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THE PUBLIC FINANCE MANAGEMENT ACT
(No. 18 of 2012)

IN EXERCISE of the powers conferred by section 205 of the Public Finance

Management

Regulations—

Act, 2012, the Cabinet Secretary for finance makes the following

THE PUBLIC FINANCE MANAGEMENT (NATIONAL GOVERNMENT)

Citation.

Interpretation.

No. 18 of 2012.

REGULATIONS, 2015

1. These Regulations may be cited as the Public Finance
Management (National Government) Regulations, 2015.

2. In these Regulations, unless the context otherwise requires—
“Act” means the Public Finance Management Act, 2012;

“Accountant-General” means the officer of the National
Treasury designated as the Accountant-General;

“Accounting Standards Board” has the meaning assigned to it
under section 2 of the Act;

“Accounting Unit” means organizational division in a
government entity responsible for accounting and financial services;

“Appropriation-in-Aid” means any revenue which a national
government entity receives and is approved by Parliament for
application by that entity to finance its activities;

“Appropriation Act” has the meaning as assigned to it under
section 2 of the Act;

“budget ceilings” means the maximum amount that the
government allocates in a given year to target sector or expenditure
category,

“Budget Circular” means a written instruction issued by the
Cabinet Secretary providing broad guidelines on the budget process of
the national government;

“benefit deduction” means a deduction on a payroll system
against an official’s salary for a debt arising from employment benefits;




“basic salary” means an officer’s salary excluding allowances;

“Cabinet Secretary” has the meaning assigned to it under section
2 of the Act;

“Cash flow” means is a financial statement that shows planned
inflow and outflow of resources over a period covering the financial
year in line with the activity level;

“collector of revenue” has the meaning assigned to it under
section 2 of the Act;

“collective agreement deduction” means a deduction on a
government payroll system against an official’s salary arising from a
collective agreement between the government and a union and is
registered in accordance with applicable law;

“Consolidated Fund Services “means a service the expense of
which is charged directly against and payable from the Consolidated
Fund under or by virtue of the Constitution or any Act of Parliament
other than an Appropriations Act;

“Contingencies Fund” has the meaning assigned to it under
section 2 of the Act;

“corporate governance” means the process and structure used to
direct and manage business affairs of the national government entities
towards enhancing prosperity and good governance with the ultimate
objective of realizing national long-term value while taking into
account the interest of all stakeholders;

“County Allocation of Revenue Bill” means the Bill annually
introduced into Parliament and enacted under Article 218(b) of the
Constitution;

“County Emergencies Fund” has the same meaning assigned to it
under section 2 of the Act;

“County Government entity” has the same meaning assigned to
it under section 2 of the Act;

“County Public Debt” has the same meaning as assigned to it
under section 2 of the Act;

“debt” means an amount of money owed and already payable by
an official to any person and for the purposes of these Regulations,
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includes insurance premiums deducted in terms of policies with long
and short-term insurers;

“deduction code” means a code issued by the Accountant-
General to enable a person to deduct money from an individual paid via
the government payroll system;

“discretionary deduction” means a deduction on the government
payroll system against an official’s salary, other than benefit, collective
agreement, state or statutory deductions;

“disposal” in relation to a capital asset, includes—

(a) the demolition, dismantling or destruction of the
capital asset; or

(b) any other process applied to a capital asset which
results in loss of ownership of the capital asset
otherwise than by way of transfer of ownership;

“Division of Revenue Bill” means the draft Bill annually
introduced into Parliament and enacted under Article 218(a) of the
Constitution;

“donation” has the meaning assigned to it under section 47 of the
Act;

“economy” means minimising the cost of resources used or
required to achieve priority objectives;

“effectiveness” means the extent to which a programme
intervention has attained, or is expected to attain, its objectives
efficiently in a sustainable manner;

“efficiency” means a measure of how economically resources or
inputs including fund, expertise and time are converted to results;

“estimates of expenditure” means—

(a) annual estimates of expenditure based on programmes
and sub-programmes prepared on a three-fiscal year
rolling basis, specifying the resources to be allocated and
the outcomes to be achieved and outputs to be delivered,
the estimates for the first year of every such period of
three fiscal years requiring appropriation by the National
Assembly; or
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No. 3 of 2005.

(b) supplementary estimates of expenditure appropriated by
the National Assembly;

“fair market value”, in relation to a capital asset, means the value
at which a knowledgeable willing buyer would buy and a
knowledgeable willing seller would sell the capital asset in an arm's
length transaction;

“financial statements” has the same meaning as assigned to it
under section 2 of the Act ;

“financial year” means the period of twelve months ending on
the 30" June in each year;

“governing body” means a body of person managing a public
entity and includes a commission, a board of trustees, a board of
directors and a management board;

“grant” has the meaning assigned to it under sections 47 of the
Act;

“grant recipient” has the meaning assigned to it under sections
47 of the Act;

“intended beneficiaries” has the meaning assigned to it under
section 47 of the Act;

“internal control” means a set of systems to ensure that financial
and other records are accurate, reliable, complete and ensure adherence
to the management policies of the Ministry, department or other
agency of Government, for the orderly and efficient conduct of the
Ministry, department or agency, and the proper recording and
safeguarding of its assets and resources;

“irregular  expenditure” means expenditure, other than
unauthorized expenditure defined under this section, incurred in
contravention of or that is not in accordance with a requirement of any
relevant legislation, including—

(a) the Act;
(b) these Regulations;

(c) the Public Procurement and Disposal Act, 2005, or any
Regulations made in accordance with that Act; or
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No. 16 of 2011.

(d) any county legislation providing for procurement
procedures in that county government; or

(e) any other Act of Parliament.

“medium term” has the same meaning as assigned to it in the
Act.

“national government entity” has the meaning assigned to it
under section 2 of the Act;

“Principal Secretary” has the meaning assigned to it under
section 2 of the Act;

“State corporation” has the meaning assigned to it under section
2 of the Act;

“public debt” has the meaning assigned to it under Article 214(2)
of the Constitution;

“public money” has the meaning assigned to it under section 2 of
the Act;

“public officer” has the meaning assigned to it under Article 260
of the Constitution;

“programme” means a group of independent, but closely-related,
activities designed to achieve a common outcome;

“receiver of revenue” has the meaning assigned to it under
section 2 of the Act;

“regulatory agency” means a national government entity
established by an Act of Parliament to ensure compliance with the
provisions of the act that established it;

“revenue” has the meaning assigned to it under section 2 of the
Commission on Revenue Allocation Act, 2012;

“revised estimates” refers to the supplementary budget estimates
and approved budget reallocations prepared and submitted under
section 43 of the Act;

“spending unit” refers to a government component for which
appropriation is allocated within the budget and which is authorized to
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spend;

“sinking fund” means an account or pot of money or securities
set aside to pay for a bond, repurchase or early redemption of Treasury
Bonds;

“statutory appropriation” means the authority to spend money
allocated to the executive in accordance with the purposes specified in
the constitution or an Act of Parliament;

“statutory deduction” means a deduction on government payroll
system against a public officer’s salary, which is required or permitted
by a law, court order or arbitration award;

“subscription statement” is a statement showing the investor’s
holdings as registered on the Central Depository Securities (CDS)
Register at the Central Bank of Kenya;

“supplementary budget estimates” means additional request of
funds by the national government to Parliament;

“third party” has the meaning assigned to it under section 47 of
the Act;

“unutilized balances” means any amounts withdrawn from the
Consolidated Fund and appropriation in aid collections for purposes of
provision of basic services under an Appropriations Act and not
expended at the end of the financial year;

“unauthorised expenditure” means—

(a) overspending of a vote or programme within a
vote;

(b) expenditure not in accordance with the purpose
of a vote or, in the case of a programme, not in
accordance with the purpose of the programme;

“value for money” means the economic, efficient and effective
utilisation of resources;

“vote” has the meaning assigned to it under section 2 of the Act;

“vote-on-account” means a special provision by which the
national government obtains the authority of the National Assembly for
a sum sufficient to incur expenditure on various items for a part of the
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year, pending the consideration and approval of budget estimates for
that year; and

“wasteful expenditure” has the meaning assigned to it under
section 2 of the Act.

3. (1) These Regulations shall apply to—

(a) State departments;

(b) National government entities under Regulation 211 (2),
(4) and (5) of these Regulations;

(c) Public Funds under regulation 211(6) of these
Regulations;

(d) any other person performing any act or doing such thing
that is provided for under this Act.

4. The object and purpose of these Regulations shall be—

(a) to provide means of administering the powers vested in
the Cabinet Secretary for the National Treasury under
the Constitution, the Act and any other related
legislation;

(b) to harmonize and standardize their application
throughout government service in controlling and
managing the finances;

(c) to set out a standardized financial management system
for use in Government service which is capable of
producing accurate and reliable accounts free from
errors, fraud and which will be useful in management
decisions and statutory reporting;

(d) to provide for the conduct of fiscal relations between
the national and county governments;

(e) to ensure accountability, transparency and the effective,
economic and efficient collection and utilization of
public resources.

5. All Accounting Officers shall ensure that all public officers under
their control have access to copies of these Regulations and the public
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Regulations.

6. (1) Subject to national security considerations, the public shall be
provided with full access to financial information in a timely manner
for purposes of seeking public input, by —

(a) establishing a focal point to facilitate access to financial
information or;

(b) making information available in the media or;

(c) presenting  information in national languages,
summarised and user-friendly forms; or

(d) making financial information available on websites that
allow for information to be downloaded.

(2) The National Treasury shall arrange for effective public
participation during the development of their annual budget estimates
including the publication of citizens’ budgets which shall explain and
summarize the budget proposals.

(3) The dates for the sectoral forums and the venues shall be
publicly announced one week in advance, and an annual calendar of
events released at the start of the financial year.

7. (1) For purposes of pubiic participation in planning and
budgeting process there shall be participatory structures and processes

that shall encompass a broad range of strategies, including—

(a) open forums, written submissions, online platform and
media;

(b) specifications of venues of public participation; and
(c) indicative dates of public participation.

(2) The Cabinet Secretary shall notify the general public through a
notice in the gazette or at least two newspapers of wide circulation on
the venue or manner of submitting written submissions

(3) The documents submitted to Parliament and any other published

documents shall be published and publicised within 7 days of
presentation.
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(4) The Cabinet Secretary shall give a responsibility statement
confirming the extent to which general public was consulted
particularly on the Budget Policy Statement and Sector Working
Groups.

8. (1) The Kenya shillings shall be the unit of account for drawing
up and implementing the national budgets, presenting and reporting
accounts.

(2) Despite the provisions of paragraph (1) of this regulation,
certain operations may be carried out in international currencies subject
to conditions laid down in these Regulations or other financial
instruments.

9. (1) National Treasury shall publish financial manuals and forms
which may be used by national government entities to support
implementation of these Regulations.

(2) The financial manuals and forms issued in accordance with
these Regulations shall facilitate adoption of international standards
and emerging best practices.

(3) The publications under paragraph (1) of this regulation shall be
made with the approval of the Cabinet Secretary.

(4) The financial manuals shall contain relevant procedures for the
budget preparation, budget execution, keeping of books of accounts,
formats of financial statements and Government standard chart of
accounts issued by the National Treasury.

10. The responsibilities of internal and external auditors exercised
in accordance with the Constitution, the Act and other legislation shall
not diminish the Accounting Officers’ responsibility to maintain
financial discipline as required by the Act and these Regulations.

11. The accountability of a public officer vacating an office shall
not be completed until the financial and accounting records kept by
him or her have been properly handed over in writing to an officer
taking over his or her duties and attested by their supervisor, but this
does not preclude the public officer from handing over any other
documents required under any other law or government policy.

12. (1) Any public officer signing any document or record
pertaining to a financial transaction shall ensure that the signature is
given in such a manner so as to preclude subsequent alteration or
addition to the information contained in such document or record.
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(2) The signature of any public officer shall not be binding on an
Accounting Officer or a public officer performing a financial function
unless a specimen of the signature is duly communicated in advance to
the relevant public officer or any other person performing a financial
function.

(3) If a public officer no longer occupies a public office, the
Accounting Officer shall nullify that officer’s specimen signature and
communicate the same to all relevant public officers or any other
person performing a financial function, within a reasonable time.

13. (1) A public officer shall not sign a blank or incomplete cheque,
record or other document, pertaining to a financial transaction.

(2) It shall be the duty of any public officer signing any document
or record pertaining to a financial transaction to read and satisfy
himself or herself that it is proper to give his or her signature and his or
her signature shall be evidence of acceptance of responsibility for the
document, whether the public officer read it or not.

(3) The signing of a document contrary to paragraph (1) and (2)
shall constitute an offence under the Act.

14. A public officer, except the President or the Auditor-General,
shall not use green ink or green pencil in recording or transacting any
official financial transaction.

15. A public officer other than the Cabinet Secretary, the Principal
Secretary, the Internal Auditor-General or Head of Internal Audit, shall
not use brown ink or brown pencil in recording or transacting any
official financial transaction.

16. (1) Financial records and documents shall be written in
indelible ink.

(2) An entry in a financial record or document shall not be
obliterated, erased or altered by being written over.

(3) Payment in connection with any document bearing an alteration,
obliteration or erasure shall be refused by the relevant public officer or
any other person unless countersigned, but this shall not apply to a
cheque or official receipt.

(4) A person who contravenes the provisions of this regulation
commits an offence under the Act.
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PART II—CORPORATE MANAGEMENT

17. (1) Every national government entity to which the Act and
these Regulations apply shall include in their annual financial report as
provided for under section 81 of the Act, a statement by each entity’s
Accounting Officer on compliance of the entity with these Regulations
under this part.

(2) Where the entity is not fully compliant with these Regulations,
the Accounting Officer of that entity shall identify the reasons for non-
compliance and indicate the steps being taken to become compliant.

(3) The statements made in the report under this regulation shall be
submitted to the Cabinet Secretary.

18. (1) There is established in every national government entity a
committee to be known as the Public Finance Management Standing
Committee (hereinafter referred to as the “Standing Committee) to
provide strategic guidance to the entity on public finance management
matters.

(2) Each Standing Committee shall comprise of the following—

(a) the Accounting Officer as chairperson of the Standing
Committee;

(b)an officer designated by the Accounting Officer as
secretary of the Standing Committee and who shall be
either the head of the finance or accounts units or head
of both finance and accounts units of the entity; and

(c) heads of departments or administrative units dealing
with public finance management matters.

(3) The Standing Committee shall meet as often as is necessary but
at least once every quarter so as to coordinate management of public
finance for entities and shall be accountable to the Cabinet Secretary
responsible for the entity or in case of Parliament, Judiciary,
Independent Offices and Commissions, to the head of that entity.

(4) The Standing Committee may establish sub-committees for the
better carrying out of its roles and responsibilities under this regulation.

19. (1) The Standing Committee shall generally be responsible
for—
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(h)

ensuring that there is prioritization on resources
allocated to a national government entity for the smooth
implementation of the entities mission, strategy, goals,
risk policy plans and objectives;

regularly reviewing, monitoring budget implementation
and advice on the entities accounts, major capital
expenditures and reviewing performance and strategies
at least on a quarterly basis;

identifying risks and implementation of appropriate
measures to manage such risks or anticipated changes
impacting on the entity;

reviewing on a regular basis the adequacy and integrity
of the entity’s internal control, acquisition and
divestitures and management information systems
including compliance with applicable laws, regulations,
rules and guidelines;

establishing and implementing a system that provides
necessary information to the stakeholders including
stakeholder communication policy for the entity in line
with Article 35 of the Constitution;

monitoring the effectiveness of the corporate
governance practices under which the entity operates
and propose revisions as may be required, from time to
time;

monitoring timely resolution of audit issues; and

any other matter referred to it from time to time by the
responsible Cabinet Secretary or in the case of
Parliament, Judiciary, independent office and
commissions, the head of that entity.

(2) The Standing Committee shall submit a quarterly report of its
work including any recommendations to the responsible Cabinet
Secretary or in case of Parliament, Judiciary, Independent Offices and
Commissions, to the head of that entity.

20. The Accountant-General Department shall be responsible
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(a) advising the national government on accounting and
reporting matters;

(b) overseeing the implementation of the approved
government accounting standards;

(¢) designing and development of governments’ accounting
systems both manual and computerized;

(d) providing advice to national government on the best and
appropriate financial reporting formats;

(e) providing link between local and international
accounting standards bodies on matters relating to
public sector financial reporting;

(f) developing guidelines for accounting staffing levels and
training to ensure technical competence and knowledge
of financial accounting and reporting, advising on
accounting and financial matters;

(g) overseeing the implementation of the approved
government accounting standards, policies, bases and
concepts;

(h) advising governments on cash and treasury
management;

(i) administering the Consolidated, Equalization and
Contingencies Funds;

(j) advising the Public Accounts Committee of Parliament
on accounting matters.

(k) administering the Scheme of Service for Accountants;
and

(1) policy development and research.
21. (1) Once the Annual Appropriation Bill or Supplementary Bill
has been assented to, the Cabinet Secretary shall obtain presidential

warrants authorizing issues from the Consolidated Fund in accordance
with the respective Appropriation Acts.
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(2) The Presidential Warrants in paragraph (1) of this regulation
shall be transmitted to the Controller of Budget by the Cabinet
Secretary to authorize withdrawals in accordance with Article 228 of
the Constitution.

22. On receipt of the Presidential warrant, the Cabinet Secretary
shall issue a National Treasury warrant granting authority to
Accounting Officers to incur expenditure for the year in respect of
their votes.

23. (1) Accounting Officers shall, in accordance with Article
226(2) of the Constitution and section 68(1) of the Act, be accountable
to the National Assembly—

(a) for management of their departments public finances,
including whether sufficient resources have been
allocated to a particular program;

(b) for ensuring the most effective means of achieving
desired program outcomes are used;

(c) for maintaining effective systems of internal control and
the measures taken to ensure that they are effective; and

(d) for measures taken to prepare the financial reports that
reflect a true and fair financial position of the entity.

(2) In addition to the responsibilities of Accounting Officers
provided for in the Act, an Accounting Officer designated under the
Constitution, the Act or any other Act, shall —

(a) comply with any tax, levy, duty, pension, commitments
and audit commitments as may be provided for by
legislation;

(b) where he or she reasonably believes that an
unauthorized, or irregular expenditure has occurred,
immediately report, in writing, particulars of the
expenditure to the relevant authority with a copy to the
National Treasury; or

(c) before transferring any funds to an entity within or
outside government, ensure that there is a written
assurance from the entity that it shall implement
effective, efficient and transparent financial
management and internal control systems, or, if such
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written assurance is not or cannot be given, render the
transfer of the funds subject to conditions and remedial
measures requiring the entity to establish and
implement effective, efficient and transparent financial
management and internal control systems;

(d) enforce compliance with any prescribed conditions if
the respective government entity gives financial
assistance to any other entity or person in accordance
with the law;

(e) take into account all relevant financial considerations,
including issues of propriety, regularity and value for
money, where policy proposals affecting the
Accounting Officer’s responsibilities are considered,
and where necessary, bring those considerations to the
attention of the relevant authority;

(f) promptly consult and seek the prior views of the
National Treasury on economic viability and financial
implications on any new entity which a state
department, or state organ intends to establish or in the
establishment of which it took the initiative;

(g) not commit national government entities to any liability
for which money has not been appropriated provided
that expenditure for projects or programs implemented
beyond one financial year is provided for in the
subsequent financial years; and

(h) comply, and ensure compliance by national government
entities with the provisions of the Act and these
Regulations.

24. (1) The Accounting Officer of a national government entity
may delegate to a public officer, in writing, any of the Accounting
Officer powers or functions under the Act or these Regulations.

(2) In exercising powers and functions under a delegation, the
public officer shall comply with any lawful directions of the
Accounting Officer. '

(3) The delegation in this regulation may include the authority to
incur expenditure in accordance with any limits prescribed by the
Accounting Officer.
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(4) Delegation of power does not take away the responsibility of
the accountability from the Accounting Officer.

25. (1) An accounting officer may authorize a public officer under
their national government entity to be an Authority to Incur
Expenditure Holder (AIE).

(2) An Accounting Officer who finds it necessary to authorize a
public officer in another Ministry or county government to incur
official expenditure on his or her behalf, shall do so by issuing an
Authority to Incur Expenditure addressed to the Accounting Officer of
the national government or county government entity.

(3) The designation of AIE Holder shall be in writing in the form
prescribed by the National Treasury.

(4) An Accounting Officer shall maintain a register of all AIE
Holders designated under the Act.

(5) Where an Accounting Officer delegates this authority, the
accounting officer shall remain responsible for any expenditure
incurred as a result of that delegation.

PART III—FISCAL STRATEGY AND MACRO-
ECONOMIC FRAMEWORK

26. (1) In addition to the fiscal responsibility principles set out in
section 15 of the Act, the following fiscal responsibility principles
shall apply in the management of public finances—

(a) national government’s expenditure on the compensation
of employees (including benefits and allowances) shall
not exceed 35 percent of the national government’s
equitable share of the revenue raised nationally plus
other revenues generated by the national government
pursuant to Article 209 (4) of the Constitution;

(b) for the avoidance of doubt, the revenue referred to in
paragraph (a) shall not include revenues that accrue
from extractive natural resources, including oil and
coal;

(c) the national public debt shall not exceed 50 percent of

Gross Domestic Product (GDP) in net present value
terms;
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(d) the annual fiscal primary balance shall be consistent
with the debt target in paragraph (b).

(e) for avoidance of doubt, the requirement under section
15 (2) (a) of the Act shall exclude the loan redemption
receipts for on-lent loans but shall include loan interest
receipts and penalties on loans; and

(f) pursuant to section 15(5) of the Act, the national
government expenditure on development shall be at
least thirty percent in line with the requirement under
Section 15(2)(a) of the Act,

() if the national government does not achieve the
requirement of regulation 15(1)(f) above at the end of
that financial year, the Cabinet Secretary shall submit a
responsibility statement to Parliament explaining the
reasons for the deviation and provide a plan on how to
comply with the provisions of section 15 (2)(a) of the
Act in the subsequent years.

(2) The Cabinet Secretary shall, in line with prudent
management of risks envisioned in section 15(2)(e) of the Act, in the
budget policy statement, include a statement of fiscal risks outlining
the potential policy decisions and key areas of uncertainty that may
have a material effect on the fiscal outlook and the statement and shall
further include—

(a) fiscal risks arising from macroeconomic shocks,
including matters touching on real GDP growth,
inflation, commodity prices, and interest and exchange
rates and adverse impacts from regional and
international economy;

(b) potential policy decisions affecting revenue, tax payer
behavioural responses and court decisions that are
likely to affect revenue bases and overall tax collections
and revenue and government income, which may
include tax concessions (or tax expenditures), increase
in tax rates, Tax minimisation and avoidance by tax
payers and rates ;

(c) potential policy decisions that could increase or
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decrease expenses depending on decisions taken, and
which constitute risks to the fiscal forecasts only to the
extent that they cannot be managed within existing
baselines or budget allowances;

(d) potential capital decisions that are risk to the fiscal
forecasts only to the extent that they cannot be managed
within existing national government balance sheet.

(e) matters dependent on external factors such as the
outcome of negotiations or international obligations;
and

(f) a list of contingent liability, including debt guarantees,
pension liability and pending bills.

(3) Despite the provisions of paragraph (2) of this regulation,
the Cabinet Secretary may exempt from disclosure items of risk if in
his or her opinion the disclosure—

(a) may prejudice substantial economic interests of Kenya,
security or defines of Kenya, International relations of
the government and on-going litigation and negotiation;
or

(b) may compromise the government in a material way in
negotiation, litigation or commercial activity; or

(c) may result in a material loss of value to the government.

(4)  The Cabinet Secretary may disclose the specific fiscal
risks if—

(a) their impact in his or her view is significant enough;

(b) a decision has not yet been taken but it is reasonably
possible (but not probable) that the matter shall be
approved or the situation is likely to occur;

(c) it is reasonably probable that the matter will be
approved or the situation will occur, but the matter
cannot be quantified or assigned to particular years
with reasonable certainty;

(d) any other matters the National Treasury considers,
using their best professional judgement that the
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matters may have a material effect on the fiscal and
economic outlook but are not certain enough to
include in the fiscal forecasts.

27. (1) For the avoidance of doubt, the Budget Policy Statement
submitted under section 25(2) of the Act, shall contain an assessment
of the current state of domestic economy by—

(a) providing an assessment of the impacts of regional and
international economy on the medium macroeconomic
framework and its outlook;

(b) indicating allocation of available resources between
the national and county levels of government and
among county governments;

(c) providing a macroeconomic framework underlying the
budgetary and fiscal policy over the medium term;

(d) providing a medium-term fiscal framework defining a
top-down aggregate resource envelope;

(e) providing a statement of fiscal responsibility
principles, as specified in the Act and these
Regulations and indicating whether the fiscal strategy
adheres to these principles; and

(f) providing a summary of programmes that are of
national interest for the forthcoming year.

(2) In addition to the provisions under section 25(4) of the Act,
the Budget Policy Statement shall contain a fiscal risk statement,
including, any commitments and contingent liabilities not included in
the fiscal forecasts, and all other circumstances which may have a
material effect on the fiscal and economic forecasts and which have not
already been incorporated into the fiscal forecasts, as well as
information on the losses and outstanding payments of the State
Corporations.

(3) Before tabling a report containing recommendations on the
Budget Policy Statement for adoption by Parliament in accordance
with section 25(7) of the Act, the relevant committee of Parliament
shall seek the views of the Cabinet Secretary on its recommendations.

(4) Once the Budget Policy Statement is adopted by Parliament, it
shall serve as the basis of expenditure ceilings specified in the fiscal
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framework.

(5) The ceiling for the development expenditure and personnel
spending of the national government budget shall be approved by
Parliament and be binding for the next two budget years.

(6) The National Treasury shall include a statement explaining
any deviation to the provisions of paragraph (4).

Macroeconomic 28. (1) The macroeconomic framework shall contain information
framework. s . .
on the macroeconomic situation and forecasts for—

(a) the current budget year and three further years and
actual outturns for the previous budget years
including—

(i) gross domestic product and its components;

(ii) consumer prices and gross domestic product
deflator;

(iii) current account position of the balance of
payments;

(iv) savings and investment balance;
(v) assumptions underpinning the forecasts; and

(b) the medium term macroeconomic forecasts affecting
fiscal policy.

Contents of a fiscal 29. (1) The fiscal framework in the Budget Policy Statement shall
framework. contain—

(a) updated forecasts expressed in Kenya shillings and as a
percentage of gross domestic product for the current
budget year and three further years and actual results
for the previous budget years for the consolidated
general government budgets for—

(i)  level of budgetary revenues by classification of
the main categories of revenues;

(i)  level of budgetary expenditures by economic
and functional classifications;
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(iii)  capital expenditures;

(iv) the overall balance and primary balance
position;

(v) level of public debt and publically guaranteed
debt;

(vi)  key assumptions on which the above numbers
are based;

(vii)  sensitivity analysis taking account of possible
changes in macroeconomic and other
conditions; and

(viii) any other information the Cabinet Secretary
determines is material to fiscal strategy;

(b) an explanation of the fiscal policies in relation to fiscal
responsibility principles, and any temporary measures
to be implemented to ensure compliance, if necessary.

(c) an analysis and explanation of—

(i) revenue policy, including planned changes to
taxes and policies affecting other revenues;

(i) deficit and debt policy, including an analysis of
debt sustainability; and

(iii) expenditure policy, including expenditure
priorities, aggregate expenditure intentions,
including for the consolidated budget, county
consolidated budgets; and expenditure ceilings
and other targets or limits implied by or
required by the fiscal responsibility principles;

(d) an analysis of the consistency of the updated fiscal
strategies with the previous fiscal strategies, providing
an explanation of any significant changes.

(2) The Cabinet Secretary shall gazette effective dates and give

general guidelines and formats for preparing a consolidated general
government accounts for statistical purposes.
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Revisions to the 30. (1) The fiscal framework in regulation 29 , may be revised as a
fiscal framework.

result of—
(@) a significant and  unexpected change in
macroeconomic indicators and assumptions ; or
(b) policy changes arising from change of government.
PART IV—BUDGET PREPARATION

Responsibility for 31. (1) The Accounting Officer shall ensure that the draft estimates
S g vel relating to her or his department are prepared in conformity with the
expenditure. Constitution, the Act and these Regulations.

(2) The Accounting Officer is responsible, in particular for
ensuring that—

(a) all services which can be reasonably foreseen are
included in the estimates and that they are within the
capacity of her or his national government entity
during the financial year;

(b) the estimates have been prepared are complete and
accurate as possible;

(c) the estimates have been framed with regard to economy
and efficiency;

(d) the requisite authority has been obtained, where
necessary, before provision is made in the estimates;
and

(¢) the estimates are submitted to the National Treasury in
the manner and format to be issued by the Cabinet
Secretary.

Budget preparation 32. (1) The budget preparation process for the following financial

BAREESS year (N+1) shall start not later than the 30™ August of the current
financial year (N) with the issuance of the annual budget circular by the
Cabinet Secretary and in compliance with formats and
recommendations contained in these circulars or guidelines,
instructions and the financial manual.

(2) The budget sector working groups shall, on the basis of budget
sector ceilings contained in the Budget Review and Outlook Paper

30



Budget guidelines.

(BROP), submit by January of each year (N) the sector reports to the
National Treasury which shall include printed estimates for the current
year (N) and for the forthcoming financial year (N+1) and two outer
years on a rolling basis (N+2), (N+3).

(3) The estimates for the sector referred to in paragraph (1) shall
be consistent with regulation 29.

(4) Budget proposals shall be submitted in the prescribed formats
that support program-based budgeting and classification of expenditure
in economic classes.

(5) All budget proposals shall be supported by the national
government entity’ strategic plan.

(6) The preparation and submission of estimates shall be done
exclusively through prescribed —automated integrated  financial
management Systems.

(7) On receipt of sector reports from sector chairs, the Cabinet
Secretary shall convene public sector forums to receive inputs from the
public.

(8) The proposed sector ceilings for the next three financial years
contained in the Budget Review and Outlook Paper (BROP) may be
firmed up or readjusted in the Budget Policy Statement submitted in
February of financial year (N) and adopted by Parliament by February
28 of same financial year (N).

(9) The approved Budget Policy statement shall be published on
the National Treasury website.

(10) Following the approval of the Budget Policy Statement, the
national government entities, or agencies shall finalize their estimates
for years (N+1), (N+2) and (N+3) by March 31 of Financial year (N)
and submit to the Cabinet Secretary.

(11) Budget estimates shall be reviewed and consolidated and the
draft budget estimates submitted to Cabinet by April 15" of the
financial year (N).

(12) Budget estimates of the national government entities, or
agencies shall be reviewed and consolidated and the annual budget
estimates submitted to Parliament, by April 30 of financial year (N).

33. Unless provided otherwise in the Act, these Regulations or
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any other guidelines developed in furtherance of the Act or these
Regulations, the following guidelines shall be observed at all times
during budget formulation and approval—

(a)

(b)

(c)

(d)

(e)

all revenue and expenditure shall be entered into the
national government budget estimates ;

expenditure entered in national government budget
estimates shall be authorised for one financial year
only;

budget shall be balanced;

the Kenyan shillings shall be the unit of account for
drawing up and implementation of the national
government budgets, as well as the presentation of those
accounts;

total budget revenue shall cover total budget expenditure
and therefore—

(1) except as provided by legislation, there shall be no

use of specific revenue to finance specific
expenditure; and

(i) appropriation shall be for a specific purpose or a

specific programme or item of expenditure; and

(f) budget estimates shall take into account expenditure
priorities which contributes to the realization of the
required output and desired policy outcome.

Determination of 34. (1) The budget ceiling contained in the Budget Policy

budget ceilings.

(a)

(b)

(c)

Statement shall take into account—

the aggregate resource envelope following the forecast
of major revenue and expenditure categories (the latter
according to both economic and administrative
classification);

the non-discretionary expenditure (debt service, wages
and other related items);

the overall expenditure taking into consideration the
fiscal rules;
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(d) breakdown of the overall expenditure into recurrent and
development expenditure by sector ceilings; and

e) expenditure priorities as set out in national government
P p
policies.

35. (1) Each Accounting Officer may cause any proposed budget
estimates to be examined and reported on by the internal audit unit of
that national government entity.

(2) The Accounting Officer referred to in paragraph (1) shall take
into account any recommendations made in respect thereto before
submitting estimates to the National Treasury.

(3) A person who fails under this regulation to provide information,
or submits information which that person knows to be misleading or
incorrect shall have committed an offence under the Act.

36. (1) On receipt of estimates from Accounting Officers the
Cabinet Secretary shall cause to be conducted Budget discussions to
review estimates of the entities concerned in order to ensure that these
plans and estimates are in accordance with the macro-economic policy
and fiscal framework.

(2) Where the budget review in paragraph (1) necessitates changes,
the Cabinet Secretary, may require an Accounting Officer to make
adjustments to the estimates.

37. Appropriation Bills shall provide for —

(a) the Votes and programs of the financial year;

(b) financial provision in respect of certain activities of the
national governments during that financial year; and

(c) enabling the withdrawal out of the Consolidated Fund,
or any other national public fund.

38. (1) Where the Appropriations Act is not assented to or is not
likely to be assented before the first working day of the financial year,
the Speaker to the National Assembly, with approval of National
Assembly, shall communicate to the Cabinet Secretary grant of
authority to withdraw from the Consolidated Fund of monies of an
amount not exceeding one-half of the amount included in the estimates
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in accordance with section 39(7) of the Act.

(2) Accounting officers shall make necessary entries in their
books in respect of the amount of the vote on account approved.

(3) Moneys withdrawn under paragraph (1) shall be for the
purpose of meeting expenditure on the government’s programmes and
activities in respect of the financial year—

(a) upto fifty (50%) percent of the estimated of budget for the
financial year submitted to the National Assembly; or.

(b) until such a time the Appropriation Act is assented to.

(4) Funds withdrawn from the Consolidated Fund under this
regulation may be utilised only for services for which funds have been
provided for in the budget estimates submitted to National Assembly.

(5) The funds provided for in paragraph (2) shall be regarded as
forming part of the funds appropriated in the relevant annual budget
estimates for that financial year.

39. Where Parliament approves any changes in the annual
estimates of budget under section 39 of the Act, any increase or
reduction in expenditure of a Vote, shall not exceed one (1%) percent
of the Vote’s ceilings’.

40. (1) Each Accounting Officer shall, within the guidelines of the
supplementary budget circular and in conformity with budget
guidelines issued by the Cabinet Secretary, prepare revised budget
estimates in the format to be issued by the Cabinet Secretary.

(2) Prior to incurring any expenditure under paragraph (1),
Accounting Officers shall seek the approval of the National Treasury,
and if approval is granted by the Cabinet Secretary, it shall be
communicated to the Accounting Officers through a notification which
shall be copied to the Auditor-General and the Controller of Budget.

(3) The purpose for which approval is sought for a
supplementary budget shall be —

(a) unforeseen and unavoidable, in circumstances where
no budget provision was made; or

(b) unavoidable, in circumstances where there is an
existing budgetary provision which however is
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inadequate.

(4) For purposes of paragraph (3), the following shall not be
considered unforeseen and unavoidable expenditure—

(a)  expenditure that, although known when finalising the
estimates of the original budget, could not be
accommodated within allocations; and

(b) tariff adjustments and price increases.

(5) Accounting Officers may seek supplementary budget if the
expenditure cannot be met by budget reallocation under section 43 of
the Act.

(6) The request for supplementary budget in paragraph (5)
shall be presented in a format that facilitates comparison with the
original budget and shall contain all the information necessary to
enable a decision on the application to be reached and shall include—

(a) the Vote, program, sub-programme and broad
expenditure category which it is desired to supplement,
the original sum voted thereon and any supplements
which may have since been added;

(b)  the actual expenditure and the outstanding liabilities or
commitments against the item on the date when the
request is made;

(c)  the amount of the supplement required, the reasons why
the supplement is necessary and why it has not been
possible to keep within the voted provision;

(d) the basis for the calculation underpinning the
supplementary;

(e)  the proposed source of financing of the additional
expenditure;

(f)  an analysis of the fiscal impact of the additional
expenditure, or of the implications, if any, for the
planned outputs and outcomes of the affected
programmes;

(g) any implied deviation from the Medium Term
Expenditure Framework (MTEF) and the financial
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objectives; and
(h)  the latest fiscal projections.

(7) The national government entity requesting additional funds
through a supplementary budget process shall submit a memorandum
to the National Treasury on a date determined by National Treasury.

(8) For the avoidance of doubt, budget allocations for new
policy options and service delivery initiatives shall only be considered
when introduced in the annual estimates in accordance with the
procedure laid down in the Act and these regulations.

(9) In approving any estimates under sections 43 and 44 of the
Act, the National Assembly approval shall not exceed ten (10) percent
of the approved budget estimates of a program or Sub-Vote unless it is
for unforeseen and unavoidable need as defined in section 21 of the
Act.

41. (1) The national government budget estimates and each county
government’s budget estimates shall be prepared, accounted for and
reported in accordance with the Government of Kenya budget
classification and chart of accounts issued by the National Treasury.

(2) As much as practicable, these classifications shall be
designed to support financial and economic reporting requirements in
the Act and generally accepted international standards.

PART V— BUDGET EXECUTION

42. (1) Overall control of national government budget execution
shall be exercised through strict application of the following general
rules, which shall apply to all transactions with the specific exception
of debt service payments—

(a) debt service payments shall be a first charge on the
Consolidated Fund and the Accounting Officer shall
ensure this is done to the extent possible that the
government does not default on debt obligations;

(b) debt payments shall be made whether or not they meet the
general rules provided that the Cabinet Secretary
reporting of any excess over appropriations, with full
explanations of the circumstances, to Parliament in the
next quarterly reporting cycle;
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(c) other than temporary treasury liquidity management
operations, no payment shall be made from the
Consolidated Fund as a direct charge, except under an
item identified in the annual budget estimates.

43. An Accounting Officer shall—

(a) sign financial statements thereby making himself or
herself responsible for their correctness;

(b) ensure that public funds entrusted to their care are
properly safeguarded and are applied for purposes for
only which they were intended and appropriated by the
National Assembly;

(c) ensure all appropriation-in-aid due to national
government entity are collected and properly accounted
for in accordance with the relevant laws, rules and
regulations;

(d) manage control and ensure that policies are carried out
efficiently and wastage of public funds is eliminated;
and

(e) ensure each national government entity has an audit
committee in place.

44. (1) Accounting Officers shall provide the National Treasury
with an annual cash flow plan as a requisition for funds needed for
that financial year.

(2) National government entities shall execute their approved
budgets based on the annual appropriation legislation, and the approved
annual cash flow plan with the exception of unforeseen and
unavoidable spending dealt with through the Contingencies Fund, or
supplementary estimates.

(3) The annual cash flow plans prepared by Accounting Officers
shall be broken down into a three months rolling basis and shall be
adjusted to reflect any implementation realities in consultation with
the National Treasury.

(4) As far as possible, quarterly cash flow projections prepared by
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the Accounting Officers shall be supported by a procurement plan
approved in accordance with the Public Procurement and Disposal Act.

45. (1) The National Treasury shall consolidate all expenditure
requirements and projections as forwarded by Accounting Officers,
compare with the projected revenues including net domestic
borrowing, and thereafter in consultation with Accounting Officers,
agree an indicative annual cash flow forecast limit for that financial
year.

(2) The National Treasury shall issue a National Treasury circular
communicating the cash flow projections agreed with the Accounting
Officers. '

(3) In the event of unanticipated cash flow fluctuations, the
National Treasury shall inform the Accounting Officers through a
circular requesting them to review and submit revised cash flow
projections in line with the guideline set out in the circular.

46. (1) The basis for requisition of funds for grant of credit on the
account of the accounting officer for authorization of a withdrawal by
the Controller of Budget from the national exchequer account shall be
based on the approved cash flow plans communicated to that
accounting officer to the National Treasury.

(2) Release of Funds from the Consolidated Fund to national
government entities shall be in accordance with the authority granted
by the Controller of Budget together with the written instructions of
the National Treasury.

(3) The National Treasury shall make requisition from the
Controller of Budget as necessary for the exchequer withdrawal of
funds which shall be placed to the credit of an accounting officers’
entity account.

(4) Pursuant to the grant of credit in paragraph (3), the National
Treasury shall issue an exchequer notification informing the
accounting officer of the amounts authorized.

(5) The National Treasury may require accounting officers to
review their cash flow plans in line with changes in revenue realization,
shortfalls in borrowing and unforeseen expenditures.

(6) The National Treasury shall publish and publicize the
quarterly liquidity position reports reflecting the impact of revenue
collection efforts, spending and public debt operations on the cash
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47. (1) The Accounting Officer shall inform his or her responsible
Cabinet Secretary immediately of any circumstances that are likely to
affect materially the budgetary results either through revenue and
expenditure or other receipts and payments of the national government
entity.

(2) The Accounting Officer shall inform his or her responsible
Cabinet Secretary of actions taken to mitigate any budget variations.

(3) The responsible Cabinet Secretary shall take the necessary
steps to bring to the notice of the Cabinet Secretary, any warnings of
significant or material budget variations.

48. (1) For purposes of section 43(3) of the Act, Accounting
Officers, may authorize reallocation of funds within programmes or
sub-votes provided that—

(a) this does not affect the total voted provision;

(b) the provisions in the budget of the programme or sub-
vote from within which the funds are to be transferred
are unlikely to be utilized;

(c) reallocation is in accordance with donor conditions in
the case of reallocation impacting on donor-funded
expenditure;

(d) the reallocation does not affect the voted provisions
from wage to non-wage expenditure or from capital to
recurrent expenditure; and

(e) allocations earmarked by the National Treasury for a
specific purpose may not be used for other purposes,
except with Treasury’s approval.

(2) Accounting Officers shall keep a register of all budgetary
reallocations and use it to prepare a report of all reallocations to the
National Treasury not later than the 10" day of each month and the
report shall state measures taken by the Accounting Officer to mitigate
against future reallocations.

(3) The report referred to in paragraph (2) shall state the
impact that the reallocations may have had on program objectives,
planned program outputs and outcomes.
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(4) The National Treasury shall consolidate all reallocations
and include them in the next revised budget.

(5) The reallocations under this regulation shall be approved
by the respective Accounting Officer of the entity.

49. The reallocations by the National Treasury in terms of section
43(2) of the Act shall be included in the next revised budget for
submission to and approval by the National Assembly.

50. (1) For an accounting officer to access the contingencies fund
in accordance with section 21 of the Act, that accounting officer shall
first identify resources within his or her vote through identification of
savings for re-allocation before applying for financing from the
Contingencies Fund.

(2) If an accounting officer is satisfied that there are no savings
within his or her vote and the need meets the criteria set under section
21 of the Act and paragraph (1), the accounting officer shall—

(a) give reasons why he or she believes the need meets the
criteria under section 21 of the Act;

(b) issue a certificate, countersigned by the Cabinet
Secretary of that entity, confirming that the need meets
the criteria under section 21 of the Act and paragraph
(1); and

(c) submit the request to the Cabinet Secretary for
consideration.

(3) The Cabinet Secretary shall consider the request and assess if
the need meets the criteria set under section 21 of the Act and may
approve it or reject it.

51. (1) All commitments for supply of goods or services shall be
done not later than May 31 each year except with the express approval
of the accounting officer in writing.

(2) Expenditure commitments for goods and services shall be
controlled against spending and procurement plans approved by the
responsible Accounting Officer, based on allocations and allotments
from approved budgets.

(3) The Accounting Officer of that government entity shall make
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an expenditure commitment only against the procurement plan
approved for that entity in accordance with the Public Procurement
and Disposal Act, 2005 and the Regulations made thereunder.

(4) At minimum, a procurement plan shall include proper
descriptions of the procuring items, unit cost, the estimated contract
value, and the procurement method relating to the annual portion of a
multi-year contract and delivery schedule.

(5) Any changes to approved procurement plan during the year
shall be approved by the responsible Accounting Officer in
consultation with the Cabinet Secretary of the entity.

(6) Any public officer who contravenes the provisions of this
regulation commits an offence.

52. (1) Any public officer who holds any post involving, in any
degree, the management of public funds, and in particular every officer
to whom is delegated the power to expend or receive such funds shall
in the Government’s interest and in his own interest, be aware of the
following essentials of vote control procedures—

(a) no public officer can spend or commit funds until he or
she has been properly authorized by means of an
Authority to Incur Expenditure (AIE) to do so;

(b) AIE holders shall be made to understand that the limit
to which they may spend is that prescribed by the
authority and not their expectations, however justified
these may seem;

(c) the AIE issued to a public officer shall in the minimum
contain—

(i)  the AIE number and to whom it is issued;
(ii)  the authorized total expenditure;
(iii) a description of the expenditure item; and

(iv) the account code to which the expenditure is to
be debited;

(d) when the AIE is issued by the Ministry or State
Department or Agency, the allocation shall be entered
as a commitment in the Ministry’s or State
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ascertain at all times the availability of uncommitted

funds;

(e) accounting officers whose votes cover field
programmes and projects shall issue AIE’s to their
field officers not later the 15" day of each quarter;

(f) public officers issued with AIE’s shall also be informed
in writing that the actual expenditures should not
exceed the limits authorized in the AIE’s;

(h) all AIE’s to field public officers shall show the
following details at the minimum and copies
submitted to the Internal Audit Department of the
National Treasury and the Auditor-General—

(1) the gross total amount of funds per vote allocated
and applied against the AIE issued; and

(i1) the total amount of AIA to be collected;

(j) each accounting officer shall cause records to be kept in
such a form as will clarify at any time, in respect of
each of his or her votes—

(i)  the total amount of expenditure sanctioned for
service of the year;

(i)  the amount of the expenditure charged; and

(1) any further known liabilities in respect of the
year;

(k) the AIE holders shall note the following in terms of
control of expenditure—

(1) there shall be no divided responsibility and only
the officer to whom the AIE has been issued is
permitted to commit or incur expenditure
against it;

(i) an AIE holder shall not wait for suppliers to
submit invoices in order to clear his or her
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commitment, but he or she shall regularly have
his or her outstanding commitments checked and
enquiries made from the suppliers, particularly in
the last three months of the financial year.

53. (1) A local purchase order or local service order shall be valid
for a period of thirty days from the date of issue.

(2) Any public officer who receives goods or services beyond the
stipulated period specified in paragraph (1) commits an offence under
the Act.

(3) Any public officer involved in the processing of a payment
with regard to goods or services delivered after due date shall inform
the accounting officer of this anomaly before proceeding to process
the payment.

(4) The public officer in charge who fails to ensure that the local
service order or local purchase order is cancelled after thirty days
commits an offence under the Act.

54. (1) Except as provided for in the Act and these Regulations, an
Accounting Officer of an entity may not authorize payment to be made
out of funds earmarked for specific activities for purposes other than
those activities.

(2) A public officer who makes a payment contrary to paragraph
(1) commits an offence under the Act.

55. (1) An Accounting Officer of a national government entity
shall not later than the 10th day of each month submit a monthly
financial and non-financial budgetary report in the format to be issued
by the Cabinet Secretary relating to the activities of his or her national
government entity for the preceding month to the National Treasury
with copies to the Controller of Budget and the Auditor-General.

(2) The contents of the report under paragraph (1) shall include—

(a) actual revenues including appropriations in aid;

(b) actual expenditures classified in economic classification
as follows—

(i) compensation to employees;
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(ii) use of goods and services;
(iii) transfer to other levels of government;
(iv) capital expenditure;
(c) pending payments with an age of over ninety days;

(d) a projection of expected expenditure and revenue
collection for the remainder of the financial year;

(e) when necessary, an explanation of any material
variances; and

(f) a summary of the steps that are to be taken to ensure
that the projected expenditure and revenue remain
within budget.

Contracts with 56. (1) A national government entity may enter into a contract

multi-year financial g hich will i financial obligati the national t

implications which will impose financial obligations on the national governmen
entity beyond a financial year.

(2) Contracts imposing financial obligations in excess of one year
may only be concluded by the accounting officer only if—

(a) the accounting officer discloses all finalized and signed
contracts by the beginning of a financial year;

(b) they are budgeted for first before new projects are
budgeted by the accounting officer of the national
government entity; and

(c) the accounting officers secure the resources required in
line with the financing requirements set out in the
contracts.

Reorganization of 57. (1) The national government may make policy changes in a

overnment . :
%un cHons financial year leading to—

(a) creation of an additional Ministry or State Department
and national government entities;

(b) transferring certain functions or services of an existing
Ministry, State Department and agencies to —

(i) another existing Ministry , State Department; or
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Agency
(ii) a new Ministry or State Department or Agency;

(c) abolition of an existing Ministry or State Department or
Agency and transferring its functions or services to one
or more Ministry or State Department or Agency.

(2) Before embarking on accounting entries and other adjustments,
it shall be necessary to agree on the actual status of the vote in respect
of the following aspects of the affected functions and services based
on the ledger balances of a trial balance to be drawn on a date to be
communicated by the National Treasury—

(a) the gross budgetary provision;

(b) the approved A.LA, if any, and whether in cash or
credit purchase;

(c) the approved development partner assistance and
entity own revenue whether in cash or credit purchase,
if any;

(d) the net budgetary provision;

(e) the gross expenditure incurred;

(f) the amount of entity own revenue and development
partner assistance applied in cash or in credit

purchases; and

(g) the sharing of amounts held in the below-the-line group
of accounts.

(3) When a Ministry or State Department or Agency is abolished,
its vote shall cease to function and consequently it shall be necessary to

extract a trial balance as at the date of abolition and to ascertain the
state of financial affairs of that vote which shall include—

(a) the budgetary provision;
(b) expenditure incurred; and
(c) cash balance

(4) The statement shall be accompanied by analysis of the below
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the line group of account on the basis of which it should then be agreed
on the amount of the related budget provision, expenditure incurred
and the below the line balances to be shared out, if necessary.

(5) The Supplementary Appropriation Act shall provide the details
of the affected votes and the National Treasury shall inform the
affected Accounting Officers of the effective date when they shall
effect accounting entries in their books and other necessary inter-vote
adjustments.

(6) The book-keeping entries of a new vote shall be affected as
outlined in the National Treasury Guidelines issued.

PART VI-MANAGEMENT OF REVENUE AND OTHER
RECEIPTS.

58. (1) Government receipts may be classified into domestic
receipts and external receipts.

(2) Domestic receipts under paragraph (1) shall comprise of—
(a) domestic loans receipts;
(b) tax revenues; and

(c) non tax revenues including exchequer, non tax receipts
and Appropriation in Aid.

(3) External receipts under paragraph (1) shall comprise of —

(a) external Loans including exchequer loan receipts and
direct payments or credit purchase;

(b) external grants including exchequer grant receipts and
direct payments.

59. (1) The estimates of revenues shall be in the format issued by
the National Treasury and shall include—

(a) the description of the source of revenue in terms of
head code;

(b) estimated revenues;

(c) thereceiver of revenue;
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(d) for each revenue head, there shall be shown revenue
items; and

(¢) the amounts and the nature of receipts.

(2) The estimates of revenue shall include the actual revenue for
the two previous financial years (N-2), (N-1), the current financial year
revenue estimates (N), and the projected revenue estimates for the next
two outer years (N+1) and (N+2).

60. (1) The following shall be the basic principles in deciding
whether sums shall be applied as Appropriation-In-Aid—

(a) receipts arising directly out of expenditure on a service,
the primary purpose of which is not collection of
revenue such as user fees, user charges, or sale of stores
and may be Appropriated-In-Aid of the vote from
which expenditure on the service is met;

(b) Appropriations-In-Aid shall be applied against a vote;

(c) where miscellaneous receipts are individually and
collectively small, and circumstances of receipt
unimportant in themselves, such receipts may be
credited to Appropriations-in-Aid; and

(d) sums due as Appropriations-in-Aid in the previous year
should be credited to the Appropriations in Aid head of
the year in which they are actually received.

(2) Despite the provision under paragraph (1), the Cabinet
Secretary may designate any type of Appropriations-in-Aid as revenue
in furtherance of certain government policies.

61. (1) The following shall be the main forms of receipts which
occur in development estimates—

(a) Appropriations-in-Aid inform of receipts collected by
any authorized national government agency oOr
derived from the sale of goods and services directly
derived from projects contained in the appropriate
expenditure head;

(b) direct payments or Credit Purchases charged to the
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appropriate head representing expenditure on the cost
of goods or services supplied and credited to the
national government entity, but such transactions may
be carried out only after National Treasury’s advice;

(c) loan and grant receipts through the national exchequer
account; and

(d) Tax and non-tax revenue through the national
exchequer account.

62. (1) A receiver of revenue designated by the Cabinet Secretary
under section 75 of the Act shall be responsible for the collection of,
and accounting for, such items of revenue as the Cabinet Secretary may

specify.

(2) A letter for the designation of receiver of revenue under
paragraph (1) shall indicate his or her responsibility and the manner in
which he or she may delegate the duties of collection of revenue to
officers under him or her or of another national government entity.

(3) Notwithstanding the provisions of paragraph (2), the receiver
of revenue for loans and grants funds shall be the Principal Secretary to
the National Treasury, and the Cabinet Secretary shall specify such
items of revenue in the designation letter.

63. (1) In accordance with section 76 of the Act, the receiver of
revenue shall authorize a public officer or any of the national
government entities to be a collector of revenue for national
government for the collection of, and accounting for, such items of
revenue as the receiver of revenue may specify.

(2) Except with the specific authority of the collector of revenue,
in no case may a public officer whose duty involves the posting of
assessment registers, rent rolls and similar documents be authorised to
collect public moneys or to post collections into a cash book.

64. (1) An accounting officer and a receiver of revenue are
personally responsible for ensuring that—

(a) adequate safeguards exist and are applied for the
prompt collection and proper accounting for, all
national government revenue and other public moneys
relating to their Ministries, departments or agencies;

(b) adequate measures, including legal action where
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appropriate, are taken to obtain payment;

(c) official receipts are issued for all moneys paid to
Government of Kenya.

(2) An accounting officer or receiver of revenue who experiences
difficulty in collecting revenues due to the national government shall
report the circumstances to the Cabinet Secretary without delay.

(3) Except with the authority of the Cabinet Secretary, no receiver
of revenue or collector of revenue, may convert public moneys received
in local currency into foreign currency and vice versa.

(4) All public moneys collected by a receiver of revenue or
collector of revenue or collected and retained by a national government
entity, shall be paid into the designated bank accounts of the national
government and shall not be used by any public officer in any manner
between the time of their receipts and payment into the bank except as
provided by law.

(5) An Accounting Officer or receiver of revenue or collector of
revenue shall take disciplinary measures in line with the relevant
legislation against a public officer who contravenes the provisions of

paragraph (4).

(6) An accounting officer or receiver of revenue or collector of
revenue shall ensure adequate books of accounts are kept relating to
revenue collection and management.

(7) A public officer who makes payment from monies collected
under this regulation commits an offence under the Act.

65. (1) The Accounting Officer or receiver of revenue or collector
of revenue shall prepare a quarterly report not later than the 15" day

after the end of the quarter.
(2) The quarterly report in paragraph (1) shall include —
(a) a statement of receipts and disbursements in such form
as the Public Sector Accounting Standards Board may

determine;

(b) a statement of arrears of revenue which shall be
classified by financial year; and

(c) reasons for material differences between approved
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estimates and the actual revenue collected.

(3) The accounting officer or receiver of revenue or collector of
revenue shall include in the report under paragraph (1), the following
details in respect of each waiver or variation—

(a) the full name of each person benefiting from the
wailver or variation;

(b) the amount of tax, fee or charge affected by the waiver
or variation;

(c) the year to which the waiver or variation relates;
(d) the reasons for the waiver or variation; and

(e) the law in terms of which the waiver or variation was
granted.

(4) The quarterly report under paragraph (1) shall be submitted to
the National Treasury with a copy to the Auditor-General.

66. (1) The Accounting Officer of a national government entity
may, when finalising their budgets, review all fees, charges or the
rates, scales or tariffs of fees and charges that are not fixed by any law,
and that relate to revenue accruing to the Consolidated Fund.

(2) An Accounting Officer shall obtain approval from the National
Treasury for the proposed tariff structure.

(3) Information on the tariff structure shall be disclosed in the
annual report, including information on exemptions, discounts, free
services and any other aspect of material influence on the revenue
yield.

67. (1) When a national government entity renders agency services
to another national government entity or a county government, all
revenue receipts collected shall be accounted for fully by the agent to
the receiver of revenue or collector of revenue or accounting officer.

(2) Any exception to paragraph (1) on the expenses arising from
the revenue administration costs shall be expressly agreed between the
national government entity and the respective receiver of revenue or
collector of revenue or accounting officer based a service level
agreement signed between them.
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(3) When a national government entity renders agency services to
a county government all revenue receipts including agency receipts
collected shall be accounted for fully by the agent to the receiver of
revenue or collector of revenue or accounting officer and the expenses
arising from the revenue administration costs shall be agreed between
the national government entity and the respective county government
based a service level agreement signed between them.

(4) When a county government entity renders agency services to a
national government entity, all revenue receipts including agency
receipts collected shall be accounted for fully by the agent to the
receiver of revenue or collector of revenue or accounting officer and
the expenses arising from the revenue administration costs shall be
agreed between the county government and the respective receiver of
revenue or collector of revenue or accounting based a service level
agreement signed between them.

(5) Claims for agency services rendered on behalf of another
government entity, level of government, shall be based on actual
revenue collected and accounted for and shall be supported by original
vouchers and shall be reflected in their books of accounts of transacting
institutions.

68. (1) Refunds of revenue may become necessary because of
collections or over-collections made in error or because, although
properly collected in accordance with an Act or regulation, provision
exists under the Act or regulation for the revenue to be reclaimed under
certain circumstances in the form of a rebate or drawback.

(2) Refunds of revenue and drawbacks under paragraph (1) shall
be in accordance with the relevant legislation.

(3) Any refunds under paragraph (1) shall be provided for under an
expenditure item appropriated by Parliament in an Appropriation Act.

(4) Where the collection, over-collection or drawback is made in
the same financial year as that in which the revenue was originally
collected it may be authorised by the officer prescribed in the relevant
legislation to be charged as a debit item in the appropriate revenue
head.

(5) The receiver or collector of revenue shall together with the
refunds in paragraph (1) include assumptions underpinning the refund
estimates.

(6) The estimates of refunds submitted under paragraph (5) by the
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receiver or collector of revenue shall include assumptions underpinning
the refund estimates.

69. (1) The annual, quarterly and monthly statements by a receiver
of revenue submitted to the National Treasury under section 76(3) of
the Act shall be in the format to be gazetted by the Cabinet Secretary
and shall at the minimum include—

(a) the actual revenue received by the receiver and
transmitted to the national exchequer account;

(b) the actual revenue received by the receiver and not
transmitted to the national exchequer account;

(c) the revenue arrears due but not collected; and

(d) aresponsibility statement by the receiver of revenue on
the revenue statement.

PART VII-MANAGEMENT OF GRANTS AND DONATIONS
70. (1) For purposes of this Part—

(a)“grant agreement” means an instrument that gives the
power to an agency to furnish money, property or
materials to a grantee and the grantee has freedom to
pursue the grants stated purpose, but the agency does
not specify the matter of performance of the work and
is not substantially involved in it;

(b)“financing agreements” are a document detailing
commitments for provision of goods, services and
activities to be performed by an organisation for the
awarding agency and contain specific objectives,
direction, specifications, costs or methods of
performance; and

(d) “donor or development partner or external financier” is
used in this Part interchangeably to refer to the
providers of external resources.

71. (1) Upon approval by the Cabinet Secretary, an Accounting
Officer may receive any grants, donation, sponsorship made in favour
of the government entity irrespective of whether such sponsorship or
grants or donation is in cash or in kind provided that the Accounting
Officer confirms with the relevant national government entity that
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donations given in kind are—
(a) not harmful to health and the environment; and
(b) in good and serviceable condition.

(2) All cash grants, donations or sponsorships shall be deposited
in the Consolidated Fund provided that—

(a) such grants, donation and sponsorship are from a
credible source from a person in good standing with
the Government of Kenya;

(b) such grants, donation and sponsorship are intended to
address government development policies.

(3) Where the purpose of the grant, donation, or sponsorship is
not apparent, the Cabinet Secretary shall have the discretion to instruct
the Accounting Officers on its application.

(4) A national government entity is not allowed to give another
national government entity cash donations to augment the budgetary
resources of designated departments.

(5) Grant, donations or sponsorships received during the year
shall be disclosed in the annual and quarterly financial statements.

72. (1) Projects implemented through grants, donations and
sponsorships shall be aligned to the national development policies.

(2) In identification and designing of projects funded by
development partners, the areas covered and amounts allocated shall
be determined by objective criteria and as far as possible on need-
based formula which may include geographical area, population and
poverty index.

(3) The Accounting officer shall disclose the details under
paragraph (2).

(4) All grants and donations shall be appropriated by national
assembly before commencement of disbursements.

(5) Issues to do with tax exemptions, issuance of work permits,
counter-part personnel, counter-part funding, office space, demand
driven technical assistance, community contribution either in cash or in
kind shall be clearly spelt out in the grant agreements, and the
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government and community contribution shall be properly assessed and
quantified in all grant supported projects.

(6) National government shall ensure grants are factored in the
budgets and counterpart funds appropriated accordingly.

73. (1) Where authorisation has been granted for the project to
start, the Accounting Officer shall ensure public disclosure to the
intended beneficiaries within thirty days of the allocation and
disbursement of the grants. '

(2) After disbursement of grants, the accounting officer shall report
within fifteen days after the end of each quarter to the intended
beneficiaries on the expenditures and performance achieved in relation
to the grant.

(3) During the project identification and design, the intended
beneficiaries shall be involved through public participatory approach
for planning.

(4) The views of the indented beneficiaries shall be received
during public forums provided for under paragraph (3) and their views
shall be considered appropriately or during budgeting process of the
next budget cycle.

(5) Where non-compliance by an accounting officer with grant
conditions is established through an audit or fiduciary review process,
the Cabinet Secretary may suspend the disbursements and institute
measures to recover any amounts misappropriated by the public officer.

Accounting and reporting on donations and grants

74. (1) All monies received by way of grants and donations shall
constitute public monies and shall be paid into the Consolidated Fund.

(2) The Cabinet Secretary shall make provisions in the budget
estimates for grants and donations receivable in kind such as
commodity aid for purposes of raising cash locally.

(3) Where the quantum of the grant or donation referred to in
paragraph (2) is not known, a provision shall be included in the
estimates and when the quantum becomes known a supplementary
estimate shall be raised for the amount involved.
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(4) Where grants and donations are receivable in kind, the value
of such donations shall be determined and included in the estimate and
reflected as expenditure in the financial year.

(5) Monies received for specified projects which have been paid
into the Consolidated Fund shall be released when required to the
appropriate project bank account.

(6) An accounting officer of a national government entity shall—

(a) cause to be kept and maintained proper books of
accounts and records in respect of all projects and
donations;

(b) ensure that whenever projects are completed, the
project assets including buildings, plant, vehicles,
furniture, fittings and equipment are properly recorded
and handed over to the accounting officer in
accordance with the financing agreement;

(c) where no time frame is provided for the project, ensure
that the assets are handed over within three months
from the date of the closure of the project; and

(d) in the absence of any instructions to the contrary,
ensure that any unexpended balance standing in the
credit of the project account is paid into the
Consolidated Fund

75. It shall be the responsibility of the National Treasury to
ensure that—

(a) any project approved for financing through grants and
donations has been approved by the accounting officer;
and

(b) the project feasibility study report has been inspected
and approved by the relevant national government
entity.

76. (1) For the purpose of disbursement of project funds, there
shall be opened and maintained a project account for every project at
Central Bank of Kenya unless it is exempted by the Cabinet Secretary,
in writing, into which all funds shall be kept and such an account shall
be known by the name of the project for which it is opened and each
project shall maintain only one bank account.
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(2) All foreign currency designated bank accounts shall be kept at
the Central Bank of Kenya for national government entities unless
exempted in writing by the Cabinet Secretary under paragraph (1).

(3) Every payment or instruction for payment out of the project
account shall be strictly on the basis of the approved estimates of
budget and financing agreement.

77. The Accounting Officer of a project shall compile and
maintain a record showing all receipts, disbursements and actual
expenditure on a monthly basis in respect of every project and sub-
project and shall—

(a) make monthly interim financial returns;
(b) make quarterly financial management returns;

(c) submit a summary of the records for each quarter and
year to the division responsible for external resources
in the National Treasury not later than fifteen (15)
days after the end of every quarter

78. (1) Non-Governmental Organisations (NGO’s) that
implement development programs funded by public funds, including
donor funding shall be accountable through regular financial reporting
and submission of audited annual financial statements to the relevant
accounting officer in a format prescribed by the Public Sector
Accounting Standards Board.

(2) NGO’s referred to under paragraph (1) shall be registered by
the responsible national licensing authority and in accordance with the
relevant law under which that authority is established.

79. (1) Documents to be attached to the financial reports and
annual audited accounts in regulation 78 shall include a certificate of
registration confirming that the NGO—

(a) is a body corporate and separate from its members,
with perpetual succession;

(b) can engage in public interest activities and public fund-
raising throughout Kenya; and

(c) is eligible for such fiscal or other benefits and
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privileges, as may be applicable to NGOs from time to
time.

(2) In addition to requirements under paragraph (1), the NGO
shall also submit—

(a) its annual performance report outlining the
activities undertaken by the NGO in the year;

(b) an annual return reflecting details of its trustees,
directors, office bearers and auditors;

(c) its sources of funding;

(d) in the event of any amendment to its Constitution or
governance instrument during the financial year, a
certified copy of such amendment; and

(e) any such other information the NGO considers
necessary.

PART VIII—TREASURY AND CASH MANAGEMENT
Consolidated Fund

80. (1) The National Treasury shall administer the Consolidated
Fund in accordance with the constitutional provisions in Articles 206
and 209 (1),(2) and (4) in controlling revenue receipts to ensure that—

(a) all revenue receipts by the national government are
paid into the national exchequer account, except
revenue receipts reasonably excluded by the
Constitution, the Act, or another Act of Parliament;
and

(b) withdrawals from the Consolidated Fund shall be
done—

(i) in accordance with an appropriation by an Act of
Parliament;

(ii) in accordance with Articles 222 or 223 of the
Constitution;

(iii) as a direct charge against the Consolidated Fund
as authorised by the Constitution or an Act of
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Parliament.

(2) The administrator of the Consolidated Fund shall keep
proper books of accounts of the Consolidated Fund in accordance with
standards and formats prescribed by the Public Sector Accounting
Standards Board.

Process of receipts 81. (1) Receivers of Revenue shall promptly deposit into

e d(?onSOIidated National Exchequer Account all receipts due to the Consolidated Fund.

(2) The Receivers of Revenue shall promptly pay the revenue
received into the Consolidated Fund as soon as possible and in any case
not later than five (5) days after receipt thereof.

(3) The National Treasury shall issue a receipt to a Receiver of
Revenue to acknowledge the receipt of revenue thereof.

Cash and Banking Arrangements

Cfriteria.fm' apgroval 82. (1) Subject to the provisions of section 28 of the Act, the
gpgﬁ?ﬂzgn:gom following criteria shall be considered by the National Treasury before
government entities ~ granting approval to a national government entity to open and operate a

bank accounts. national government bank account—

(a) all national government bank accounts shall be opened
at the Central Bank of Kenya, except—

(1) where the Central Bank of Kenya has no branch;

(1) 1t 1s expressly provided for under a financing
agreement and with approval of the Cabinet
Secretary;

(i11) where Central Bank of Kenya has confirmed in
writing it is unable to offer banking facilities;

(iv) where the National Treasury has granted
authority to an accounting officer or receiver of
revenue or collector of revenue to open and
operate a bank account in a commercial bank
for purposes of revenue collection, and that
commercial bank shall have a wide branch
network and is government linked;

(b) any national government entity which draws over
seventy five (75) percent of its resources from the
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National Exchequer Account shall apply for opening
and operating bank accounts at the Central Bank of
Kenya, unless exempted under paragraph (1);

(2) Where a national government entity is unable to comply
with the provisions under paragraph (1), it may apply for grant of
Cabinet Secretary approval to open and operate a bank account in a
commercial bank under special circumstances.

(3) All national government entities operating bank accounts
outside the provisions of paragraph (1) of this regulation, shall comply
with the provisions under paragraph (1) within six (6) months from
upon publication of these Regulations.

(4) Except with the prior authority of the National Treasury, no
accounting officer may open a bank account for the deposit, custody or
withdrawal of public moneys or other moneys for which he or she is
responsible in his or her official capacity or for the transaction of
official banking business.

(5) The authority of National Treasury shall be conveyed in
writing to the responsible Accounting Officer with a copy to the
Controller of Budget and the Auditor-General.

(6) National Treasury may prescribe the banking rules and the
maximum balance which may be held in any official Treasury Single
Account sub-account or other bank accounts, and if at any time this
balance seems likely to be exceeded the officer operating the accounts
shall consult National Treasury on the action to be taken.

(7) No official government bank account shall be overdrawn,
nor shall any advance or loan be obtained from a bank account for
official purposes beyond the limit, authorized by the National Treasury
in line with section 28(4) of the Act.

(8) The authority in paragraph (7) shall be conveyed in writing
to the responsible Accounting Officer and copied to the Auditor-
General.

(9) Personal cheques shall not be deposited in an official bank
account.

83. (1) The National Treasury shall be responsible for
establishing sound cash management systems, procedures and
processes, to ensure efficient and effective banking and cash
management practices.
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(2) For purposes of this regulation, sound cash management

includes—

(a) assessing the cash inflows and outflows expected at

any one time;

(b) ensuring payments, including transfers to other levels

(©

(d)

(e)

®

(2)

(h)

of government and national-government entities are
made when due for efficient, effective and economical
programme delivery and the government’s normal
terms for account;

avoiding accumulation of idle balances;
using short term borrowing only when it is necessary;

avoiding prepayments for goods or services unless
required by the contractual arrangements with the
supplier;

accepting discounts to effect early payment only when
the payment has been included in the monthly cash
flow estimates provided to the National Treasury;

pursuing debtors with appropriate sensitivity and
rigour to ensure that amounts receivable by the
government are collected and banked promptly;

recognising the time value of money and managing
inventories to the minimum level necessary for
efficient and effective programme delivery, and selling
surplus or under-utilised assets.

(3) National government overdraft at the Central Bank of Kenya

shall be retired by the end of the financial year.

84. Not later than the 31% January of each year, each

Accounting Officer shall surrender to the National Exchequer Account
unexpended voted money or excess Appropriations-in-Aid, as
confirmed by Auditor-General in the audit report.

85. (1) All signatories in respect of cheques, or electronic

payments and fund transfers shall be designated by the Accounting
Officer and any changes in signatories shall be authorized by him.
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(2) There shall be two authorized signatories to sign a cheque
drawn or electronic payment or fund transfer on a national government
bank account.

(3) The names and designation of those officers in paragraph
(1) and their specimen signatures shall be advised to the bank where
the account is held by the accounting officer, with copies of the advice
sent to the National Treasury, and any change in signatories shall be
advised in writing.

(4) The signatories under this regulation shall—

(a) initial the counterfoil or enter with their personal
passwords;

(b) be equally responsible for the regularity of the
payment; and

(c) thoroughly scrutinize the documents supporting the
payment.

(5) Spoilt cheques shall be marked prominently with the
stamp “Cancelled”, and fixed securely to the cheque-list used for
controlling the cheques issued each day.

86. (1) The Cabinet Secretary may establish a Cash
Management Advisory Committee.

(2) The Cash Management Advisory Committee established
under paragraph (1) shall be comprised of —

(a) the Principal Secretary of the National Treasury who
shall be the chair person or an officer designated by
him or her;

(b) the department responsible for matters relating to
accounting policy within the National Treasury, which

shall also provide the secretariat;

(c) the department responsible for matters relating to
economic affairs in the National Treasury;

(d) the office of the public debt management in the
National Treasury; and
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(e) the department responsible for matters relating to
budget matters in the National Treasury;

(2) The responsibilities of the Cash Management Advisory
Committee shall be determined by the Cabinet Secretary during its
establishment.

87. (1) The office of the Accountant-General shall maintain a
register of all Treasury Single Account sub-accounts and other bank
accounts opened by national government entities, including public
funds and donor funded projects.

(2) The office of the Accountant-General shall reconcile
periodically with the government bank accounts list, maintained by the
Central Bank of Kenya.

(3) The Accounting Officer of a national government entity
shall, by the 30th September of each year, provide the National
Treasury with an up-dated list of bank accounts held by the national

government entity.

(4) The list referred to under paragraph (3) shall include the
following information—

(a) name of the bank where the account is held;

(b) name of the bank account;

(c) type of bank account;

(d) signatories of the bank account;

(e) date on which the bank account was opened;

(f) the bank account number;

(g) purpose for the bank account, if different from the
main operational bank account of the government

entity;

(h) the bank account balances as at the 30" June each year;
and

(1) the reference number and date of the National
Treasury, letter granting approval for opening and
operating the bank account.
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88. (1) The National Treasury , shall when granting authority to
Accounting Officers to open and operate bank accounts, require them
to include as a pre-condition to that bank, that the Cabinet Secretary
may request bank statements for that account without any reference to
the authorized bank signatories of that bank account.

(2) The Cabinet Secretary may suspend the operations of any
government bank account or impose certain conditions, if he or she
reasonably believes the purpose of that account no longer exists, or that
fraud or fraudulent transactions are being undertaken in that specific
account and shall institute investigations immediately.

(3) The Cabinet Secretary may, where in his or her opinion
finds it necessary, share the report of the investigation carried out in
paragraph (2) with the Auditor-General and the Controller of Budget.

89. The Accounting Officers shall ensure that adequate
arrangements are made to protect both cash and staff for cash in transit
and such measures shall include the following—

(a) safe or strong rooms and restricted access to the cash
handling locations;

(b) police or armed security escorts;
(c) the security bags locked to the vehicle; and

(d) suitable transport and variation of movement, times,
and routes.

90. (1) Accounting Officers shall ensure bank accounts
reconciliations are completed for each bank account held by that
Accounting Officer, every month and submit a bank reconciliation
statement not later than the 10" of the subsequent month to the
National Treasury with a copy to the Auditor-General.

(2) Similar reconciliations shall be carried out when
responsibility for any bank account or cheque book is handed over
from one officer to another and on the occasion of any surprise
Inspection or survey.

(3) Accounting Officers shall ensure any discrepancies noted
during bank reconciliation exercise, are investigated immediately and
appropriate action taken including updating the relevant cash books.
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(4) The National Treasury shall analyse and review the bank
reconciliation statements submitted under paragraph (3) of this
regulation and take the necessary action.

Managing Imprest Transactions

91. (1) For the purposes of this regulation and Regulations 92,
93, and 94, an imprest means a form of cash advance or a float which
the Accounting Officer may authorize to be issued to officers who in
the course of duty are required to make payments which cannot
conveniently be made through the cash office of a government entity or
bank account.

(2) The officer authorised to hold and operate an imprest shall
make formal application for the imprest through an imprest warrant.

(3) Funds disbursed for imprest shall not be kept or held in an
official bank account, but in a separate or personal bank account
operated by the imprest holder or in the form of cash under safe.

92. The Accounting Officer or AIE holder shall approve the
establishment of an imprest facility including the maximum amount for
the specific purpose of that facility.

93. (1) There shall be three types of imprests, namely—
(a) Temporary or Safari imprest;
(b) Standing Imprest; and
(¢) Special imprest.

(2) An imprest shall be issued for a specific purpose, and any
payments made from it, shall be only for the purposes specified in the
imprest warrant.

(3) Temporary imprests shall be issued mainly in respect of
official journeys and are intended to provide officers with funds with
which they can meet travelling, accommodation and incidental

expenses.

(4) Before issuing temporary imprests under paragraph (2), the
Accounting Officer shall ensure that—

(a) the main objective of the journey cannot be achieved
by other cheaper means;
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(b) the applicant has no outstanding imprests;

(c) the applicant has been recorded in the imprest register
including the amount applied for;

(d) adequate funds are available against the relevant items
of expenditure to meet the proposed expenditure.

(5) A holder of a temporary imprest shall account or surrender
the imprest within 7 working days after returning to duty station.

(6) In the event of the imprest holder failing to account for or
surrender the imprest on the due date, the Accounting Officer shall take
immediate action to recover the full amount from the salary of the
defaulting officer with an interest at the prevailing Central Bank Rate.

(7) If the Accounting Officer does not recover the temporary
imprest from the defaulting officer as provided for in this regulation the
Accounting Officer commits an offence as provided for under the Act.

(8) In order to effectively and efficiently manage and control
the issue of temporary imprests, an accounting officer or AIE holder
shall ensure that no second imprest is issued to any officer before the
first imprest is surrendered or recovered in full from his or her salary.

(9) If the accounting officer or AIE Holder fails to comply with
the provisions of paragraph (8), he or she commits an offence as
provided for under the Act.

(10) If an imprest is to be recovered from any public officer by
instalments, the Accounting Officer shall personally authorize such
recovery and such moneys shall no longer be an imprest but an
unauthorized advance from Government Funds, and in addition to the
interest charged under paragraph (6), the Accounting Officer shall take
appropriate disciplinary action against the officer concerned for the
abuse of the imprest.

(11) Standing Imprest shall be intended to be in operation for a
time and requires bringing the cash level of the advance continuously
up to the agreed fixed level by systematic re-imbursement of expenses.

(12) Standing imprest shall involve personal responsibility as it

shall be issued to an officer in his or her own name, and not to the
holder of an office.
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(13) When an imprest holder leaves the service, or is
transferred, he or she shall surrender the total standing imprest which
includes cash plus payment vouchers which together amount to the
fixed level of the imprest, and a new imprest issued to his or her
successor.

(14) The holder of a standing imprest shall keep a
memorandum cash book to record all receipts and payments and the
balance on hand shall agree with the cash balance recorded in the cash
book, and in the absence of any receipts, the actual cash balances plus
the expenses paid shall equal at all times the fixed level of the imprest
for which the imprest holder is personally responsible.

(15) When the imprest holder needs to have his or her funds
replenished, he or she shall send an abstract and analysis of his
memorandum cash book, plus originals of the supporting payment
vouchers to accounts division.

(16) If the accounts division in paragraph (15) is satisfied that
the expenditure has actually been incurred, that it has been incurred for
the intended purposes, and there is no irregularity in the payment
vouchers, it shall arrange for the analysed expenditure to be posted to
the various heads and items, and arrange for the cash to be transferred
to the imprest holder so as to “top-up” his or her fund.

(17) In addition to paragraph (16) the head of accounts division
shall also ensure that frequent spot checks are made of the standing
imprest itself by a responsible officer as follows—

(a) count the cash on hand;

(b) confirm that the actual cash on hand corresponds with
the balance on hand as recorded in the cash book;

(c) confirm that all movements (expenses and receipts)
since the last check have been properly recorded and
are properly documented;

(d) ensure that the documents justify the difference
between the fixed imprest level and the actual cash
balance; and

(e) report on any anomalies found to the head of the
accounts section.

(18) Any Special Imprest utilized for any expenditure on
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services of a confidential nature, the purpose and the particulars of
which cannot be made public, shall be supported by a certificate that
the money has been paid, and a declaration by the Cabinet Secretary
responsible for the national government entity and the relevant
Accounting Officer that they have satisfied themselves that the money
has been properly expended, and has not been used to supplement the
emoluments of any officer.

94. (1) An officer holding an imprest shall ensure that—

(a) the imprest issued to him or her shall be used for the
intended purpose only;

(b) the imprest moneys and any payment vouchers
awaiting replenishment are adequately safeguarded at
all times;

(c) proper cash sale receipts are received for all payments
out of the imprest;

(d) the full amount of the imprest can be accounted for at
all times in cash, stamps, money at bank and
completed payment vouchers; and

(¢) goods purchased through imprest are taken on charge
and certificate issued.

Treasury Single Account

95. (1) The National Treasury hereby establishes a Treasury
Single Account (TSA) pursuant to section 28(2) of the Act, which
shall become operational within six (6) months upon commencement
of these Regulations and shall be kept at the Central Bank of Kenya.

(2) The Cabinet Secretary shall from time to time issue
Treasury Single Account guidelines to accounting officers for the
operations of the Treasury Single Account.

96. (1) The National Treasury shall ensure operating cash
balances in the Treasury Single Account sub-accounts are kept to a
minimum through consolidation into a Treasury Single Account.

(2) The Treasury Single Account shall reflect at the minimum
the following features—

(a) unified banking arrangements to enable the National
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Treasury to have proper oversight of national
government cash inflows and outflows on these bank
accounts;

(b) that no national government entity shall operate bank
accounts outside the Treasury Single Account unless
expressly authorized by the Cabinet Secretary;

(c) notwithstanding the requirement under sub-paragraph
(b), the Cabinet Secretary may authorize exemption
from the requirements of sub-paragraph (b).

(d) the comprehensive consolidation of government
controlled  public  monies  encompassing = all
government cash resources, including National
Exchequer Account, special funds, trust funds and
other public funds unless expressly exempted by the
Cabinet Secretary.

(3) National government deposits or exchequer releases to
national government entities by the National Treasury shall be
deposited in the Treasury Single Account sub-accounts and shall form
part of cash balances of these accounts.

(4) Unless exempted by an Act of Parliament or by judicial
order, all deposit bank accounts of the national government’s entities
shall be sub-accounts of the Treasury Single Account for the national
governments.

PART IX—ACCOUNTING AND REPORTING
Form and Basic Structure of Government Accounts

Accounting period. 97. (1) The accounts of the national government entities shall
record transactions which take place during a financial year running
from the 1% July to the 30" June.

(2) Government accounts may be kept open for adjustments or a
financial year may be kept open for a month in the following financial
year for completion of the following end of year accounting
processes—

(a) inrespect of the transactions of the 30" June each year
to capture expenditure for field services;

(b) for carrying out certain inter-departmental agency

68



Charging of

expenditure to year

of accounts.

Account codes and
standard chart of
accounts.

Books of accounts
to be kept by
Accounting
Officers.

Recording and

adjustments; and

(c) for closing the accounts of special funds and Suspense
accounts.

(3) Adjustments may also be made after the close of the year by
journal entries for the correction of accounts due to miss-postings or
misclassifications impacting on fair presentation of financial statements
that may be noticed after 30th June each year.

(4) An actual cash transaction taking place after the 30" June,
shall not, however, be treated as pertaining to the previous financial
year even though the accounts for that year may be open for the
purposes mentioned under paragraphs (2) and (3).

(5) The National Treasury shall issue guidelines on the closure
of the financial year not later than the 15" May of each year.

98. (1) The date of payment of any amount shall determine the
date of the recording of the transaction in the accounts.

(2) Advance payment shall not be paid to suppliers of services
and goods unless provided for in the contractual terms and conditions
contained in a valid contract signed between the procuring entity and
the supplier.

99. (1) As a general rule, the classification of financial
transactions in national government entity’s accounts shall be based on
the standard chart of accounts approved by the National Treasury.

(2) The approved estimates of expenditure shall form the basis
of the accounts for the financial year.

(3) Every entry in the accounts shall be supported by a voucher
or other approved document gazetted by the Cabinet Secretary
containing the full details, clear narrations and particulars of the item or
items to which it relates.

100. Accounting Officers shall keep in all offices concerned
with receiving cash or making payments a cash book showing the
receipts and payments and shall maintain such other books and
registers as may be necessary for the proper maintenance and
production of the accounts of the Vote for which he or she is
responsible.

101. (1) The structure of the reporting formats shall be based on
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the requirements of the Act.

(2) The Cabinet Secretary may from time to time amend the
reporting formats in accordance with the prescribed standards set by
the Public Sector Accounting Standards Board.

(3) The National Treasury shall issue financial instructions and
guidelines on application of accounting policies, bases, standards and
classification to be applied in financial reporting in line with the
standards set by the Public Sector Accounting Standards Board.

(4) An Accounting Officer shall prepare the financial statements
in a form that complies with the relevant accounting standards
prescribed by the Public Sector Accounting Standards Board, not later
than three months after the end of the financial year and submit them to
the Auditor General with a copy to the County Treasury, the Controller
of Budget and the National Treasury.

Q) Any expenditure on services of a confidential nature, the
purpose and the particulars of which cannot be made public, shall be
supported in the accounts by a certificate that the money has been paid,
and a declaration by the Cabinet Secretary responsible for the national
government entity and the relevant Accounting Officer that they have
satisfied themselves that the money has been properly expended, and
has not been used to supplement the emoluments of any officer.

(6) For the purposes of this Regulation, an accounting
officer shall only classify expenditure as confidential expenditure, if the
expenditure—

(a) 1s likely to prejudice the security, defence or international relations
of the Government of the Republic of Kenya;

(b) is likely to involve the disclosure of confidential deliberations or
decisions of the Cabinet or of a committee of the Cabinet;

(c) is likely to divulge any confidential information communicated in
confidence by the national government to a county government or a
by a county government to the national government and which
would prejudice national security or relations between the two
levels of government.

(d) would unfairly prejudice the commercial interests of anybody or
person;

(e) is likely, for any other reason, to form the basis for a claim by a
foreign state or persons on the national government or county
government in a judicial proceeding.
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(7) The Accounting Officer shall be required under a closed door
session, and is permitted, to disclose to a special or joint committee of
Parliament and the President information or any other document on the
nature of confidential expenditure under this Regulation.

102. (1) Financial records may be maintained in manual or
electronic form.

(2) An Accounting Officer shall take all reasonable precautions
to'guard against damage, destruction of or falsification of any financial
record required to be kept by the provisions of the Act and these
Regulations.

(3) An Accounting Officer shall satisfy himself or herself that
where an alteration of a financial record requires the authorization,
approval and, or deletion of any transaction or data whether electronic
or manual by any means other than in writing, that there is sufficient
audit trail which shall identify the person who approved the
transaction.

103. (1) Journal entries prepared for all adjustments shall be
authorised by the accounting officer or an officer designated by him or
her before posting them in a financial record.

(2) In all cases journal vouchers shall be supported by
sufficient explanations, authorisations and documentation to facilitate
accounting adjustments to be understood.

104. (1) All receipts and payments vouchers of public moneys
shall be properly supported by pre-numbered receipt and payment
vouchers and shall be supported by the appropriate authority and
documentation.

(2) All receipt and payment vouchers shall be or made out in
indelible ink and shall contain adequate narration of the particulars of
the services, goods or works procured and being paid for.

(3) All amounts appearing 1n a voucher shall be written in
words as well as in figures.

105. (1) An Accounting Officer or any other officer delegated in
writing by him or her may authorize payment vouchers on his or her
behalf for expenditure chargeable to his or her vote, provided such
expenditure is in respect of and within the provision of the services in a
National Treasury warrant, in accordance with law, regulations, tariff,
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contract or agreement that may be applicable, and does not require
special authority in terms of any law, regulation or National Treasury
instruction.

(2) Accounting Officers may prescribe the financial limits and
other conditions within which this authority in paragraph (1) may be
exercised.

106. Unless otherwise exempted by an Act of Parliament, any
deposit which has remained unclaimed for 5 years may, with the
approval of the Cabinet Secretary, be paid into Consolidated Fund and
thereafter the Accountant-General may refund the deposit to any
person entitled thereto, if he or she is satisfied that the claim is
authentic.

107. (1) All the transactions relating to clearance and suspense
accounts shall be supported by authentic and verifiable source
documents, clearly indicating the approved allocation.

(2) Where it is necessary and to account for revenue and
expenditure transactions in a clearing or suspense account, the
Accounting Officer shall ensure that—

(a) amounts included in clearing or suspense accounts are
cleared and correctly allocated to the relevant cost
centres on a monthly basis;

(b) monthly reconciliation’s are performed to confirm the
balance of each account; and

(c) reports on uncleared items are prepared on a monthly
basis and submitted to the National Treasury.

(3) The National Treasury shall prescribe in the financial
manual procedures to be used for management of balances in suspense
or clearing accounts.

108. Wherever practicable all payments of public monies made
to persons outside Kenya shall be made by direct payment or payment
advice through the Central Bank of Kenya to such persons’ banks
account or use of banker’s draft or through the national payment
system.

109. (1) For efficient and effective utilisation of electronic
systems in processing financial data, the National Treasury shall
develop and regularly issue standard operating procedures and
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instructions on the automated integrated financial management system
operations, use and maintenance.

(2) The Principal Secretary shall designate a person or persons
in writing to administer the automated integrated financial management
system.

(3) The system administrator shall ensure compliance of
assigned responsibilities and when necessary take appropriate
measures.

110. (1) The Accounting Officer for a national government
entity shall institute appropriate access controls needed to minimise
breaches of information confidentiality, data integrity and loss of
business continuity.

(2) Access controls to be instituted shall include—

(a) uniform application forms for registration of new
users, deregistration of users and modification of
user roles;

(b) processes of safeguarding completed application
forms;

(c) segregation of duties;

(d) use of multi-factor authentication including
standardization of user primary identity linked to
national identification numbers, payroll numbers
and assigned responsibilities; and

(e) utilization of appropriate password length for login.
(3) Users of the system under this regulation shall—

(a) not use or attempt to use the automated public
financial ~management system  without the
authorisation of the system administrator;

(b) take all reasonable steps to maintain the integrity of
passwords and other security mechanisms;

(c) where a password becomes insecure or potentially
insecure, as soon as is practicable, implement a new
secure password;
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(d) not do anything that damages, restricts, jeopardises,
impairs or undermines the performance, usability,
reliability, confidentiality or accessibility of any
digital information system, programme, or other
stored information data;

(e) not alter , delete or in any other way interfere with,
any information, data or files;

(f)  be responsible for any unlawful entry on the
automated public financial management system
using such persons password;

(g) undertake any tasks assigned; and

(h) take all measures to ensure that on the last day of
each month, the financial period of the month is
closed.

(4) Failure to adhere to the closing of financial periods or to
adhere to operational protocols in paragraph (3) shall be an offence
under the Act.

111. (1) The Public Sector Accounting Standards Board shall
be accountable to the Cabinet Secretary for matters relating to finance
for the effective, efficient and economical fulfilment of its purpose and
objectives.

(2) The Public Sector Accounting Standards Board shall prepare
and submit to the Cabinet Secretary a report indicating—

(a) their annual work plan demonstrating its priorities and
agenda on how it intends to meet its objectives and
responsibilities for following financial year;

(b) their annual activities demonstrating the extent to
which its plans and mandate were achieved.

(3) The Cabinet Secretary may from time to time request a
report from the Public Sector Accounting Standards Board on its
mandate and such report shall be submitted within two weeks from the
date of the request.

PART X—EXPENDITURE MANAGEMENT AND CONTROL
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112. (1) Where the Constitution or an Act of Parliament
provides for some specific categories of expenditure to be a direct
charge on the Consolidated Fund, such expenditures shall be included
in the recurrent budget estimates of the national government as part of
the Consolidated Fund Services.

(2) the Consolidated Fund Services shall be provided for in the
recurrent estimates, but shall not be subject to Parliamentary debate nor
to the expenditure limited by estimates nor vote on account;

(3) Consolidated Fund Services shall be administered by the
National Treasury.

(4) The National Treasury may arrange for another Accounting
Officer to make payment in the first place on its behalf against
subsequent reimbursement from  the appropriate Vote of the
Consolidated Fund Services.

113. (1) If an Accounting Officer finds, after Appropriation
Accounts are completed, that he or she has spent more than the total
vote, that Accounting Officer shall seek Parliamentary approval of the
National Assembly through the Cabinet Secretary for that Excess Vote.

114. (1) An Accounting Officer who is instructed by his or her
Cabinet Secretary to make payment which for any reasons the
accounting officer has concerns, the Accounting Officer shall raise
those concerns in writing to the Cabinet Secretary.

(2) In the event that the Cabinet Secretary approves in writing
for the processing of the payment despite the concerns raised by the
Accounting Officer under paragraph (1), the Accounting Officer shall
obey the instructions without further responsibility.

(3) Upon payment, the accounting officer may proceed as
provided for under section 68(3) of the Act, and may send a copy of the
report to the Auditor-General.

115. (1) All purchases of goods, works and services from
suppliers, including capital investments, shall comply with the
provisions prescribed in the Public Procurement and Disposals Act,
2005, and the Regulations made thereunder and shall have the prior
approval of the Accounting Officer.

(2) Every year a procurement plan shall be prepared by
Accounting Officers to form the basis for procurement activities
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undertaken by government entities in the fiscal year.

(3) The procurement plan in paragraph (2) shall, where
necessary, include estimated costs of procurement, insurance, clearing,
forwarding, warehousing and demurrage charges for goods imported
and have to undergo clearing and forwarding through ports of entry
into the country.

116. (1) Amounts charged to Voted Funds, which are recovered
in the financial year in which payment was made, shall, on or before
the closing of books of that financial year, be allocated to the budget
item that was originally debited.

(2) Such amounts which are recovered after the closing of
books of a financial year shall be paid to the Consolidated Fund,
provided that such amounts have not been allocated to a clearing or
suspense account during the financial year in which payment was
made.

117. (1) Where an A.LLE holder observes that it will not be
possible to utilize all the funds allocated for a particular project in a
given financial year, the AIE holder shall inform the accounting officer
not later than February.

(2) The Accounting Officer will then surrender the resources to
the National Treasury and the National Treasury shall ensure that the
funds are re-voted for the project in the following financial year in
order to continue the implementation of the project.

118. (1) Accountable documents whether manual or electronic
shall be under strict control at all times and they shall include—

(a) indent forms (for supplies from government printer or
government stores);

(b) local purchase order;

(¢c) local service order;

(d) authority to incur expenditure;
(e) cheques;

(f) receipt books; and

(g) imprest warrants;
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(2) The Accounting officer shall keep his or her stock of
accountable documents whether manual under lock and key, issuing
them in accordance with the daily needs of the service, and keeping an
accurate up-to-date record of their use by means of continuity control
sheets.

(3) Where the accountable documents are in electronic form, the
accounting officer shall ensure appropriate mechanism are put in place
for safeguarding and tracking them.

119. (1) Accounting Officers shall, subject to the provisions of
the relevant national legislation, retain certain documents , of whatever
kind and such documents shall be preserved in the following
circumstances—

(a) where they may be of value to the national archives;
(b) if they are the subject of unfinished audit enquiries; or
(c) if they are likely to be needed for pension purposes.
(2) After the expiry of the retention periods under paragraph 3)
of this regulation, the information may, if required, be secured in an

alternative form that ensures the integrity and reliability of the data and
ensures that the information can be reproduced, where necessary.

(3) Subject to the overriding consideration under paragraph (1),
certain class of documents and records are to be preserved for a
stipulated minimum period of time as detailed in the Table below—

S/N | Type of document Preservation period

0

1. Principal ledger 10 years

2. Cash books 10 years

e Journals 3 years

4. Payment vouchers S years

5 Paid cheques or electronic 3 years

payments

6. Completed indent warrants 12 months after the end
of the financial year to
which they relate.
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7. Completed order forms 12 months after the end
of the financial year to
which they relate.

8. Duplicate receipts 12 months after the end
of the financial year to
which they relate.

9. Duplicate payment vouchers | 12 months after the end
of the financial year to
which they relate.

10. | Receipt books: 6 months after date of
(a) Fully used completion but must be
(b) Obsolete, partly used | inspected by the Auditor
General and the disposal
noted in the main
counterfoils receipts,
book registers.
Expenditure in relation to Human Resources

120. (1) Personnel management activities relating to the
authorization of appointments, the authorization of payments and the
recording of those payments may not be performed by the same officer.

(2) The budgetary allocation for personnel costs shall be
determined on the basis of a detailed costing of a human capital plan of
a national government entity as approved by the state department
responsible for public service management matters, the Public Service
Commission and National Treasury.

(3) The Accounting Officer of a government entity shall ensure
that the personnel cost of all appointees, as well as promotion and
salary increases, can be met within the budgetary allocation voted for
the national government entity.

(4) The responsible national government state department
responsible for public service management matter, the public service
commission, shall only approve establishment of new public service
positions after getting confirmation of availability of budgetary
provisions from the National Treasury.

(5) For purposes of ensuring sustainable wage bill, where the
Cabinet Secretary intends to approve any changes under this regulation,
he or she may consult the Salaries and Remuneration Commission.

(6) No change relating to the above matters shall be introduced
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into the expenditure estimates of the respective national government
entity without the requisite authority.

121. (1) Personnel costs shall be classified based on the
Government Finance Statistics Manual and the standard chart of
accounts used in capturing government expenditure.

(2) Each employee shall be linked to a program in the budget of
a national government entity’s Vote.

(3) At least once every month, the accounting officer shall
certify the correctness of the payroll.

122. (1) The National Treasury shall set requirements for
issuing payroll deduction codes for all discretionary and non-
discretionary deductions.

(2) The Accounting Officer shall specify the purpose for which
the code is applied for.

(3) The National Treasury may levy a fee on the discretionary
deductions which shall be paid by the receiving institution.

123. (1) Remunerative benefits and other allowances for
members and the staff of the secretariat of special committees and
commissions of enquiry shall be determined by the national
government entity responsible for matters relating to public service
management in consultation with the Public Service Commission and
the Cabinet Secretary taking into account the recommendations by the
Salaries and Remuneration Commission.

(2) The remuneration of all members of a commission or
committee shall be disclosed as foot notes to the financial statements of
the national government entity by the accounting officer.

124. Where the chairperson request a non-official member of a
commission or committee to render services in his or her private time,
other than the normal preparations for meetings, the person may be
paid an allowance as determined by the relevant Accounting Officer.

125. No offer of compensation in settlement of any claim
against the Government or ex-gratia payment may be made without a
prior authority of the National Treasury, except where powers are
available to the Accounting Officer.
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Benefits and Allowances of Public Officers

126. (1) The accounting officer may only authorize salary
advances for public officers under him or her to be paid if there exists a
budgetary provision in his or her Vote.

(2) No staff loan or advance which is properly chargeable to a
head of expenditure shall be debited to a salary advance expenditure
item.

127. (1) The Cabinet Secretary may by way of a gazette
establish a mechanism for public officers to access loans including car
loans, mortgage housing loans, motor cycle and bicycle loans.

(2) Despite the provisions of paragraph (1), the Cabinet
Secretary may issue guidelines on benefits and allowances for public
officers by way of a notice in Kenya Gazette.

Lease Financing

128. (1) For the purpose of this regulation, a lease is regarded as
a contract that gives the lessee (the renter) the right to the use of
property, plant or equipment for a fixed period of time with a fixed
schedule of payments to the lessor (the owner).

(2) The accounting officer of a state or county department may,
for the purpose of conducting the government entity’s business, enter
into operating lease transactions.

(3) The accounting officer of a state or county department may
under no circumstances enter into finance leases (non-operating lease)
without the approval of the relevant National Treasury.

(4) For the purpose of paragraph (3), a lease is considered to be
a finance lease if—

(a) the lease transfers ownership of the asset to the
government entity by the end of the lease period;

(b) the government entity has the option to purchase the
asset at a price which is expected to be sufficiently
lower than the fair value at the date the option
becomes exercisable, so that at the inception of the
lease it is reasonably certain that the option will be
exercised;
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(c) the lease term is for the economic life of the asset
even if the title is not transferred;

(d) at the inception of the lease, the present value of the
minimum lease payments amount to at least 90 % of
the fair value of the leased asset;

(¢) the leased asset is of a specialised nature such that
only the government entity can use the asset without
major modifications being made;

(f) the lessor’s losses associated with cancellation of the
lease by the lessee is borne by the lessee; and

(g) the leased asset cannot be easily replaced by another
asset.

(5) The National Treasury shall monitor all finance lease
transactions and report.

Management of Intergovernmental Transfers

129. For purposes of Regulations 130, 131, 132, 133, 134 and
135—

(a) “national Accounting Officer” refers to an
Accounting Officer of a national government entity;
and

(b) “county Accounting Officer” refers to an
Accounting Officer of a county government entity.

130. (1) A national accounting officer transferring a conditional

or unconditional allocation to a county government in accordance with
an Act of Parliament shall be responsible for—

(a) ensuring that transfers to a county government—
(i) are made in accordance with the frameworks
governing the conditional and unconditional

transfers to county governments;

(ii) are deposited only into the County Revenue
Fund of a County Government; and
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(b)

(iii) are made in accordance with the relevant Act
of Parliament unless the allocations are
withheld or stopped in terms of Article 225
of the Constitution;

ensuring that the transfer of funds is done only after
information required in terms of the laws and
frameworks governing intergovernmental transfers
has been secured and all relevant information has
been provided to the National Treasury.

(2) Upon approval of the County Allocation of Revenue Bill by
Parliament, the Cabinet Secretary shall communicate the frameworks
under paragraph (1)(b), to county governments within fifteen days after

the approval.

(3) A national accounting officer who transfers any conditional
allocation to a county government shall, in addition to any other
requirement in terms of the Act or any other applicable law or
framework governing the allocation, monitor and evaluate the financial
and non-financial performance of programmes, fully or partially
funded by the allocation and submit to the National Treasury—

(a)

(b)

(c)

a quarterly report within 30 days after the end of
each quarter;

an annual report within three months after the end of
the financial year;

the attendant conditions of any conditional grant to a
county accounting officers.

(4) The reports referred to in paragraph (3) shall include
information that—

(a)

(b)

indicate the total amount of funds transferred to each
county government;

indicate the amount of funds withheld or stopped
from any county government, the reason for
withholding or stopping and the action taken by the
national Accounting Officer and the county
Accounting Officer to deal with the matters that
necessitated the withholding or the stoppage of the
transfer;
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(c) indicate any reductions or additions of conditional or
unconditional allocations to county governments
authorized by the National Treasury;

(d) indicate the funds, if any, spent by the national
Accounting Officer on the administration of the
transfer to the counties; and

(e) that may be required under the relevant law or
framework governing the transfer by the National
Treasury.

131. (1) A County Accounting Officer—

(a) shall be responsible for ensuring compliance with
requirements of the relevant law and frameworks
governing the management of conditional and
unconditional ~ transfers from the national
government;

(b) shall ensure all transfers from the national
government are included separately in the County
Government’s Appropriation Bill.

(c) shall monitor and evaluate the financial and non-
financial performance of programmes funded by a
conditional and unconditional transfer from the
national government and prepare and submit to the
relevant national accounting officer —

(i) a quarterly report within 15 days after the
end of each quarter in a format prescribed
by the Public Sector Accounting
Standards Board;

(ii) an annual report within two months after
the end of each financial year in a format
prescribed by the Public  Sector
Accounting Standards Board;

(d) the reports submitted in paragraph (1)(c) under this
regulation shall specify—
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(1) actual transfers received by the county
government from the national
government,

(i1) actual expenditure incurred in respect of
the transfer;

(ii1) any reallocations authorised by the
relevant national accounting officer;

(iv) to what extent the county government
complied with the provisions of the Act,
these Regulations and met the conditions
provided for in the relevant framework of
such a transfer;

(v) the steps taken to deal with non-
compliance with any of the provisions of
the Act and these Regulations or the
conditions provided for in the relevant
frameworks of such a transfer;

(vi) the extent to which the objectives and
outputs of the transfer were achieved;

(vil) any other information as may be
specified in the relevant framework for
that transfer and any other information
accounting officer may determine.

132. The National Treasury may provide additional guidelines
on how national Accounting Officers and County Accounting Officers
reports on conditional transfers on a quarterly and annual basis, to
facilitate the audit of transfers to county governments.

133. (1) Despite the provisions of any other law, where it is
determined that the transfer of funds to a county government was done
in error or fraudulently such a transfer shall be regarded as not legally
due to that county government.

(2) An erroneous transfer contemplated in paragraph (1), may
be recovered immediately or set-off against future transfers to that
county government, which would otherwise become due to the county
government.

134. (1) If the County Allocation of Revenue Bill submitted to
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Parliament for a financial year has not been approved by Parliament or
is not likely to be approved by Parliament, by the beginning of the
financial year, the Controller of Budget may authorize withdrawals of
up to fifty (50%) percent from the Consolidated Fund based on the last
County Allocation of Revenue Act approved by Parliament for the
purposes of meeting expenditure of the county governments for the
financial year.

(2) The authority under paragraph (1) shall cease upon accent
of the County Allocation of Revenue Act for the financial year.

(3) The transfer to county governments made under paragraph
(1) under this regulation shall form part of their equitable transfer for
the financial year.

135. (1) Any state organ involved in an intergovernmental
dispute regarding any provision of this Act or any division of revenue
matter or allocation shall, before approaching a court to resolve such
dispute, make every effort to settle the dispute with the other state
organ concerned, including exhausting all alternative mechanisms
provided for resolving disputes in relevant legislation.

(2) If a court is satisfied that a state organ, in an attempt to
resolve a dispute has not exhausted all the mechanisms for alternative
dispute resolutions as contemplated in section 35 of the
Intergovernmental Relations Act, 2012, and refers the dispute back for
the reason that the state organ has not complied with subsection (1), the
expenditure incurred by that state organ in approaching the court shall
be regarded as wasteful expenditure.

(3) The costs in respect of such wasteful expenditure referred to
in paragraph (2) shall, in accordance with a prescribed procedure, be
recovered without delay from the person who caused the state organ
not to comply with the requirements of paragraph (1).

PART XI—MONITORING AND REPORTING

136. (1) The Cabinet Secretary responsible for matters relating
to planning shall prescribe a framework for monitoring and reporting
on non-financial performance for use by accounting officers in
evaluation of. programmes and projects by measuring—

(a) financial indicators which shall capture expenditures
on the implementation of programmes and projects;

(b) outputs indicators which shall measure what is directly
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supplied through the implementation of the
programmes and projects; and

(c) outcome or results indicators of the programme or
projects which capture the expected effects on
intended beneficiaries of the programme or project.

(2) The Cabinet Secretary responsible for matters relating to
planning, shall also set up a system that shall facilitate efficient and
effective data collection, storage and exchange to monitor and report
on non-financial -performance of the national government entity’s
individual programmes and projects.

(3) An Accounting Officer shall put in place efficient and
effective systems to monitor and report on non-financial -performance
for his or her national government entity’s individual programmes and
projects based on the prescribed format under paragraphs (1) and (2)
and submit a report to the Cabinet Secretary responsible for planning
with a copy to the Auditor-General.

(4) The Cabinet Secretary responsible for planning shall
consolidate all the reports received under paragraph (2), and submit a
report to the Cabinet Secretary and publish and publicize it within
seven (7) days after submitting it to the Cabinet Secretary.

137. (1) An Accounting Officer shall provide footnotes to the
annual financial statements prepared and submitted to the Auditor-

General pursuant to section 81 of the Act.

(2) The footnotes to the financial statements referred to under
paragraph (1) of this regulation, shall at the minimum include—

(a) the details of Appropriation-in-Aid;

(b) excess Appropriation-in-Aid, if any;

(c) reasons for material differences between approved
estimates and actual expenditure, or actual
collection of Appropriation-in-Aid;

(d) losses and write-offs;

(e) nugatory and similar payments, compensation and
ex-gratia payments;

(f) arrears of Appropriation-in-Aid and
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(3) Where, in respect of any footnotes referred to, in this
regulation, there is nil return that particular footnote shall be omitted
entirely.

138. An accounting officer of a national government entity shall
disclose in the annual financial and non-financial report a list of special
funds or state corporations controlled by national government entity.

PART XII—ASSET MANAGEMENT

139. (1) The Accounting Officer of a national government
entity shall take full responsibility and ensure that proper control
systems exist for assets and that —

(a) preventative mechanisms are in place to
eliminate theft, security threats, losses, wastage
and misuse;

(b) movement and conditions of assets can be
tracked; and

(c) stock levels are at an optimum and economical
level.

(2) The Accounting Officer shall ensure that processes and
procedures both electronic and manual are in place for the effective,
efficient, economical and transparent use of the government entity’s
assets.

(3) The National Treasury shall provide guidelines on assets
management.

140. (1) Accounting Officer shall be responsible for the proper
custody, care and use of government inventories under their control,
including imported goods in vessels awaiting discharge and in customs
warehouses awaiting clearance.

(2) Despite paragraph (1) under this regulation, an Accounting
Officer shall be responsible for the general management of government
inventories held within that national government entity.
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(3) Accountability shall only be discharged when government
inventories have been—

(a) consumed in the course of public business and
records are available to show that the
government inventories have been consumed;

(b) worn out in the normal course of public business
and removed from the stores records and has
been approved by accounting officer or they
have been disposed of in accordance with the
Public Procurement and Disposals Act, 2005; or

(¢) lost, stolen, destroyed, damaged or rendered
unserviceable other than by fair wear and tear,
and if removed from the store’s record and has
been approved in line with section 69 of the Act.

(4) If accounting officer is satisfied that the retention of any
government inventories is no longer in the public interest, the
accounting officer may authorize disposal in accordance with the
Public Procurement and Disposals Act, 2005, and the Regulations
made thereunder.

(5) Removal from the store’s record under paragraph (3) shall
be reported to National Treasury by the accounting officer.

(6) Where an Accounting Officer has reason to believe that any
person—

(a) has received government inventory and has not
duly handed it over;

b) has received government inventory for which the
g ry
person is accountable but has not duly accounted
for it; or

(c¢) has in hand government inventory which has not
duly been applied to the purpose for which they
were collected,

the Accounting Officer shall serve a notice on the public officer
requesting that within a time specified in the notice, the person shall
pay for, account for, or apply the inventory and submit to the
Accounting Officer satisfactory evidence that this has been done.
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(7) The Accounting Officer of a government entity shall in
consultation with a technical department review, at least annually
when finalising the budget, all fees, charges, rates, tariffs or scales of
fees or other charges relating to the letting of state property to ensure
sound financial planning and management.

141. (1) When assets or liabilities of a government entity are
transferred to another government entity or other institution in terms of
legislation or following a reorganization of government functions, the
Accounting Officer for the transferring government entity shall be
required to—

(a) identify an inventory of such assets and liabilities;
and

(b) provide the Accounting Officer for the receiving
government entity or other institution with
necessary records, including human resource
records of staff to be transferred.

(2) Both the Accounting Officer for the transferring national
government entity and the Accounting Officer for the receiving
national government entity or other institution shall sign the inventory
when the transfer takes place.

(3) The Accounting Officer for the transferring national
government entity shall file a copy of the signed inventory with the
National Treasury and the Auditor-General within two weeks of the
transfer.

142. Where any money, property or right accrues to the national
government by operation of law, the National Treasury, may exercise
all powers, authority and prerogatives, and fulfill any obligation on
behalf of national governments.

143. (1) The Accounting Officer shall be responsible for
maintaining a register of assets under his or her control or possession as
prescribed by the relevant laws.

(2) The register of land and buildings shall record each parcel of
land and each building and the terms on which it is held, with reference
to the conveyance, address, area, dates of acquisition, disposal or major
change in use, capital expenditure, lease hold terms, maintenance
contracts and other pertinent management details.

89



Purchase and
capacity of official
vehicles for certain
government officers.

Definition.

(3) All items of furniture and equipment issued for a
government’s quarters or offices, large tools for government works,
plant, equipment, vehicles or launches (large motor boats) shall be
recorded in a register.

(4) All acquisitions or assignment of immovable property shall
be notified to the National Treasury.

(5) All acquisitions or assignment of land with or without
buildings shall be notified to the National Treasury.

144. (1) Official vehicles purchased for use by Cabinet
Secretaries, Speakers of the National Assembly and the Senate, the
Chief Justice, the Attorney-General, Secretary to the Cabinet and the
Head of Public Service, shall not exceed 2600 cc for saloon cars and
3000 cc for 4 x 4 utility vehicles.

(2) Official vehicles purchased for use by Principal Secretaries,
Accounting Officers, Judges of the Supreme Court and Court of
Appeal, Director of Public Prosecution, Clerk of the National
Assembly and the Senate, Heads of Constitutional Commissions and
Independent Offices, commissioners of constitutional commissions,
Inspector-General of Police shall not exceed 2400 cc for saloon cars
and 3000 cc for 4 x 4 utility vehicles.

(3) Official vehicles purchased for use by other officers on Job
Group R and above and High Court Judges and Chief Executive of
state corporations shall not exceed 2000 cc for saloon cars and 2900 cc
for 4 x 4 utility vehicles.

(4) This section shall not apply in case of vehicles for official
use by the President and the Deputy President.

(5) The Cabinet Secretary may by way of notice in the gazette
specify category of offices and the category of vehicles to be used by
those public officers.

(6) Any person who contravenes the provisions of this
regulation commits an offence.

Losses and Write offs
145. For purposes of this Sub-Part, the term losses includes—

(a) actual loss or destruction of, or damage (other
than fair wear and tear) to, or failure to account
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(b)

(c)

(d)

(e)

loss—

(a)
(b)

(c)

for the disposal of public money, stamps,
securities or property, movable or immovable
(including any money or other property not
belonging to the national government which is
held or used by an officer in his official capacity
either alone or jointly with any other person); or

non-collection of any moneys due or belonging
to national government, or for collection of
which the national government is responsible; or

payments made or liabilities incurred without or
in excess of any statutory, administrative or any
other authority, including nugatory and similar
payments and payments arising from incorrect
certificates, and irregular or excess issues of
stores, rations, etc.; or

unauthorized use of national government stores,
vehicles buildings, equipment or any other
property, or of service (e.g. repair workshops)
provided for official purposes; or

compensation and similar payments (including
third party claims in respect of vehicle
accidents) legal and court costs and any other
additional expenditure or liability which was
avoidable and need not have been incurred.

Accounting officers 146. (1) When a loss as defined in this regulation is discovered,
the Accounting Officer shall investigate the circumstances of the

to ascertain the extent and amount of the loss; or

to determine whether control or operational
arrangements need to be improved in order to
prevent the occurrence of similar losses in the
national government entity; or

to determine whether any offence or other fault
of a public officer has been revealed by the loss.

147. Where investigations reveals that an offence has been
committed, it shall be dealt with in accordance with the relevant laws
pertaining to criminal offences, as appropriate, and the relevant
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disciplinary measures but the investigation of a loss shall not constitute
a disciplinary enquiry.

148. (1) A loss may be revealed by defalcation or loss due to
any cause, and thereafter investigation proceedings shall be
commenced immediately and a report made to the Accounting Officer
and where necessary to the police;

(2) The report referred to under paragraph (1), shall give
details on the amount involved and any other information available
including a brief account of actions to prevent further loss, and effect
recovery.

(3) On receipt of the report, the accounting officer shall give
instructions regarding accounting entries, if any, to be made and any
other action which appears to him or her to be necessary.

(4) Where a liability has been established for a third party, -
payment shall be made, provided that there is no reason to suspect that
the third party had any responsibility for the loss and the payment shall
not await the results of the investigations of the loss.

(5) If the loss falls within the accounting officers powers under
section 69 (1) of the Act, he or she shall authorize the write off of the
loss up to an amount not exceeding hundred thousand (Kshs
100,000/=) shillings in any one incidence and submit a report to the
National Treasury and the Auditor-General.

(6) If the loss falls within the Cabinet Secretary’s powers under
section 69 (2) of the Act, the accounting officer shall seek the approval
of the Cabinet Secretary to authorize him or her to write off the loss of
an amount exceeding the one hundred thousand (Kshs. 100,000/=)
shillings but not exceeding one percent of the national governments’
entity’s approved estimates excluding the Consolidated Fund Services
in any one incidence.

(7) The approval of the Cabinet Secretary shall be
communicated to the accounting officer in writing with a copy to the
Auditor-General.

(8) Any loss exceeding the threshold for the Cabinet
Secretary shall fall within the Cabinet powers under section 69 (3) of
the Act, the Accounting Officer shall—
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(i) seek the approval of the Cabinet through the Cabinet
Secretary to authorize him or her to write off the loss
exceeding one percent of the national government
entity’s approved budget in any one incidence;

(ii) the approval of the Cabinet shall be communicated to
the Accounting Officer through the Cabinet
Secretary in writing with a copy to the Auditor
General;

(iii) the approval of the Cabinet shall be communicated to
the Accounting Officer through the Cabinet
Secretary in writing with a copy to the Auditor
General;

(9) The accounting officer shall also make a disclosure in the financial
statements of that national government entity.

149. (1) For the purposes of this regulation, cash deficiency is a
loss arising from a deficiency of cash or other negotiable instruments,
whether it arises from a simple cash shortage or from the use of
fictitious entries or vouchers to conceal the existence of a deficiency.

(2) Revenue losses may arise from—

(a) uncollectable revenue when debts due to national
government cannot be collected by reason that the
debtor cannot be traced or is insolvent; and

(b) failure to assess or collect in circumstances which
preclude subsequent assessment or collection, and
include any loss of interest caused by delay in
making payments into the appropriate public
funds or from the making of irregular advances.

(3) Expenditure losses may arise from—

(a) irrecoverable overpayments, when an excess
payment has been made by error and recovery
cannot be effected because the recipient cannot
be traced or is otherwise incapable of making
repayment; '

(b) nugatory payments, which arise in circumstances
such as, the incurrence of a penalty in which a
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national government entity has been legally
obliged to make payment, but for which no
corresponding receipt of goods or services has
been derived;

(¢) fraudulent payments which arise from
transactions which involve a breach of the
Criminal Code, by the use of falsified
Cap.75. documents or certificates to steal money or
other property belonging to a Government and it
1s not recoverable.

(4) Inventory and equipment losses may arise from—

(a) deficiencies, including fraudulent issues of stores
from stock and issues of stores without proper
evidence of use;

(b) damage or deterioration of goods in stock; or

(c) loss by accident in so far as they relate to
equipment and inventories in use.

(5) Financial losses may arise from—

(a) irrecoverable advances and loans when moneys
due to a national government entity cannot be
recovered by reason of a debtors default and
include default - on National Government
Guarantees;

(b) irregular advances and loans when money cannot
be recovered because a national government
entity cannot establish a claim against any
person or Institution, as in the case of
expenditure wrongly charged to advances, or
advances and Joans made without agreement for
recovery;

(c¢) reduction of financial asset where the value of
any financial asset has to be reduced by reason
of failure or capital restructuring of an
enterprise; or

(d) losses on sale of securities where the losses are
aggregated with gains over the financial year,
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and any net loss is written off at the end of the
year.

(6) Miscellaneous losses may arise from—
(a) loss of fixed fee receipts ;

(b) the loss of safe keys of any government safe or
the compromise of any combination lock;

(c) the cost of altering locks and providing new keys
or combinations;

(d) the value of any missing items from the safe, or

(e) irrecoverable claims dealt with as laid down in
these Regulations.

150. (1) The accounting officer of a national government entity
shall cause an investigation to be conducted into every reported case of
loss, and where the accounting officer of that entity is implicated in the
loss, the Cabinet Secretary shall be the appropriate authority to cause
investigation to be conducted.

(2) In the case where the investigation report implicates the
accounting officer, Cabinet Secretary shall revoke the designation and
also report the matter to the relevant authority.

151. If the report of the investigating authority indicates that
systems currently in operation, including those for the training of staff
are defective, the accounting officer of the national government entity
shall consult with the National Treasury to consider measures for
rectification.

152. (1) Recovery of the value of a loss, whether by recovery
proceedings under these Regulations, shall constitute a settlement of a
civil claim against the officer arising from the loss.

(2) Recovery of a loss shall not be a substitute for criminal
prosecution or disciplinary proceedings.

153. The Accounting officer shall maintain a register of all
losses incurred by his or her national government entity and attach a
list of all losses incurred during that year to the financial statements
submitted to the Auditor-General for audit with a copy to the National
Treasury.
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154. Where any doubt arises on the correct classification of a
loss or the accounting procedure required the directions of the National
Treasury shall be sought.

155. Where goods are received damaged or incomplete and
such goods are subject to a claim on suppliers, insurers or carriers, they
shall not constitute a loss until the claims prove irrecoverable.

156. (1) The fact that losses arise from un-collectable revenue,
irrecoverable overpayments, or irrecoverable claims at the time of
disposal does not preclude the prior investigation of circumstances of
the losses.

(2) Applications for write off shall be accompanied by an
investigation report indicating whether remedial accounting or other
action is necessary.

157. (1) An Accounting Officer may only write off losses if he
or she is satisfied that —

(a) all reasonable steps have been taken to recover
the losses and the loss is irrecoverable; or

(b) he or she is convinced that —

(i) recovery of the loss would be
uneconomical;

(i) it would be to the advantage of the state
to effect a settlement of its claim or to
waive the claim.

(2) An Accounting Officer shall ensure that all losses written
off are done in accordance with this Act, these regulations or any other
relevant legislation.

158. Interest may be charged on recoverable losses at the
Central Bank Rate.

159. The authorization of disposal of a case of loss does not
prejudice the right of the Auditor-General to carry out further

investigation.

PART XIII—INTERNAL AUDIT AND AUDIT COMMITTEES
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160. (1) Internal auditors shall—

(a) review and evaluate budgetary performance,
financial management, transparency and
accountability mechanisms and processes in
national ~ government  entities,  including
Parliament and Judiciary;

(b) have a duty to give reasonable assurance through
the audit committee on the state of risk
management, control and governance within the
organization; and

(c) review the effectiveness of the financial and non-
financial performance management systems of
the entities.

161. Internal auditors shall comply with the International
Professional Practices Framework as issued by the Institute of Internal
Auditors from time to time and shall conduct audits in accordance with
policies and guidelines issued by the Public Sector Accounting
Standards Board to ensure uniformity and consistency across national
government.

162. (1) The Head of Internal Audit unit under a national
government entity shall enjoy operational independence through the
reporting structure by reporting administratively to the Accounting
Officer and functionally to the Audit Committee.

(2) An Accounting Officer shall ensure that the organizational
structure of the internal audit unit facilitates —

(a) the entity to accomplish its internal audit
responsibilities;

(b) the internal auditor with sufficient authority to
promote independence and to ensure broad audit
coverage, adequate consideration of internal
audit reports;

(¢) appropriate action to be taken on internal audit
recommendations; and

(d) the internal auditor to be independent of the
programs, operations and activities he or she
audits to ensure the impartiality and credibility
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of the internal audit work undertaken.

(3) The internal auditor shall have unrestricted, direct and
prompt access to all records, officials or personnel holding any
contractual status and to all the premises and properties of the entity.

(4) The internal auditor shall respect the confidential nature of
information and shall use such information with discretion and only in
so far as it is relevant to reach an internal audit opinion.

(5) All internal audit activities shall remain free of influence by
any element in the organization, including matters of audit selection,
scope, procedures, frequency, timing, or report content to permit
maintenance of an independent and objective mental attitude
necessary in rendering reports.

(6) Internal auditors shall have no direct operational
responsibility or authority over any of the activities they review, and
accordingly, they shall not develop nor install systems or procedures,
prepare records, or engage in any other activity which would normally
be audited.

The Internal Auditor-General Department of the National Treasury

163. (1) The office of the Internal Auditor-General shall be an
office in the National Treasury.

164. (1) The Internal Auditor-General, in leading the internal
audit function within the National Treasury, is responsible for policy
formulation and strategic direction of internal audit function within the
national government entities including—

(a) advising the Cabinet Secretary and the Principal
Secretary on emerging issues in internal
auditing;

(b) developing and implementing the wuse of
innovative approaches in performing
independent assessment of systems, controls and
efficiencies guided by professional standards;

(c) supporting the entities efforts to achieve their
objectives;

(d) promoting national  government-wide  risk
management and provide the management with
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consulting services to improve the overall
national government operations;

(e) providing capacity building for both levels of
governments including developing curriculum,
training materials and undertake training for
audit committees; and

(f) reporting annually to the National Treasury on
the internal audit function performance.

165. (1) The Accounting Officer shall ensure that the national
government entity develops—

(a) risk management strategies, which include fraud
prevention mechanism; and

(b) a system of risk management and internal control
that builds robust business operations.

166. (1) Each year the internal audit unit of a national
government entity shall assess its own effectiveness through an internal
performance appraisal and shall carry out annual review of the
performance of the internal audit activity commenting on its
effectiveness in the annual report to National Treasury.

(2) Each year the Audit Committee shall carry out annual
review of the independence, performance and competency of the
internal audit unit and comment on their effectiveness in the annual
report.

(3) At least once every three years but not more than five years,
internal audit unit shall undergo a professional assessment of its
effectiveness undertaken by a professionally recognized body or
institution.

167. When indications of fraud, material breaches and wasteful
expenditure have been identified in a State Organ, or any other national
government entity in sections 92 of the Act, the head of the internal
audit unit shall immediately notify the Cabinet Secretary.

168. An internal auditor shall not perform audit assignments for
providing assurance relating to activities and structures on which he or
she has provided consulting services or in which he had been employed
over in the last twenty four months.
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169. Heads of internal audit units and the internal auditors shall
bear legal and disciplinary liability for failure to discharge their
responsibilities under the Act and these Regulations:

Provided that assurance procedures alone even when performed
with due professional care shall not be a guarantee that all significant
risk shall be identified.

Internal Audit Planning, Performance and Reporting

170. (1) Internal audit planning shall be carried out on the basis
of risk assessment and shall be set out in a three-year strategic plan, on
the basis of which an annual internal audit unit plan shall be developed.

(2) The annual work plan developed in paragraph (1) of this
regulation shall be—

(a) submitted to the audit committee by the 15
February each financial year; and

(b) approved by the audit committee and shared with
the Accounting Officer of that entity, in
sufficient time for inclusion in the budget of that
entity.

171. (1) The findings and recommendations arising from each
internal audit assignment shall be promptly reported to the accounting
officers.

(2) The final report, including the actions taken by the
accounting officer shall be reported to the audit committee in the
format determined by the Cabinet Secretary.

(3) When updating the management of the progress of an audit
assignment, the internal auditor shall—

(a) give an oral preliminary report which shall be
confirmed in writing within seven (7) days;

(b) discuss  the  findings, conclusions and
recommendations with the auditee;

(c) issue a signed written report after each internal
audit assignment that is objective, clear, concise,
constructive and timely;

(d) give reports which clearly present the purpose,
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scope and results of the audit;

(e) give reports with recommendations for potential
improvement, suggestions of corrective actions
and acknowledgement of satisfactory
performance.

Implementation of audit recommendations

172. (1) The accounting officer of the concerned entity shall be
responsible for the implementation of the recommendations made in
the audit reports and shall develop response and action plan which he
or she shall submit to the Chairperson of the audit committee within
fourteen days.

(2) The response and action plan submitted to chairperson of the
audit in paragraph (1) of this regulation shall be submitted to the Audit
Committee for follow up to ensure their implementation.

173. (1) Each head of internal audit shall prepare a quarterly
internal audit report which shall cover areas provided for in guidelines
and shall be in the format issued by the Cabinet Secretary.

(2) The quarterly report in paragraph (1) of this regulation shall
be submitted within 14 days of the end of the quarter to the accounting
officer of the concerned entity, the Audit Committee and the National
Treasury.

(3) At the end of each financial year, the Internal Auditor-
General shall prepare for the national government clear and
comprehensible annual report that consolidates the quarterly audit
assurance reports prepared by all internal audit units in national
government entities, in accordance with formats prescribed by the
Accounting Standards Board.

Audit Committees

174. (1) Subject to paragraph (2) of this regulation, each
national government entity shall establish an audit committee.

(2) The National Treasury, where deemed necessary, may
approve the sharing of one audit committee by two or more entities.

(3) In the case of a shared audit committees referred to in
paragraph (2), the appointing authorities of the concerned entities shall
jointly appoint the chairperson and members of the joint audit
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committee in consultation with the National Treasury.

(4) There shall be a minimum of three members, excluding a
person who shall be appointed to represent the National Treasury in
each audit committee and a maximum of five.

(5) The chairperson of an audit committee shall be independent
of the national government entities, be knowledgeable of the
organization, have the requisite business and leadership skills and shall
not be a political office holder.

(6) In addition to paragraph (5), majority of members appointed
to the audit committee shall not be past or present employees of the
entity, and shall not have served as an employee or agent of a business
organisation which has carried out any business with the concerned
entity in the last two years.

(7) All members of an audit committee shall—

(a) have a good understanding of government
operation, financial reporting or auditing; and

(b) have a good understanding of the objects,
principles and functions of the entity to which
they are to be appointed.

(8) Each Accounting Officer of an entity shall ensure that the
audit committee is adequately funded and supported.

(9) The chairperson of an audit committee shall not serve
concurrently as a member of any other audit committee of the
concerned national government entity, but its members can serve in up
to a maximum of three audit committees at the same time.

(10) The Public Sector Accounting Standards Board shall
prescribe guidelines for appointment of audit committees to be
approved and gazetted by the Cabinet Secretary.

Duties of the audit 175. The main function of the audit committee shall be to—
committees.

(a) support the Accounting Officers with regard to
their responsibilities for issues of risk, control
and governance and associated assurance but
the responsibility over the management of risk,
control and governance processes remains with
the management of the concerned entity; and
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176. (1) The Accounting Officer of a national or county
government entity shall not be a member of the audit committee, but
shall attend a meeting of the audit committee by the invitation of the
chairperson of the committee.

(2) Audit Committee members shall be persons of integrity and
meet the requirements of Chapter Six of the Constitution.

177. (1) Members of audit committees shall be appointed, for a
term of three years and shall be eligible for re-appointment for a further
term of three years.

(2) Despite the provision of paragraph (1), after expiry of every
term at least one third of the committee shall retire and not be eligible
for re-appointment.

(3) The roles and responsibilities of the audit committee shall be
laid out in the guidelines issued by the Public Sector Accounting
Standards Board.

178. (1) A person shall cease to be a member of an audit
committee if —

(a) that person is convicted of a criminal offence and
sentenced to a term of imprisonment of not less than six

months;

(b) that person is absent from two consecutive regular
meetings of the committee without leave of absence;

(c) that person resigns, in writing, from the audit committee;

(d) that persons’ term of office expires;

(e) that person ceases to be a member by virtue of
withdrawal of his or her nomination to the audit

commiittee by the nominating institution;

(f) that person becomes an employee or officer of the
concerned entity;
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(g) that person is discovered to have a conflict of interest as
described in at the time of his appointment and failed to
disclose it; or

(g) the audit committee is disbanded.

(2) The National Treasury shall be informed of any
contemplated termination of the services of a person serving on an
audit committee for its concurrence.

Functions and responsibilities of the audit committee

Meetings of the 179. (1) The audit committee shall meet at least once in every
audit committee.
three months.

(2) Each member of the audit committee shall have one vote.
(3) The audit committee shall make decisions by resolution.

(4) In the event of a tie vote, the chair shall be entitled to cast a
second vote.

(5) A majority of the members of the audit committee that
includes at least fifty (50%) percent plus one member shall constitute a
quorum for the meetings of the committee.

(6) The chair of the audit committee shall—

(a) ensure that minutes are taken at each meeting and
provided to the members of the committee before the

next meeting;

(b) have access to management, the head of internal audit
and external auditors;

(c) send or cause to be sent —

(1) all notices of audit committee meetings at least
fourteen days before the meeting; and

(11) all minutes of audit committee meetings.
(7) If at any meeting of the audit committee the chair is not

present, the members shall elect a chair for purposes of conducting that
meeting.
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180. Any code of conduct of public officers shall also apply to
members of the audit committee in relations to their functions, powers
and duties as members of the committee.

181. (1) Members of the audit committee shall be paid an
allowance on account of attendance of audit committee meetings as
determined by National Treasury in consultation with other relevant

entities.

(2) A national government entity shall reimburse members of its
audit committee for expenses incurred while attending to audit
committee duties.

182. The accounting officer shall—

(a) provide capacity building to all public national
government entity audit committees;

(b) provide policies and guidelines on audit committees;
(¢) monitor the effectiveness of audit committees; and

(d) provide periodic updates of Audit committee activities
through the website.

PART XIV—PUBLIC DEBT MANAGEMENT
183. (1) National government borrowing shall be guided by
the following principles—
(a) need to ensure stability of domestic financial markets;

(b) promotion of inter-generational equity in the sharing'of
burdens and benefits of public borrowing;

(c) determination of thresholds of borrowing ri ghts for both
levels of government;

(d) use of objective criteria for evaluating national
government entities or county government eligibility for
national government debt guarantee; and

(e) prudence and equity in setting limits for debt stock
levels for each county government.
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184. The policy framework in the management of public debt
shall comprise of the medium term debt management strategy.

185. (1) Any borrowing by the national government shall be
informed by the medium term debt management strategy, which shall
be reviewed annually, prepared and executed by the Public Debt
Management Office in accordance with the delegated authority by the
Cabinet Secretary.

(2) Medium term debt management strategy shall be
formulated annually on a three year rolling basis.

(3) The Strategy shall be approved by the Cabinet.

(4) The medium term debt management strategy shall be
prepared taking into account —

(a) the borrowing needs of the Republic of Kenya;
(b) prevailing macro-economic conditions;

(c) prevailing conditions of the financial markets; and
(d) any other relevant factors.

(5) The public debt management strategy shall entail
minimising borrowing costs with a prudent degree of risks.

186. (1) The medium term debt management strategy shall be
implemented through the annual borrowing programme for each fiscal
year.

(2) The annual borrowing programme shall include issuance of
government securities and disbursement of external loans for the fiscal
year and show indicative dates of such issuance and disbursements.

187. (1) The Cabinet Secretary shall derive powers to raise
loans for the Government of Kenya from section 49 of the Act.

(2) The national government may from time to time borrow
within and outside Kenya such sums of money in such amount and on
such terms and conditions as to interest, repayment, disbursement or
otherwise as the Cabinet Secretary may think fit, in any of the
following manners—
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(a) by issuing external government securities ;
(b) by issuing Treasury Bills or Treasury Bond or stock;

(c) by advances from Central Bank of Kenya under the
Central Bank of Kenya Act;

(d) by bank overdraft on Exchequer Account or any other
public account; or

(e) by any other loan or credit evidenced by instruments in
writing.

188. All sums borrowed under the Act shall be expended only
on the activities included in the approved estimates of expenditure of
the national government entities.

189. Negotiation with foreign governments and agencies for
external loans shall culminate into and shall be formalised into one of
the following recognised instruments—

(a) loan agreements;
(b) exchange of letters that constitute an agreement;

(c) subscription agreements in regard to external
government securities; and

(d) national government guarantee.

190. Where development partner have opted to give loans
through credit purchase or commodity loan arrangements, for the
purposes of budgeting and accounting the following procedures shall
be followed—

(a) the amount of expenditure and matching direct
payment as agreed and as applicable, shall be
included in the development estimates under separate
items;

(b) accounting officer shall apply through the National
Treasury for utilisation of the credit purchase facility
in the prescribed manner as set-out in the loan
instrument;

(c) after supplying goods or services, the development
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partner shall notify National Treasury of the amount
disbursed against the loan;

(d) the National Treasury shall record the amounts
disbursed as a drawing against each loan facility;

(¢) the National Treasury shall forward invoices and
debit advices to the accounting officer concerned to
bring the expenditure involved into account;

(f)  the accounting officer shall, on satisfying herself or
himself of receipt of goods and services, record the
transactions in the stores ledger card and the
accounting officer shall notify the National Treasury
on the receipt of goods and services.

Modes of payment 191. The procedure to be followed in the disbursement of loan
gf:: rsement) loan 1145 shall be defined in the respective agreement and shall generally
assume one or more of the following methods—

(a) credit purchase;

(b) direct disbursement to the Consolidated Fund or any
other public fund established by an Act of Parliament for
a specific purpose;

(c) reimbursement, where the government pays for goods
and services supplied and later on claim reimbursement
from the financier.

Borrowing purposes. 192. The national government may borrow in pursuant to the
requirements of sections 49 of the Act for the purpose of—

(a) financing national government budget deficits;
(b) borrowing for purposes of cash management;

¢) honouring obligations under outstanding national
g g g
government guarantees;

(d) refinancing outstanding debt or repaying a loan prior to
its date of repayment;

(e) mitigation against adverse effects caused by an urgent
and unforeseen event in cases where the contingency
fund has been depleted:
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(f) mitigation against significant balance of payment
imbalances; and

(g) meeting any other development policy objectives that
the Cabinet Secretary shall deem necessary, consistent
with the law, and as Parliament may approve.

193. The objectives of public debt management are to ensure
that the government’s financing needs and its payment obligations are
met at the lowest possible cost over the medium to long term, with a
prudent degree of risk, and to promote development of the domestic
debt market while ensuring the equitable sharing of benefits and
burdens of public debt between the current and future generation.

Public Debt Management Office

194. (1) In addition to the provisions of section 63 of the Act,
the functions of the Public Debt Management Office established under
section 62 shall be to—

(a) prepare and update an annual medium-term debt
management strategy including debt sustainability
analysis in accordance with regulations;

(b) prepare and review an annual borrowing programme as
appropriate including the auction calendar to facilitate
auction of government debt securities;

(c) participate in negotiation meetings with government
creditors, and provide technical support to the Cabinet
Secretary on public debt operations;

(d) assess the risks in issuing any guarantees including
contingent liabilities inherent in public private
partnership projects, and prepare reports on the method
used for assessment and the results thereof for the
attention of the Cabinet Secretary;

(e) facilitate the recovery of any payments including interest
and other costs incurred by Government due to the
honouring of outstanding guarantees;

(f) prepare annual debt management report which shall
include outstanding guarantees, outstanding lending and
government on-lending by Government;
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(g) monitor and keep track of debt levels;

(h) to keep timely, comprehensive and accurate records of
outstanding Government debt, guarantees and lending in
an appropriate database;

(1) advise on all debt servicing obligations of Government;
(j) prepare and publish debt statistical bulletins regularly;

(k) prepare forecasts on Government debt servicing and
disbursements as part of the yearly budget preparation;

(I) compile, verify and report on all Government debt
arrears and design a strategy for the settlement of those
arrears;

(m) monitor that the disbursements of loans raised by
Government are in accordance with agreed disbursement
schedules;

(n) formulate External Resources Policy;

(o) assess, mobilize, negotiate and allocate all external
resources including the consolidation of the donor
commitment register in the annual national budget;

(p) examine and scrutinise proposals for financing projects
of a national government entity from an accounting
officer;

(q) formulate and harmonize policies and coordinate
matters relating to employment of Kenyan nationals and
appointment of expatriate consultants and technical
assistance  as experts and consultants in projects
supported by development partners;

(r) ensure adherence to the accepted guidelines and
procedures for procurement involving funds provided
under foreign aid;

(s) coordinate, review and monitor the utilization of
external resources including joint programming, joint
work plans, joint visits, joint implementation, and
monitoring and evaluation;
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(t) profile external resources and maintain the accounts
thereof;

(u) formulate an external resource mobilization strategy to
guide the national and county governments in external
resource mobilization including monitoring;

(v) liaise for external economic relations with international
development agencies;

(w)coordinate all international —agreements involving
financial economic and technical co-operation dealing
predominantly with economic and financial issues;

(x) programme and manage financing of fellowships,
scholarships and foreign training offers from bilateral
and multilateral sources;

(y) ensure harmonization, alignment and coordination of
external resources in line with international conventions
of which Kenya is a member state thereof;

(z) monitor disbursement and absorption of external
resources including reporting of the same by both
national and county governments;

(aa)formulate guidelines and procedures for reporting and
recording budget estimates and expenditure for external
resource;

(bb) provide guidance and capacity development to county
governments in the assessment, mobilization,
negotiation and allocation of all multilateral and
bilateral external resources for implementation of
development partners;

(cc) support aid effectiveness initiatives and to use country
systems in the management of external resources and
where there is need, support in strengthening them
rather than avoiding them;

(dd) ensure linkages of the National Treasury with NGOs
and coordination of NGOs through the formation of a
National Consultative Forum; and
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(ee) perform such other functions as may be determined by
the Cabinet Secretary.

195. (1) The Cabinet Secretary may, on such terms and
conditions as he or she may determine, and, when necessary, with the
concurrence of the lender—

(a) repay any loan prior to the redemption date of that loan;
(b) convert the loan into any other loan; or

(c) consolidate two or more loans into an existing or new
loan.

196. (1) Pursuant to section 50(2) of the Act, the debt limit
at any given time shall not exceed the nominal value of the total public
debt that is determined in accordance with fiscal responsibility
principles under regulation 26 (1)(c) of the these Regulations.

(2) In addition to the debt limit under paragraph (1), the
annual thresholds for the annual borrowing by the national and county
governments and their entities as required by section 50(5) of the Act
shall be set by Parliament.

(3) The debt limit under paragraph (1) of this regulation shall
be specified annually in the budget policy statement and the medium
term debt management strategy paper.

(4) The annual new government debt and guarantees shall be
consistent with the debt limits set out under paragraph (1) of this
regulation.

(5) For the purposes of monitoring compliance with the
limits under paragraph (1), the amount of government debt and
government guarantees which are not denominated in shillings shall be
recalculated at the prevailing exchange rate of the Central Bank of
Kenya.

197. (1) The issuance of government securities to raise debt
capital shall be by way of auction or such other method as Cabinet
Secretary may determine.

(2) Despite the provisions of paragraph (1) of this regulation,

the auction of domestic government securities shall take into account
the following factors—
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(a) pricing of the domestic government securities;
(b) refinancing risk of the domestic governance securities;

(c) the market stability when taking up domestic
government  securities; and

(d) the borrowing programme which is consistent with the
medium term debt strategy and budget policy statement.

(3) The Cabinet Secretary may establish an  auction
committee responsible for the issuance of government securities for the
purpose of financing the budget deficit comprised of—

(a) Head of Public Debt Management Office;

(b) the Governor, Central Bank of Kenya or his or her
nominee;

(c) Head of the accounting policy within the National
Treasury; and

(d) Head of Economic Affairs.

(4) The Cabinet Secretary shall appoint a chairperson among
the members mentioned under paragraph (3) in this regulation.

(5) The Public Debt Management Office shall provide the
secretariat to the Committee.

(6) Where national government securities are to be issued
other than by auction, their terms and conditions shall be subject to the
prior approval of the Cabinet Secretary.

(7) The Committee may co-0pt the relevant County
Executive Committee Member or his or her representative on need
basis.

198. (1) The issuance of government securities outside
Kenya shall be in such mode as the Cabinet Secretary shall approve in
accordance with the Act.

(2) Despite the provisions of paragraph (1) in this regulation,
the issuance of external government securities shall take into account
the following factors—
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(a)  pricing of the foreign government securities;
(b)  refinancing risk of the foreign governance securities;

(c)  the impact on exchange rate stability when taking up
foreign government securities; and

(d) the borrowing programme which is consistent with
the medium term debt strategy and budget policy
statement.

199. (1) National government entities and each County
Treasury shall submit to the National Treasury a report on public debt
in a format prescribed by the Accounting Standards Board within two
months after the end of the financial year.

(2) The report to be submitted under paragraph (1), shall
include at the minimum the following information—

(a) review of previous year’s financing of budget deficit;
(b) composition of domestic debt;

(c) composition of external debt;

(d) on-lent loans and contingent liabilities;

(¢) debt strategy and debt sustainability;

(f) outlook for the medium term; and

(g) any commitment fees and penalties paid on any
undisbursed amounts of a loan.

200. (1) Not later than three months after the end of each
financial year, the Cabinet Secretary shall prepare and submit an
annual report to Parliament on public debt in the format set by the

Cabinet Secretary.

(2) The annual public debt report under paragraph (1) shall
include the following information—

(a) Review of previous year’s financing of budget deficit;

(b) composition of External debt;
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(¢) publicly guaranteed debt;

(d) on-lent loans and contingent liabilities;
(e) debt strategy and debt sustainability;
(f) outlook for the medium term; and

(g) any commitment fees and penalties paid on any
undisbursed amounts of a loan.

201. (1) All financial obligations for which the National
Treasury has issued guarantees on behalf of and for the account of the
government in full compliance with the Act shall be government
guaranteed debt.

(2) The Cabinet Secretary shall participate in the negotiations
on the contracting of a guaranteed loan by advising the borrower on the
best financial terms available, and shall sign on behalf of the national
government agreements on the issuance of a government guarantees or
guarantee letters.

(3) Any proposals for amendments to the loan agreement for
which a guarantee is already issued shall be done with prior approval of
the Cabinet Secretary.

(4) Borrowers under government guaranteed loans shall
provide to the Cabinet Secretary, on a quarterly basis, information on
the disbursements and repayments of funds under the loan.

(5) Where necessary, the Cabinet Secretary may request
additional information on National Government guaranteed loans from
the national government entities and county governments.

(6) The terms and conditions for national government entities
applying for government guaranteed financing and the government
guarantee issuance procedures shall be determined by the Cabinet
Secretary with the approval of Parliament.

(7) Call under a national government entity guarantee or
county governments guarantee shall be due only in the event—

(a) a borrower has not effected a full or partial payment on a

loan in accordance with the loan agreement terms and
conditions; and
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(b) a creditor has notified the Cabinet Secretary after taking
steps and actions provided for in the loan agreement for
collection of the amounts due from the borrower within
a period of one month from the date of default.

(8) The Cabinet Secretary shall require the borrower to
explain the circumstances surrounding the default and the measures
being taken to correct the situation within fifteen after notification by
the creditor.

(9) Where the requirements under paragraph 7(b) have not
been provided for in the government guarantee issuance agreement, the
Cabinet Secretary shall determine together with the creditor the actions
to be taken where a payment on a national government guarantee is
due, as well as the time limits within which the national government
should pay the overdue amount.

(10) The national government shall, from the date of the
payment under a national government guarantee, enter into the
creditor’s rights under the loan agreement to the amount of then
payment made.

(11) The Cabinet Secretary shall take necessary actions
provided for under sections 61 and 94 of the Act.

202. Pursuant to the provisions of section 58 of the Act, the
capital project expenditures of—

(a) county governments for which a guarantee is requested,
shall meet the following requirements—

(1) the borrower shall demonstrate that the project could
not be financed on reasonable terms and conditions
without a government loan;

(i1) provide the projected cash flow clearly setting out
projected disbursement schedule and repayment
plan;

(i11) the borrower shall contribute a substantial portion
of project funds from their own resources and in
any case not less than fifteen (15) percent;

(iv) a national government entity or county government
that defaults on a loan shall be put on an agreed
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203. Pursuant to the provisions of section 58(2)(a) of the Act,
and in addition to provisions under regulation 202, the following

procedures shall apply in relation to a national government entity—

(a)

(b)

()

(d)

()

®

(2)

(h)

before seeking a national government guarantee, the
governing body of the national government entity shall
approve the borrowing including its terms and
conditions;

after approval by the governing body, the Chief
Executive Officer of the entity shall submit the
proposed loan agreement and a sessional paper to the
Cabinet Secretary responsible for the national
government entity for approval of the borrowing,
including its broad terms and conditions;

upon approval under paragraph (b), the Chief
Executive Officer shall submit the final draft loan
financing agreement and the approval of the governing
body and the Cabinet Secretary responsible for the
entity to the Cabinet Secretary requesting for the
guarantee of the final loan financing agreement;

the Cabinet Secretary may reject a request for loan
guarantee with reasons and communicate the same to
the concerned chief executive officer;

upon approval of a loan guarantee request, the Cabinet
Secretary shall seek the legal opinion of the Attorney
General.

upon receiving the views of the Attorney-General and
taking them into account, the Cabinet Secretary to the
National Treasury shall submit a sessional paper to
Parliament with recommendations seeking its approval.

the Cabinet Secretary shall communicate the decision
of Parliament on the draft loan guarantee to the
respective chief executive officer; and

upon approval by Parliament the Cabinet Secretary to
the National Treasury shall issue a loan guarantee.
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204. (1) Upon recommendation by the Cabinet Secretary to
the National Treasury, Parliament may approve a draft loan guarantee
document as provided under section 58(2)(f) of the Act, only if it 1s
satisfied that—

(a)
(b)

(c)

(d)

(e)

the guarantee is in the public interest;

the borrowers financial position is strong enough to
enable the borrower to repay the loan proposed to be
guaranteed and to pay interest and other charges based
on projected revenue streams;

concessionality of the proposed loan is fully evaluated
by the national and county governments and 1s
determined to be at the acceptable level of grant element
as per the borrowing strategy;

the loan investments are geared towards stimulating
economic growth in a county government, and

all legal issues relating to financial agreements, tripartite
signing, and subsidiary agreements are fully addressed.

205. For the purposes of debt management operations and
loan administration, the accounting officers of a national government
entity shall be responsible for the following—

(a)

(b)

(c)

(d)

preparing project proposals and submitting them for
approval to the National Treasury;

where authorisation has been granted for the project to
start, the Accounting Officer shall ensure public
disclosure to intended beneficiaries within thirty days of
the allocation and disbursement of the loan;

after disbursement of loans, the loan recipients
accounting officer shall report within fifteen days after
the end of each quarter to the intended beneficiaries on
the expenditures and performance achieved in relation
to the loan;

ensuring that during the project identification and

design, the intended beneficiaries are involved through

the public participatory approach to planning through
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public forums to enhance leadership, ownership, social
accountability and sustainability of the project;

(e) preparing expected disbursements profiles;

(f) submitting loan disbursement claims for approval by the
National Treasury;

(¢) making comments on draft loan agreement from the
National Treasury;

(h) participating in all consultations and negotiations of all
loan agreements for projects and programmes under
their jurisdiction; and

(1) implementing, monitoring and evaluating, in close
collaboration with the national government entity
responsible for National Planning, all projects and
programmes within their jurisdiction.

Sinking Fund

206. (1) There is hereby established a national government
fund to be known as the Sinking Fund to be administered by the Head
of the Public Debt Management Office.

(2) The purposes of Sinking Fund shall be the payment of
expenses of, or incidental to, redemption of an issue of Government
securities and the redemption of an issue of Government securities.

(3) The Cabinet Secretary shall, upon approval of these
Regulations, publish in the Kenya Gazette the guidelines for the
management of the Fund.

PART XV—PUBLIC FUNDS

207. (1) The establishment of a public Fund shall at the
minimum meet the following requirements—

(a) be initiated through a proposal by the Cabinet secretary
responsible for the national government entity under
which the functions of the Fund fall clearly setting out
the justifications and submit it to the Cabinet Secretary;

(b) the Cabinet Secretary shall certify in writing that the
functions and the public services to be delivered through
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the Fund cannot be delivered through the structure of
budget appropriations;

(c) provide a clear justification as to why a fund structure 1s
deemed appropriate for improved service delivery in
light of the legislative and policy mandate of the
national government entity;

(d) the administration costs of the Fund shall be a maximum
of three (3%) percent of the approved budgets of the
Fund;

(e) the Cabinet Secretary responsible for the national
government entity functions shall confirm in writing that
the establishment of the Fund and it’s continued
existence will not depend on annual financing from the
national exchequer;

(f) a Fund that has a lifespan of less two years shall not be
approved unless it is for unforeseen and urgent need;

(g) the Cabinet Secretary shall grant approval in writing
before establishment of Fund;

(h) the Cabinet Secretary responsible for the entity shall
demonstrate how the activities of the proposed Public
Fund shall fit in the overall Medium Term Plan and
Budget Policy Statement; and

(i) the initial approval for establishment of a national public
Fund shall be for a maximum period of ten (10) years,
beyond which Cabinet and Parliament approvals shall be
sought.

(2) Despite the provisions of paragraph (1) of this regulation,
the Cabinet Secretary may from time to time issue further guidelines on
the establishment of national public Funds.

208. The Cabinet Secretary shall provide for the
management, operation and winding up procedure in the guidelines for
establishing each Fund which shall be in accordance with the Act and
these Regulations.

209. (1) Where the lifespan of Fund lapses, the process of
winding up shall commence within six (6) months from the date of the
lapse.
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(2) The final report after winding up the Fund shall be
submitted to Parliament and the Auditor-General for audit.

(3) The Cabinet Secretary may dissolve a public Fund where
the Cabinet Secretary responsible for a department operating a public
Fund considers that a public Fund has successfully completed the
specific objective for which it was created.

PART XVI —STATE CORPORATIONS
Definitions. 210. (1) For the purposes of this Part—

(a) “governing body” in relation to a public entity, means a
commission, a board of directors, a board of trustees,
board of governors, and council; and

(b) “government owned enterprise” means an organisation
which—

(1) is a legal person under the ownership and control of
the national government;

(i1) has been assigned financial and operational powers
to carry on a business activity;

(ii1) as its main business, supplies goods or services in
accordance with ordinary commercial principles;
and

(iv) is financed wholly or substantially from sources
that do not require annual appropriation by
National Assembly, or imposition of a tax, levy or
other charge under legislation.

Declaration of 211. (1) Pursuant to section 4 of the Act, the Cabinet
:ﬁ:}gzzlﬁgemmem Secretary may by notice in the Gazette declare and classify national
classification of government entities in accordance with the Schedules as indicated in
state corporations. this Regulation.

(2) All State Organs including constitutional institutions and
independent offices shall be categorised as Schedule 1 national
government entities.

(3) National Government owned enterprises operating on the
basis of commercial principles shall be listed as Schedule 2 national
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government entities.

(4) Regulatory agencies shall be categorised as Schedule 3
national government entities.

(5) Executive agencies, public universities and public tertiary
education institutions, national referral health institutions, boards and
commissions fully or partially funded through the national government
budget shall be categorised as Schedule 4 national government entities.

(6) National Public Funds established under the Constitution,
national legislation or subsidiary national legislation shall be classified
as Schedule 5 national government entities.

(7) The Cabinet Secretary shall have powers to amend the
Schedules classified under this regulation in accordance with the
provisions of the Act and this regulation.

212. The provisions of the Act and these Regulations shall
apply to all national government entities declared under regulation 211
of these Regulations.

213. (1) The Cabinet Secretary responsible for a national
government entity that should have been declared or ought to be
declared under the Act and these regulations as a national entity but has
not been declared in either of the Schedules, shall notify the Cabinet
Secretary, in writing of that the national government entity is not listed
or ought to be listed in the Schedules within 30 days after the
gazettement of these Regulations.

(2) The Cabinet Secretaries of the responsible national
government entities under paragraph (1) shall submit the following
information to the Cabinet Secretary in support of its application for
listing—

(a) name of the public entity;

(b) its main function or business activities;

(¢) department responsible for the public entity;

(d) legal instrument under which the entity was
established;

(e) dates of its establishment and financial year end;
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(f) names of members of the governing body controlling the
public entity;

(g) its registered address and telephone numbers;
(h) name of the chief executive officer;

(1) name of the chief financial officer;

() name of the company secretary, if any;

(k) authority responsible for appointing the chief executive
officer and governing body;

(1) subsidiaries, if any, under the ownership control of the
entity;

(m) latest audited financial statements;

(n) amount of budgetary fiscal transfers received over the
past three financial years; and

(o) most recent strategic plan of the public entity.

quiding pribnl?iﬁles 214. The following principles shall apply when determining
Oc}rs?;feesm Shment - establishment and dissolution of a Public Corporation under section 86
corporations. and 182 of the Act—

(a) there shall be a role for national government entity to fill
a gap left by the market forces through—

(1) social inclusion, where the national government
entity addresses social inequity by redistributing
resources In ways that improve opportunity and
support for individuals, families and communities,
allowing them to participate in the economy and
society consistent with the national government’s
social inclusion agenda; or

(11) correction of market failure, where the national
government entity’s activity shall address market
failures by improving social and economic welfare
through improved resource allocation, where the
benefits of national government intervention
outweigh its cost;
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(b)

(c)

(d)

(e)

activities promoted by the corporation shall have clear
and consistent objectives and be effective in achieving
their national objectives and represent value for money
for the expenditure of taxpayer funds;

a government owned enterprise shall operate on
commercial principles and with a defined commercial
income stream that substantially supports the associated
commercial activities;

where activities involving tax expenditures demonstrate
that public expenditure is less effective in achieving the
national government objective but can effectively be
undertaken on a commercial basis;

there is no overlap or duplication of functions when
establishing a state corporation within the national
government.

215. (1) In exercising the powers under section 182 of the

Act, the Cabinet Secretary and National Assembly shall be guided by
regulation 214, this regulation and any other relevant regulation of
these Regulations.

(2) A state corporation may be established only with the

prior approval of the Cabinet, with reference to a legislation enacted to
govern the establishment, management and dissolution of such
government commercial enterprises.

(3) In order to establish a state corporation or a subsidiary of

(a)

a state corporation—

the responsible Cabinet Secretary shall submit a written
business case to the Cabinet Secretary , with detailed
justification for establishing the state corporation or the
subsidiary;

(b) the business case in paragraph subparagraph(a) shall be

informed by a feasibility assessment of the proposed
state corporation or the subsidiary for the purpose of
ascertaining—

(i) the economic and financial viability of
establishing the state corporation;
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(1) whether the proposed activity cannot be
conducted through an existing corporation or the
parent department;

(ii1) whether or not there is need to establish a new
corporation;

(iv) the functions and objective that its establishment
is supposed to attain;

(v) how the activities of the proposed corporation
will fit in the department’s legislative mandate
and medium term strategy, and aid the
realization of the objectives of the programmes
associated with that department;

(vi) how it shall impact the fiscal position of the
government; and

(vil) the amount of government share;

(c) the feasibility and viability assessment conducted under
subparagraph (b) shall be submitted to the Cabinet for
approval.

(4) Upon approval of the business case by the Cabinet, the
necessary establishment processes shall be undertaken by the relevant
department as required by a legislation on formation, management and
dissolution of state corporations to allow it perform the functions
stipulated in the instruments for incorporation;

(5) The national government entity responsible for
investment portfolio management in the National Treasury shall be
constantly updated on the progress of a state corporation.

(6) The department responsible for investment portfolio
management in the National Treasury shall conduct regular review of
state corporation to assess the relevance of the mandate and the
justification for their continued existence and where necessary make
recommendations to the Cabinet for the dissolution or merger of
corporations.

216. (1) A state corporation may be dissolved only with the
prior approval of the Cabinet, with reference to legislation enacted to
govern the establishment, management and dissolution of such state
corporation.
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(2) Subject to the provisions of a legislation enacted for the
formation, management and dissolution of state corporations, a state
corporation may be dissolved—

(a) upon expiry of the lifespan of the state corporation as
may be defined in the instrument of establishment;

(b) where a state corporation has carried out the mandate
for which it was created;

(¢) upon reorganization of the corporation and associated
government functions, and

(d) upon a merger of the corporation with another.

(3) The accounting officer related to the corporation in
question shall follow-up implementation of the findings and eventual
recommendations for dissolution to ensure compliance.

(4) The Cabinet Secretary may by notice in the gazette
prescribe guidelines for dissolution and mergers of state corporations.

(5) Upon approval by Cabinet of the recommendations to
dissolve or merge state corporations, the Cabinet Secretary shall cause
the dissolution or merge the corporation with another.

(6) Upon dissolution of a state corporation, the funds
corresponding to government equity in the corporation shall be
deposited into the Consolidated Fund.

(7) Upon ceasing of an entity to be a public entity, the
Cabinet Secretary shall vest all the assets and liabilities to the
responsible national government entity.

(8) No national state corporation shall vest its assets n
another entity without prior approval of the Cabinet.

(9) The provisions of this regulation shall be subject to the
provisions of a legislation enacted for the formation, management and
dissolution of state corporations, or the Act of Parliament establishing
that state corporation.

217. (1) The Cabinet Secretary responsible for public
investments, in consultation with Cabinet Secretary shall annually
agree on the performance targets with the governing body for a
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national government entity listed in Schedule 2 and 3.

(2) The annual performance contract shall document the
mandated key performance measures and indicators to be attained by
the national government entity as agreed between the governing body
and the responsible Cabinet Secretary, who shall give the governing
board policy direction.

(3) The Cabinet Secretary responsible for finance shall
establish procedures for quarterly reporting to the Cabinet Secretary
responsible for the controlling department in order to facilitate
effective performance monitoring, evaluation and implementation of
corrective actions.

(4) Without limiting the provisions of paragraph (3) of this
regulation, the National Treasury shall design the procedures by which
the Cabinet Secretary shall monitor the implementation of strategic
plans of Schedules 2 and 3 national government entities and assess
their performance and achievements.

(5) The Cabinet Secretary responsible for public
investments shall issue guidelines on performance reward and
sanctions of Schedules 2 and 3 national entities.

Annual budget. 218. (1) The Cabinet Secretary responsible for the state
corporation shall approve the estimates of budget for the state
corporation and shall not later than January every year, submit to the
National Treasury for approval those estimates for the following
financial year.

(2) The National Treasury shall provide guidelines and the
format on which the budget shall be prepared.

(3) Budget estimates submitted under paragraph (1), shall be’
classified as follows—

(a) compensation of employees;
(b) use of goods and services:
(c) transfers to other levels of government; and

(d) capital.

Digidends Plg“cdy 219. (1) The National Treasury shall prepare and issue
and surplus funds. 414 dend policy guidelines on how national government entities
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referred to under regulation 211(3) and (4) and remit dividends to the
National Treasury.

(2) A regulatory authority established by an Act of
Parliament and referred to under regulation 211 (4), shall remit into
Consolidated Fund, ninety per centum of its surplus funds reported in
the audited financial statements after the end of each financial year.

(3) A regulatory authority to which this section applies shall
be exempt from the income tax.

(4) The governing body of a public entity listed in Schedule
2 referred to under regulation 211 (3), shall formulate an appropriate
dividend policy in line with the policy guidelines referred under
paragraph (1), and submit to the National Treasury and the respective
County Treasury.

220. (1) Pursuant to section 83(6) of the Act, the accounting
officer of a national government entity listed in Schedules 2, 3 and 4
shall prepare and submit quarterly financial and non-financial
statements within 15 days after the end of the each quarter to the
Cabinet Secretary responsible for the national government entity with a
copy to the National Treasury and the Auditor-General.

(2) The quarterly reports prepared under paragraph (1) shall
be in the format gazette by the Cabinet Secretary and shall include
information on—

(a) revenue, including funding from grants;
(b) expenditure;

(¢) borrowing, including guarantees issued by the national
government and any outstanding loan arrears; and

(d) amount of profit or loss of the public entity for the
quarter.

221. (1) The accounting officer for a national government
entity listed in Schedule 2 and 3 shall prepare and submit annual
financial and non-financial statements in the format gazetted by the
Cabinet Secretary within three months to the Auditor General with
copies to the responsible Cabinet Secretary and the National Treasury.

(2) the annual financial and non-financial statements referred
to under paragraph (1), shall be prepared—
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(a)

(b)

in compliance with the International Financial
Reporting Standards and as prescribed by the Public
Sector Accounting Standard Board from time to
time; and

the annual financial statements must be approved by
the governing body.

PART XVII-INTERGOVERNMENTAL FISCAL RELATIONS

222. (1) The Inter-governmental Budget and Economic
Council members shall exercise their mandate under the Act and these
Regulations in the spirit of cooperative governance.

(2) Reviews, resolutions and recommendations of the Inter-
governmental Budget and Economic Council shall be published on the
website of the National Treasury as soon as possible after their

preparation.

(3) The Intergovernmental Budget and Economic Council
shall be kept informed about the following—

(a)

(b)
(c)

(d)

(e)

(H

(2)

stoppage of funds to a county government and any
national ~ government intervention in  county
government due to serious or persistent material
breaches of service delivery imperatives;

applications for national guarantees of county debts;

changes in the laws and regulations governing public
finance management and sharing of revenue raised
nationally;

Budget calendar and budget process;

the draft Budget Policy Statement prior to submission
to the Cabinet;

the draft Annual Debt Management Strategy Paper,
prior to submission to the Cabinet;

the draft Division of Revenue Bill and the draft
County Allocation of Revenue Bill, prior to
submission to the Cabinet;
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(h) audit outcomes on financial and non-financial
performance information; and

(i) changes to the categorization and listing of national
government entities.

(4) The Cabinet Secretary may take into account any
recommendation by the Council arising from any matter under
paragraph 3 of this regulation, prior to submission to the Cabinet.

(5) All scheduled meetings of IBEC should be clearly
indicated in the Budget Calendar issued by the National Treasury.

223. (1) The Cabinet Secretary may stop the transfer of
funds to a county government immediately or in the alternative apply
the provisions of section 96 (3) of the Act.

(2) Where the Cabinet Secretary decides to use the
alternative provided for under section 96(3)(b) of the Act, the Cabinet
Secretary shall notify, in writing, the county government and Cabinet
Secretary responsible for devolved government of the need to assume
executive functions of a county that has failed to address material
breaches in service delivery as per the directive in section 96 of the
Act.

(3) The issuance of a notification under section 96 of the
Act shall not amount to assumption of executive functions of the
county by the national government.

(4) The notification issued under paragraph (1) shall—

(a) specify the serious material breaches and persistent
material breaches which a county government has
committed;

(b) invite the county government to make written
representations with regard to its efforts to address
the serious material breaches or persistent material
breaches to mitigate stoppage of funds;

(c) give a reasonable time period for the county
government to respond to the Cabinet Secretary’s
request.
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(5) The Cabinet Secretary shall consider representations as
made by the relevant county government and decide, with concurrence
of the Joint Intergovernmental Technical Committee, whether or not to
proceed with the assumption of county functions on the basis of an
approved county recovery plan.

(6) For purposes of section 94 of the Act, a State organ or
public entity shall be in serious material breach if in any financial year,
it operates a primary fiscal deficit that is inconsistent with the fiscal
targets set under 107 of the Act.

(7) The decision by the Cabinet Secretary to assume
executive functions of the county government in terms of section 99 of
the Act shall be communicated, in writing, to the relevant county
governor, and request for the cooperation of county government in the
development of a recovery plan for approval by the Joint Committee.

(8) The decision to assume county executive functions
communicated under paragraph (7) shall—

(a) make reference to Article 225 of the Constitution
and section 99 of the Act;

(b) specify the steps in the directive that the county
did not comply with;

(c) announce that the national executive assumes
responsibility  for those county executive
obligations, where the steps in the directives were
not complied with;

(d) specify the expected date, on which the
assumption of responsibility takes effect;

(e) specify the extent to which and the expected period
for which the national government will assume
responsibility; and

(f) provide an outline of the programme for the
implementation ~ of  the  assumption  of
responsibility, specifying designation of persons,
acting for the national government in the
assumption of the responsibility.



(9) The Cabinet Secretary shall seek approval from the Joint
Committee of the recovery plan and the release of the withheld
intergovernmental fiscal transfers for the implementation of the plan.

~ (10) The recovery plan approved by the Joint Committee,
which shall meet the minimum requirements in section 99(3) of the
Act, shall form the basis for releasing funds withheld during the period

of stoppage.
PART XVIII—MISCELLANEOUS
?azm_erlnem of 224. (1) The Cabinet Secretary shall gazette the financial, accounting
;:j?g;;f:;ummg and reporting formats for use by I}ational government entities soon
formats after these regulations become effective.

MAde 0N e Ll .reiiiinrereiieiiiiireraneeneeiosienneesissesnnarsasssssasonnasnsinees ,2015.

HENRY ROTICH,
Cabinet Secretary for the National Treasury.
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SCHEDULE

EXPLANATORY MEMORANDUM TO THE PUBLIC FINANCE
MANAGEMENT (NATIONAL GOVERNMENT) REGULATIONS, 2015

The Purpose of Public Finance Management (National Government)
Regulations, 2015.

The purpose of these Regulations is to:

(1)

(i)

(iii)

(iv)

)

to provide means of administering the powers vested in the Cabinet
Secretary for the National Treasury under the Constitution, the Act
and any other related legislation;

to harmonize and standardize their application throughout
government service in controlling and managing the finances;;

to set out a standardized financial management system for use in
Government service which is capable of producing accurate and
reliable accounts free from errors, fraud and which will be useful
in management decisions and statutory reporting;;

to provide for the conduct of fiscal relations between the national
and county governments;; and

to ensure accountability, transparency and the effective, economic

and efficient collection and utilization of public resources..

The Legislative Context

The process of developing a comprehensive PFM Regulations started in 2012
after enactment of the Public Finance Management Act, 2012 which
consolidated all Public Finance Management legislations catering for both
the National and County Governments.

The development of the PFM Regulations, 2014 was guided by the following
considerations; (i) ensuring financial autonomy of National and County
Governments within a unitary system of government and guided by
provisions in the constitution such as Article 6 and the Public Finance
Management Act, 2012. As a result, functions of PFM institutions at the
national and county leve]l were mirrored; (ii) ensuring the PFM Regulations
encapsulates best international practices; and (iii) the need to separate the
PFM Regulations for national and county governments to capture the unique
needs of each level of government
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These PFM Regulations, 2015 are therefore firmly anchored in Chapter 12 of
the Constitution and gives effect to the provisions of the Public Finance
Management Act, 2012.

Policy Background.
Parliament enacted the Public Finance Management (PFM) Act, 2012 in August,

2012 and over the past two years Kenya has been rolling out devolution as
envisaged in the Constitution. The Act on its own, however, is not sufficient since
it does not provide guidelines on all matters relating to public finance
management at the national and county level. In order to provide further clarity on
various aspects of public finance management, it is therefore necessary to have
regulations.

An efficient and effective PEM system is a necessary condition for achieving
Vision 2030 and our development objectives. Investors, both foreign and local,
require assurance that a country’s PFM system can be relied upon to maintain
fiscal discipline and in particular contain public debt both at the National and
County level. Without a credible public financial management system, our ability
to borrow or even attract donor funds will be curtailed. In addition, an effective
PFM system is very critical in supporting the mobilization of resources to be
equitably shared between the two levels of government.

In order to make the regulations user friendly and to capture the unique needs
of the two levels of government, two volumes of Regulations have been
prepared — one for the National Government and the other for the County
Governments. The provisions of Parts I to XVI in the two sets of Regulations
are largely mirrored but tailored to each level of government. Parts XVII
onwards, however, include provisions that are specific to each level of
government.

Further, there is need to ensure prudent use of public resources in line with Article
201 of the Constitution by providing ceilings in both the Public Finance
Management Act, 2012 and PFM (County) Regulations, 2014 for expenditures of
County Assemblies.

It is considered that the provisions of the proposed Public Finance Management
(National and County Governments) Regulations, 2014 will provide a sufficient
level of economic, fiscal and financial detail and adequate time for the legislatures
at the| National and County Governments to perform their oversight role in an
effective manner.
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On the basis of the foregoing, it is considered prudent to anchor the fundamental
concepts of a modern public financial management system and its application in
Kenya in a comprehensive PFM law.

Some of the salient features of these regulations are:-

The Regulations provide additional Fiscal responsibility principles

such as:-

o  compensation of national and county government employees
shall not exceed 35% of either level of government equitable
revenue share;

o  the approved expenditures of a county assembly shall not
exceed seven per cent of the total revenues of the county
government or twice the personnel emoluments of that
county assembly, whichever is lower; and

o  national public debt shall not exceed 50% of GDP in terms of
NPV among others;

Provides for expenditures before approval of budget estimates by
national and county assemblies under extreme circumstances.
Provides any request for expenditures from the Contingencies
Fund to have a certificate of the relevant Cabinet Secretary
confirming compliance with PFM Act provisions.

Provides all Government Bank Accounts for both the National and
County Governments will be held at the Central Bank of Kenya
except where the cabinet Secretary has expressly granted
exemption and approved.

Provides that the Cabinet Secretary shall provide further guidelines
for loans and advances including benefits and allowances for
public officers.

provides for lease financing transactions by accounting officers.
Provides for equitable transfers before approval of County
Allocation of Revenue Bill.

Provides for various thresholds for approval of losses and write-
offs including responsibility for Accounting Officers, Cabinet
Secretary, Cabinet and Parliament.

Provides for guiding principles for national and county government
borrowing; borrowing purposes and objectives of public debt
management, the criteria for issuance of government securities
both domestic and external, sets the overall debt limit for the

country at 50% of the net present value of GDP while the debt
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limit for county governments is set at 20% of the audited total
annual revenue and approved by the county assembly.

8 Provides for establishment of a Sinking Fund for debt redemption
both levels of government.

B Provides for criteria for establishment of public funds,
management and winding up of a national public fund or a county
government public fund. |

] Provides the guiding principles for establishment of state
corporations or county corporations, criteria for establishment of a
state or county corporations as well as dissolution of state
corporations; evaluation of state or cbunty corporation
performance.

g Provides for the powers of the Cabinet Secretary to gazette
financial, accounting and reporting formats.

Public Consultations .
The PFM Regulations have taken into account the views of key stakeholders such

as the Commission on Revenue Allocation, the Commission for the
Implementation of the Constitution, Accounting Officers, Council of Govemnors,
County Executive Committee Members of finance, civil society, the general public
and international and local experts on public financial management.

It is important to appreciate that one of the key recommendation from
different stakeholders was to separate the Regulations governing National and
County levels of Governments. In order to address this recommendation, the
Regulations were separated to deal each level of Government, hence the
reason why we have submitted two volumes of Public Finance Management
Regulations; PFM (National Government) Regulations, 2015 and PFM
(County Government) Regulations, 2015. This will give flexibility on the
application of the Regulations to each level of Government and ensure
maximiim impact of the Regulations on public finance accountability
architecture.

Guidance

The National Treasury will sensitize stakeholders including Parliament, accounting
officers of national and county governments and the general public, on the
provisions of the public finance management (National & County Governments)
Regulations, 2015, the accountability mechanism, the monitoring and evaluation
mechanism and the need to ensure regular reporting to both the Parliament and
relevant County Assemblies.

Review of the Marginalized Counties.
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The National Treasury shall monitor the application of the PFM Regulations.
This will be done through quarterly reports sent by the relevant accounting
officer of the national or county government. In addition, the National
Treasury will also carry out regular monitoring and evaluation of the specific
provisions of these Regulations through interaction with the implementers of
these Regulations, studying various reports by Constitutional Commissions,
Independent Offices, Civil Society and the general public.

It is important to note that the Regulations shall apply to the level of
government as indicated in their headings from the commencement date of
these Regulations. In this respect, a review thereof will be done by the
National Treasury with the approval by Parliament in line with Section 205 of
the Public Finance Management Act, 2012.

“National Treasury Contact Person.

The contact person at the National Treasury is the Cabinet Secretary, Mr. Henry
Rotich or the Principal Secretary, Dr. Kamau Thugge, EBS

DATE. oo ...2015

HENRY ROTICH ,
CABINET SECRETARY TO THE NATIONAL TREASURY
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REPORT OF THE AUDITOR-GENERAL ON THE FINANCIAL OPERATIONS OF ISIOLO
COUNTY ASSEMBLY FOR THE PERIOD 1 JULY 2013 TO 30 JUNE 2014

EXECUTIVE SUMMARY
Introduction

The Office of the Auditor General has the mandate to audit and report on the accounts and
financial operations of both the National and County governments under Article 229 of the
Constitution and Public Audit Act, 2003. Further, Section 107 of the Public Finance
Management Act, 2012 requires the County Treasury to enforce fiscal responsibilities in
management of County Government public finances.

Audit Objective

The objective of the audit was to ascertain whether the systems formulated and applied by
the Isiolo County Assembly were reliable for the management of the County Assembly’s
finances in the delivery of services to the local residents. The terms of reference set for the
audit included verification and confirmation of transactions in respect to but not limited to the

following areas:

v Budgetary controls and performance

v Procurement of goods and works and services

v Allowances including travelling and accommodation expenses for local and foreign
trips

v Motor vehicle running expenses-fuel

v Operations of Ward Offices

v Imprests and advances

v Cash and bank balances

v Human Resource Records

v IT Environment

v" Non-current assets

v’ Creditors

v Annual operational/Activity Plans

Key Audit Findings
1.0 Budgetary Control and Performance

The approved budget for the County Assembly of Isiolo for the financial year 2013/2014 was
Kshs. 303,442,754 comprising of recurrent expenditure only. The assembly spent Kshs.
211,988,043 or 70% of the budgeted amount during the year. The resultant under expenditure
of Kshs. 91,454,711 (30%) was not explained.

2.0 Procurement of Goods and Services

The County Assembly had not established a procurement department as required by section
26(4) of the Public Procurement and Disposal Act, 2005. Further, no annual procurement plan
was prepared during the year contrary to the requirements of the Public Procurement and
Disposal Act ,2005 Section 26 (3) (a).



However, procurement of goods, services and works were done as need arises through the
County Executive. In the circumstances the independence of the County Assembly was

compromised.

3.0 Operationalization of Ward Offices

the operation of ten (10) Ward Offices within the County in pursuance of section 47 of the
Isiolo County Assembly Service Board (Operationalization) Regulations, 2013. Consequently,
of Kshs.8, 800,000 was incurred in respect of Office rent, salaries and other
ich were paid to the Members of the County Assembly (MCA’s) at a rate of

During the yea(#r under review, the County Assembly budgeted Kshs.12, 000,000 to finance

was no documentary evidence to show that the salaries of the employees
were set by the Salaries and Remuneration Commission (SRC) as required by article 230(4)
of the Constitution and it was also not clear why the payments were made to the MCA’s and
not the employees themselves.

4.0 Unjustified Foreign Travel Expenditure

The County Assembly budgeted Kshs.15,500,000 for foreign travel, subsistence and
transportation costs. Subsequently, an expenditure of Kshs.14, 445,770 was incurred when
the MCA'’s travelled to Dubai and Japan for an Infrastructure, Tourism and Trade conference
in Dubai while the trip to Japan was for the purposes of learning Environmental Management,
Water Conversation, Sanitation and Waste Management.

However, documentary evidence was not made available for audit verification to confirm that
the trips actually took place and were beneficial to the County Assembly.

5.0 Cash and Bank Balances

The County Assembly of Isiolo operated a bank account with Equity bank, Isiolo Branch under
the name of Isiolo County Assembly A/C 0410261437860. The bank balance as per the bank
statement as at 30 June 2014 was Kshs.7,716,237. However, the Assembly did not balance
the cash book on a daily basis or prepare bank reconciliation statements monthly as required
by the Government Financial Regulations and Procedures. Therefore, the actual cash book
balance as at 30 June 2014 could not be ascertained.

6.0 Staff Establishment

The County Assembly did not have an approved staff establishment. It therefore managed its
human resource without an approved establishment. As a result, the adequacy,
appropriateness, existence and the necessity to fill vacancies or the possibility of staff
progression could not be ascertained.




7.0 Non Establishment of Finance Department

The County Assembly did not establish a fully operational finance department as the
department had only one official, the Interim Chief Finance Officer and it depended on the
County Treasury in carrying out its financial operations. Consequently, there was no clear
separation of financial operations between the County Executive and the County Assembly
as they used the same financial records, systems and staff. No explanation was given for
failure by the County Assembly to operate independently.

8.0 Non - Current Assets

The County Assembly did not maintain a fixed assets register and therefore noncurrent assets
worth Kshs 13,136,814 procured during the year were not recorded. As a result, it was not
possible to confirm their existence. Further, the furniture, Computers and equipment procured
were not coded for identification purposes.

9.0 Domestic Loans to Individuals and Households

The County Assembly budgeted Kshs. 42,000,000 for Domestic Loans to Individuals and
Households. However, the county assembly did not pass the necessary legislation to enable
the County Executive Committee member for finance to establish a fund for the loans.

In the circumstances, no loans were disbursed under the budgeted item.

10.0 Creditors

During the period under review, creditor's ledgers were not maintained by the County
Assembly to ascertain its level of indebtness of the Assembly to its various suppliers.

The management should maintain creditor’s ledger to assure the accuracy and correctness
of its payables.

11.0 Information Technology Environment
The Isiolo County Assembly had not installed Integrated Financial Management Information
System (IFMIS) hence all financial transactions are processed manually. Further, no ledgers

or trial balance were prepared and produced for audit review.

The County Assembly should ensure installation of the Integrated Financial Management
Information System (IFMIS) for all its financial recording and production of financial reports.

12.0 Non Preparation of Annual/Activity Plans
The Assembly did not prepare annual operational/Activity plans and in their absence, it was

not possible to ascertain whether the Assembly was operating within set targets and the extent
to which the targets were achieved.



Edward R. O. Ouko, CBS
AUDITOR-GE| ERAL

Nairobi

28 May 2015




DETAILED REPORT OF THE AUDITOR-GENERAL ON THE FINANCIAL OPERATIONS
OF ISIOLO COUNTY ASSEMBLY FOR THE PERIOD 1 JULY 2013 TO 30 JUNE 2014

Detailed Audit Findings
1.0 Budgetary Control and Performance

The approved budget for the County Assembly of Isiolo for the financial year 2013/2014 was
Kshs.303,442,754 comprising of recurrent expenditure only. The Assembly spent
Kshs.211,988,043 or 70% of the budgeted amount during the year. A breakdown of recurrent
expenditure revealed that the Assembly spent Kshs.74,156,038 on personnel emoluments
which translate to 35 % of the total recurrent expenditure while Kshs. 137,832,055 was spent
on operations and maintenance accounting for 65 % of the expenditure.

A review of the operations and maintenance expenditure for the period, disclosed that
Kshs.42,062,211 or 20% was spent on domestic travels, Kshs.15,024,217.00 or 7% on foreign
travel, Kshs.14,812,000 or 7% on fuel & Lubricants and Kshs.11,772,014 or 6% on Purchase
of Office Furniture, 8,880,000 or 4% on Ward Offices operations and Kshs.45,441,563 spent
on other categories of operations and maintenance.

No explanation was given for failure to spend the approved budget in full during the year.

Recommendation

The County Assembly needs to comply with each financial year budget as approved to ensure
effective service delivery to the county residents.

2.0 Procurement of Goods and Services

It was observed that the County Assembly had not established a procurement department as
required by section 26(4) of the Public Procurement and Disposal Act, 2005. Further, no
annual procurement plan was prepared during the year contrary to the requirements of the
Public Procurement and Disposal Act ,2005 section 26 (3) (a).

However, procurement of goods, services and works were procured as need arises through
the County Executive. In the circumstances the independence of the Assembly was
compromised.
Recommendations

e The assembly should establish a procurement department.

e The County Assembly should ensure a procurement plan is prepared every financial
year in compliance with the Public Procurement and Disposal Act, 2005 section 26 (3) (a)

3.0 Operationalization of Ward Offices

During the year under review, the County Assembly budgeted Kshs.12, 000,000 to finance
the operation of ten (10) Ward Offices within the County for elected Members of County
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Assembly (MCA’s). This was in pursuit of section 47 of the Isiolo County Assembly Service
Board (Operatfonalization) Regulations, 2013. The regulations stipulated that the County
Assembly will facilitate opening of ward offices for the elected MCA'’s and the rent paid should
not exceed Kshs. 10,000 per ward. Further, it stated that personnel wages should not exceed
Kshs. 50,000 per ward and operational expenses should not exceed 40,000 per ward.

Consequently, the following expenditure was incurred:-

Date Item Cheque Amount (Kshs)
19/06/2014 ‘ Office Rent/ward staff and Operations EFTs 7,200,000
11/06/2014 | Office Rent/ward staff and Operations 78 1,440,000
11/06/2014 | Office Rent/ward staff and Operations 042 160,000
Total ‘ 8,000,000

\
|
The amounts were paid to the MCA'’s as indicated below:-

S/INo Names Amount( Kshs)
1. Hon. Adan Ali Wako 800,000
2. Hon. Moses Kithinji 800,000
3. Hon. David Lemantille 800,000
4. Hon. Salesio Kiambi 800,000
5. Hon. Paul Mero 800,000
B Hon. Peter Losu 800,000
s Hon. Hassan Diba Kumpa 800,000
8. Hon. Ali Galgalo Boru 800,000
9. Hon. Abdi Sora Balla 800,000
10. Hon Nura Diba Billa 800,000

Total ) 8,000,000

However, there was no approved structure, grading or job descriptions of the recruited ward
staff. Evidently, by virtue of the positions being filled by the MCAs, it was not possible to
establish whether the positions were competitively sourced and the required qualifications
met. Further, the County Service Board does not have the power to delegate its duty of
recruiting and appointing officers and it was therefore irregular for the MCA'’s to recruit Ward
Offices staff. In addition, there was no documentary evidence to show that the salaries of
these employees were set by the Salaries and Remuneration Commission (SRC) as required
by article 230(4) of the Constitution. Meanwhile, the rent payments were not supported by
rental lease agreements.

In the circum :tances, the expenditure of Kshs. 8,880,000 being operational expenses for ward
offices may not have been used in an economical, effective and efficient way.

Recommendations

e The County Assembly should ensure that the payment of Ward Offices expenses are
made directly to the landlords for the rent paid and the salaries to the employees and not
the MCA's as it is the case now.




e Further, the salaries paid to the employees should be as per the approved salaries scales

by the SRC.

e The unsupported rent payments should be recovered.

4.0 Unjustified Foreign Travel

The County Assembly budgeted Kshs. 15,500,000 for Foreign Travel, Subsistence and
Transportation Costs. Subsequently, the County Assembly organized two foreign trips for the
MCA's to Dubai in May 2014 for 7days and Japan in May 2014 for 10 days. The trip to Dubai
was for an Infrastructure, Tourism and Trade conference while the trip to Japan was for the
purposes of learning Environmental Management, Water Conversation, Sanitation and Waste
Management and City Management and as a result, Kshs.14445 771 was incurred:

4.1 Dubai Trip Particulars
Visa Charges
Visa Charges
Subtotal
Travelling Allowances
Hon Mohammed Tubi
Hon Benjamin Lopetet
Hon. Diba Tubi
Hon. Hassan Shano
Hon Dekha Bonja
Hon Fatuma Said
Molu Halake
Abdullahi Dadacha
Hon. David Lemantille
10. Hon, Adan Ali Wako
11. Hon. Moses Kithinji
12. Hon. Paul Mero
13. Hon. Hassan Kumpa
14. Hon. Abdi Sora
15. Hon. Nura Diba
16. Hon. Ali Galgalo
17. Hon. Peter Losu
18. Hon. Salesio Kiambi
19. Sadia Hajj Abdi
20. Hon Hadija Mamo
21. Hon. Elizabeth Maitima
22. Hon. Gladys Atiku
23. Hon. Dahabo Bonaya
Subtotal
Yellow Fever Vaccination
Airtickets
Tour Charges
Conference Charges
Subtotal
Grand Total for Dubai Trip

$00R: S8 {O%1 (OB g (6D 10

Amount (Kshs)
345,000
138,000
483,000

313,699
272,465
272,465
272,465
272,465
272,465
313,699
272,465
273,015
273,015
273,015
273,015
273,015
273,015
273,015
273,015
273,015
273,015
273,015
273,015
273,015
273,015
273,015
6,357,413
35,000
1,265,000
1,076,900
1,320,000
3,696,900
10,537,313



Out of the Kshs.10,537,313 spent, Kshs.3, 661,900 was spent to the tour firm in respect of air
tickets, tour and conference charges. However, documents were not provided for audit to
show how the firm was sourced and it was therefore not possible to ascertain whether due
procurement procedures were adhered to in the procurement of the services.

4.2 Japan Trip Particulars Amount (Kshs)
Subsistence Allowance (Nairobi)
1. Hon. Mohamed Tubi 48,000
2. Hon. Adan Ali Wako 32,000
3. Hon. Moses Kithinji 32,000
4. Hon. Paul Mero 32,000
5. Hon. Hassan Diba Kumpa 32,000
6. Mr. Molu Halake 40,000
Subtotal 216,000
Subsistence Allowance (Japan)
1. Hon. Mpghamed Tubi 491,510
2. Mr. Molu Halake 491,510
3. Hon. Adan Ali Wako 420,394
4. Hon. Moses Kithinji 420,394
5. Hon. Paul Mero 420,394
6. Hon. Hassan Diba Kumpa 420,394
Subtotal 2,664,596
Airtickets 1,027,861
Grand Total for Japan Trip 3,908,458

\ :

Out of the Kshs.3, 908,458 spent on the trip, Kshs.1,027,862 was paid to tour firm for air
tickets. However, documents were not provided for audit verification to show whether the
entity was competitively sourced for the services.

In total, an expenditure of Kshs.14,445,771 was incurred on the trip out of the budgeted
amount of Kshs.15, 500,000. However, documentary evidence was not made available for
audit to confirm the trips were beneficial to the County Assembly. No report has been
presented to the County Assembly as regards the trips. In the circumstances, the expenditure
was not a proper charge to public funds.

Recommendation

e The expenditure of Kshs.14,4456,771 should be recovered from the MCA’s who undertook
the trips as no evidence has been provided to show how the trips were beneficial to the
County Assembly.

5.0 Cash and Bank Balances

The County Assembly operated a bank account with Equity bank, Isiolo Branch under the
name of Isiolo County Assembly A/C 0410261437860. The bank balance per the bank




statement as at 30 June 2014 was Kshs.7,716,237. However, the Assembly did not balance
the cash book on daily basis or prepare bank reconciliation statements monthly as required
by the Government Financial Regulations and Procedures and therefore the actual cash held
as at 30 June 2014 could not be ascertained.

Recommendation

e The County Assembly should ensure the cash book is balanced on daily basis and monthly
bank reconciliation statements are prepared and checked by a senior officer.

6.0 Staff Establishment

The County Assembly did not prepare or approve its personnel establishment and hence
managed its human resource without an approved establishment. As a result, the adequacy,
appropriateness, existence and the necessity to fill vacancies or the possibility of staff
progression was not ascertained.

No explanation was given for failure to have a staff establishment in place.

Recommendation

The County Assembly should prepare its approved establishment as a guide on the issues
that affect the staff recruitment promotion and progression.

7.0 Non Establishment of Finance and Procurement Departments

During the period under review, the County Assembly did not establish fully operational
finance and procurement department as the department had only one official, the Interim Chief
Finance Officer and it depended on the County Treasury in carrying out financial operations
like procurement, imprest management, payment of allowances among other financial
operations in order to comply with objectives set out in section 147 (1) of the Public Finance
Management Act, 2012. Consequently, there was no clear separation of financial operations
between the County Executive and the County Assembly as they used the same financial
records and systems.

Further, the County Assembly did not also establish an internal audit function as required by
section 155. (1)(a) of the Public Finance Management Act, 2012.
No explanation was given for failure by the County Assembly to operate independently.

Recommendation
The County Assembly should establish finance, internal audit and procurement departments

and ensure that they are fully operational in order to comply with the requirements of sections
147(1) and ISS(1)(a) of the Public Finance Management Act, 2012.



8.0 Non-Current Assets

The County Assembly did not maintain a fixed assets register that reflected the following
information: Year of acquisition, depreciation rate, accumulated depreciation, annual
contribution of renewals fund, and mode of financing. Further, it was observed that:-

e The Coun‘y Assembly does not have in place policies and procedures relating to Asset
Management.

e The assets are not coded.

o Non-Current assets are not physically inspected on a regular basis.

e There was sharing of assets between the County Assembly and County Executive. In the
circumstances, it was not possible to distinguish which assets belonged to the County
Executive and which ones belonged to the County Assembly as both the Assembly and
Executive were housed at the offices of the defunct Council.

During the same period, the County Assembly purchased various fixed assets as indicated
below. However, they were not entered in the fixed assets register

Items ‘ Amount (Kshs)

Purchase of Office an General Equipment 11,772,014

Purchase of Specialized Plant, Equipment and Machinery 1,364,800
13,136,814

It was not explained why the assets were not recorded in the fixed assets register.

Recommendations

e The County Assembly should put in place adequate systems and processes to plan for,
procure, account for, maintain, store and dispose of assets, including an asset register
that is updated, accurate and available in compliance with Section 149 (2) (o) of the
Public Finance Management Act, 2012.

o Assets sharing should be finalised to allow effective utilization and management of the
fixed assets.
9.0 Domestic Loans to Individuals and Households

The County Assembly had a budget of Kshs. 42.000,000 for Domestic Loans to Individuals
and Households. However, the county assembly did not pass the necessary legislation to
enable the County Executive Committee member for finance to establish a fund for the loans.

In the circumstances, no loans were disbursed under the budgeted item, this denying the local
residents the desired and planned service delivery.
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Recommendations

The County assembly should pass the necessary legislation that will create regulations that
will guide the operations of the loans fund.

10.0 Creditors

During the period under review, creditor’s ledgers were not maintained and in their absence,
it was not possible to ascertain the indebtness of the Assembly to its various suppliers.

Recommendation

e The County Assembly should maintain creditors’ ledgers and registers to record creditor’s
transactions and carry out regular reconciliations between its records and Creditors
records.

11.0 IT Environment

The Isiolo County Assembly had not installed Integrated Financial Management Information
System (IFMIS) implying that all the financial transactions are processed manually. Further,
no ledgers or trial balance were prepared and produced for audit review.

Recommendation

e |FMIS should be installed at the Assembly to process all the transactions and also ensure
that IFMIS ledger reports are in conformity with the prescribed Financial Regulations and
Procedures

12.0 Non Preparation of Annual/Activity Plans

The Assembly did not prepare annual operation / activity plans and in their absence, it was
not possible to ascertain whether the Assembly was operating within set targets and the extent
to which the said targets were achieved.

Recommendation

e Management should prepare annual Operational/Activity plans to steer its operations and
enable performance to ensure effective service delivery.

Conclusion
The County Assembly of Isiolo had teething challenges in its first year of operation including
staffing, setting up of structures and adherence to public resources management legislations

regulations and procedures. However, closer attention to the constitution, the Public Finance
Management Act, 2012, the Public Procurement and Disposal Act, 2005 and Regulations,
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2006 (Reviséd 2013) and human resources management policies will ensure effective

management of the public resources.

L 30.L.

-

Edward R. O. Ouko, C.B. S.
AUDITOR-G INERAL

Nairobi

28 May 2015\
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‘MIN NO. 339/2016: CONFIRMATION OF MINUTES

The Chairman led the meeting through the confirmation of Minutes of the last sitting that
adopted the Committee Petition reports, having been proposed and seconded by Sen.

Catherine Mukite and seconded by Sen. (Dr.) Agnes Zani respectively.

MIN NO. 340/2016: CONSIDERATION OF THE COUNTY
ALLOCATION OF REVENUE BILL, 2016

The Committee asked the Chairperson to be keen on taking up the matter of the 2"
Generation revenue sharing formula with the National Assembly and the leadership to
ensure that it is passed on time to enable the County Allocation of Revenue Bill to be

enacted with the new formula in mind.
Tl?e Parliamentary Budget Office then proceeded and presented their Brief (copy attached).

Among the developing concerns were that the rounded off figures that were provided by
the National Treasury were so brief and therefore the margin of figures as compared to the

figures given the Parliamentary Budget office gave very large margins.

The Committee therefore resolved to take the values as obtained by the Parliamentary

Budget Office to avoid the huge discrepancies (Annex I).

The Committee was also disturbed by the fact that, only Lamu and Tana River Counties
were given the special purpose grant supporting emergency medical services yet many
otl?er counties e.g. Madera County sufferers the same predicament coming from areas with

frequent attacks.(4nnex II).

The Committee resolved that the Budget Ceilings is a matter that will be discussed in the

presence of the County Assemblies Forum.




MIN NO. 341/2016: ADOPTION OF THE COMMITTEE PETITION
REPORTS

The Chairperson led the Committee through the Committee report on the Petition by
Julius Masiva Obuga on challenges affecting Vihiga County and the Committee was

able to adopt the report with amendments.

The Chairperson led the Committee through the Committee report on the Petition by the
Speaker of Vihiga County Assembly concerning taxation of allowances and other
benefits paid to Members and staff of the County Assembly and the Committee was

able to adopt the report with amendments.

The Chairperson led the Committee through the Committee report on the Petition by Hon.
Festus Ndeto, MCA representing Kola Ward in Machakos County concerning
marginalization of Kola Ward in implementation of development projects by the

County Government and the Committee was able to adopt the report with amendments.

MIN NO. 342/2016: DATE OF NEXT MEETING

The date of the next meeting was to be held on Wednesday, 4™ May, 2016 at 9.00am same

veénue.

MIN NO. 343/2016: ADJOURNMENT

There being no other business, the meeting was adjourned at 11.30am.

SIGNED M\/bw\/’(,/ L_

(CHAIRPERSON)

DATE 8 ) b‘ n




