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I. INTRODUCTION

l. The FY 2018/19 Supplementary Estimates No.2 has been prepared pursuant

to the provisions of the Constitution and the Public Finance Management Act,

2012 (PFMA, 2012). lt seeks to address shortfalls in salaries, security related

expenditures, provisions to mitigate against the effects of drought, supPort to food

security initiatives, support to manufacturing, provision of critical infrastructure,

and scaling down of expenditures to achieve the targeted overall fiscal deficit

level.

Key Assumptions and fiscal impact ol additional expenditures in Fy

201 8/I 9 Supplementary Estimales No.2

a

2. The following are the assumptions underpinning the FY 20l8ll9

Supplementary Estimates No.2 and the fiscal impacts of additional expenditures;

(D The Supplementary Estimates have been prepared to take care of

salary shortfalls, unforeseen and unavoidable expenditures, changes in

donor funded projects and rationalization of slow moving projects,

among other challenges;

Total revenues are projected at 19 per cent ofGDP;

Overall expenditure and net lending is projected at 26.7 per cent of

GDP;

Grants are projected at 0.4 per cent of GDP;

The overall Iiscal deficit level has been maintained at 6.8 per cent of

GDP;

Net financing is projected at 4 per cent of GDP; and

Net domestic financing is projected at 2.8 per cent of GDP.

(iD

(iiD

(iv)

(v)

("i)

(vii)
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a Overall Expendilures

3. The Overall Ministerial cumulative expenditure in the FY 20l8ll9

Supplementary Estimates No. 2 has increased by L6 per cent from the FY 2018/l9

original approved budget of which the recurrent expenditure increased by 5.8 per

cent and the development expenditure has decreased by 5.1 per cent. This is within

the 10 per cent threshold as required by the PFMA, 2012.

Sunnen of Grors f h F1 20l8rl9 B t (IGh. llillioos)
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4. The overall change in the National Covemment Ministerial Budget

(excluding Consolidated Fund Services and County allocations) from the original

approved budget is an increase of Ksh.27.4 billion which reflects a 1.6 per cent

change. This is within the provisions of Article 223 of the Constitution. The

summary of gross changes by votes and Programmes are as indicated in Annex I

of this statement.

II ADHERENCE OF FISCAL PRINCIPLES AND FINANCIAL

OBJECTIVES

5. In line with the Constitution, the Public Finance Management (PFM)

Act, 2012, the PFM regulations, and in keeping with prudent and transparent
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management of public resources, the FY 20l8ll9 Supplementary Estimates No.2

has adhered to the fiscal responsibility principles. These include;

Over the medium lem, a minimum of 30 percent of the National Budget

shall be allocated to Development Expendilure.

6. ln line with this requirement, the National Govemment's Ministerial

Development Budget in the FY 2018119 Supplementary Estimates No.2 is 36.9 per

cent of the total Ministerial Budget while Recurrent Budget allocation is 63.1 per

cent.

ll. The National Government's expenditure on the compensalion of

employees (including benefits and allowances) lor public officers shall not

exceed 35 percentage of the National Governmenl equitable share of

tevenue raised nalionally.

7. The Ministerial Expenditure for compensation of employees in the FY

2018119 Supplementary Estimates No. 2 is 28.4 per cent of the National

Govemments equitable share of revenues which is within the 35 percent threshold

required in the PFM regulations. These ratios demonstrate the commitment to the

fiscal responsibility principle of ensuring that the national government's

expenditure on wages and benefits is sustainable.

lll. Over the medium tem, the National Governmenl's borrowings shall be

used only for the purpose of financing development expenditure and not

for recurrenl expenditure.

8. The Govemment has continued to adhere to this principle as all

Govemment's medium to long term borrowing is being channeled towards funding
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of Development Expenditures. Further, this borrowing is carried out within the

context of the Medium Term Debt Strategy (MTDs) approved by Parliament.

tv. Fiscal risks shall be managed prudenlly

9, To manage fiscal risks prudently as required, the Government has improved

its macroeconomic forecasts and regularly reviews the impact of macroeconomic

projections and their implications on the budget. A detailed Annex on the specific

fiscal risks is usually prepared as part of the Budget Policy Statement. Potential

fiscal risks arising from contingent liabilities, including from Public Private

Parhrership projects among others are taken into account and a contingency

provision made to cushion the economy from unforeseeable shocks.

v. A reasonable degree of predictobilily wilh respecl to the level of tax rates

and tax bases shall be maintained, taking into account any tax reforms

lhat may be made in the ffiura

10. On the principle of maintaining a reasonable degree of predictability with

respect to the level of tax rates and tax bases, the Govemment continues to carry

out tax reforms through modernizing and simpliffing tax laws. In order to lock in

predictability and enhance compliance with tax system, the Govemment through

the Finance Act, 2018, amended the Income Tax Act, Excise Duty Act, VAT Act

and the Tax Procedures Act.

[I. COMPLIATYCE WITH PAST POLICY RECOMMENDATIONS

1 1. During the approval of the FY 20l7ll8 Supplementary Estimates No.2, the

National Assembly made the following resolutions which we have addressed as

followsl
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12. Resolution 1: That in future, to avoid extensive budget adjustments in the

course of the year which renders the budget unpredictable and reduces its

effectiveness, the committee will require extensive explanation on why/trow

expenditure adjustments fit the criteria of supplementary budget in line with the

legal provisions and those found not fit will be denied approval;

Action Taken: The Financial Year 2018/19 Supplementary Estimates No.2 seeks

to address shortfalls in salaries, security related expenditures, provisions to

mitigate against the effects ofdrought, support to food security initiatives, support

to manufacturing, provision of critical infrastructure, and scaling down of

expenditures to achieve the targeted overall fiscal deficit level.

13. Resolution 2: That if there are shortfalls in revenue, the recurrent budget

should not go up. Indeed, the recurrent budget should not be allowed to exceed the

initial budgeted levels in order to maintain fiscal deficit;

Action Taken: The National Treasury has adjusted the recurrent budget to the

extent of addressing shortfalls in salaries, drought interventions and provisions for

unforeseen and unavoidable expenditures as provided for by the Public Finance

Management Act. The Govemment has however curtailed growth in areas where

Parliament has pronounced itself on austerity measures such as domestic travel,

foreign travel, training, hospitality among others.

14. Resolution 3: That the challenges leading to low absorption of development

expenditure under the various MDAs be clearly outlined including measures being

taken to ensure that these projects are back on track;

15. Action taken: The National Treasury has issued guidelines to MDAs

emphasizing strenglhening of Budget Implementation Committees to ensure that
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bottlenecks hindering smooth implementation of capital projects are addressed

promptly. Further, the Government, vide Executive Order No.l/2019 has

established the National Implementation and Communication Technical

Committee to coordinate implementation of Government projects.

16. Going forward, we have established the Public [nvestment Management

(PIM) Unit at the National Treasury and adopted the Public lnvestment Guidelines

that shall guide appraisal of all projects before their inclusion in the budget to

ensure that only proj ects which are ready for implementation are budgeted for.

17. Resolution 4: That the impact of the expenditure adjustments on budget

implementations as well as the general effect on the economy be provided;

Action taken: The expenditure adjustments in the FY 2018/19 Supplementary

Estimates No.2 are mainly to address shortfall in salaries and other emerging

priorities and absorption. Donor commitments have also been rationalized to

reflect the absorption capaciry to end of the financial year. In this regard, the

adjustments are meant to ensure effective implementation of the budget.

The macro-economic environment is projected to remain stable with low and stable

interest rates and competitive exchange rate to support export. Inflation is

projected to be within the targeted range albeit with the risk of raising food prices

following the recent drought in the Country.

18. Rcsolution 5: That no new project should be introduced during

supplementary Estimates except those that are emergency in nature;

Action teken: In preparing the FY 2018/19 Supplementary Estimates No.2, the

Govemment has ensured compliance to this resolution and has not included any

new project except those that are of emergency in nafure.
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19. Resolution 6: That any expenditure adjustment should be matched by

revised performance targets to ensure this House is able to effectively monitor

budget performance of MDAs.

Action teken: The National Treasury has ensured strict adherence to this

resolution. Where there are adjustments in expenditures in the FY 20l8ll9

Supplementary Estimates No.2, we have ensured that the outputs and targets have

been adjusted appropriately to reflect changes in expenditures. These adjustments

are contained in the Programme Based Budget for the FY 20l8ll9 Supplementary

Estimates No.2.

20. Resolution 7: That a review should be done to identiff agencies whose

proportion of approved expenditures changes the most. Such analysis will ensure

that such agencies prepare well costed and credible budgets for the financial year;

Action trken: The National Treasury will continue to improve the capacity of

MDAs to ensure that programmes and projects are properly costed to avoid

changes in expenditure estimates.

21. During the approval of FY 2018/19 Supplementary Estimates No.l, the

National Assembly resolved that the Budget for the Judiciary be reinstated. In this

regard, we reinstated the foreign finance development budget for the Judiciary in

the FY 2018119 Supplementary Estimates No.l. This was reflected in the FY

2018/19 Supplementary Estimates No. I Appropriations Bill which was passed by

the National Assembly, and assented to by His Excellency the President of the

Republic of Kenya.
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IV. PERFORMANCE OF FY 2OI8/19 BUDGET

22. The implementation of FY 2018/19 Budget continues to face various

challenges. These include the recent drought in some parts of the country,

underperformance of projected revenues and the increased demand for additional

priority expenditures.

23. The cumulative revenue collection including AIA for the period July 2018 to

March 2019 amounted to Ksh.1,179.6 billion against a target of Ksh.1,277.3

billion. This represents an underperformance of Ksh.97.7 billion mainly due to

shortfall in lncome Tax, IDF, Railway Development Levy, Import Duty and VAT.

24. The total cumulative expenditure and net lending inclusive of transfer to

County Govemments for the period ending 3 1 " March, 2019 amounted to

Ksh.1,703.8 billion. This was Ksh.110.2 billion below the target of Ksh.1,814

billion.

V. APPROVALS UNDER ARTICLE 223 OF THE CONSTITUTTON

25. The National Treasury has approved expenditures amounting to Ksh.l63.6

billion under kticle 223 which comprise donor funded projects amounting to

Ksh.90.8 billion. The donor funded projects have however been rationalized,

including approvals under Article 223 to reduce the fiscal deficit. The details of

expenditure approved under Article 223 are as indicated in Anner II of this

statement.
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Volume 1 of 2019 departmcntal committee rcports

1. Statement on the Financial Year 2Ol8l 19 Supplementary Estimates No.
II. 9.5.2019. Hon Duale

2. Report to Parliament on A1l New Loans Contracted by the Government of
Kenya from i st July 2018 to 3 I st December 2018 from the National
Treasury and Planning.2A3.2OL9. Hon Aden Duale

3. The report of the mediation committee on the division of revenue (No. 2)
Bill, 2019 pursuant to article 113 of the constitution. 11.O9.2O19. Hon
Ichungwa

4. Medium term 20 19 Budget Policy Statement (BPS) from the National
Treasury and Planning.

5. Report of the Budget and Appropriations Committee on the Budget Policy
Statement (BPS) and the Debt Management Strate$/ for 2Ol9 l2O2O and
the Medium-Term. 27,2.2019. Hon Kimani Ichulg'wah

6. Report of the Budget and Appropriation Committee on report on the
proposed budget estimates for the Financial Year 2Ol9 I 2O2O. 04.06.2019
Hon. Kimani Ichung'wah

7. Report of the Budget and Appropriation Committee on the Supplementary
Estimates No. I for the Financial Year 2Ol9 I 2O2O. 26.11.2O19 Hon.
Kimani lchung'wah

8. Draft Division of Revenue Bill, 2019 from the National Treasury and
Planning. 14.2.2019. Hon Duale

9. Report of the Budget and Appropriations Committee on the Division of
Revenue Bili (National Assembly Bill No. 11 of 2019). 19.3.2019. Hon
Kimani Ichung'wah

10. Draft County Allocation of Revenue Bill 2019 from the National
Treasury and Planning. 14.2.2019. Hon Duale

1 l. Report of the Budget and Appropriation Committee on the
Supplementary Estimates for the Financial Year (FY) 2019 /2O2O.
26.11.2019 Hon. Kimani Ichung'wah

L2. Draft Division of Revenue Blll, 2O2O from the National Treasury and
Planning.

13. Third session budget and appropriation committee report on the
division of revenue bill, 2019 (Senate bill No. 13). 31.O7,2O19, Hon.
Kimani lchung'wah

14. The Budget Summary for the Fiscal Year 2019 l2O2O and the
supporting information from the National Treasury. 3(),4.2()19. Hon Aden
Duale

15. Report to Parliament on all new loans contracted by Government
from lst January 2019 to 3Oth April 2019.27.6,2O19. Hon. Benjamin
Washiali


