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CHAIRPERSON,S FOREWORD

Article 206 of the Constitutiorr establishes the Consolidated Fund into which is paid all tnouey

raised or received by or on behalf of the National Goverrrnrerrt. According to the Article, one of the

three ways that money may be withdrawn frorn the Consolidated Fund, is if it's a chatge against

the fund as authorized by the CorTstitntion or an act of Parliarrtent, and ap;ptoved by the Controller

of Budget. Consolidated Furld Service (CFS) expenditures therefore is a con,pilation of these

expenditures that are a direct charge to the Consolidated Fund and are rrot included in the

Appropriations Bill (Article 221,(7)). These experrditures include: Public debt servicing

expenditures, pension's payments, salaries aud allowances for constitutional and independent

office holders, at11on8 other expenditures.

A review of the Supplementation I Estimates FY 2022/23 indicate that the Consolidated Fuud

Service Expenditures will amount to Kshs. 1.55 trilliorr, the highest expenditures today. Under the

Supplementary Estimates, they equate to'lO4o/o of recurrent expenditure (Kshs. 1.496 trillion) and

2SSo/o of developlrent expenditure (Kshs. 609.1 billion). The main concern, is that being a charge

to the consolidatecl fund they reduce the resources available to undertake other budgetary

activities and a cause of fiscal inflexibility.

The largest expenditures under the Consolidated Fund Services are interest and principal payments

of Kenya,s public stock of debt that has grown due to sustained fiscal deficits. As of December

Zo47rpublic debt stock in Kenya stood at Kshs. 9.15 trillion and will require Kshs. 1.36 trillion to

service its interest and rcdemption payn-rents by June 2023. of primary concerll, is the cost of

domestic debt servicing which accounts for 73 percent of the total public debt servicing

expenditure.

Consolidated Fund Service expenditures have remained relatively unchecked and have received

nrinimal oversight in the past. This is the first report dedicated to the oversight of Consolidated

Fund Services to be tabled in a House of Parliament in Kenya. It points to the existence of critical

gaps and concerlls which will require multiple oversight reports and pioneering policy proposals

to address.

In this regard, the creation of the Public Debt and Privatization committee was well timed and

attests to the progressive nature of the National Assembly. It has opened up a new atea of financial

oversight and will put the National Assembly back in the controlling seat in ensuring all financial

resources are regulated, utilized efficiently, and effectively applied in contribution to economic

growth.

It is also noted that stakeholders and their technical expertise have been a key factor in the

preparution of this report. Their subrnissions present the benefits and intportance of

insiitutiorralizing Kenya's financial tnanagement sector aud reinforce the need for efficient

financial policy formulation and coordination. If they work closely with the National Assembly

policy forntulation, they can become a key facilitator of ecouomic growth.
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EXAMINATION OF THE CONSOLIDATED ruND SERVICE EXPENDIruRES _ SUPPLEMENTARY
ESTIMATES l FY 2022/23

In consideration of consolidated Fund service Expenditures, the conrmittee held meetings with
stakeholders including; The National Treasury, central Bank of Kelya, office of the Controller of
Budget and office of the Auditor General in order to develop a conrprehensive report and makesthe following recollllltendations that are gearcd towards enlrarcing tra,sparency and
accountability.

on Public Debt and consolidated fund Service Expenditures, the committee recommends that:
1) within six Months, the National Treasury to review the starrdards of accounting by adopting

accrual accountinS, in otder to ensure utriform financial statements across entities that recordpublic debt and other financial committnents such as pencling bills that are not captured
adequately under the cash accounting system within six nronths Jt tualingthis report.

2) The National Treasury should submit, alongside the Annual Budget Estimates, a statement
indicating all obligations of the National Government, includir[ but not limited to: a)
guaranteed loans (b) loans and overdrafts; (c) other governlllent liabilities or obligations such
as pending bills/ accounts payable, pension arrears and non-performing loans. These h,
amounted to Kshs. 218.8 billion as of 3oth June 2022 and Natiolral Assembly should have been
notified before the start of Fy ZOZ2/25.

3) The National Treasury should within six months , table regulations for the establishm ent of a
sinking fund dedicated to public debt servicing, as provided for under Section So(S) of the
PFM Act, 2012. This is to enable the buildup of savings to meet rising and costly public debt
repayment and ease the debt repayment profile.

4) In order to guatd against exchange rate fluctuations, the National Treasury should consider
hedging mechanistns on foreign exchange risks, negotiating lending agreements in Kenya
shillings or fixing the exchange rates at the time of loan negotiation.

5) The National Treasury should table an amendment to the pFM Act, 2o12,that will enable theenactment of an Annual lnan Financing Bill within the public Finance management
framework to enable the National Assembly review and approve the debtfinancing (loans and
securities) intended to finance the fiscal deficit of the Annual Budget.

6) The National Treasury, in the preparation of the Mediurn Term Debt Management strate;
should take into account the increase in cost of domesti c debt and provides appropriate polic;
proposals.

On commitment fees, the Committee recommends that:
7) Implementing Agencies should put proper mechanisms to enable absorption of the committed

credit within the agreedtime frames and avoid paymentof commitment fees.
8) The National Treasury, should ensure that Government Ministries, Departments andInrplementing Agencies should undertake project evaluation and, appraisal, and are rcady toprojects/pro8ratns before committing the Governrnent with theloan igreenrents.
9) The National treasury should involve an entity that is intended to benefit frorrr a loan duringpre-the loaning stages. This will enable such an entity to be cognizant of the significance of

sonre of the processes and the import ance of adheringio trre ugrridloan conditions.

6llagc



10)The National Treasury should submit an antendntent to the PFM Act, 2072 to ensure that

budgeted counterpart funding is ring-fencedby law and to provide appropriate satrctions for
its contraverrtion within six morrths of tabling this report. The latter will guarautee in-year

reallocation does not affect counterpart funding to prourote full and timely disburseurettt of

loans.

11)The National Treasury should submit an amendntent to the PFM Act, 2012 to provide for
appropriate sanctiorrs against Accounting Officers whose actions have]ed to the incurrence of
commitmerrt fees

lZ)The National Treasury should begin to renegotiate the outstanding Kshs. 1.179 trillion with a

view of finding alternative use of undisbursed loans and increasing the rate of disburseuretrt of
undisbursed loans within thirty days for undisbursed loans and inqeasing disbursement rate

for partially disbursed loans

l3)That withil two (2) weeks the National Treasury should submit to the House the complete list

of loans undisbursed, affected projects, reasons for non-disbursement and the corrective

measures to be undertaken.

On pension payments, the committee recommends that:

I4)The National Treasury should ensure that the Pensions Department undertakes proof of life
certification to identify deceased pensioners and dependants within six months. This is to
ensure thatpayments are made to legitimate persons.

1S)The National Treasury should within thirty days take steps to ensure that Pensions Departntent,

collaborates with the Departrnent of Civil Registration to provide nTonthly data of registered

deaths and idenhfy deceased pensioners and defendants and ensure that payments are only

rnade to legitirnate persons.

16)The National Treasury should within 6 rnonths, re-engineer the Pensions Management

Information System to address the integrity issues raised by the Office of the Auditor General

and interface the system with the Government's Integrated Persounel and Payroll Database to

ensure tracking of Government employees in the payroll.

17)The National Treasury should authenticate the existence of Asian andEuropean Pensioners

who retired due to Africanization of public sector afterindependence in 1963 who arepaid

through Crown Agents Organization in the UK. The process of authenticating should bebased

on inform ation backed by a biometric process and undertaken annually prior to the first
payment.

On overall cross cutting matters, the Committee recommends that:

18)The issues raised by the stakeholder subtnissions (COB, OAG, CBK and NT) in this report

disclose that there is need to enact legislation to regulate the management of the Consolidated

Fund Services. The Committee recolnn'lends the enactment of a Consolidated Fund Services Act,

to regulate reporting of CFS expenditures to enhance transparency aud accountabilify.

19)The Conmittee recoll1rlends that within ninety days of the adoptiou of this report by the

House, the National Treasury submits a Bill to regulate the management of the Consolidated

Fund Services to the National Assembly. Where the National Treasury does uot submit a Bill

within ninety days, the Committee shall exercise its legislative rnandate and prepare a Bill for
consideration by the National Apsembly.
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2o)Apptopriate sanctions should be introduced on Accounting officers who do not implament
Parliamentary andAudit resolutions within the required timi period.

21)The National Treasury should ensure. that future budget estimates, under the pncgram BasedBudget books, contain comprehensive explanatory notes on consolidated Fund Scryice
Expenditures in promote transpat'ency and accountatility. The latter will address the fact thatcurrent reporting of cFS accounts in the nq{set /. supplementary estimates is a compilatbnof' statistics'without any explanatory informatio'ifor tur#u.r, of parliament and the public.
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PREFACE

1.0. Establishment of the Committee

1' The powers of each House of Parliament to establish committees and to make standing ordersfor the orderly conduct of its proceedings are provided for under Article 124 of theConstitution of Kenya, ZOIO.

2' The nrandate of the Public Debt & Privatization committee covers matters relatedto publicdebt, ctedit guarantee s, privatization, and public-priv ate partnerships. The committee willplay a critical role in ensuring that the country's public debt remains within sustainablelevels.
3' specifically, standing order 2o7A establishes the public Debt and privatization committeewith a mandate to oversight Public Debt. Importantly, the committee oversights:

i' Public debt and guarantees, pursuant to Artic-le Z I4 of the Constitution;
ii. Matters rclating to debtguarantees by the National govemment;
iii- consolidated rfund set'vices excruding auditecr accounts;
iv. Status of the economy with respect to the public debt;
v' Public-priuate partnership programs by the national government in respect to the pubticdebt; and,

vi. Priuatization of national assets
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CHAMIR ONE

2.O. INTRODUCTION

1) supple,rentary I Estitrtates FY 2022/23 were submitted to the Natio,al Assenrbly on 3rstJanuary 2o23-and according to Standing order 42 contntitted to ilre public Debt &Privatizatio, comnrittee to consider the torrsoridated Fu,d Service (crs) Expenditures.co.solidated Fund Service (cFS) expe.ditures constitute rnandatory expe,clitures that for,r afirst charge to the consolidated Fund and hence are not part of annualAppropriations. Theseexpenses include; Public clebt servicirrg expenditures, pension pay,rents, salary ar"tdallowances for independent offices, and constituiional commissions, amollg others.2) Tlre suppletrtetrtary I Estimates for FY 2o22/zg indicatethat the cFS experrditures are set todeclirre by Kshs' 18J89 billion (from Kshs. 1.57 trillion to Kshs. 1.55 trillion).This 1.zyoreduction is primarily on account of a reduction in pubric Debt servicing Expenses by Kshs.32 blllion' against the increase in Guaranteed debt payrrrents and pension expenditures, worthKshs. 1 2.4 billion and Kshs. g1 I million, respectively.
3) without any adjusttrtents in the financial year, the reduction of cFS may translate to thecreation of fiscal flexibility (worth Kshs. 1 A.iSg tittion) in Fy ZO2Z/ 25. Howeyer) arrrediur.tertn review indicates that this may be a short-lived opportunity as CFS expenditur€s drc.projected to reach Kshs' 1.89 trillion in FY zozg/z4.This calls for the need to practicallyimplement fiscal consolidation targeting the reduction of debt servicing expenditures in thelong term.

4) Public deb, stock amounted to Kshs. 9.1s trilrion as of December zo2z (conrposed ofExternal Debt Kshs. 4.67 trilliorr - 5.7o/o and Domestic debt Kshs. 4.4T trillion- 4g0,6), andaccounts for 91 '5o/o of the Kshs. 10 trillion debt ceiling. It is estimated that the public Debtstock will reach Kshs' 9.413 trillion by June 2o2g2rin the event the debt ceiling is not revised,and therefore, the tate of debt accumulation may negatively impact the borrowing spaceavailable to finance the budget in 2023/24 or thenext fiscat yiur,inarr the debtceiling.
Figure I: Public Debt stoc! December zorr -December 2022 (Kshs. Bilions)
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S) As a share of the Gross Domestic Product (GDP), the Kshs. 9.1 5 trillion stock of public debt is

estinrated to equate to 680/o of GDP, in uouriual teruts (against the World Banks Debt/GDP

threshold of 51o/o), irrdicating the arnount of econonric effort required to fulfill public debt

obligations. The public stock of debt has increased by 99.9 percent since December 2017

indilating an increase in the intergenerational transfer of Public Debt, an iucrease in debt

repaylrent burden, and vulner ability to econontic shocks and high-r'isk exposure3.

6) In a review of Supplementary I Estimates, it was noted that the largest CFS components

included; a) public Debt Servicing Expenditures amounting to Kshs. 1.36 trilliotr and therefore

accounting for 88o/o of total expenses, b) Pension paynrents amounting to Kshs. 172.6 billion,

accouuting for 'L1o/o of CFS expenditures.

T) CFS expenditure, amounting to Kshs. 1.55 trillion is the largest expenditure itetn under the FY

ZO2Z/ZS fiscal framework. It equates to 1.O4o/o of reorrrent expenditurebudgetand 255o/o of

development expenditure budget, indicating the increasing level of non-discretionary

expenditure component of the FY 2022/z1budget.

Figure Z: Consolidated fund Service Expenditures and other Budgetary Outlays (Kshs- Millions)
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3 Exchange rate risk, interest rate risk, and refinancing risk
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CHAMER TWO

3.0. BRIEFING BY T}IE PARLI,AMENTARY BUDGET OFFICE
During the briefing, it was indicated that:
8) The supplementaty I Estirtrates for FY 2o2z/2g indicated that cFS expenditures were todecline by Kshs' 18'9 billiott, frotrr Kshs. 1.s7 trillion to Kshs. 1.55 trillion. The 1.2o/oreduction w-as on account of a recluction in Public Debt Servicing Experrses by Kshs. 32billion' against the increase in Guaranteed debt pay,rents and pension expenditur.es, worthKshs' 12'4 billion and Kshs. 811 millio,, ..rp."tiuely. Give. itrut cns expe,ditures are acltatSe to the Consolidatecl Fund; this could translate to the creation of fiscal flexibility in Fy2022/23' This however, could be short-lived as cFS expenditures were projected to increaseto Kshs. 1.89 trillion in Fy 2OZg/24.

Figure 3: consolidated fund service Expenditures (IGhs. Milions)
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on Public Debt servicing Expenditures, it was indicated, that:
9) The Kshs' 32'l billion reduction in Public Debt servicing Expenditure relatedto; a) reductionirr External Debt Redemption payment by Kshs. 17.5 billion and b) reductiorr in DomesticDebt Interest payrnents by Kshs. 16.1 billion. That despite this reduction, public Debtservicing Expenditures arnotrnted to Kshs.1.36 trillion ancl accou.nted for the largest share(88 percent) of total CFS expetrses. It was recomlnen dect thatadclressing publicdebt servicingexperrditu.es shourd be prioritized as this wourd yierd rarger fiscar room.
1o) Dornestic debt had a high-cost implication than exter nar debt. Domestic clebt stock, whileaccounting for 49 percent of total public debt stock, accounted for 73 percent (Kshs I.o1trillion) of the public Debt Service Expenditr..r-fOnr. 1.56 trillion); while external debtstock' despite accounting for 51 percent of total debt stock, accountecl for o,ly 2T percer(Kshs' 362 billion) of debt servicinlg expenditures, due to concessi onal characteristics of theexternal debt portfolio.

Table 1: Summary public Debt Servicing Expenditure (Kshs. Million)
Approved Budget Supp. Est. FyZOZZ/ZS

Externar Debt rnteresr , Wfi rs8,44tExternal Debt Redemption 241,,060 ZZS,ZSZ
External Debt Servicing SZSTSOZ S6ZrIgS

Donrestic Debt Interest S SI,4OT SSZTS1O
Dornestic Debt Redemption +e ir+oS 46t,4lgDomestic Debt Servicing l,O74,g7S gggr|gg

_- l,ogg,u€ r360.s86Source: Supplernentary I Estimates, W ZOZTZS-:

Change

1,2O0
(I 7,304)
(16,104)
(16,027)

(16,027)

62,1301

FY
2023/24
146,975
475,596
6221471,

572,338
477,945

7,O5Or7g2

7,672.653
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1i) Dorrrestic inter.est expenses were to decline by Kshs. 16 billion, from Kshs. 553.4 billion to

Kshs. 537.4 billiol. Iterls affected included; a) increase of domestic debt interest expeuditure

on accoullt of reopened domestic clebt bonds worth Kshs. 3.7 billion, b) reduction of planned

expelditure on short-term borrowirrg (declined by 15 billion), c) reduction otl new loan

interest expenditure frorrr Kshs. 50.7 billion to Kshs. 1 1.5 billion. The chanSes we in respotrse

to market liquidity capacity and the continued strate.gy of reducing domestic short-terur

borrowing in favor of mediunr-ternr to long-terrrr domestic boud issuance aimed at reducing

refinancing risk.

72) Theestinates also indicated that Kshs. 1 .2billion would be incurred to meet Itrterest Payments

of IMFs, Special Drawing Rights, which had been recognized as a liabllity. There were no

other adjustnents under external interest expenditure. As such commercial financing was

expected to continue to account for Kshs. Tsbillion (or 53 percent) of total interest expenses.,

followed by the Exin Bank of China and the Worlcl Bank's IDA, at Kshs. 23.6 billion and Kshs.

1 6.8 billion, respectivelY.

13) A review of public Debt Rederrrption Expenditures indicated that there were uo changes

instituted on domestic debt redemption, which were to reurain at Kshs.461 billion for FY

ZOZZ/ Zg. The Extern al debt redenrption profile, on the other hand, was anticipated to have a

net declirre by Kshs. 21,.ZS billion as a result of cross-bo ard reduction and it was noted that

there were no explanatory notes avarlable to explain the changes. The largest loau reduction

touched on credit from the Exirl Bank of China (Kshs. 8.24 blllion), Italy (Kshs. 4.96 billion),

and IDA (Ksh. 2.6 billion).

On Pension Expenditures, it was indicated that:

14) pension payments amounted to Ksh. 172.6 billion accounting for 11 percent of CFS

expenditures. According to the Supplementary I Estimates, changes in pension expenditure

would result in an overall net increase of expenses of Kshs. 811 million. The reductions

included; a) ordinary pension by Kshs. 2.8 billion, following cuts on pensions to the Military
(down to Kshs. 1 1 .4 billion) , and b) commuted pension by Kshs. 2 billton based on grahrity to

Military cuts (down to Kshs. 16 billion). These werebalanced out by an increase in allocations

to the Public Service Superannuation Schemea by Kshs. 6 billion.

Table2: Summary Changes in Pension Expenditures (IGhs. Millions)
Item FY Apptovd Budget Supp' I kL FY

2021/22 2022/2s 2022/23
Ordinary Pensiou 64,099 69,549 66,654

Conrnruted Pension 68,469 76,160 731848

Other Pension 242 242 242

Public Service Superannuation 2Or8gO 25,877 31,895

Scheme
Tst4l 153.640 171,828 172:640

Change

(2,895)

(2,312)

6,018

811

%
Change

-4%

-3o.4

00/6

230/6

0%

Source: Supplementary I Estimates, Fy 2022/23

a The Scheme commenced on lst January 2021 as a contributory pension scheme for workers in public service' Under

the scbeme, an employee conf ibutes 7.5o/o oftheir basic salary and the employer matches with l5%' The contribution

pension sctreme is expected to ease payment pressure from the exchequer in the Iong-term'
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on Guaranteed Debt pay,rents, the cornmittee wa.s informed that;
15) In the supplerllentaly I Estimates , debtguarantees were to increase by Kshs. 12.4 billion, fronrKshs' 2'3 billion to reach Kshs. 14.7 biltion The increase related to the introduction ofPrincipal paynlents for the Kenya Airways Loan Guarantees to the interest paynrents earlierprovided for in the Approved FY 2022/23 budget - in addition to the Kshs. 20 billion provideclfor utrder vote 1071 - The National Treasuryl This indicated a cltange of financing strategybased on providi,g both firrancial support (toward keeping the co,rpany operational whilenteeting debt servicing repayrrterrt. It was recommended that there was the .eed to checkwhether value for trtoney hadbeen appliedand how these resources would be recovered.

Figure 4: Kenya Airways Guaranteed Debt payments, (Kshs. Milrions)
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4.0. SUBMISSION BY THE NATIONAL TREASURY

The Natiorral Treasury, through their sub,rission indicated that:
16) The Sross public clebt as of 31st December 2ozz,had, increased by Kshs. 93g. zbillionto Ksh.9,146.0 billion (6T percent of GDp in nominal terms) compared to Kshs. g1206.Z billion (66percent of GDP in nominal tenns) as of the end of December zoz1. The gross public debtcomprised of Kshs' 41679 billion (51.1 percent of total clebt) external debt andKshs.4r4T2billion (45.9 percent of total debt) domestic debt.
17) The consolidated Fund services constituted expenditure components such as; pubric der(Domestic Debt and, External Debt Servicej, pensions, Salaries and Allowances toconstitutional offices, Guaranteed Debt and Miscellaneous, and subscriptions to InternationalOrganizations.

s This guarantee was based on 
-s,essional 

Paper No. 3 of 2017 ,through which the National Government undertook toguarantee loan facilities to the Kenya Airways PLC as follows; i) Glarantee of $525 million (Long Term Loan) to USExim bank (Export-lmoort Bank 
"f 

tr," uiii, order to detiv"l r;;";;ity savings to Ke over five (5) years, and ii)Guarantee of $225 miliion (slort ierm a;;,;t; IocarKenya b;kr,;;r,y to support working capitarrequiremenrs.
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Table S: Summary of Consolidated Fund Service projections (Xshs. Millions)
Approved Budget Revised I FY

FY 2A22/23 2022/23

Domestic Debt
553,407 s37_??80

461.408461,408
1,rO1,4r815 998,788 -1,6r027

External Debt Servic
Interesi 737,247s 738,441, 1

Redeurptions 241,,060 223,,757 -1,7,3O4

Sub- 378r3O2 362,798 -1,6,1O4

s 171,828 772,640 958

of Constitutional O Holders 4,628 4,639 ti

Miscellaneous Servrces 0 0

Guaranteed debts (KQ) 2,265 14,678 12,413

Subscriptron to International or ganizations 0.5 0 -0.5 i

Sub- 7781727 191,,956 13,382

Total 1r571 7 1,5521942 -18,896
Trcasury

On Dolrestic debt service expenditure, the comtnittee was informedthat:

18) The overall interest payment on dontestic debt had rcduced by Ksh 16.0 billion due to

underperformarlce in domestic borrowing against the approved tatget as a result of tiSht

liquiclity. Domestic debt servi ce rclatecl to payuretrts of luterest and redetnptions for the

following items:

i. Treasury bonds ancl. bills interest payments were based on actual issuances outstanding as

at end of September 2022, at the prevailing market coupon rates.

ii. The domestic debtborrowing target for the FY 2022/23had been revised from Kslt 589.5

billion to Ksh 435 billion.
iii. Neu, Loans related to interest payments of new bonds that were issued in October and

December 111zrwhose lst installments were to fall due in May andJune 2023.

iv. The interest rates for the issuances of Treasury bonds hadbeen placed at an average of 15

percent p.a while the Ilterest rates on Treasury bills for 91 days, 782 days, and 364 days

iverage' of 11 percent p.a. were based orl the prevailing market conditions and

expectations on inflation rates.

v. Interest on Pre-1997 Overclraftl,oan was based on an outstauding aurount as at end of

June ZOZZ of 3 percent p.a as per the Deed of Guatantee in respect to the Pte-1997

butstanding loan between the Governmeut of Kenya and CBK.

vi. On Governmelt Overdraftfacility at CBK - Interest Charges were based on 100 percent

utilizationof the facility of Ksh Ao.oS billion as per the latest Audited accounts at CBR rate

as per the CBK Act.

Deviations

0
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on External debt se.ice assunrptions, the Conurrittee was infornred that:
19) when preparing the external debt service projections for both inter.est and principal, theNational Treasury relied on the Debt Management Systenr (CS_DRMS) to extract the debtservice flows in foreign currencies for each loan. These projections fronr the systepr ar.e the,converted into Kenya Shillings using a quarterly depreciating currency and then aggregatedby country.

20) on principal payntents, the National Treasury had ensured that any anrortizations of debtsthat had not beetr disbursed, were rellloved from the forecast. Interest on llew conrnrercialloans was taken care of as new loans and the interest rates assumed were the prevailinSmarket rates indic ated by comtrlercial Banks for syndicated loans, while the secondary rnarketyields were utirized for the Internationar sovereigri Bonds.
on guaranteed public debt,the conrmittee was inform ed that:
27) Guatanteed debt expenditures related to Kenya Airways Ltd for which the govern ment had a48'9 percent shareholding in KQ. The amount of Kshs. 12.4 billion increase undersupplenrentary I Estirrtates (Fy 2022/23), related to principal and interest payrnents. T.salientpointsonKe guaranteeddebtincruded: 

4rrq rrrrvruJr Piayrlrcrrru' r'

i. The original Loanbefore the guarantee was US$84Z rnillion (Kshs. T4 billionexchange rateof 88) of which the GoK guaranteed portion to Exim Bank USA was us$525 rnillion. Thisguarantee was approved by parliament in the year ZOIZ.ii' The outstandingroanbaraiceas of December-zo)zis US$462.s rnillion (Kshs.56.s bilion)iii' A default notice hadbeen issued by the guaranteedlender, us Exim Bank, who called onthe GoK Guarantee.
iv' lnFY 2022-2023, a total0f US$ 118.1 million (Kshs. 14.g billion) was due for paynrcnt, ofwhich us$.22'9 million (Kshs. 2.8bi\\ion) had already been paidby the guarantor.v' Tlre loan was expected to be fully serviced uy flre end of w zozetz1,afterwlrich the

,H:il'ff##fJt section 61 of the PFM Act would recover the sums of money paid, as

Table 4: Ke Guaranteed,Debt Seryice payments (Millions)
Approved Budget Supp. I Estimates

Fy 2022-23 * zozz_zs

Interest

Principal 
l"_. -,_,_..,,.,,-...- lTotal 
r

Source: Nationat Tfeasury

2?265

0i
21265

i,ios
tz,,lai,5 

i

14,61.5

FY 2023-24

21535

zs,izs
is,Lsi

FY
2024-

25
i,sis

19,,7g7 ,

2,2;eo

ry
202s-

26
2,297

77,26g 

"

19,555

on subscriptions to International organizations, the cornmittee was infornred that:
22) untll 2017, the Government through the Nationar Treasury had been paying sharesubscriptions to internation al organizations under various pieces of legislation namely;Internation al Finance corporation Act, cap. 466; rnternl-tili"al!|;1";*i,] ;rr."t;,i*'iir,cap 465; Bretton woods Agreements Act, cap 464;the African n.r.tifrrr.nt Bank Act, cap492 and Multilateral Investtnen t Guarantee Agency convention, l ggg (Revised zolo).
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ZB) The public Finance Management (African Union and Other Internatioual Otganization

Subscription Fund) Regulation sr 2077, establishecl the "African Union and Other International

Organization Subscription Fund", through wl'rich Kenya's contributions to African Union and

other Ilternation al Organizations across all Goveruutent Agencies were to be paid and thus

rendered all the other ildividual provisions to be budgeted under one umbrellabody.

24) Since the ruanagemelt had not caused the revocation or repealing of the other laws to be in

tandem with the current legislation, the CFS had been budgeting the token amounts under

each organizationrbut the amounts had not beerr utilized. These anrounts had ruised an audit

query and the legal advice received was to let the "African Uuion and Other International

Organization Subscription Fund" meet the expenditures, as the tnanagement sought to repeal

or realign the above legislations to the Public Finance Management (African Union and other

Internation al Organization Subscription Fund) Regulations,2Ol'7 .

On Peusions Expenditures, the courmittee was informed that:

ZS') Tl.tebudget for ty zozz/Zg had revised ordinary and comrrruted pensions, downwards to

accolrmodate the required adjustrnent ir, the budget while taking into account the

expenditure trend and disbursement of the exchequer for the first half of FY 2O2Z/23'

Subject to the full disbursernent of the budget, the reduction is not anticipated to have adverse

effects on the operations of the pensions administration.

26) Theincrease in GOK contributions towards Public Service Superannuation Scheme (PSSS) was

due to unfunded amounts that were unfunded due to the exchequer for the period between

March 2022 andJune 2022. Other reasons included:

i. An increase in the number of claims processed and paid, arising from deliberate efforts at

enhancing service delivery.
ii. Following the onset of the unprecedented Covid 19 in early 2O2O, the Peusions

Department put in place a night and day shift that upscaled the geat of cleatrng an

outstandin g bacl4og of claims processing, parhcularly those arising from the revised

pensions for teachers.

iii. In May 2022, the Pensions Department successfully procured a support contract that

ensured the stability of the pensions Management Information System, sustaining the

pace of processing claims.
iv. Since basic salary was a factor in pension calculation, improvement in the remuneration

(annual salary increase) of the entployee increased gratuities.

v. The number of persons retiring each subsequent year had beeu ou anupward trend.

5.0. SI.'BMISSION BY THE OTTICE OF THE AUDITOR GENERAL

The through their submission, the Office of the Auditor General indicatedthat:

ZT) The Consolidated Fund Services (CFS) expenses were one of the major expenditure lines in the

whole-of-governnent budget.ln terms of actual expenditure, data for the period 2077 /201'8

to Z1Z1/ZOZZ indicated that the expenditure had growrl from Kshs. 583.45 billion in

2017/201|8 to Kshs. 1,.197 trillion in 2021/2022 (a 105 percent increase in the last five

years).

Zg) The data for the total government net actual expenditures for the period 2077 / 2018 to

ZOZO/ 2OZ1 showed that the rate of growth of the development expenditure had not grown in

tandem with the Consolidated Fund Sewices expenditure'
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29) The office of the Auditor General had raised concern over the gr.owing level of publicdebt inKenya' The outstanding amount of public debt of Kshs. g.4g trillion (ry 2021/22)represented 84.8 percerrt of the maximum ceiling of Kshs.10 trillion6.
30) The cFS expenditures were prinrarily driven by debt servicing expenditures that hadincreased frour Kslts.516.94 tllron in FY 2017/1g to Kshs.I.O4 trillion incurred in fy2027 / 22, an increase of Kshs. SZ4.S7 billion (or 1 01 percent) over a five (S) year period. Thegrowth was attributed to atr itrcrease in publi c aiut interest payrrrents and public debtredentptions, which over the years accounted for over 85 percent of the consolidated FundServices, total expenditure.
31) The Governmertt contiuue d to pay comnritrrrent fees incurred on urrdrawn amounts in respectof loans signed betrveen the Governrnent of Kenya and foreignlenders. ln 2021/ 2022, a totalof Kshs' 7 148618131083 were paid as comrrrihrrent fees for undrawn amounts.
32) There were dornnnt/ non-perfornring loans where the recipients had defaulted on therepayment obligations' Default on debt repayment exposed the Government to risks of legalsuits that could lead to punitive penalties and subsequent loss of public resour.ces. As of 30th

June 2022, the portfolio of non-perfornring loans amounted to Kshs. 21g.g billion.
Policy Recommendations pr"oposed by the Auditor General on public Debt inclu dea,that:
33) There was a need to address the fact that there were no specific financialstatements preparedto show the debt position (Debt stock) as the status of public debt was only inclu ded as anannexure in the Consolidated Furrd Statement of Expenditure. consequently, it was notpossible to ascertain the atnoutrt redeerned and current value and therefore the validity of thepublic debt expenditure.

34) There was a need to address non-disclosure of; a) all obligations guaranteedby GoK in thestatenrent of obligations Suaranteed by the National Government, b) loans and overdrafts, ifany, held by other National and county Government entities, ,rd ;i';;;;#ffi";.,Iiabilities or obligations such as pending bills/accounts payable, pension arrears.
35) On commitment fees, it was recommen ded that:

i' Implementing Agencies should put proper mechanisms to enable absorption ofthe committed credit within the igre'ed time frames and avoid payment ofcornmitment fees.

ii' The National Treasury, being the overall supervisor of Government Ministries,Departments, and Implententing Agencies, should ensure that programs andprojects are ready for execution before commitring the Government with thecredits.

iii' Key stakeholders are involv ed during a pre-loaning engagement. This wouldenable stakeholders to be cognizant oi trrc significanc. oirJrr1. of the processes
andthe importance of adhering to the agreedloan conditions.

36) The National Treasury should put in place measures to guard against excessive inter,alborrowing which could have a negative impact on the country's interest rates andinflationrates and could lead to crowding out of private investors due to reduced loanablefunds in themarket.

5 Approved by Parliament through Legar Notice No. g9 of 26 May 2022

2O lPagc



ST) TheGovernment should consider hedgingrrrechanistns on foreign exchange risks. This would

help in reducing the risk associated with fluctuation in the exchange rates between the

t<enyan shilling ind lender.s' currencies. Debt servicir,g was prone to foreign exchange loss

and exposure on paylllent of external debt.

Irr addressing Pensions and Gratuity payments, the conrurittee was informed that:

38) pensions and Gratuity had increased frot'u Kshs. 63.1 billion in 2017/2OlB to Kshs'752'98

billiol in 2OZl/ZOZZ, representing an increase of Kshs.89.8 billion (or 742o/o) over a five-

year perio d. ln 2021, / 2022, the government intro duced the Public Service Superantruatiou

Scheme which contributed to the increase in pensions aud Sratuity expenditure and the

overall growth in CFS paymeuts over the period'

39) The office undertakes annual financial audits otr pensions and gratuities. In April 201'9, a

performance Audit Report on the Administration of the Public Ser-vice Pensions Scheme was

subnritted to parlialrent. The audit covercd a period of five firrarrcial years, frorrr 2o12/2013

to February 2018.

40) one of the major issues raised in the financial audits of pensiorr and gratuities was the

pensiol paid to Asian and European Pensioners who retired due to the Africanization of the

public sector after independence in 1963. These were paid through Crown Agents, a United

Kingdom-b ased organization. However, no returns had been submitted to authenticate the

existence of the peusioners.

41.) ln addition, the performance Audit Report of 2019 revealed a lack of procedures to identify

deceased pensioners and, dependants. The audit revealed that the Pensions Depaftment

continued to pay into the accounts of deceased pensioners and dependants for a period

ranging fronr one pronth to seven years. Therefore, the Government uray have been losing

nroney sent to bank accounts of deceased pensioners and dependants due to alack of proof of

life processes at the Pensions Department.

42) Therewas non-implementation of Parliamentary resolutions and audit recotnntendations and

there was a need'for a legal framework applying sanctions for the non-implementation of

audit recommendations.

On pension s andGratuity payments, the Auditor General recommended to the Committee, that:

43) TheNational Treasury should enforce follow-ups by the Pensions Department on the filing of

life certificates to identify deceased pensioners and dependants and hence ensure that

payment is only made to legitimate persous'

44) Thepensions Department should collaborate with the civil Registration Deparhnent as they

could provide ilonthly data ol1 registered deaths, identify deceased pettsioners and

dependants, andensure payments are only urade to legitimate persons'

45) The pensions Management Information System (PMIS) should be re-engiueered to address

integrity concerns such as:

a) irregular eurollment of pensioners;

b) payment of lump sum before officer's' date of exit;

c) shared Identification Nutr,bers;

d) irregular IDs and Tax Personal Identification Nuurbers;

e) shared Bank Account numbets; and,
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f) officers not in Permanent and Pensio nable Terms of service being enrolled intothe Pensions Managentent Information system for paynrent of pension.
46) The PMI syste,r should also irtterface with the Governrnent,s Integrated personnel and payroll

Database to ensure tracking of Governrrrent enrproyees in the payroil
6.0. PRESENTATION BY THE GOVERNOR CENTRAL BANK OF KEI{YA
on broad nlacroeconontic perfol)nancc, the conrmittee was infornred that:
47) Revenue etrhancetnent was feasib-le so long as there were no pending bills in the year aspending bills harm both the private ,..L. and the public sector and affect the fiscalfranrework further when revenue tal3ets are missed.
48) The Kenya currency depreciated against the dollar given the str.engthening of the dollaragainst most currencies in 2022. ih. K.nyun currenc y depreciated by approximately 9percent' which was conlpared favorably against other countries that depreciatedfaster thanthe Kenyan shilling e.3., Yen depreciateiuv r o percent, swedish Krona by 1s percent.
49) Despite the depreciation of the shilling, diaspora remittances improved and outperformedevery other sector' Touristn sector performarrce had also picked ip but returns for certainagricultural products did not itrtprove due to comrnodity prices and, production.
50) The exchange rate ntarket in Ke,ya was a broad market with many buyers and sellers,therefore' the cBK prices only acted as abenchmark point. It was further noted that afloatingexchange' rate regint e had its benefits to a rnanagement one andthat the exchange rate wouldbe managed for the benefit of ar,corporate and non-co rporate.
51) The reserves at the Central Bank were in an adequate position. This was because the centralBank took a more cautious stand by stating its nei reserve position i.e., gross reserves net ofcommitments' As of Thursday, 9th 2o22,.Ir.*", amounted to Kshs. 7 billion or 3.9 monthsof import cover.

On public debt, the Cornmittee was inforrn ed that:
52) The timeliness of external financing mattered in the financial year as it enabledthe timeryinjection of Iiquidity into the domestic market, which eased acquiring, and paymeHt of T-billsand the capacity of the government to make payments.
53) on the cost of borrowing, it was noted that extern al debt is mostly concession al in naturewhich charges lower interest rates and has a longer repayment period, therefore makir,-external borrowing favotable compared to domesti-c borrowing . i"tuttyrinterest rates weremainly rnarket-determined and therefore not controlred.
54) Redemption of T-bills-shortfall that had been allocated Kshs. zoo billion each yearas it wasthe amount that facilitated the payrnent of T-Bil redemption when the borrowed amount wasinsufficient to cover both the ,..t bo.ro* ing andthe rorover arnount.
55) In rninimizing commitutent fees, there was a need,to improve the process of negotiating withlenders for Ioan terms in order to get better terms and betterclauses. That comrnitment feesarose as a result of:

a. lack of absorption rate by implemerrting agencies,b' poor fiscal planning tha.t did not involie lrnplementing agencies at the early stagesof acquiring aloan,
c. disbursement of foreign fina,cing at the end of the fiscar year,
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d. lack of capacity to negotiate better terms for the country's loatrs in addition to soure

creditors placingunfair provisiorrs within the loatt contracts.

56) Reducing CFS expenditures was a long-term task and could be achieved through reducing

deficit firiarrcing or by looking at existing debt and trying to restructure payment of expensive

debts.

57) In order to borrow cheaply, there was aneed to work otr reducing tlie sense of Kenya's risk
' profiling/rating by havrng better lllacroecollomic outcotltes that can itrfluence creditor

perception through credit rating agencies.

5g) Hedging against currency risk could be urrdertaken as iusurance but could be an expensive

option should tnarkets iurprove unexpectedly.

Sg) On privatization of State-Owned Corporations, it was noted that this could be undertaken on

a case-by-case basis i1 addition to addressin8 Sovernance issues arising from publicly ownecl

entities. This was to ensure that errtities' shareholdings fetch the right price and do not waste

priv ate sector resources.

7.0. SUBMISSION BY THE OTTICE OF THE CONTROLLER OF BUDGET

Through their submission, the Office of the Controller of Budget indicated that:

60) Between July ZOZZ and January 2O23,the Controller of Budget authorized a total withdrawal

of Kshs. 6g4.T billion from the Consolidated Fund to meet Consolidated Fund services (cFS)

expenditures. These accounted for 4I.6 percent of the Kshs. 1.65 trillion total exchequer

releases from the Consolidated Fund over the same period. Significant CFS funding was

towards repayment of public debt, constifified 45 percent and 97.6 percent, of the Original

Budget Estirnates and total exchequer issues to cFS, respectively.

61) Apart from the Salaries, Allowances & Miscellalleous (SAM), no other categctry of CFS funding

had achieved the So percent threshold for the 7 months period (approxirnately 58.3 percellt

of the annual target) out of the full year, 12 uronths (1O0 percent target). The significant

funding towards SAM was driven by retirem ent packages for retired state officers, which

were funded during the Period.

62) During the first half of Fy Zoz2/Zg, the Controller of Budget authorized the withdrawal of

Kshs. 627.33 billion towards public debt payntent. This was primarily cornposed of Foreign

payrnents (Kshs. 246.s6 billion), T-Bond Redemptions (Kshs. 154.27 billion), T. Bond Interest

(Kshs. ZZg.ZSbillion), and Interest on Overdraftfacrlity at CBK (Kshs. 2.O4billion).

69) The shorter repayment period of Treasury Bills implied higher interest rate risk. It was noted

that there *u, ur., invesior prefererrce for the shorter 97-day paper. Shorter maturity periods

of loans meant more debt se1icipg at higher rates would occur thus piling pressure ol't

I'everlue to meet debt servicirlg.

64) Due to liquidity constraints, some cash call-ups for Treasury Bonds and disbursement of funds

towards perrsion expenditure (monthly and luntp sum) had not been funded on titne' The

delay i1 disbursement of pensions and graturties was noted as a recipe for social econouric

predicantent for the senior citizens.

65) On the other hand, the exchequer issues towards public debt repayntent had continuously

crowded out exchequer issues towards recttrrent, developtnent, peusions, aud County
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Govemnrents. This situation presented dual risksl a) that of not raising errough revenue tofinance the budget and b) ttre rist of inadequate funds to settle the public debt when due.
Policy reconllnendations by the office of the controller of Budget included:
66) lhat a sinking Fund shotrld be established co,rprisi,g surrs of molley to be set aside or savedto pay off debt or bonds and would help soften the hardship of meeting large debt repay,rer-rttlrrough the use of revenues' Section sotsl of the pFM Act, 2o1z provided provisions for thecreation of a sinking fund.

67) However' there is a need to put in place measures to reduce the current account deficit so asto avoid overreliance o, IMF Extended credit Facirity. Even though ,;;',#;i."r.Jtt""o,,Facility hadbeen a necessity as a result of the prolongecl balanceof paynrent shortfall ithadbecotne conte with certain mininrunr conditions which inrpact fiscal policy.
CH.APTER T}IREE

8.0. COMMITTEE FINDINGS / OBSERVATIONS

The cotnmittee having considered the subnrissions tabled before it from the stakeholders and ntadethe following observations.

on Public Debt Servicing expenditures, it was observed that:
68) Government tmnsactions continued io take place under cash accou.ting system. Theweaknesses of this system is that it records income and expenses only when cash is acfitallyreceived or paid as such it does trot record items such as pending hills or undisbursedborrowed funcls, and entities can have variations in financial siatisticl duringthe sarne timeperiod' This could he solved with the adoption of accruar accountingwhich recorcls incomeand expenses at the point of transaction.
69) The status of public debt is only includ ed. as anannexure in the co,solidated Fund Statementof Expenditure' consequeutly, it is not possible to ascertain the amount r.edeemed and currentvalue and therefore the varidity of the pubric debt expenditure.
70) The domestic debt portfolio had a higher interest rate risk compared to the external debtportfolio due to ahigh average interest rate charge of 13 percent (o. or..og e) andas a result,domestic debt.payments servicing accounted for 80 percent of total interest payments. sincethe yield on bonds was market-determined, it signified the probability of sustained higlinterest rates, especially if the government continued to borrow cluring a low liquidity period. r

71) The creation of a sinking fund rniSht act to pre-emp t debtservicing and smoothen out debtservicing expenditures' A sinking fund comp.ir., *or.y set aside or saved to pay off a debt orbond' which can be a ctitical ilternative to use over the overdraft Facility which chargesinterest.

72) There is a genetal proposal for the securitization of pending bills; however, these do not fallunder the definition of Public Debt under erticte zt+ o,f the constitution. Nevertheless,pending bills and other financial obligations t ur. it . potential of incrcasing public debt ifthey increase expenditures. Furthermore, securit ization is not a solution for addressingpending bills.

73) The Government continues to pay commitment fees on undrawn amounts in respect of loanssigned between the Governnr.rri or Kenya and foreign Ienders arnounting to Kshs. l.lzg
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billion. tn 2o2l / 2022, a total of Kshs. 1.49 billion was paid as commitment fees for undrawn

anrounts andin the currentFY 2022/23, Kshs. 680.03 rrrillion had been expended to meet

conrnitment fee requirenrents. These were avoidable expenditures and point to weak debt

nlanagelllent policy, poor public finance lllanaSenrent, and weak institutional fratnework'

T4) Therewere llon-perforrning loans worth Kshs, 21.8.8 billion as of 30th June 2022, where the

recipients defaulted on the repayrnent obligations. Default on debt repayureut exposed the

Government to the risk of legal suits that could lead to purritive penalties and subsequent loss

of public resources.

75) Extern al debt servicing was prone to foreign exchange loss exposure. It was recomurended

that the Governrnent considers hedging mechanisms on foreign exchange risks. This could

help in reducing the risk associated with fluctuation irr the exchange rates between the

Kenyan shilling and letrders' currencies.

26) pensions and Gratuity had increased from Kshs. 63.1 billion in 201'7/2018 to Kshs.752.98

billion in ZOZ1,/ZOZ, representing anincrease of Kshs. 89.8 billion (or l42o/o) over a five-

year period.

77) -Ilhe public Service Superannuation Schen,e contributed to the increase in pension expenditure

and the overall growth in CFS payments. It was introduced in FY 2021/22 and iucreased

pension puyrrr".,Lby Kshs. zo.g3 billion andwill require Kshs 31.9 billion inF\ 2022/23.

Despite being critical, the timing for its introduction should have been considered as the

scheme has been introduced during a period of fiscal constraint, while the benefits are

estimated to occur 12 - 15 years from today.

7g) There is a need to address the fact that there is the non-disclosure ofl a) all obliS;ations

guaranteed, by GoK in the Statement of Obligations Suaranteed by the National Government,

b) loans and overdrafts, if any, held by other National and County Government entities, and c)

other governrnent liabilities or obligations such as pending bills/accounts payable, and

pension atrears.

Tg) The CFS expenditures were the largest andunregulated expenditure itetn, coupled with the

issues raised by the stakeholders (COB, OAG, CBK, and I\fD it was noted that thele is a need to

enact legislation to regulate the management of the Consolidated Fund Services in order to

pronrote sustai nability, tran sparency, and accountabili ty'

on Pension andgratuity payments, the committee observed that:

go) one of the major issues raised in the financial audits of pensions and gratuities was the

authenttcation of the existence of Asian and Etrropean Pensioners who retired due to the

Africanization of the public sector after independence in 1963. These were paid through

Crown Agents, a United Kingdom-b ased organtzation. Furthertnore, despite retiring in 1963

and involving persons, born between 7g3o and 7940, the pension line allocation increased

fronr Kshs. 100 million to 1 s0 million in FY 2021/ 22 and remained at Kshs. 1 50 rnillion over

the rnediun terrn, indicating that no naturalattrition was expectedup toFY 2025/26'

g 1) The perfornance Audit Report of Zolg also reveal ed a lack of procedures to identify deceased

pensioners and dependarris, resulting in payrnent into the accounts of deceased pensioners

and dependants fir a period rangiig from one uronth to seven years, leading to loss of

government money. Without appiopriate measures of proof of life, it was noted that the

pensions Department might continue to pay deceased pensioners indefinitely.
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82) There was trotr-intplententation of Parliamentary financial resolutions and auditrecorllnlendations related to public debt (and servicing) and pensio n management. Thisinforntation was contained in the Anriual Auditor General,s Reports and indicated thepossibility that resolutions do not contlibute to addressing recurring audit issues such as lackof adherence to Finan ce Managenrent Law, Procurement Law, and the Audit Act.
83) The rising cost of dotrrestic debt servicing expe.diture indic ated thatprevious Mediunr-l'errrrDebt Managentent Strategies had not pronroted sustainability in debt servicing, whose cost ofservicing now accounts for 73 percent of debt service expenditures, and that extern al debt,despite an additional exchange rate risk, accounts for onty 27 percent of the total financecosts.

9.0. COMMITTEE RECOMMENDATIONS

a) on Public Debt and' consolidated fund service Expenditures, the committee recommendsthat:

84) The National Treasury to review the starrclards of accounting by adopting acqualaccounting,in order to ensure unifornl financial staternents across entities that record public debt andother financial commitntents such as pending bills that are not capturedadequately uncthe cash accounting system within six nronths"of tabring this report.
85) The National Treasury should subntit, alongside the Annual Budget Estimates, a stateme,tindicating all obligattons of the National ilovernrnent, including but not limited to: a)guaranteed loans (b) loans and overdrafts; (c) other governrllent"liabilities or obligationssuch as pending bills/ accounts payable, pension artears)non-performing loans court awardsand litigatio'-t|h. The non-performini loans amounted to Kshs. zlg.gbillion as of 30thJune 2022 and National Assembly shoulJ have been notifiecl before the star.t of Fy 2o2z/2s.86) The National rreasury shoulcl within six months , tableregulations for the establishm ent of asinking fund dedicated to public clebt servic ing, asprovided for under section so(s) of thePFM Act' 2o12' This is to enable the btrildup of rurirgs to meet rising and costly public rlebtrepayment and ease the debt repayment profile.

8'7) In order to guard' against exchange rate fluctuations, the National Treasury should considerhedging mechanisrns on foreign exchange risks, negotiating lending agreements in Kenyashillings or fixing the exchange rates at thetime of roan negotiation.
88) The National Treasury should table anamendment to the pFM Act, zoTz,that will enable tt,enactment of an Annual l-aan Financing Bill within the puilic Finance managementfrarnework to enable the National essembl-y review and approrze the debt financing (loansand securities) intended to finance the fiscal deficit of the ennual Budget.
89) The National Treasury, in the preparation of the Medium Term Debt Management strategyshould take into account the increase in cost of domestic debt andprovide appropriatepolicyproposals.

b) on commitment fees, the committee recommends that:
90) Inlplernenting Agencies should put proper mechanisms to enable absorption of thecontmitted credit within the agreed time frames and avoid payment of commitment fees.
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91) The National Treasury, should ellsure that Governmetrt Ministries, Departntents and

Inrplementing Ager,cies undertake project evaluation aud appr'aisal, and are ready to

projects/progranls before committing the Goverunrent with the loan agreeurents.

gZ) The National treasury should involve an entity that is intended to benefit frour a loan during

pre- loalilg stages. This will enable such an entity to be cognizant of the significance of

some of the processes and the import ance of compliance to the agreed loan conditions.

95) The National Treasury should submit an anrendment to the PFM Act, 20'12 to ensure that

budgeted cotrnterpart funding is ring-fen cedby law and to provide apptopiate sanctions for

its contravention withirr six months of tabling this report. The latter will guararttee in-year

reallocation does not affect counterpart funding to prorrrote full arrd timely disburserneut of

loans.

94) The National Treasury should subnrit an amendment to the PFM Act,201.2 to provide for

appropriate sanctions against Accounting Officers whose actious have led to the incurrence

of commiturent fees

gs) The National Tr.easury should begin to renegoti ate the outstauding Kshs. 7-1'79 trillion with a

view of findilg alternative use of undisbursed loans and inqeasir-rg the rate of disbursement

of undi.sbursed loans within thirty clays for undisbursed loans and increasing disbursetnent

rate for partially disbursed loans

96) That within two (2) weeks the National Treasury should submit to the House the cotnplete

list of loans undisbursed, affected projects, reasons for non-disbursentent and the corrective

measures being undertaken.

c) On pension payments, the Committee recommends that:

gT) The National Treasury .should ensure that the Pensions Departmeut utrdertakes proof of life

certification to iclentify deceased pensioners and dependants within six months' This is to

ensure. that payments are rnade to legitinrate persons.

gS) The National Treasury should within thirty days take steps to ensure that Pensions

Department, collaborates with the Department of Civil Registration to provide monthly data

of registere d deaths and, identify deceased pensioners and defendants and ensure that

payurents are only made to legitimate persons.

99) The National Treasury should within 6 rnonths, re-engineer the Pensions Management

Information System to address the integrity issues raised by the office of the Auditor General

and interface the system with the Government's Integrated Personnel and Payroll Database to

ensure tracking of Government employees in the payroll'

1OO) The National Treasury should authenticate the existence of Asian and European Peusioners

who retire d due to Africanization of public sector after independence in 1963 who are paid

through Crown Agents organizahon in the UK. The process of authenticating should be

based on ilfornation backedby a biometric process and undertaken annually prior to the

first payntent.

d) On overall cross cutting matters, the Committee recommends that:

101) The issues raised by tlie stakeholder submissions (COB, OAG, CBK and NI) in this report

disclose that there is need to enactlegislation to regulate the manageurent of the Consolidated
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Fund Services' The contmittee recomnlends the enactnrent of a consolid,ated Fund servicesAct, to regulate reporting of cFS expenditures to enhance transparency and accountability.
loz) The contmittee recolllmends that within nirrety days of the adoptiorr of this repoft by theHouse, the National Treasury submits a Bill to ..grkt. the nranagerrrent of the consolidatedFund Services to the National Assembly. where tIe National]'reasury does not subnrit a Billwithin ninety days, the colrrntittee shall exercise its legisrative ntandaie and prepare a Bill forcorrsideration by the National Assembly. Q

103)Appropriate sanctiotrs should be introduced on Accounting officers who do not implemerrtParlia,rentary and Audit resorutions within the requir.ed ti,re period.
104) The National Treasuty should ellsure that future budgetestimates, under the program BasedBudget books, contain comprcheusive explanatory notes on Consolidated Fund ServiceExpenditures to promote transpare ncy and accountability. The latter will address the fact thatcurrent rcporting of cFS accounts in the Budget / supplementary estirnates is a co,rpilationof statistics without any explanatory information for Men:bers of parliament and thet ublic.
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