
k,lP* ,bb( \

a O

I

A
0JlHA,.Rf,fAMENt

OF KENYA
LIBIIA.RY REPUBLIC OF KEIYYA

THE NATIONAL ASSEMBLY

TWELFTH PARLIAMENT

FIFTH SESSION

REPORT OF THE BI'DGET AND APPROPRIATIONS COMMITTEE ON THE
BUDGET POLICY STATEMENT FoR 20ztt20z2 & THE MEDIITM TERM; AND

TTIE MEDIUM TERM DEBT MANAGEMENT STRATEGY

MARCH,2021

'rvdhvt I - :gTtivJ-s-r-iJ
$r')n_rB:-.r:)

' )<x<a-l po tl! t))oZllV
lznoX '7q{v5

: i!.fl
trg,Tfi-v.r,

tzfl uvt{ h0 :sJvfi
({{V-t S}Ift.c-l\rc{

A'ISI^IESSI/ .]lflI\icIJL&"N al{,tM
-at&i-s{"grixrtffif .,.'/\



t
)

TABLE OF CONTENTS

CHAIRPERSON',S FOREWORD.......... .......-...--....3

I.0.PREFACE ............ ....-..........9

1.1.EstablishmentandMandateoftheCommittee.

1.2. Membership of the Committee. """' 9

1.3. Committee Secretariat. 10

2.0. REYTEW OF TIdiI.202l BUDGET POLICY STATEMENT..........--.--.........-....-....12

2.1. Introduction .......... """"" 12

2.3. Building back better: strategy for resilient and sustainable economic recovery. .....-...14

2.4. Budget for FY 2021/2022 and the Medium Term.........- ...... l5

2.S.Yertical division of revenue for 202112022.........-.... """"""' l8

3.0.MEDIUM TERM DEBT MANAGEMENT STRATEGY( MTDS) FOR202ll2022

AND THE MEDIUM TERM...... 20

4.O.SUBMISSIONS FROM DEPARTMENTAL COMMITTEES.......... .....21

5.O.RECOMMETIDATIONS ON TTIE BIJDGET POLICY STATEMENT AIID TIIE

MEDIT]M TERM DEBT MANAGEMENT STRATEGY ................ 32

32

JJ

34

5.1.

5.2.

5.3.

Policy Recommendations.......

Financial recommendations.........

The Medium Term Debt Management Strategy.........

BUDGET AND AppRopRtATtoNs coMMtTTEE REPORT ON THE 2021 BUDGET POLICY STATEMENT (BPS) AND THE MEDIUM TERM 
2

DEBT MANAGEMENT STRATEGY (MTDS)



CHAIRPERSON'S FOREWORI)

Section 25(7) and Section 33(l) of the Public Finance Management Act 2012 as well as

Standing Order 232(7); requires the Budget and Appropriations Committee to scrutinise the

Budget policy Statement (BPS) and the Medium Term Debt Strategy Paper (MTDS). It is

therefore my pleasant duty and honour to present to this House, the Committee's report on the

two aforementioned policy documents for Financial Year (FY) 202112022 and the medium

term.

The202l BPS and MTDS have been prepared at a time when the global economy is grappling

with the adverse effects of the COVID-19 pandemic and the ensuing containment measures.

Domestically, the Kenyan economy has experienced significant income and productivity losses

arising from the pandemic. Indeed, by the end of the 3'd quarter of 2020, the KNRS estimates

that over three million Kenyans were unemployed. These income and job losses were mostly

in the informal sector, which employs approximately 80% of Kenyans.

The202l BPS has outlined priority pro-growth policy measures for the FY z}2llz1l2budget

that are aimed at stimulating economic recovery in the post-covid-19 period. This is in addition

to the continued implementation of the MTP III projects as well as the Big Four agenda. The

theme of the 2021 BPS is "building back better: strategy for resilient and sustainable

economic recovery.t'

Procedure for review of the 2021 Budget Policy Statement and the Medium Term Debt

Management Strategy

The 2021 Budget Policy Statement (BPS) and the Medium Term Debt Management Strategy

(MTDS) 2021/22 -2023/24 were submitted to Parliament and tablod on the floor of the House

on the I I th of February 2021. Pursuant to Standing Order 232 (5) and (6), the BPS was promptly

committed to the Budget and Appropriations Committee as well as the Departmental

Committees who are required to deliberate on the document in line with their respective

mandates and make recommendations to the Budget and Appropriations Committee. On the
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other hand, the Medium Term Debt Management Strategy paper was committed to the Budget

and Appropriations Committee where it was examined and discussed.

The Committee held stakeholder consultations with the National Treasury, the Central Bank of

Kenya (CBK) and the Commission on Revenue Allocation (CRA) to discuss critical aspects of

the Budget Policy Statement in the context of the state of the economy. Further discussions

were held with the Ministries of Health; Agriculture, Livestock and Cooperatives; and

Industrialization, Trade and Enterprise Development to review the status of the big four

projects. The Committee also held meetings with the Parliamentary Service Commission (PSC)

and the Office of the Auditor General (OAG) to review their budgetary needs for the coming

financial year.

Thereafter, the Budget and Appropriations Commiffee held fruitful deliberations with the

Departmental Committees and received their recommendations on the Budget Policy

Statement 2021. Further discussions were also held with the National Treasury before this

report was finalized. The recommendations arising from these discussions are contained in this

report.

Once approved by the House, the BPS recommendations will form the basis for the finalization

of the 2O2l/2022 Budget pursuant to section 25(8) of the PFM Act, PFM regulation 27(4) and

Standing Order 232(lO). On the other hand, the Medium Term Debt Management Strategy is

expected to inform the country's borrowing plans over the medium term.

Key Recommendations

Arising from these consultative engagements, the Committee has made the following

recommendations:

a) Policy recommendations

The Committee recommends as follows

l) That, the National Treasury develops a policy to enable the reduction of unproductive

and non-targeted tax waivers and tax breaks in order to protect revenue. This should be

submitted to Parliament alongside the FY 2O2ll2O22 budget estimates by 30e April

2021.
Illt
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2) That, the National Treasury reviews the compendium of government projects and

considers deferment of new projects by one financial year while ensuring adequate

counterpart funding and provision of funds for stalled projects before finalization ofthe

budget estimates for FY 202112022.

3) That, during finalization of the budget estimates for FY 202112022, the National

Treasury should take into account the pending bills and ensure that these are adequately

provided for within the approved expenditure ceilings.

4) That, the National Treasury should restructure State Owned Enterprises (SoEs)

especially the highly indebted ones who are unable to meet their operational costs with

a view to privatizing some of them by end of FY 202112022 in order to put them on a

sound economic footing.

5) That, during the finalization ofthe 2021/2022 budget estimates, the resources allocated

for all international trade functions under the Ministry of Foreign Affairs be transfened

to the State Department of Trade and Enterprise Development in order to be in line with

assignrnent of functions as per the Executive Order No. t of 2020.

6) That, with regard to sectoral policy recommendations, this House approves the attached

Annex I which provides a list of all policy recommendations drawn from Annex 2

(Summary of Departmental Committee Observations and Recommendations) that have

been discussed and approved by the Committee.

b) Recommendations underpinning the Fiscal Framework

With regard to the Fiscal Framework underpinning the 202112022 and the Medium

Term, the Committee recommends that:

I ) That, the revenue target for 2021122 be set at no less than Kshs. 2,034 billion, with ordinary

revenue target being set Kshs. 1,775.6 billion.
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2) That, the fiscal deficit (including grants) approved by Parliament for the FY 2021122 is

pegged at Kshs. 930.0 billion or 7.5o/o of GDP, whichever is lower. Any increase of the

Fiscal Deficit beyond what has been approved in the BPS for FY 2021122 will NOT be

approved by Parliament.

3) That, consistent with the debt mix that ensures there is low cost and minimizes rislg Net

Foreign Financing be limited to Kshs.530 billion, while Net Domestic Financing be set at

Kshs.399.9 billion.

c) FinancialRecommendations

On the Expenditure Ceiting Proposals, the Committee Recommends as follows:

1) That, Ministerial Expenditure underpinning the programmes for 2021/22 be limited to no

more than Kshs.1,307,435.5 million for recurrent expenditure and Kshs.658'938.3 million

for development expenditure.

2) That the ceiling for Parliamentary Service Commission and Judiciary be set at

Kshs.37,882.7 mitlion and Kshs.l 7,918.3 million, respectively.

3) That, the expenditure ceilings for the 2021/2022 budget be approved as per the attached

Schedule 2. These ceilings shall be binding and the National Treasury should prepare the

budget estimates within these binding constraints.

4) That, having considered the unfunded requests from the Departmental Committees

amounting to Kshs.240 billion, the Committee has identified critical expenditure needs

that require urgent funding amounting to Kshs.45.5 billion as per the attached Schedule 1.

More importantly, any revenue-raising measures contained in the 2\2ll22 Finance Bill

SIIALL be earmarked to fund the aforementioned priority areas.
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5) That, county governments be allocated Kshs.409.88 billion for FY 2O2ll2}22of which,

the County Government Equitable share shall amount to Kshs.370 billion.

6) That, the allocation to the Equalization Fund of Kshs. 6.825 billion be approved as

provided in the Budget Policy Statement.

7) That once approved by this House, these recommendations together with Schedule I and

2 attached, SIIALL form the basis of the FY 202112022budget.

d) Recommendations on the Medium Term Debt Management Strategy Paper

On the Medium Term Debt Management Strategy, the Committee recommends as

follows:

1) That, for the avoidanee of doubt and after consultations with the National Treasury,

the Committee has approved the debt mix ratio of 57:43 of domestic to external

borrowing as provided for in the MTDS. This strategy provides the optimal debt and is

also consistent with key provisions of Section 50 of the PFM Act. Specifically, the law

requires that, the National Government shall ensure that its financing needs and

payment obligations are met at the lowest possible cost in the market which is consistent

with a prudent degree of risk, while ensuring that the overall level of public debt is

sustainable.

2) That' the National Treasury should stick to its plan to reduce the stock ofTreasury bills

by Kshs.200 billion. In the next 30 days following the adoption of this Report, the

National Treasury should report to the National Assembly how this has been achieved

and report also on the progress on average time to maturity on domestic debt. Furthel

the National Treasury should also ensure the retirement of the overdraft facility at the

Central Bank of Kenya at the end of any given Fiscal Year.

3) The Committee further recommends that, in future, the National Treasury must ensure

that the borrowing strategy contained in the BPS and the MTDS are aligned in

accordance with the provisions of section 3l of ine pFM Act.
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l.O.PREFACE

l.l.Establishment and Mandate of the Committee

1. Mr. Speaker, Article 221 (4 and 5) of the Constitution and Section 7 of the Public

Finance Management Act, 2012 provide for the establishment of a Committee of the

National Assembly whose main role is to take the lead in budgetary oversight by the

National Assembly. Pursuant to this constitutional provision, Standing Order 207

establishes the Budget and Appropriations Committee with specific mandates among

which is to examine the Budget Policy Statement and make recommendations to

the House.

2. Other mandates of the Committee include the following:

i) Investigate, inquire into and report on all matters relating to coordination, control and

monitoring of the national budget;

ii) Discuss and review the budget estimates and make recommendations to the House;

iii) Examine bills related to the national budget including appropriation bills;

iv) Evaluate tax estimates, economic and budgetary policies and programmes with direct

budget outlays; and

v) Examine the Division of Revenue Bill.

l.2.Membership of the Committee

3. Mr. Speaker, the Budget and Appropriations Committee as currently constituted

comprises of the following Honourable Members:

Member Constituency

1. Hon. Kanini Kega, CBS, M.P. - Kieni

Chairperson

2. Hon. Benard Masaka Shinali, M.P. - Vice Ikolomani

Chairperson

3. Hon. CPA John Mbadi, EGH, CBS, M.P. Suba South

4. Hon. Emmanuel Wangwe, CBS, M.P ' Navakholo

5. Hon. Fatuma Gedi Ali, CBS, M.P. Wajir County

6. Hon. Wangari Mwaniki, OGW, M.P Kigumo

PaW

Jubilee

Jubilee

ODM

Jubilee

PDR

Jubilee
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7. Hon. CPA Moses K. Lessonet, CBS, M.P

8. Hon. Samwel Moroto, M.P.

9. Hon. Millie Odhiambo, M.P.

10. Hon. Richard Onyonk4 M.P

11. Hon. @r.) MakaliMulu Benson, M.P.

12. Hon. Twalib Bady, M.P.

13. Hon. Jude Njomo, M.P.

14. Hon. Sarah Paulata Korere, M.P.

15. Hon. Josephine Naisula Lesuuda, OGW, M.P.

16. Hon. Alfred Kiptoo Keter, M.P

17. Hon. Sakwa Bunyasi, M.P.

18. Hon. Florence Chepng'etich Koskey Bore,

M.P.

19. Hon. James GichukiMugambi, M.P.

20. Hon. Danson Mwashako, M.P.

21. Hon. (Eng.) Mark Nyamita, M.P.

22.Hon. PaulAbuor, M.P

23. Hon. Mercy Wanjiku GakuYa, M.P.

24. Hon. CPA Francis Kuria Kimani, M.P

25. Hon. SamuelAtandi, M.P

26. Hon. Joseph Manje, M.P

27.Hon. Marselino Arbelle, M.P

Eldama Ravine

Kapenguria

Suba North

Kitutu Chache South

Kitui Central

Jomvu

Kiambu Town

Laikipia North

Samburu West

Nandi Hills

Nambale

Kericho County

Othaya

Wundanyi

Uriri

Rongo

Kasarani

Molo

Alego Usonga

Kajiado North

Laisamis

Jubilee

Jubilee

ODM

Ford Kenya

Wiper

ODM

Jubilee

Jubilee

KANU

Jubilee

ANC

Jubilee

Jubilee

Wiper

ODM

ODM

Jubilee

Jubilee

ODM

Jubilee

Jubilee

l.3.Committee Secretariat

4. The Committee is facilitated by the following officers from the Parliamentary Budget

Office:-

l. Ms. Phyllis Makau, OGW Director, Parliamentary Budget Office

2. Mr. Martin Masinde Senior Deputy Director, Parliamentary Budget Office

3. Mr. Robert Nyaga Deputy Director, Parliamentary Budget Office

4. Ms. Lucy Makara Deputy Director, Parliamentary Budget office

5. Ms. Millicent Makina FiscalAnalyst I
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6. Dr. Abel Nyagwachi

7. Ms. Julie Mwithiga

8. Mr. Chacha Machage

9. Mr. Joseph Ndirangu

10. Mr. Danson Kachumbo

Fiscal Analyst I
Fiscal Analyst I

Fiscal Analyst I

Fiscal Analyst U Clerk of the Budget and Appropriations

Committee

Fiscal Analyst V Clerk 9f the Budget and Appropriations

Committee
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2.0. REVIEW OF TIJ.EaOaI BI'DGET POLICY STATEMENT

2-1. Introduction

5. The Budget Policy Statement (BPS) is a policy document that sets out the broad

strategic priorities and policy goals that will guide the national and county governments

in preparing their budgets for the financial year and over the medium term. The strategic

direction of the BPS should be informed by the policies outlined in the various

government policy documents, that is, the Vision 2030, Medium Term plans,

Ministerial and Sectoral Strategic plans as well as the Big Four agenda.

6. The timeframe, structure and content of the BPS are anchored on the Constitution, the

Public Finance Management Act,2012, the Public Finance Management Regulations,

2015, and the National Assembly Standing Orders. The Committee observes that

whoreas the BPS contains pertinent information with regard to the current state of the

economy, the growth strategy, revenue proposals and expenditure ceilings, there are

some gaps in the information provided which have made it difficult to adequately

exercise oversight.

7. For instance, the information provided on tax policies is scanty. Indeed, the proposed

tax policies have not been quantified thereby making it difficult for the Committee to

accurately estimate the resource envelope for 2021/2022. ln addition, a list of

contingent liabilities as well as pending bills has not been provided This House should

note that the Committee raised these same concems in the previous report on the BPS

2020 but it seems no action has been taken to remedy the situation.

2.2. Realism of the macro-framework of the BPS for 202112022 and the Medium Term

8. As earlier indicated, the year 2020 was extremely diflicult for the global economy with

the covid-19 pandemic having triggered a global financial crisis that has been termed

as the worst since the great depression. Indeed, according to World Bank and IMF

forecasts, the global economy plunged into recessionin2020 and full recovery is not
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expected until2025 and beyond. Domestically, the National Treasury has projected that

the economy will grow by 0.6% in 2020, increasing to 7Yo in 2021 and approximately

6Yo in2022 and over the medium term.

9. A review of the realism of economic groMh projections is extremely important as it

facilitates the determination of the overall resource envelope for the coming financial

year. An accurate estimation ofthe available resources will ensure realistic expenditure

prioritization and allocation thereby reducing the need for in-year budgetary revisions,

which tend to distort the policy direction of the budget.

10. The Committee cautions that even though the economic growth projection of 7Yo in

2021 is plausible, it should be interpreted with caution. Indeed, the National Treasury

has pointed out that this high growth will be explained, in part, by the fact that the

economic growth in2020was unusually low. As such, this growth is not a 'true' growth

and should therefore not be used as a basis to make unrealistic revenue projections that

will only end up with a significant expansion of the fiscaldeficit.

11. With regard to inflation, the Committee observes that even though inflation has broadly

remained within the target range of 2.5ohto 7.5%o and is projected to continue this trend

over the next financial year, there are prevailing risks particularly with regard to food

and fuel prices. According to the IMF (WEO October 2020),globalfuel prices may rise

by 12% in 2021 while the overall food prices and maize prices are expected to rise by

4o/o and 8% respectively. Domestically, weather-related shocks, re-emergence of desert

locusts and fall armyworms may drive up inflation through increased food prices.

12. With regard to Monetary policy, the Committee observes that measures adopted by the

CBK during the pandemic such as the reduction in the cash reserve requirement from

5.25 to 4.25 and reduction of the CBK rate from 8.25%o to 7%o did not meet their

objective of lowering the cost of borrowing for the private sector. The weighted average

lending rate remained stable at around 12 per cent in 2020. Going fonvard, other policy

measures addressing borrowing costs such as the proposed operationalization of the

EUDGET AND APPROPRIATIONS COMMTTTEE REPORT ON THE 2021 BUDGET pOLtCy STATEMENT (BpS) AND THE MEDTUM TERM
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Credit Guarantee Scheme for Micro Small and Medium-sized Enterprises (MSMEs)

may help address the cost of borrowing for small businesses.

13. With regard to the Extemal sector, the Committee observes that there was a significant

improvement in the current account deficit, diaspora remittances and foreign reserve

holdings in year 2020. This good performance was primarily as a result of a low import

bill as the country's import demands declined significantly. Going forward, slow

recovery in imports demand and low tourism arrivals may lead to a worsening of the

current account deficit. Furthermore, the ensuing decline in forex reserves may

conffibute to further shilling depreciation.

2.3. Building back better: strategy for resilient and sustainable economic recovery

14. As earlier indicated, the202l BPS has outlined priority pro-growth policy measures for

the 202112022 budget that are aimed at stimulating economic recovery in the post-

covid-l9 period. The government is targeting to roll out a post-covid economic

recovery strategy with the following key pillars:

i. A sound macroeconomic framework,

ii. Accelerated growth in private sector investment;

iii. Enhanced allocations to strengthen healthcare systems;

iv. Supported recovery and growth of MSMEs;

v. Full implementation of the Economic Stimulus Programme;

vi. Up-scaled investment in ICT and digital infrastructure;

vii. Facilitated clean, green and resilient growth;

viii. Enhanced resilience of the economy to global supply chain shocks;

ix. Better disaster preparedness and management; and

x. Paying greater attention to economic govemance, inequality, social cohesion,

gender, youth, regional integration and international cooperation.

15. The Committee is concerned that even though the full implementation ofthe Economic

Stimulus Programme (ESP) is a key pillar of the Post-Covid economic recovery

strategy, projects under the ESP have been subjected to significant expenditure cuts in

the I st supplementary budget for 20201202 I currently under consideration by the House.

rr
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The Committee also observes that the key policy interventions under the post-covid

economic recovery strategy have been presented in a manner that is too broad and

general thereby making it diflicult to accurately demarcate the ERS projects in the

provided schedule of outputs. It is the hope ofthe Commiffee thatthe National Treasury

will provide a detailed document on the post-covid economic recovery strategy with

clearly identified projects and expected outcomes when it submits the proposed budget

estimates to the NationalAssembly in April2021.

16. The Committee further notes that some ERS interventions such as in healthcare and

agriculture will require significant collaboration between the national and county

governments given that these are devolved functions. The need for national

govemment intervention in these county functions is informed by the fact that these

two sectors have struggled to a great extent, in terms of service delivery. There are

significant challenges particularly with regard to health human resource management

provision of medical supplies, provision of agricultural inputs, hiring of agricultural

extension workers and so on. The National Treasury should therefore provide a

collaborative plan of action on how exactly the national government interventions will

be implemented in the counties including whether there will be need for additional

conditional grants.

2.4. Budget for FY 202112022 and the Medium Term

2.4.1. Expenditure projections

17. The indicative expenditure ceilings for the three arms of the government including

equitable share to the county governments for the FY 202112022 are as follows: (In

Ksh. Millions)

l. Executive Ksh.1r887r777

2. Parliament Ksh.37'883

3. Judiciary Ksh. 17'918

4. Consolidated Fund Services Ksh.697,623

5. County Equitable Share Ksh.370,000
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Total Ksh.3,011,201

6. Equalization Fund

7. Contingency Fund

Ksh.6,825

Ksh.5,000

Grand Total Ksh.3,023,001

18. As perthe proposed expenditure ceilings provided in the BPS, the budget for202l/2022

is projected to increase by 8.8% from the baseline which is the approved budget for FY

2O2O/2OZ|. Recurrent expenditure is estimated at Ksh. 1,986 billion and capital

expenditure Ksh. 609.1 billion. The Committee observes that the policies aimed at

restricting growth in recurrent expenditures have not been successfully implemented.

Between 2Ol3/14 and 2018/19, recurrent expenditures as a share of GDP increased

from 14.8% to l6Yo. The main driver of the growth in recurrent expenditure was the

growth in interest payment on public debt. Interest payment on domestic debt as a share

of tax revenue increased from about l4Yo in 2013/14 to 23Yo in2019120. Over the same

period, interest payment on external debt increased from about 2o/o to 9%o partially

driven by higher borrowing costs as Kenya continued to borrow more commercial debt.

19. A review of sectoral expenditure allocations indicates that the bulk of expenditure

allocations is geared towards the usual sectors namely; Education; Public

Administration and lntemational Relations; and Energy, Infrastructure and ICT sectors.

A key sector such as the General Economic and Commercial Affairs sector which is a

key player in the delivery of the 'Big Four' agenda has been subjected to significant

expenditure reduction from its 202012021allocation particularly under the industrial

development & investments programme as well as the tourism development and

promotion programme. The Committee is concerned that resource allocation may not

be well aligned to the policy priorities of the national government

20. It is observed that the increase in budgetary allocation for the Public Administration

and International Relation sector is mainly on account of two new programs under the

National Treasury, namely: Rail and Marine transport programmes. It is not clear why

I
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the National Treasury has been allocated two more programmes, which should typically

be under Vote 1091: State Department for Infrastructure.

2.4.2. Rev en ue projections

21. The 2021 .BPS is projecting that total revenue collection for the FY 2020/21 including

appropriation-in-aid (A.l.A) will amount to Ksh. 2,033.9 billion (16.4 percent of GDP).

Of this, Ordinary revenue in the next financial year is projected at Ksh.l,776 billion

(14.3 percent of GDP). It is indicated that the revenue performance will be underpinned

by ongoing reforms in tax policy and revenue administration; as well as economic

recovery occasioned by the Economic Stimulus Programme and the planned Post

Covid-I9 Economic Recovery Strategy. Furthermore, the reversal of tax cut measures

that had been implemented in April 2020 as one of the mitigation measures against the

adverse effects of Covid-I9 is expected to boost revenue collection.

22.The Committee observes that Tax revenue collection has not kept pace with economic

growth over the last decade. Tax revenue as a share of GDP steadily declined from l8%

in 20l3ll4 to 15%o in 2018/19.It is noted that the proposed reforms in tax policy and

revenue administration as highlighted in the BPS are not new and are similar to the

proposals made in the previous BPSs.

23. The lack of progress evaluation and quantification ofthe expected impact ofeach policy

measure by the National Treasury makes it difficult to infer to what extent these reforms

will boost revenue collection- Indeed, reforms in revenue administration seem to have

reached the apex and unless there is radically new thinking, revenue is likely to continue

to underperform. Consequently, the projected tax revenue collection targets over the
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medium term, which have been attributed to the successful implementation of the

revenue enhancement measures are unlikely to be met.

2.4.3. Deficit Financing

24.TheBPS 2021 projects that the fiscal deficit as a share of GDP will decline from 97o in

2}20l2l to 4.5Yo in 2023124. The Committee is concerned that given the existing

expenditure pressures and that revenue enhancement measures included in the 2021

BPS are similar to those that have been unsuccessful in the past, the projected fiscal

deficit path is unlikely to be achieved.

25. It is worth noting that there is a target within the EAC counties, to achieve a fiscal

deficit of 3%oof GDP by FY 2O2ll2O22 in Iine with the EAC fiscal convergence criteria.

However,. given the negative economic outlook in 2020 and the need to support

economic recovery over the medium term, extensive expenditure reductions in the next

financial year may be counter-productive. To this extent, the Committee has undertaken

expenditure reprioritization in order to ensure that high yield projects/programmes are

adequately funded. The Committee urges the National Treasury to commit to strict

adherence of the expenditure ceilings that will be approved in this report in order to

avoid expanding the deficit while at the same time protecting the key groMh sectors.

2.5. Vertical division of revenue for 202112022

26. Out of the total projected shareable revenue of Kshs. 1,775.62 billion, the National

Treasury proposes an allocation of Ksh.409.88 billionto the County Governments for

FY 2OZll22.This allocation amount comprises of the following:

County Equitable Share Ksh. 370 billion

Leasing of Medical Equipment Ksh. 7.205 billion

Supplement for construction of
county HQs

Ksh. 332 million

Loans and Grants Ksh.32.344 billion

Equalization Fund Ksh. 6.825 billion
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27.It is noted that the County Equitable share is 27.3 percent of the audited and approved

revenues which is within the requirements of Article203(2) of the Constitution which

provides that counties should be allocated not less than 15 percent of the last audited

revenue raised nationally, as approved by the National Assembly. The Committee

observes that the auditing and approval of revenues is still lagging behind as the vertical

allocation for FY 2021/22 is based on the FY 2016117 audited and approved revenues

of Kshs.1,357.70 Billion. This is the same basis that was used in the previous year.

Indeed, the 27.3 percent County Equitable Share would be lower if the basis was

audited revenues for FY 20l8ll9.It is therefore upon this House to expedite the process

of auditing and approval of revenues.

28. The Committee further observes that for the 2021/2022 financial year, four of the six

conditional allocations previously disbursed by the National government have been

converted into county equitable share, leaving only two conditional allocations,

namely; the Leasing of medical equipment and the Supplement for construction of
county headquarters. The Committee is concerned that whereas the conversion ofthese

conditional allocations to Equitable Share is aimed at effective resource utilization and

service delivery by county governments, it does not guarantee that these funds will be

effectively applied to the appropriate sectors, namely, health (17%), education (18%)

and roads (8%) in accordance with the third basis formula.

29. Indeed, the committee notes with concern that the conversion of the road maintenance

levy funds to equitable share could be a violation of the Road Maintenance Levy Fund

Act of 1993 which provides that resources allocated under this fund will only be used

for road maintenance purposes and cannot be applied for any other use. The committee

urges the National Treasury to resolve this matter before the Division of Revenue Bill

is published

30. Notably, the implementation of the two remaining conditional allocations has been

marred with audit queries. For the MES, there are inconsistencies between the cost in

the initial agreement and the amounts disbursed so far. Committees of Parliament
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rnandated to oversight these resources have caried out inquiries on the matter but have

not provided a way forward.

31. There are differences between the proposed allocation in the BPS 2021 and the

recommendations by CRA. Article 216 (l)(a) of the Constitution mandates the

Commission on Revenue Allocation (CRA) to make recommendations on the basis for

equitablb sharing of revenue raised by the national government between the national

and county govemments. The CRA recommended an Equitable share allocation of

Kshs. 333.52 Billion and an additional allocation of Kshs. 36.48 which is to be

transferred from the National Government's Ministries, Departments and Agencies

(MDAs) that may be performing concurrent functions or devolved functions.

3.0.MEDIUI\{ TERM DEBT MANAGEMENT STRATEGY (MTDS) FOR202lt2022

AND THE MEDTTTM TERM

32. The Z0Zl/2022 MTDS has provided for the following borrowing strategy which is

expected to minimize the costs and risks of public debt:

a) Gross external financing and Gross domestic financing ratio of - 27:73

b) Net external financing and net domestic financing ratio of - 57:43

33. External financing willbe composed of:

a) Concessional - 21oh

b) Semi-concessional -26%

c) Commercial- l0%

34. Domestic financing witl be sourced mainly from medium to long-term instruments with

net repayment of treasury bills during the medium term'

35. According to the MTDS, the development of the domestic debt market is a key goal for

attainment of affordable and term ic and
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entities. The Committee observed that the MTDS has always included reforms in the

domestic market that are intended to support market liquidity, enhance efficiency of

transactions, and increase transparency. However, little information has been provided

on the progress of their implementation.

36. The benefits of the optimal financing strategy as highlighted in the BPS include:

a) Building of the domestic bond market liquidity and the benchmark yield curve

eventually lowering the cost of debt.

b) Lowering the interest rate cost in the debt portfolio

c) Lengthening the maturity profile of debt and support bond market development

37. The Committee observes that the optimal debt strategy as chosen in the MTDS

2021/2022 deviates from the strategy that is indicated under the BPS, which provides

for a ratio of 2l:79 in net external and domestic borrowing and an average of 30:70

over the medium term. It is not clear therefore, which debt strategy will be pursued by

the National Treasury.

4.O.SIIBMISSIONS FROM DEPARTMENTAL COMN{ITTEES

38. This section highlights key submissions from the departmental Committees.

i. Defence and Foreign Relations

39. The Committee observed that there is no policy direction with regard to the sharing of

AIA proceeds from e-citizen between the National Treasury and the Ministry of Foreign

Affairs. Furthermore, the centralization policy on ICT funding is not effective as it is

impossible to implement it in foreign missions. Other observations include lack of

funds curtailing implementation of the assets acquisition plan; non-performance of the

Kenya Ordinance Factories Corporation (KOFC); lack of an asset acquisition,

maintenance and management policy, and persistent cases of Kenyans getting stranded

abroad.

ii. Administration and National Security
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40. With regard to the State Department for Interior and Citizen Services, the

following were the key observations:

a) The BPS has prioritized operationalization of the newly gazetted Police Stations and sub-

county headquarters but has not availed resources for actualizing this policy. There is a

financing gap of Kshs. 500 million for operationalization of newly gazetted NGA offices

and Ksh. I billion for police stations. There is also a financing gap of Ksh. 1.5 billion for

the equipping of the forensic laboratory

b) Service delivery by NGA officers is compromised by lack of enough vehicles. The

absence of a policy on equitable distribution of such vehicles across the various sub-

counties may however inhibit the success of the policy initiative for acquisition of

additional vehicles for National Govemment Administration (NGA) officers.

c) The policy for payment of house allowances is not effective given that security mishaps

often occur at night when officers have left their stations for home. Making it difficult to

mobilize them in response to a distress call.

41. With regard to the State Department for Correctional Services, the Committee

observed that the state department is underfunded and the many projects related to

prison enterprises which could have been completed to generate AIA have been

subjected to budget cuts thereby inhibiting their completion.

42. With regard to the State Department for Public Service, the Committee observed

that there is a need to increase the number of Huduma centres to 290 sub-counties in

order to enhance service delivery.

43. With regard to Public Service Commission, the Committee observed that Public

service recruitment and the internship programme tend to favour Nairobi residents' The

Commission should target to conduct interviews in every region and ultimately every

sub-county, possibly using the Constituency Innovation hubs.

44. With regard to the National Police Service Commission, the Committee observed

that the National Police Service Officers are spread across the country making it
' diflicult for them to access Commission services. Further, the Commission has not fully
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taken its mandate of recruitment, Promotions, Transfers and discipline within the

National Police Service.

iii. Justice and Legal Affairs

45. With regard to the Judiciary and Judicial Service Commission, the Committee

observed that the Judiciary received only 5l.l% of the total resource requirement for

the FY 2021122. The Judiciary's budget has stagnated at around Kshs l7 billion despite

the fact that the needs and the size of the institution has grown. The Judicial Service

Commission is also significantly underfunded.

46. With regard to the Office of the Attomey General and Department of Justice, the

Committee also observed that the office is significantly underfunded. In addition, the

Committee observed that there are suits against the govemment with financial risks to

the tune of Kshs 1.2 trillion. In addition, the awards against the government that have

not been paid stand at approximately Kshs 150 billion. These range from awards to

victims of torture as well as business litigants against the State.

47.The Committee further observed that the Independent Electoral and Boundaries

Commission, the Commission for Administrative Justice, the Witness Protection

Agency, the Kenya Human Right Commission, the Ethics and Anti-Coruption

Commission, the Office of the Director of Public Prosecution and the Registrar of
Political Parties are significantly underfunded and this may hamper their operations.

iv. Sports, Culture and Tourism

48. With regard to the State Department for Sports, the Committee observed that the

development budget of the department relies on the proceeds of the fund and

therefore this exposes the department to risks emanating from factors that affect the

performance of the fund. The Committee has also observed that the completion of some

regional stadia such as Wote and Kamariny Stadiums are lagging behind mainly due to

inability by the contractor to meet his obligation. The department has sought the opinion

of the Attorney General on the cancellation of their contracts in order for the agency to

engage a competent contractor to complete the works.
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49. With regard to the State Department of Culture and Heritage, the Committee

observed that the maintenance of monuments by the National Museums of Kenya

(NMK) is encountering challenges emanating from limited funding and vandalism by

the football fanatics. In addition, the funds allocated in FY 2020/21for rehabilitation

and upgrade of Maralal Kenyatta House and the Lokitaung Memorialhas been slashed

by 50% and this is likely to delay further the restoration of the Museums. The

Committee further observed that the department is entitled to not more than 20%o of the

Sports, Arts and Social Development Fund yet the countqr's historical monuments are

in dilapidated situation due to lack of proper maintenance and inadequate funding.

50. With regard to the State Department for Tourism, the Committee observed that the

department is underfunded. Further, there have been ambiguities in the utilization of

the Tourism Promotion Fund. The Construction of the Ronald Ngala Utalii College

(TF) has been going on for too long and requires additional resources for completion.

Fufther, the government should revamp and modemize the Kenya UtaliiCollege as part

of its post COVID 19 strategy because of its vital role in the sector.

v. Lands

51. With regard to the Ministry of Lands and Physical Planning , the Committee

observed that the newly created State Department for Physical Planning has not been

allocated a separate vote and continues to operate under the Physical Planning sub -
programme. Furthermore, the Settlement of the Land project is significantly

underfunded. Also, the Ministry's policies and procedures on the resettlement of the

landless have not provided a solution to multiple allocation of land to individuals. It is

also noted that the digitization process at the ministry has not been implemented on

time with only NairobiCounty Set for rollout in March 2021.

52. With regard to the National Land Commission, the Committee observed that the

commission has not been allocated any budget for the development vote and needs to

pursue an alternative financing mechanism such as Public Private Partnerships to

supplement the increasing budget gap.

tr
BUDGET AND AppROpRtATtONS COMMTTTEE REPORT ON THE 2021 EUDGET POLICY STATEMENT (BPs) AND THE MEDIUM TERM 

24
DEBT MANAGEMENT STRATEGY (MTDs}



vi. Health

53. With regard to the Ministry ofHealth, the Committee observed that the policy shift

where conditional grants meant for level 5 hospitals and the user foregone fees have

been converted into equitable share, does not guarantee whether the areas of

intervention previously supported by the grant will be fully addressed. Furthermore,

there is no mention in the BPS 2021 regarding the acquisition and availability of

vaccines for COVID l9 and whether it is one of the government priorities in202ll22

and over the medium term as part of COVID l9 interventions. No resources have been

provided for the acquisition of vaccines. The Committee also observed that there is no

policy or investment towards alternative medicine solutions in response against the

COVID 19. Also, Mathare referral hospital and the National referral hospitals are

significantly underfunded with regard to upgrading of facilities and salaries shortfall

respectively. The Committee further observed that reforms at the NHIF have not been

adequate.

vii. Education and Research

54. With regard to the Ministry of Education and the TSC, the Committee observed

that there is significant underfunding which has inhibited service delivery in

Iearning institutions and other critical institutions such as Commission for University

Education, National Research Fund, University Funding Board and Higher Education

Loans Board. The country is currently experiencing serious teacher shortages currently

estimated at 80,000. The current resource allocation to TSC only allows recruitment of

5,000 teachers in 2021/22. Further, the School feeding programme focuses only on

ASAL areas and leaves out other deserving areas in the country such as the slums and

other pockets of poverty.

55. The policy shift converting conditional grants meant for village polytechnics into

equitable share means that the counties will not be obliged to suppott the village

polytechnics.

56. Fufthermore, there is a lot of discrepancies as regards university students'

data/information which distofts proper planning, decision making and allocation of
resources for higher education sub sector in the country.
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viii. Transport, Public Works and Housing

57. The Committee observed that the distribution of development projects across

Departments hardly reflects the face of the country. With regard to the State

Department for Infrastructure, the Committee observed that conversion of the

projected share ofthe Roads Maintenance levy to the Counties to equitable share means

that counties will not be obliged to use the funds for road maintenance.

58. Further, the State Department for Infrastructure has accumulated pending bills

amounting to Kshs. 75 billion as at December 2020 and this is projected to increase to

Kshs. 85 billion by the end of the current financial year. The Committee also noted that

Public Private Partnership engagements come with certain risks that include lack of

adequate information on some large PPP projects.

59. With regard to the State Department for Transport, the Committee observed that

the Standard gauge railway accounts for accumulation of the largest pending bills

reported against a single project.

60. With regard to the State Department for Housing and Urban Development, the

Committee observed that despite there being a policy on provision of house allowances

for police officers, there are ongoing projects under Provision of Housing Units for

National Police Service and Prisons. The Committee further notes that there are areas

under constant security threats that require special consideration by providing decent

housing units for police officers serving in those areas.

ix. Communicationrlnformationandlnnovation

61. With regard to the State Department for ICT & Innovation, the Committee

observed that despite rapid adoption of ICT technology and advancement in

innovations in the digital space, the policies and strategies on data protection are still

inadequate to prevent misuse of personal data collected for specific intended purposes-

The Committee further questioned the plausibility and sustainability of the programme

of the digital literacy programme given the dynamic nature of technology and change

in curriculum to ComPetencY Based Curriculum (CBC). Further, there is noted a lack
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of a robust policy on E-waste management to handle the disposal and recycling of the

discarded elechical and electronic devices. It is also noted that most programmes, sub-

programmes and projects lack monitoring and evaluation frameworks for assessment

of the real impact on public service delivery.

62. With regard to the State Department for Broadcasting and Telecommunication,

the Committee observed that there are huge pending bills amounting Ksh.l.2 billion

owed to Postal Corporation of Kenya by the Ministry of Public Service for hosting

Huduma Centres. It is noted that the business strategy of the Postal Corporation of

Kenya is not effective and if not fixed shall necessitate reliance on exchequer for the

financing of its operational costs among other costs. The Committee also observed

some duplications and overlaps in some SAGAs such as between Kenya Film

Commission and Kenya Film Classification Board. Further, there is an ongoing

international arbitration on a case in London involving Kenya Broadcasting

Corporation whose unfavourable outcome poses a huge financial risk to the

corporation: Initially the case was determined at Ksh.40 Billion.

x. Energy

63. With regard to the State Department for Energy, the Committee observed that the

ministry is underfunded. The Committee also observed that, there is increasing power

generation currently at 3000 Mw without the corresponding demand which currently

stands at approximately 1800 Mw. The deemed energy is also being incurred and is

impacting negatively on cost of energy. Further, the energy subsidy for cheap

connections provided by KPLC is proving untenable as the Government is not

compensating KPLC appropriately, leading to its weak financial position. Other key

observations include duplication of projects and activities undertaken by SAGAs by the

Ministry of Energy; and inconsistency in provision of counter-part funding for key

projects leading to delayed or withdrawal of the foreign financing component.

64. With regard to the State Department of Petroleum, the Committee observed that

the National Oil Corporation was incorporated to implement and maintain strategic

petroleum products reserye to the industry standards, but this is not being undertaken.

xi. Trader lndustry and Cooperatives
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65. With regard to the State Department for Industrialization, the Committee

observed that the state department is underfunded. Further, various agencies in the

state department have similar mandate and carry out closely related functions.

66. With regard to the State Department for Trade and Enterprise Development, the

Committee observed significant underfunding. Further, the Committee noted that

Kenya is unacceptably underepresented in the context of foreign trade representation

as there are no commercial representatives in key export markets and potentialmarkets.

This hinders our country's ability to access foreign markets for our exports. There is

need therefore to have a foreign trade representation (FTR) structure to blend business

and diplomacy and thus adopt an FTR network that provides for setting up of foreign

trade offices in key commercial centers that will be dedicated to focus on commercial/

trade issues . In addition, the Committee observed there is urgent need to review the

Treaty Making and Ratification Act, 2012 to provide for an enhanced and full

involvement of the National Assembly during the entire process of trade agreements

negotiations. Further, there are structural and administrative overlaps on the mandate

between the Agriculture and Livestock Ministry and State Department of Trade need

to be well defined to avoid functional overlaps.

67.The Committee further noted that there are structural and administrative challenges

with regard to the allocation of resources to international trade functions whereas the

function is now domiciled in the State Department of Trade as per the executive order,

the budgetary resources are still been controlled at the Ministry of Foreign Affairs.

There is need therefore for the regularization of the budgetary allocations to reflect the

respective mandate.

68. With regard to the State Department for Cooperatives, The Committee observes

duplication of functions such as in the development and management of cooperatives;

a devolved function which continues to be funded by the National Government even as

County Governments allocate resources for the same functions.
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xii. Finance and National Planning

69. With regard to the National Treasury, the Committee observed that two new

programmes have been shifted from the State Department for Transport to the National

Treasury i.e. Rail Transport and Marine Transport. It is hoped that during the Estimates

for FY 2021/22, the programmes targgts and Key Performance Indicators would be

shifted here as well to allow effective oversight. Furthermore, implementation of the

Equalization Fund was stopped around 2016 when the Statutory Instrument that was

implementing the Fund was nullified by the High Court. Esablishing another

instrument seems to be taking unprecedentedly long. As such, there is a risk ofthe Fund

lapsing without achieving its intended objective.

70. With regard to the State Department for Devolution, the Committee noted that

the programme on Devolution Support for Results should receive additional allocation

since the roll-out of phase 2 which is expected to start in November,202l. Further, the

budget for provision of relief food should be moved to this State Department so as to

ensure swift response during food shortages.

71. With regard to the Office of the Controller of Budget, the Committee observed

that the CoB report should contain both the financial and the non-financial

performance. The reporting on the quarterly achievement of targets and key

performance indicators would facilitate effective oversight of the budget by the

legislatures in both levels of government.

72. With regard to the Commission on Revenue Allocation, the Committee noted that

the Commission in conjunction with other relevant stakeholders should spearhead the

ascertainment of revenue potential in all the counties. This should be the basis of Own

Source Revenue projections by county govemments so as to ensure realistic revenue

forecasting.

73. With regard to the Salaries and Remuneration Commission, the Committee

observed that despite the Commission's budget being increased, the wage bill

sustainability remains a challenge.
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xiii. Agriculture and Livestock

74. With regard to the State Department for Livestock" the Committee noted that the

BpS has not addressed the issue of historical pending bills. The total historical pending

bills of court awards in SDL stands at Kshs. 4,025 Million. Furthermore,

Implementation of Capital Projects is a challenge. Projects take too long to complete

because of the low budget allocations, frequent budget cuts, as well as inefficiencies in

the utilization of the development budget allocations.

75. With regard to the State Department for Crop Development and Agricultural

Research, the Committee also observed that implementation of Capital Projects is a

challenge due to underfunding, budget cuts and inefficiencies in the utilization of the

development budget allocations. Notably, the implementation of the e-voucher system

is taking too long. Furthermore, many projects have not been funded such as the

Nutrition Sensitive Programme Ksh.l2SMillion; the Kenya Agricultural Data

Management and Digitization Project Ksh.26TMillion; Fertilizer Pending Bills- Kshs.

8.008.55 Billion;and National Food Reserve Kshs 200 million.

76. With regard to the State Department for Fisheries, Aquaculture, and Blue

Economy, the Committee observed that Implementation of Capital Projects is a

challenge due to low budget allocations, frequent budget cuts, as well as inefficiencies

in the utilization of the development budget allocations'

xiv. Labour and Social Welfare

77. With regard to the State Department for Labour, the Committee noted a delay in

the signing of Bilateral Labour Agreements with several countries including Jordan,

Kuwait, Canad4 United Kingdom, Oman and Bahrain. Further, the Office of the

Registrar of Trade Unions which has the mandate of inspecting books of accounts of

Trade Unions and overseeing the management of Trade Unions has only one technical

staff making it ineffective. It is also noted that there is no resource allocation for the

establishment of the Occupational Disease Fund which was conceived as a response to

the COVID 19 Pandemic. This is meant to protect workers directly affected through

death or disability by occupational accidents and diseases'

trt J,
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78. With regard to the State Department for Social Protection, the Committee noted

that the deficit of Kshs. 4.7 billion for the National Safety Net Program has not been

addressed meaning that thousands of potential beneficiaries especially under the Cash

Transfer for the Elderly will miss out on the stipend for another financial year. Also,

the State Department has not yet operationalized The Social Assistance Ac! 2013 thus

the National Safety Net Program and the Hunger Safety Net Program will continue to

operate without a substantive Act of Parliament. Also, Five priority projects under the

Child Welfare Society of Kenya have remained unfunded throughout the current

Financial Year. Some of the projects were nearing completion. These centers were to

serve as emergency rescue centers for children. The centers are in Bungom4 Joska,

Nanyuki, Isiolo and Muranga.

79. With regard to the State Department for Youth Affairs, the Committee observed

that only 70 out of the targeted 290 Youth Empowerment Centers have been

operationalized.

80. With regard to the State Department for Gender, the Committee observed that the

eradication of FGM Policy which was recently adopted by the National Assembly needs

resources for the Anti-FGM Board to create awareness through both mainstream and

Social Media and community dialogues.

81. With regard to the National Gender and Equality Commission, it is noted that the

Commission remains centralized in Nairobi with presence in only 4 other counties. This

compromises its ability to fully perform its role as a National Commission.

82. with regard to the State Department for Public Service, the National Youth Service

has over Kshs. 15. 5 billion shillings of historical pending Bills.

xv. Environment and Natural Resources

83. With regard to the State Department for Mining, the Committee observed that the

mining sub-sector continues to be grossly underfunded, hence affecting its potential in

contributing to the economy. The Kenyan mining sub sector is largely under-explored
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with only less than 15% having been geologically mapped. This hinders the sector's

potential to contribute to the GDP and employment creation. Lack of accessibility to

updated Geological and mineral data and inadequate data and information on natural

resources slows the potential investments in the sector.

84. With regard to the State Department for Witdlife the Committee observed that

Human-Wildlife Conflicts continue to be a major challenge in the sub-sector.

85. With regard to the Ministry of Environment and Forestry, the Committee noted

that the National Environmental Management Authority (NEMA) has faced chronic

under-funding over the recent years leading to chronic operating deficits. Furthermore,

it is noted that the Kenya Forest Service's (KFS) mature tree plantations are wasting

away due to the moratorium on logging even as the sub-sector continues to face acute

funding deficits. In addition, the Kenya Meteorological Department requires

enhancement in capacity to be able to provide better services to mitigate disaster risk,

and support productive capacities of life supporting activities.

s.O.RECOMMENDATIONS ON TIIE BUDGET POLICY STATEMENT AI\D TIIE

MEDII'M TERM DEBT MANAGEMENT STRATEGY

5. l.Policy Recommendations

86. On matters of policy, the Committee recommends as follows:

87. That, the National Treasury develops a policy to enable the reduction of unproductive

and non-targeted tax waivers and tax breaks in order to protect revenue. This should be

submitted to Parliament alongside the202l/2022budget estimates by 30th April 2021.

88. That, the National Treasury reviews the compendium of government projects and

considers deferment of new projects by one financial year while ensuring adequate

counterpart funding and provision of funds for stalled projects before finalization of the

budget estimates for 2021/2022.

!
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89. That, during finalization of the budget estimates for202l/2022,the NationalTreasury

should take into account the pending bills and ensure that these are adequately provided

for within the approved expenditure ceilings.

90. That, the National Treasury should restructure State Owned Enterprises (SoEs)

especially the highly indebted ones who are unable to meet their operational costs with

a view to privatizing some of them by end of FY 2021/2022 in order to put them on a

sound economic footing.

91. That, during the finalization ofthe 202112022 budget estimates, the resources allocated

for all international trade functions under the Ministry of Foreign Affairs be transferred

to the State Department of Trade and Enterprise Development in order to be in line with

assignment of functions as per the Executive Order No. I of 2020.

92.That, with regard to sectoral policy recommendations, this House approves the

attached Annex I which provides a list of all policy recommendations drawn from

Annex 2 (Summary of DepartmentalCommittee Observations and Recommendations)

that have been discussed and approved by the Committee.

5.2.Financial recommendations

93. On the Fiscal Framework, the Committee recommends as follows:

(i) That, the revenue target for 2021122 be set at no less than Kshs. 2,034 billion, with

ordinary revenue target being set Kshs. 1,775.6 billion.

(ii) Thal the fiscal deficit (including grants) approved by Parliament for the FY

2021122 is pegged at Kshs.930.0 billion or7.5o/o of GDP, whichever is lower. Any

increase of the Fiscal Deficit beyond what has been approved in the BPS for FY

2021/22 willNOT be approved by Parliament.
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(i)

(iii) Tha! consistent with the debt mix that ensures there is low cost and minimizes risk,

Net Foreign Financing be limited to Kshs.530 bitlion, while Net Domestic

Financing be set at Kshs.399.9 billion.

94. On the expenditure ceiling proposals, the Committee recommends as follows:

That, Ministerial Expenditure underpinning the programmes for202ll22 be limited

to no more than Kshs.1,307,435.5 million for recurrent expenditure and

Kshs.658,938.3 million for development expenditure.

(ii) That, the ceiling for Parliamentary Service Commission and Judiciary be set at

Kshs.37882.7 million and Kshs.17918.3 million, respectively.

(iii) That, the expenditure ceilings for the 2021/2022 budget be approved as per the

attached Schedule 2. For the avoidance of doubt, these ceilings shall be binding and

the National Treasury should prepare the budget estimates within these binding

conshaints.

(iv) That, having considered the unfunded requests from the Departmental Committees

amounting to Kshs. 240 billion, the Committee has identified critical expenditure

needs that require urgent funding amounting to Kshs. 45.5 billion as per the

attached Schedule l. More importantly, any revenue-raising measures contained in

the202l/2}Finance Bill SIIALL be earmarked to fund the aforementioned priority

areas.

(v) That, county governments be allocated Kshs. 409.88 billion for FY 202112022 of

which, the County Govemment Equitable share shall amount to Kshs.370 billion.

(vi) That the allocation to the Equalization Fund of Kshs. 6.825 billion be approved as

provided in the Budget Policy Statement'
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(vii) That once approved by this House, these recommendations together with Schedule

I and2attached, SHALL form the basis of the 202ll2)22budget.

5.3.The Medium Term Debt Management Strategy

95. With regard to the Medium Term Debt Management Strategy for 2021/22 and the

Medium term, the Committee recommends as follows:

(i) That, for the avoidance of doubt and after consultations with the National Treasury,

the Committee has approved the debt mix ratio of 57:43 of domestic to external

borrowing as provided for in the MTDS. This strategy provides the optimal debt

and is also consistent with key provisions of Section 50 of the PFM Act, 2012.

Specifically, the law requires that, the National Government shall ensure that its

financing needs and payment obligations are met at the lowest possible cost in the

market which is consistent with a prudent degree of risk, while ensuring that the

overall level of public debt is sustainable.

(ii) That, the National Treasury should stick to its plan to reduce the stock of Treasury

bills by Kshs. 200 billion. In the next 30 days following the adoption ofthis Report

the National Treasury should report to the National Assembly how this has been

achieved and report also on the progress on average time to maturity on domestic

debt. Further, the National Treasury should also ensure the retirement of overdraft

facility at the Central Bank of Kenya at the end of any Fiscal Year.

(iii) The Committee further recommends that, in future, the National Treasury must

ensure that the borrowing strategy contained in the BPS and the MTDS are aligned

in accordance with the provisions of section 33 of the PFM Act, 2012.
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