significant increase in spending, the overall fiscal

deficit level inclusive of grants is projected to increase from 7.5 percent to 8.1 per

cent of GDP contrary to the fiscal consolidation path. Additional borrowing will
therefore be required to plug the deficit. This is a concern given the constrained fiscal

space with the country about to breach the legally binding Ksh. 9 trillion debt ceiling.

It is further noted that most of the budgetary increases are in the recurrent budget

which mostly comprises of 'non-core' as opposed to 'growth-enhancing' development

expenditure.

12. The policy direction of the approved budget was anchored on the Big Four Agenda

and the post-COVID-l9 Economic Recovery Strategy (ERS). There is concem

however that some of the deductions could potentially alter the policy direction of the

budget. For instance there are deductions on expenditures relating to Economic

Recovery Strategy as well as to Big four interventions under housing, under livestock

management and coordination; and the development and coordination of the Blue

Economy.
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13. The Committee further observed that budget implementation appears to be skewed

towards the National Government and indeed towards specific MDAs within the

National govemment. As at December 202I, only 39.2% of the County Equitable

Share (Ksh. 144.98 billion) had been disbursed to counties against the total amount of
Ksh. 370 billion. Further, within the Nitional Government, approximately 50 MDAs

had received less than 50% of their total budget; with 9 MDAs receiving less than

30% of their total budget. This is a concem as it hinders effective budget

implementation for these entities.

14. The Committee is concerned that despite major adjustments in the supplementary

budget, an assessment of the fiscal impact of the proposed reductions and/or increases

to various programmes has not been provided. Further, it is noted that some

expenditure adjustnents are not consistent with the targets which have remained the

same despite the changes in budgetary allocation. For instance, in the Ministry of
Defence, there are some budget cuts but no changes in the targets of the affected

programmes. Similarly in the Ministry of Sports and Ministy of Finance, there are

budget cuts under some programmes but the overall targets for the affected have

remained the same.

2.0 STATE OF THE ECONOMY

15. The Supplementary Budget for FY 2021122 has been prepared at a time when the

economy is experiencing a rebound in growth following a period of economic

underperformance brought about by the COVID-I9 pandemic. The average growth

for the first three quarters of 2021 is estimated at 7.9 percent. It is worth noting

however that the base effect is a significant factor in the recorded growth. Most

sectors were coming from negative growth rates experienced in 2020 and the full
reopening of the economy led to the unusual spike in growth. Therefore, as much as

the economy is in recovery, the recorded growth for 2021 is more of a 'statistical'

than 'real' growth.

16. Going forward, there are still some inherent risks to the economic outlook which, if
they materialize, could affect the outcome of budget implementation. These include

the ongoing drought in some parts of the country, lingering COVID-I9 pandemic

effects, increasing public expenditure pressures and the impact of a heightened

election mood on investnent decisions. These risks have a potentially adverse effect

on the economic growth outlook and therefore revenue collection which could impact

negatively on budgetary spending in2022.

17. Overall inflation has remained within the target threshold of 2.5 percent to 7.5

percent; declining steadily from 6.9 percent in September 2021 to 5.4 percent in

January 2022. Going forward, the risks to inflation will largely emanate from higher

food prices due to weather related shocks as well as the rise in global food prices.

Fuel inflation is likely to remain stable due to the EPRA fuel subsidy but if the

subsidy ends then fuel prices could increase rapidly.
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18. Private Sector credit has been resilient but still faces some risks. As at December

2027, private sector credit stood at 8.6 percent - an increase from 7.8 percent in

October 202l.The recovery in credit growth was mainly observed in the Transport

and Communication sector, Manufacturing sector and Consumer Durables sector. In

terms of the outlook however, private sector credit growth is Iikely to remain subdued

on account of the risk profile, especially of the MSMEs due to non-performing loans.

Delayed payments to suppliers and contractors by the government also limits their
repayment ability.

19. The current account deficit has widened from an estimated 4.6 percent of GDP in
2020 to 5.4 percent in202l. This is mainly attributed to a higher import bill, which
more than offset increased receipts from horticulture, manufactured exports and

diaspora remittances. Going forward, the government should rethink its export

siratery, particularly addressing product competitiveness concerns. This includes

putting in place measures to suppoft export oriented MSMEs.

3.O IMPLEMENTATION OF THE BUDGET AS APPROVED

20. The total approved budget for 202112022 (excluding CFS) was estimated at Ksh.

1.942 trillion; of which recurrent expenditure was estimated at Ksh. 1.274 trillion and

development expenditure at Ksh. 668.378 billion. However, the supplementary budget

has proposed major changes cutting across various Ministries, Departments and

Agencies.

27. T-he Committee observed that there were several upward adjustments in the

Operations and Maintenance budget of some MDAs. Ideally, a supplementary budget

should constitute emergency and unforeseen expenditure. The practice of undertaking

significant increases in O&M spending during the supplementary budget has the

potential to be abused as there is usually no justification provided. Furthermore, given

the resource constraints, higher O&M spending could 'crowd out' development

related spending with adverse effects on economic growth outcome.

22.Pending bills continue to present a challenge. Despite the national government policy
on pending bills to constitute a first charge (Treasury Circular No.7/2019), it appears

that this has not been followed. Latest statistics indicate that as at 30th September

2021, pending bills amounted to Ksh. 423.2 billion. Of this amount, State

Corporations accounted for 87.8Yo (Ksh. 371.5 billion) and MDAs accounted for
12.2% (Ksh.51.6 billion). The Committee is concemed that some reductions in the

development budget could potentially lead to further pending bills accumulation
especially where commitments had already been undertaken or there are contractual

obligations.

23.The management of the Contingencies fund is in question. The Committee observed

that the fund has been allocated IGh. 3.7 billion in the supplementary budget yet no

amounts have been withdrawn and spent from the Fund. Ideally, any allocation of
funds to the Contingencies Fund during a supplementary budget is supposed to be a
reinstatement of monies withdrawn and spent from the fund. The purpose is to finance
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unforeseen and unpredictable expenditures which were not budgeted for but must be

incurred in the public interest before a supplementary budget is approved. Since no

money was withdrawn from the fund, the arbitrary increase in allocation to the fund is

not procedural.

24. Some donor funded projects appear to be facing implementation challenges. The

Committee noted that the low implementation of the development budget is mainly

due to disruptions in donor funded projects. There appears to be a challenge in how

donor funded projects are conceived, structured and implemented which then leads to

poor outcomes. A framework should be developed on how donor funded projects

should be implemented. More importantly, this should be aligned to the budget cycle.

25. There are several drought mitigation interventions scattered across various MDAs.

These include interventions in the State Department for social protection and senior

citizens affairs; state departrnent for livestock; State deparhnent for devolution;

Ministry of Water, Sanitation and Irrigation as well as Regional Development

Authorities in the Ministry of Defence. This fragmented approach may lead to

duplication of efforts as well as possible pilferage of resources and failure to take

responsibility. There is need for a centralized approach in order to effectively handle

drought mitigation.

5.0 ADDENDUM TO THE SUPPLEMENTARY ESTIMATES NO.l OT'

202U2022

26. On l Stl' of February 2022, the National Treasury submitted an addendunt to the

supplenrentary budget, proposing further changes to the 202112022 Budget Estimates.

The addendurn proposed to increase the supplementary budget further by Ksh. 3.768

billion. The recurent budget was adjusted upwards by Ksh. 9.485 billion whereas the

developmcnt budget was reduced by Ksh. 5.717 billion.

27. Thecommittee noted with concem that a further reduction of the development budget

could disrupt policy implementation and could also lead to further accumulation of
pending bills. Additionally, the reduction of the development budget by Ksh. 5.717

billion has slightly reduced the share of the development estimates in the total revised

budget from 32.9o/o to 32.6%;o. Given the risk of under-absorption of the development

budget, the cumulative expenditure at the end of the financial year could fall below

the 30Yo threshold. Indeed, the latest net exchequer issues indicate that as at

December 2021, only 36.98% of development exchequer had been released compared

to 47.7%o of the recun'ent budget.

28. The committee observed that the inlroduction of an addendum to the supplementary

budget simply isn't good budget practice. Firstly, it presents a risk of abuse as it is
typically brought at the tail end ofthe review process and therefore isn't subjected to

adequate scrutiny. Secondly, the submission of two separate documents adjusting the

budget can mask the real impact of the proposed expenditure adjustments. Thirdly, the

practice suggests a certain level of unpreparedness on the part of the National

Treasury with regard to the supplementary budget.
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6.0 FINANCING OF THE SUPPLEMENTARY ESTIMATES NO. I OF

2021D022

29.The total revenue and grants projection has increased by 3.95% from Ksh. 2,101

billion to Ksh.2,l84 billion; mainly due to an upward revision in Appropriations-in

Aid collection by 20.2% (Ksh. 53 billion). There are notable increases in

Appropriations-in-Aid (A-in-A) estimation across a number of agencies including

Universities; the Road Maintenance Levy Fund; Kenya Accreditation Service;

Tourism Fund; Bomas of Kenya; Tourism Promotion Fund among others. The

Committee observed that accurate estimation of A in A collection continues to be a

challenge. According to the Parliament4ry Budget Office, the higher revenue targets

for both Appropriations in Aid and foreign grants may not be met. Should this

materialize, then it implies that the actual fiscal deficit may be higher than what has

been projected by the National Treasury.

30. Ordinary revenue collection is projected to increase by 1.4% (Ksh. 25 billion) from

Ksh. I,776 billion to Ksh. 1,801 billion. This is attributed to an increase in Excise

dury by 7.7 % (Ksh. 19 billion) and othertax revenues by 17.1% (Ksh. 18 billion)
respectively. Conversely, income tax collection has been revised downwards by 1.9%

(Ksh. l6 billion) from Ksh 834 billion to Ksh. 819 billion. This is on account of
underperformance of corporate tax and withholding tax at 94.5 percent which

translated to a shortfall of Ksh. 10.9 billion in the first half of the 2021/2022 financial

year. It is noted that Income tax accounts for approximately 50 percent of ordinary

revenue collection.

31. The fiscal deficit is estimated to increase from 7.5%oto 8.1%o of GDP. The National

Treasury projects that the additional deficit of Ksh. 88.6 billion will be financed from

external sources. Specifically, the expanded deficit will be financed by programme

loans and the use of IMF SDR allocation. The Committee is concerned that the

National Treasury appears to be deviating from the fiscal consolidation path that

und erpinned the 2021 I 22 Med i um Term Expenditure Framework.

7.0 CoNSoLTDATED FUND SERVICES (CFS)

32. The Supplementary budget proposes a ZYo reduction of the Consolidated Fund

Services (CFS) expenditure (by Kshs 17.74 Billion); from Kshs. 1.327 trillion in the

approved budget to Ksh 1.309 trillion. This reduction is mainly on account of a

decrease in the debt servicing expenses by Kshs 17.87 billion, due to the Debt Service

Suspension Initiative(DSSl) that has resulted in the suspension of external debt

servicing expenditures by Kshs. 72.3 billion Key development partners who have

offered substantial debt service suspensions include the EXIM Bank of China, Japan,

and Italy among others. On the other hand, a few creditors such as the Netherlands,

China Development Bank and Spain will receive increased debt servicing payments.

33. Whereas the Committee appreciates the suspension of debt service, it is noted that

there are no indications of a similar trend for the medium term. If DSSI agreements

are negotiated on a long-term basis, it will provide consistency and predictability
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during budgeting therefore minimizing DSSI variations during the Supplementary

Estimates.

34. Despite the downward revision of the public debt service, it still constitutes the largest

component of the CFS; accounting for 88 %( Kshs. 1.51 trillion) of tota.l CFS

expenditures. Of this amount, domestic debt service constitutes the largest

expenditure item amounting to Kshs. 823.2 billion (or 7l%). There is an increase in

domestic debt servicing by Ksh. 54.5 billion which can be athibuted to reorganization

of domestic debt and reopening of infrastructural bonds. On the other hand, extemal

debt servicing expenditures account for only Kshs. 328.1 billion (or 29%o). The

Committee observed that the prevailing borrowing strategJ which favours the
' domestic market carries a greater refinancing risk and interest risk exposure arising

from domestic debt servicing expenditures.

35. The supplementary CFS budget further proposes an increase of allowances for

constitutional offices by Kshs. 136 Million. These are allowances for the various

commissions and constitutional oflice holders. Major increases relate to the

following: the Teachers Service Commission - increased from Kshq. 630,000 to Kshs.

34 million (5377%); Commission on administrative Justice - increased from Kshs.

250,000 to Kshs 25.7 Million (10,207%); Salaries and Remuneration Commission -
increased from Kshs 6.6 Million to Kshs 38.8 Million (489%) among others. The

Committee observed that there are no explanatory notes provided to explain or

support the high variations of allowances during a period of fiscal constraint that

requires rationalization of expenditure.

8.0 RECOMMENDATIONS BY THE BUDGET AND APPROPRIATIONS
COMMITTEE

36. Arising from the above deliberations, the Committee recommends the following:

a. Policy Recommendations

i. That, in the l3th Parliament, the Public Finance Management Act,20l2 and

attendant Regulations should be reviewed to provide succinct guidelines on the

budget items that should be funded under Articl e 223 of the Constitution.

ii. That, any funds withdrawn from Contingency Fund should be outlined on a

separate schedule when supplementary estimates are tabled in the House.

iii. That, once a supplementary budget is submitted to the House, any addendum

to the revised budget will NOT be accepted.

37. Additionally, reference should be made to the observations and policy

recommendations from the Departrnental Committees on the Supplementary

Estimates No. l. for Financial Year 2021/2022 attached in Annex I and relevant

MDAs should take action.
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b. Financial Recommendations

The Committee further recommends that this House approves;

i. An increase of Ksh. 138,860,936,287 of which;

(i) Executive -Kshs. I 38,1 80,887,040

(ii) Judiciary- Kshs. l,l 52,244,108

(iii) Parliament- Kshs. 527,805, I 39

ii. That Schedule I and 2 form the basis for the finalization of the

Supplementary Appropriations Bill,2022

MIN.NO.NNBAC?022/96: ANY OTHER BUSINESS & ADJOITRNMENT

There being no other matters to consider, the meeting was adjourned at 6.00 p.m. The next

sitting will be communicated later.

SIGNED

KEGA, CBS, M.P.

AND APPROPRIATIONS COMMITTEE
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