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PREFACE

The Standing Committee on Finance and Budget was constituted by the House on

Thumday,
Conirittee was latel reconstituted on Wednesday, 241 June 20620, duung the Fourth

14t Decembe1 2017 duung th° First Sess10n of. the Twelfth Parliament, Tae‘_'f -

Session of the Twelfth (12") Parliament. The Committee as currently constituted,

comprises the following Members-

1. Sen.

!\J

Sen

E

Sen

L.

)tifl.

Sen..

Sen.

The S Standi

Sen.

Sen.

&

7. Sen.
8

9

Charles Kibiru, MP - Chairperson
(Dr.) Ochillo Ayacko, MP, - Vice Chairperson
Wetang‘ula Moses Masika, EGH, MP - Member
K;mam Wamatangl L M(,mbm L ‘ e -
Mutula Kilonzo Junior, CBS MP.. . . T\‘":A'u o5 ,
Aaron Cheruiyot, Mt’ L T 4 —.Mcmber"" :
Rose Nyamunga, MP - ;- Co - Member
CPA Farhiya Haji, MP o ._ o e Member
Miiicent Omanga, MP TR A Member
ng Commiitee onl iance and Buobeh bllollLd pamuant 0 Scerion 8 of the

1l )
fu[‘fhc Finance Managen%ent Act, 2012 and standing order 216(j) of the Senate Standing

Orders and is mandated to -

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

and monitoring of the county budgets ard to examine -

i)

1)

iif)

the Budget Policy Steiement presented to ihe Senate;
report on the Budget allocaied to Constitutional Commissions and independent

offices;

the Division of Revenue Bill, County Allocarion of Revenue Bill, and cash

.- disbursement schedule for. county gOVernmenis, &= ittt en i

i)

Consider all matters related to resolutions and Bills foz appropriations, share -
of national revenue amongst the counties and all matters concerning the
National Budget, including public finance and monetary policies anid public

debt, planning and development policy.



b) Pursuant to Article 228 (6) of the Constitution, to examine the report of the

Controller of Budget on the implementation of the budgets of county governments

Executive Summary
The 2021 Budget Policy Statement and 2021 Medium Term Debt Management Strategy

- was-tabled in the:Senate:on 16™ February, 2021. Pursuant to standing Srder 180(4); of thie - oo

Committee on Finance and Budget for consideration. The Committee is required to table a

report containing its recommendations on the Budget Policy Statement within twelve days.

The Finance and Budget Committee hereby tables the report containing its

recommendations on the 2021 BPS and 2021 MTDMS to the House for consideration and

v

approval.

“Pursuant o standing ordey 180(5) of the Standing Orders, the Commiittee invited the

CabinerSecretary, Nationzi Tieasury and Planning, Comziission i HKevenue Allocation

(CRA) zind the Council of Governors. Further, the Committee invited Serste Standing

Committees, ‘winch oversight different state departments, to consider resgective sector

provisions in«the RPS and forward their observations and recomrsendations. Other

- Interested particy like the nstivate of Certified Public Accountants of Kenya QUPAK aud

- International Budget Pariuc—;réhip (IBP- Kenya Chébter) submitted their semorandum.

The Committee made significant observations on the BPS policy proposals for the 2021/22
and the MTDMS, identifying broac policy issues with great impact on counties and
proposals on revenue allocaiion. The Commiitec in making the recommendations,

~ considered the views of all the stakeholders.

It is significant to mention ihat the purpose of the approval of this report on the BPS is to
. -communicate:the VSenat.e’s position on the preparation of all subsequent budget decuments
- for next financial “vear. These documents include Division of Revenue Bill, 2021 and
County Allocation of Revenue Bill, 2021. It is also important to note that Section 25 of the
Public Finance Management Act, 2012, stipulates that the resclutions of Parliament,

comprising both Houses, on the BPS must inform the preparation of the Annual Estimates.

Senate Stan.ding.;rders the: Budget Policy Statement (BPS) was committed to- Standing '+ o



Thus, by extension, this House’s resolutions on this report will form the basis of evaluating

the 2021/22 estimates for the varicus spending agencies at both national and devolved level.
Exaziination of the 2021 Eﬁdgefl?olicy Sff&eméiﬁ and Medium Term Dcbt
Management Strategy

Pursuant to Public Finance Management (PFM) Act, 2012 Section 25 (2), the National

Treasury submitted the 2021 BPS. Further, pursuant to PFM Act section 25 (7), and
standing orders 180 of the Senate Standing Orders, the BPS was committed to the Standing
Committee on Finance and Budget for consideration and recommendation. In considering

the 2021 BPS, the Committee held six sittings.

The perspe‘ct?ve of the Senate Commiitte and lhe role of Senate n protectmg the 1nte1est
of counties, the broad 1ssues in the 2021 BX S can be cal egorized as s foll L0wWs;

(i) - Natig -‘1 M'nr*es and p og1amm 1hat have a direct 1mpact on ecmon

performance 7 x-G_uﬂll@S, and”

(1) - Proposals on division of revenue between the two levels of government and -

ANIOLE CTantie ffw the2(71/22 financial year. s
b 4 ‘ b p)
The 2021 BPS mainly focuses on the ‘Building Back Better’- Strategy for Resilient and
Sustainable Economic Recovery. Below are the highlights on the 2021 BPS.

- Economic Outlenk

The economic growth was 0.6% in 2020 as per the 2021 BPS from 5.4% in 2019. This is

due to the uncertainty associated with the Covid 19 Pandemic. The economic growth

performance in the first quarter of 2020 was 4.9%, -5.7% in the second quarter and -1.1%

.. sin'the: t}:urd quarter. The. improvement in econom1c > act Lvny 1'1 the fourth. quarter iollowing

the relaxation of some COVID-19 comainment ineasures 1esuued in some economy

recovery.

Revenue Performance
The BPS reports that revenue collection as at December 2020 declined by 12.9% compared

to a growth of 17.1% in December 2019. Revenue projections including appropriation in

e



aid in FY 2021/2022 is expected to be Ksh. 2,033.9 billion (16.4 percent of GDP) as
compared to Ksh. 1,849.2 billion (16.6 percent of GDP) in the 2020/21 financial year.

Fiscal Policy

Tax revenuc collectlon has not kept pace w1th 6001‘101’1’110 growth over the tabf decade Tax

ievenue as a "Hale of GDP steadlly dechned f101h 18% in 2013/14 to 5% in ’?018/19 The '- .
2021 BPS, Revenue 1nclud1ng applopuatlon in aid in FY 2021/2022 is expected to 16. 4

percent of GDP as compared to 16.6 percent of GDP in the current financial year. The
revenue projection performance will be underpinned by ongoing reforms in tax policy and

revenue administration.

_ The fiscal deficit target set by the National Treasury in the BPS for 2021/22 and the medium

.;telm is umeahstlc The Na’rlona] Tleasury has pmJected thaf ‘fhe ﬁscal deficit (excludmg . »

. E)Lams ) as-a-share of GDP w1ll dechne ﬁom 9% in 7020/2] tc -5.5 % in 2024/25

Infiation Rate

' 'Uvelall inflation is expected to remain within ”1* v’“vemment-’s' "L'a'rget band of between
2. 5% and 7.5% 1n 2021. However 1‘“9 risk o1’ increesed fuel and cereals prices in 2021 may
’p‘zbu “ﬂatmu ‘roavaud~ the uppL ponnd, The IMF (World Eccuoraic Outlook Oct ober
2020) projected that global fuel prices may rise by 12‘% in 2021 while the o)veral] food

prices and maize prices are expected to rise by 4% and 8% respectively.

Interest Rates and Credit
‘Monetary policy reasures adopted by CBK during the panaeric such as the redi:ction in
the cash reserve requirement from 5.25 to 4.25 and reduction of the -CBK rate firom 8.25%
to 7% 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.

Exchange Rate and Exicrnal Sector -
The current account deficit as a share of GDP declined from 5 % in the first three quarters

of 2019 to -4 % over a similar period in 2020 -



Diaspora remittances performed better than expected during the pandemic period. In the
second and third quarter. of 2020 diaspora remittances as a share of GDP was, 3. 2% as -

_ compmec to 3% over a snmlal penod in 2 9 ‘

The foreign reserve holding remained above the 4 months’ threshold throughout 2020. The
contracting import bill, better than expected exports of some agricultural commodities such
as tea, horticulture, fruits and vegetables during the pandemic, coupled with the growth in
diaspora remittances are some of the factors that ensured that the country maintained

adequate foreign reserves.

The Kenya Shilling.depreciated signiﬁcantly relative to other major reserve curreicies in
2020. The Skuitiig depreciated by 9%. 14%and 21% agamst the US dollar, SLcmug ponnd

and f o respeciively between February "zﬁ and '81‘1-4? ¥ 2021,
Medium Debt Mquupnrrmt Strategy

The fiscal deficit {e ‘;\,!Ud*fh grants) is pr OJecied at KShs -976.1. Billion in Fu‘mnmal yea1
2021/22 as corapared fo Ksh -1,015.3 bﬂhon in Financial Year 2020/21. The fiscal Haﬁc f

wiil 9& financed from nefy external Tmancmg “gf Kshs 267.2 bitlioyy and net demestic )

borrowing of Kshs 662.8 billion.

County Equitable Share
The Nationa! Treasury proposes an allocation of Ksh 409,881 millions to the County
Government for the 2021/22 Financial Year. The amount allocated in Kshs millions

comprises of the following;

-'In mﬂlions

L. | County Equ1table share » | 379 OOO.V ~ N
= 12 Leasmg of m edlcal equipment = - ‘-ZVOS Fq - )
-3 | Supplement for construction of C(;ﬁnly HQs 332
4 | Allocation fromL.oans and grants ' 1 32,344 |

[ |

The National Treasury and the Commission on Revenue Allocation have proposed to

convert conditional grants to unconditional grants which form part of the county equitable

share.

. o S o Vi
ameepe i et B Y s



The Committee recommends that the Senate approves 2021 Budget Policy Statement (BPS)
and Medium Term Debt Management Strategy (MTDMS) with recommendations. The
recommendations include -

a) Allocation cf Ksh. 370 Billion County gpvemments’ 2quitable share for Financial

Year 2020/21. s |

+ -b) Allocation of Ksh. 32.3 Billion Conditrivsnal-: Gfant“s ﬁom p;'bcééds of grants and loans

from development partners.

c¢) The Natjonal Treasury should be submitting the Debt Register to Parliament as

annexure to the Medium Term Debt Management Strategy.
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l. REVIEW OF THE 2021 BUDGET POLICY STATEMENT AND MEDIUM

TERM DEBT MANAGEMENT STRATEGY

Introduction

. The Budget Policy Statement (BPS) is ar-annual policy docursent that is prepared

.¢ - by the:National . Government to' guide in givjng the financial year and the medium

term policy direction. The policy document outlines 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. It is expected that
County Governments will align their County Fiscal Strategy Paper to Budget Policy

Statement.

. According to the PFM Act 20 12, the pohcy direction of the BPS should be anchored

© - on the existing go Jeumﬁm rm‘ ‘cy documents ‘which 1 11101uae the Vision 2030, as

operaticnalized by the Medium-Term Plan ITI (MTP TII), Ministerial and Sectoral
- Strategic prans, the Covid economic growth recovery strategy. further revenue and
expendiiure pioposals for the coming financial year and the mediuin terin TSt also
be takeri inic consideration. The BPS should take cognizance of the curr m state of

~ \,f'

the gichel i domestic economy including the outivok oi the various

macroeconormic variables. P T EeEte
b o )
. The review of the BPS, therefore considers the inter-linkages between the policies

outlined in the BPS and broader policy documents as well as the realism of the macro

framework and whether the expenditure proposals are adequately funded.

t is important to note that aithough the. eﬁ{r’ec‘-:atiéns of the BPS are very cle_ar!the
document as submitted by the National Treasury though they have complied with -
most of the requirement the document fell short of its Ob_]@Ctl"GS TOL Instance, the
document has not acequately provided conc1ete mfm mation on tax aqsesument hi
- révenue:mobilization policies to aid the committee to properly assess the adequacy -
of projected resources relative to expenditure demar-ld.s. Otier missing information
in the BPS inciude a list of liabilities as well as pending bills as required by section
26 of PEM regulations; level of budgetary expenditures by economic and functional

classifications.

11



)

The theme of the Budget Policy Statement (BPS) 2021 is “Building Back Better:

Straiegy for - Resilient and Sustainable Economic “Kecovery” 'the committee

- wviekaminedsthe Post Covid-19 Economit Recovery Sirateymeant ito mifigafe ‘the’*-
~ adverse impacts of the Pandemic on the economy to accelérate growth émployment

creation and poverty reduction.

6. The vertical allocation of resources between the National and County Governments
in the Budget Policy Statement give indicative allocations to guide the consideration
of the County Fiscal Strategy Paper (CFSP) by the County Assemblies. The
committee also con31deled the realism of the macroeconomic variables and whether

‘:as_zsthe projected resources will be acme‘vcd 5 meet the expendltme proposals without

lel'ylnﬁ on ﬁ,“ ther bonf) wing.

A. Realism of the 2021/2022 Macro Fiscal Framesvork and-the Medium Term
- 7. The projected economic growth is 0.6% in 2020 as.g2:the 2021 BPS from 5.4% in
- 2019. This is due.to the uncertainty associates with iz Pandemic. The economic
ovrth performance in the st quar_t:;r:.61";2‘\32.,0-:\2;!-—171 4.9%, =5.7% in the sscond
- guarter anc -1.1% in ihe third quarter. The ishprovement 10 economic activity in the
fourth quarter following the relaxation of some Covid-19 containment measures

resulted in some economy recovery. .

8. The economy is expected to recover and the projected g1owth for 2021 is 7% which
is partly as a result of lower 2020 kase. This gro with mizht nottherefore be as 4 resuit

of sufficient jobs in all sectors or creation of wealth

, 9_.A The Macro-fiscal framework for 2021/22 and the n1qdiu_m term is based on an

economic growth p*ojection of 7.0% 1 2021/22 and 5 5% over the medlum te1m_ _

‘ The 2021 BPS. has indicated that the growth W‘H be oU“f‘Ol'tE(l ‘“v a staH]e
macroeconomic  environmient, favorable post Covid-19 global economic
environment, VAexpected favorable Weather.and on-going investment in strategic
priorities of the government under the “Big Four” Agenda. The BPS also indicates
that growth will be bolstered by ongoing public investments in infrastructure
projects, the Economic Stimulus Programme and the implementation of the Post-

Covid-19 Economic Recovery Strategy.

12



10. The committee were concerned that the growth as projected may not be met partly

because of the Covid-19 pandemic effects that affects all the sectors of the economy
and the recovery will depend on the relaxation of the containment measures and the

use of the vaccine.

L RiSCARPOIRY.. e s e T R S e e R

11. Tax revenue collection has not kept pacé with economic growth over the last decade.

- Treasury. -

12.

Tax revenue as a share of GDP steadily declined from 18% in 2013/14 to 15% in
2018/19. Over this period, the tax revenue enhancement policies that were proposed
in various BPSs did not achieve their objective. Further, evaluation of
success/failure of each of the proposed policy was hindered by the lack of

quantification of the expected impact of each policy measure by the National

1

As per the 2021 BPS, Revenue -mludmg appropriation in aid in FY 2021/2G22 i

experted 16 be Kshs. _,0 33.9 bllhf‘n (16.4 percent of GP) as compar .,3 15 _K_m

1,849.2 hiftion ( 16. 6 ple‘Cn’E of GDP) in the current financial yem me revenue o

plO‘SC‘ 1on pe hutmance will be undelpmned by ongoing reforms in tax pol cy and
reven mm,gha‘lsn as well as econornic vecovery occagionod by ‘rh" Fsoncmic
buqulm Dlog-amﬂ‘ ¢ andjthe planned Post Covjd-19 Economic Recgery Stra tegy.
Furthermore, the reversal of tax cut measures that had been implemented in April
2020 as one of the mitigation measures agéinst the adverse effects of Covid-19 is

expected to boost revenue collection.

. The commitiee howevernoted that the revenue measures are similar to those made

in previous BPSs and there is no quantification of the progress made on the szixe.
The comrnittee further observed, that the total revenue by the end of January 2021

as Ksh 937 Billion against a target of Ksh 1,059.3 biilicn representing a shortfall

o .of Ksh:122:3 Biilion, going by the reported shortfall the projected revenue might

not be achieved.

14. The fiscal deficit target set by the National Treasury in the BPS for 2021/22 and the

medium term is unrealistic. The National Treasury has projected that the fiscal

13



deficit (excluding grants) as a share of GDP will decline from -9% in 2020/21 to -
3.9 % in 2024/25. However, given the public CXD“vdllulC pressures recurrent in

.natulaf especually ﬁom the wage bill and <‘ecu11ty sect01 Ielated and lowel than -

O

ta1geted revenue collectwn the projected fiscal deucu Path is unhkely to be

achieved

Outlook of key macroeconomic variables:

Inflation rate

15. Overall inflation is expected to remain within the Government’s target band of
.bet‘ween 2.5% and 7.5% in 2021. I-iUVVeVC.L the risk of lnvleased fuel and ceIeals:
:ICCS in 2021 may push iifia ton fowmds Lhe upper bound Tlle F (WFO October

© 2020) projected that global fuel pl_x.c-us may rise by 12% in 2()/.i while the overall

food prices and maiz prices are expected to rise by 4% and 8% respectively. Localiy °

weather-relaied _shocks, re-emergence-of desert locusts and fall armyworms may :

drive up inflation through increased food prices.

Interest ratéS)anﬁ evedit )V : g A ”:4)"
16. Monetary policy measures adopted by 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% to 7% did not meet their objective of lowering the cost of
borrewing for the p11vatp sector. The weighted average lending rate remained stable
at around 12 per cent in 2020. Going forward, other policy measures addressing
borrowing costs such as the preposed operationalization of the Credit Guarantee
-Scheme for Micra Small and Medium-sized Enterprises (MSMEs) may help address

the cost of borrowing for small businesses.

‘ 1-7. Net credit to the privéte sector expanded by.8.'2 per cent in'the as at November 2020,
The expancion in credit to the private sector was mainly driven by net credit to the
agriculture sector, transport and communication sector, the manufacturing sector as
well as consumer durables. However, the overall net ctedit growth of 17% over this

period was mainly driven by a 42% growth in net credit to the public sector.

14



External sector

18. The current account deficit as a share of GDP declined from -5 % in the first three

19.

quarters of 2019 to -4 % over a similar period in 2020. However, the improvement

in the current account deficit was a resuh‘ of a significant drop in the value of import

.of petroleum products and 1nd1 stria: machmmy and nel 01oWLh in: -exports. The

decline in imports in the second and itiid quarter of 2020 was as a result of a slump
in economic activities as a result of the Covid-19 pandennc coupled with lower fuel

import prices.

Diaspora remittances performed better than expected during the pandemic period.
In the second and third quarter of 2020 diaspora remittances as a share of GDP was
3.2%, as compared to 3% over a similar period in 2019. Consequently, remittances

contributed to the contracting current account deficit and served as.a major source

. of foreign exchange. However, continued reliance on xemittances rather than exports

. posesa risk due to their erraiic nature and susceptibility 1o global shocks beyond

20.

21.

Kenya’s policy control.

The foreign reserve holding rc.&naiinled"abéve the 4 months threshold throughoﬁt
2020. The ceniracting impori bill, hetier than e;‘.:'peote_d exports of some agricultural
commoditis‘:s such as tea, 'horti(:f,i'é;ure, jﬁ;uits and veggtables dming the ‘par‘}demic,
coupled with the growth in diaspora remittances are some of the factors that ensured

that the country maintained adequate foreign reserves.

The Kenya Shilling depreciated significantly relative to other major reserve
currencies in 2020. The Shilling depreciatad by 9%, 14% and 21% agamst the US
dollar, Sterling pound and Eurc respeciively between February 2020 and Janua Yy

2021. Qver a similar period in 2019, the shllhng deplecnaled by below ! 5% against

the three currencies. The uncertainty associated: w-i'rh the Covid-i9 pandemic was

. one of fthe drivers of the sharp depreciation of the Kenya Shilling. Going forward;

recovery in the demand for imports, low tourism arrivals and increased demand fo
service external commercial debt are expected to negatively affect the Shilling and
foreign reserves. Further, the weakening of the Shilling is expected to increase the

foreign debt service burden.

15



B. Budget Framework for 2021/22 and the Medium Term

Expenditure Projection

it 122:Thie -expendituretceilings for the Natiorial Governtnenit including ‘the “sharéable” ™~

© revenue to the county government for the Financial Year 2021/22 are as follows:

Kshs. (Millions)

1 Executive 1,894,576

2 Parliament 37,883

3 Judiciary 17,918

4 Consolidated Fund Services 697, 623 . .
5 County Eaun-.ou, Share 370, OUO |
6 . - BEqualizaiisn Fund 6,300

7 oniingency tund 5,000

8 - Gang fotal. : 3,018,001

23. The cormmi ﬁe“ nhserved that despite the 2021/22 and the medium:. term: budgét

framework iouo ing 2 fscal Consclid ation :>l1cy to stizngthen Jle dec" -
sugtamamhty position t}‘fe 2021/22 budget frai’newmk indicates a h’fghel allocatlon
than the overall total budget for the 2020/21 which is Kshs. 2,774,616 Million. The
major increase is in Consolidated Fund Services which has a positive change of 19%

due to mainly public debt service expenses.

24. The implementation of Fiscal Consolidation Policy whica is weil supported by the
committee for 2021/22 Financial Year and the Medium Term will have a reduction
‘in allocatlon to the de J°lopment expenditure from 5.7% of GDP in 7020/21 105.2%

\

in 202i/22 dnd 5% in /022/2] in the medlum term.

Re;v'enu‘e Pro jecticn
25. Revenue projections as earlier stated, including appropriation in aid in FY

| .2021/2022 is expected to be Kshs. 2,033.9 billion (16.4 percent of GDP) as
compared to Kshs. 1,849.2 billion (16.6 percent of GDP) in the 2020/21 financial

year. The revenue is further expected to improve in the medium term to Kshs.

3,099.8 billion.
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26. The increase in revenue collection will mainly attributed to revamping Audit
Function, enhanced debt programme, implementing initiatives to boost customs
revenue, robust intelligence collection, utilization and collection as well as engaging
the tax appeals tribunal and the J17d1c1ary to fast track conclusion of KRA cases

among othe1s

)

W 3 s WS LR AT e DY

27. The Committee noted that some ofilie measures have been on going howeve1 there
is no report for the committee to consider the outputs of those measures and how
effective the same has been in the past to inform enhance implementation of the
interventions or consider review of the same to increase revenue collection and

meeting the set targets.

C. Deficit Fmancmg and the Medium Term Debt Manavement Str ategy
28. lhe.ﬁscal defmt (@;;- mg grants) 1s pr OJected at Ksm -976.1. Billion in FmanmaL
year 2021/22 as cc-mpare 1to Kshs. -1 ’*15 3 billion in Financial Year 2020/21 the
'ﬁlsvcal deficit will be ﬁnanced from nict external fmancmg of Kshs 267.2 billion and

net domestic borrowing of Kum \;')2.‘0 billion.

29. The MTDS 2021 tabled in tize Senate vroposes an optimal strategy that minimizes
costs and risks of public debt, whick suggests a borrowing framework of 57 percent
from net externhl borrowing and 43 pérc::mﬁin net domestio’borrowing. The strategy

is underpinned by the need to move away from high interest cost of domestic debt.

Public Debt Sustainability Analysis (DSA)
30. Public 'debt sustajnability is the ability of a cc}un@_"j to service its debt obligations as
‘they fall due without disrupting buaget imﬁlemen’tation. Debt sqstainability analysis
compares debt burden indicztors to thresholds over a 20 -year projection period. In
case of any breach of any of the thresholds, it would mean.there is a-risk of

expericncing some form of debt distress.

31.The DSA framework consists of two complementary assessments of the’

sustainability which are; Total public debt, and Total external debt
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32. The overall DSA ratios indicated that Kenya’s debt (Public & Publicly Guaranteed
Debt) to GDP ratio is at 63.4 and is moving towards meachmg the threshold of 70.

-+ Howeyer, Public. ard Publicly. Guarantee (FPG) _debt;-.‘s:_g:r\a@ as. a. percentage of .
revénuc remains breached into the medium term. This. indicates liquidity shocks
from debt service, which is a first charge and takes up a large amount of the revenue

collected. Table below shows the debt sustainability indicators and thresholds from

the year 2020-2024.

~ Indieator  Threshold | 2020 2021 | 2022 2023 2024 |
PV of debt to GDP xatio 70 613 | 634 63 9 63. 6 62. 2
PV ofPubl-c uebt to 1evenue &'Jléms 1at10 . 03000 | 338.1 3566‘ 57 413513 3, : 34]
-5@"!\% b@lVICP to revenue & ;'l_u_LLb ratio - ‘ 30 33868 745 715 8. 6
External Debz Sustainability. -~ Threshold °| 2626 | 2021 | 7922 | 2023 2024
-PV of debt —ic-GDP raiio P 268 1 279 278 | 276
S TP C &gﬁébﬁo\\pm s-Tatio 240 17288 260.6 | 2585 | 2552 249.2
PG Debt seivice - U - exports ratio o1+ bl ; 25.9 | 255 °| 244 36.1
PPG Debt Service - to Revenue ratio 23000 U159 0.157 1 148 220

‘souuo National Tr casuly

33. Total natlonal debt is at Kshs. #28 trillion, which is whthin the Kshs. 9 11‘i11i0’n ceiling
approved by Parliament. However, projections indicate that given the current growth

rate of the fiscal deficit, this threshold is likely to be breached by mid-2022/23.

34.To this end, fiscal policy measurss cught to be put in place fo maintain the delst

tant to rote that as of .2020/21, most of

5. It is importa

levels within manageable limits. It
the debt sustainability indicators thresholds are beyond the ‘set international

standards.

Externai Debt DSA

35. Review of External debt sustainability indicates that Kenya taces a moderate risk of

external debt distress due to breach of external debt service to Exports indicaror. -

Without a proper export strategy then the volatility of exports could jeopardize the

ratios which are already above the threshold.
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D. Vertical Division of Revenue
36. Out of the total projected shareable revenue of Kshs. 1,775,624 Million the National
Treasury proposes an allocation of Kshs. 409,881 to the County Government for the

2021/22 Financial Year. The amount allocated in Kshs. millions comprises of the

following;
a) County Equitable share ' - ' Kshs.370,000 Million
b) Leasing of Medical Equipment Kshs.7,205 Million

c¢) Supplement for construction of County HQs  Kshs.332 Million
d) Allocation from Loans and grants Kshs.32,344 Million

37.In the FY 2021/22 the Government proposes Kshs. 32.34 billion as conditional
allocatlons financcd from leans and grants from development partners. This-
allocztion has incicased fom the Kshs. 30.20 billion allocated in the FY. 2020:21.
Arnéx I'shows the allocations towards these donor financed pirograms and compares

. the proposed allocations to the FY 2020/21 allocations.

© 38.1r has  been noted that the equitable share to county governiuents zs a share of

‘ )cl;::di_'narj-/ revenue has consistently dropped from a high of 22.5 percent iy the FY

2015/16 to a projected low of 20.84 percent in the FY 2021/22 and it is further
projected to down to 14.90 percent in the FY 2023/24.

Conversion of Conditional Grants to Uncorditional
-39. The National Treasury and the Comn";.i'ss-ion on-Kevenue allocation have proposed
to convert conditional gr auts to unconditional grants which form part of the eounly
equitable share. The condltlunal grants Whlch have been converted to unconditional

rants include;
>

(i) Level 5 Hospital: These hospitals, previde specialized health care services to
citizens residing within and outside their host County, usually for complicated cases
referred from lower-level health facilities. In order to compensate therm for the costs

incurred in rendering services to neighboring Counties.
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(1) User Fees Forgone: This Conditional grant was for the government to sustain its
policy of nct charging user fees in public heeAul facﬂltles ‘This additional
T4 Wad e conditional allocatlor 'was. startéd 'in fhe FY 14/13 and i in'its: seventh yea1 of .
“w R Almplembntatlon and has been allocated a budget of Ksns. 900 mlllwn annually to
compensate County governments for revenue forgone by not charging user fees in

the County health facilities.

(1i1) Village Polytechnics Grants: This additional conditional allocation was introduced
in the FY 2015/16 and is in its sixth year of implementation. It has had an allocation
of Kshs. 2 billion annually to support county governments in equipping Technical

O ~and V oca‘tional Centers and capitatio: of stvdent fees.

(iv) Road Mamtenancc Levy Fund Thi is COHdlUODal alloca‘rnu- Was introduced in the

&
e
‘
b
o)
..:A
&
LV
oy}

and is in iis seventh year of i -mﬂemen‘“w Ol The grant- is baqed onl&
per cent of .the Road this allocation is meant 0. \I“]lahuu and sustain ﬂounty

it ... . governments’ capacity to repair and maintain \,oL.m"I aav,
'.40. he conversion of these conditional g 'mt" pose SOIfiE CONCEInS. There is no

evidenco that the issues which made the grants cond: Honal ha"  been addrassed and

&
L

whether the counties can dndertake the functlori)s with their equitabie) share as well

as whether the Counties will use the same disbursement criteria as was being used.

41.Evaluation of the performance and achievements of the conditional grants financed
from the National Government sharz of revenue have not.been done to deiermine

whether the intended policy objective has beex achier =¢
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[Il. SUBMISSIONS FROM STAKEHOLDERS
SUBMISSION BY STAKEHOLDERS ON THE 2021 BUDGET POLICY STATEMENT
Pursuant to Standing Order 180 (5), the Commission for Revenue Allocation (CRA); the

National T1easu1y and Planmno and the Council of Govenors appealed before ihe

_ _Comvmr‘“’e and made submissions. Furthel the Institute of r‘mr‘qed P10fess1cnal

Accoun: -nts of! Kenya (ICPAK) and Immnatlonal Budget Pa1tne > "lo (IBP Kenya o
Chapter) appealed bef01e the Committee and made submissions. The Kenya Paediatric
Research Consortium (Keprecon) and Oxfam in Kenya and Institute for Public Finance-

Kenya submitted written memorandum. The submissions are outlined herein:

Submission by the National Treasury and Planning
The National Treasury submitted that:
- 0:1:. FY . 2021/22 - FY 2023/24 medium term budget.<vas set against outbreak and the
~rapid spread of the C‘OVID 19 Pandemlc The - ldndemlc and the containment
© . measares have nor -only disrupted our-livelihoods, but to a greater extent business
" and reduction in government revenue. Nonetheless, there has bean aii unprovement

in‘economic activity in the third and fourth quarters of 2020, albeit 2t a slow pace,

~following recpening of the economy.

Fiy < Hiohlich ' : ' £ ‘
2\13.1 BFS Highlights ) ) ) "
2. The economic growth was projected to bounce back to 7.0 percent in 2021 reflecting

recovery due to reopening after the closure associated with the Covid-19 Pandemic.
That also in part reflected the lower base in 2020 when most service sectors

espec'ally accommiGdation and 1esta131ant education as well uan"SDOIt services

- coutracted in second and third qualte1s of 20?0 with huge mar g1n<

(@8]

The growth outlook would be supported by a stable macroeconomic environment,
turn around in trade as econcmies recover from Covid-19 Pandemiq expected
favorable weather and ongomg mvesrments in btxatemc priorities 6f lhe GovcmanL
under ‘the “Big Four Agenda, the \,ngmng public 11.1;;estr“\,ms in" infrastructure
pro_]ects, the Economic Stimulus Programme and the implementation cf the Post

Covid-19 Economic Recovery Strategy.
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4. In order to respond to current challenges related to COVID-19; the Government was
implementing an Economic Stimulus Programme’ (ESPY whose chjective was to

sretun the. econamy. to. the pre Coﬁviid- grow‘th trajectory.-"The. ESP was.boosti mgL

4 démand for local goods and services, cushioning vulnerable-'Kenyans, securing
household food security for the poor, and creating employment and incomes for
instance “kazi mtaani”

5. Global Economic Highlights: The outbreak and spread of the Covid-19 Pandemic
devastated global economies. As a result, the global economy was estimated to have
contracted by 3.5 percent in 2020 from a growth of 2.8 percent in 2019. However,
the growth was projected to pick up to 5.5 percent in 2021 frem 3.5% 1n.2020 -
reflecting expecta110 1s.of a vaccine-powered _strengthening  of - activity - and

' addi ticral rohcj support ine fow mme‘emu.onues. : s Y o

6. Domestic 'Itrchmmf Highlights: The economy contracted by 5.5 perc ', n'{ the.
second q:‘_u:-“l of ’Z%O from a growth of 5.2 percent in the first qual.u of “."'9
ocpaswmd hy IL\ ad verse effect of the pandemic. The economy d ‘mo'lstr; d signs -
of" ’DCOVM) inthe "hL a quarter of 2020 10How1ng leunc,moc uf’rhe ::onomy OUL ubP

) pickup was weak. 'Iihe'ecm wmy (,ontiactéd by 1.1 pelcent n ’?he third quarte1 of *
2020, which was an improvement compared to the contraction of 5.5 percent in the
second quarter of 2020.
7. Taking into account the contraction of 5.5% in Q2 £ 2020 and 1.1% ir: Q3 0f 2020
due to COVID-19 pancemic, economic growth was revised downwardsto 0.6% in
2020 from 5.4% in 2019. Revisions during the year reflected uncertainty associated
with the Pandemic. Economy was expected to recover to 7.0% in 2021 partly ue
the lower 20920 base effect.

Inflation: . Year-on-year cverall inflation rate remained low, stable and. within the -

oo

Guvernment target range of 5+/-2.5 percent since end 2017 demenstrating prudent-
monetary policies. The inflation rate stood at 5.7 percent in January 2021 from 5.8
percent in January 20620.

9. Interest rates were fairly low and stable (below 10% from 2016), due to prudent
monetary and fiscal stance. The CBR stood at 7.0% to maintain lower lending rates

that would support credit access by borrowers especially the SMEs distressed by
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10.

. sount 11np10ved to :a deficit of (4.9 percent of GDP) in Decemu 2020 from (5 8‘,;_' e

11.

12.

COVID-19 pandemic whereas the Interbank rate was generally low at 5.2 percent
in January 2021 from 4.4 percent in January 2020

Balance of Payments - Overall Balance of Payments improved from a deficit of
1.1% of GDP ir September 2019 to a surplus of 1.5% of GDP- in the year fo

LX Lembel 2020 malnly due to an 1mp1ovement in th¢ current accsunt. The current

percent of GDP) in December 2019

Foreign reserve - Official foreign exchange reserves held by CBK remained at USD
8,297.3 million (5.1 months of import cover) in December 2020 compared with
USD 9,115.8 million (5.5 months of import cover) in December 2019.

The foreign exchange market largely remained stable but was partly affected by a

51gn1ﬁcant str engtherung of the US Dollar in the global ma1]<’cts and uncercamty wnh

14.

15.

+ - regard to the Covid-19 Pandenmic. Kenyd Shiliing tc T. 2 dollar exchanoed at Ksn .

109.8 in January 2021 compared to Ksh 101.1 in January 2620

.Annual growth rates in total revinue- declined by 11.7 percent by January 2021

down from 14.8 percent growth in January 2020 as a result of the impact of Covid-
o et gy .

Ordinary Revenue- Treud in dféinary revernie was similar to that of total revenue.
By January 2021, arm'uzbl decline rate was 14 2 percent frorm a grbwt}t: of 15.5 percent
in January 2020. All the main tax heads contracted in January 2021.

Total revenue by end of January 2021 was Ksh 937.0 billion against a target of Ksh
1,059.3 billion representing a shortfall of Ksh 122.3 billion. On the other hand, total
expenditure by end January 2021 was Ksh 1,347.% hillion. ThlS was below tar get of

Ksh .1,522.7 buhon by Ksh 175.6 bIHIOH Whlf‘h a.ffected omvelopl -P‘ﬂ expenditure
(Ksh 72.7 billion) and recurrent expenditure (l\sh 80.0 billion).

16. Medium Term I‘lscm Framework FY 2021/22 2024/25 (% of GDP)- In the FY

2021/22, total revenue lnCLUSIVL 01&1 its as a percentage of GDP was projected at
65.8% of GDP and GYDPHdItIIIGS a1 74 Q% of GDP which ; gives a deficit of 1.5% of ‘

GDP. The deficit would decline to 3.6% over the medium term.

17. Budget for FY 2021/22 and The Medium Term- The FY2021/22 and the medium

term budget framework would continue with the fiscal consolidation policy critical
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18.

19

to strengthen the debt sustainability position. Revenue collection including
Appropriation-ii:-Aid (A.i.A) was projected to increase to Ksh 2,033.9 billion 521'5..4
percent of GDP)sup from the estimated Ksh. -1,849.2 billion (16.6 percent of GDP)
in the FY 2020/21. Revenue was projected to improve to Ksh 3099.8 billion in the

medium term.

Revenue enhancement measures- Revenue performance would be supported by
the on-going reforms in tax policy and revenue administration measures which

includes; reversal of tax cut measures from Januar y 2021 and in.addition, in the FY

20/_'(1/41 the ovu' mieitt was im lememmo a numbel of tax 011(, nmasmes'..' W
s 1 P

threngh the Fmazce t, 2029 i Ehjmg,
a. In uv(*u, “on 0f a minimum tax payable at 1 percent of gi'oss t'm'no'.fer_"; g
b. inivoducricn of a digital services tax on income from services providc:d
throngh a digital marketplace in Kenya at the rate of 1.5 percent on the gross. -

szusactinral value;

increase dof inceme threshold Aqualifying for 1es1deht1al rental income tdx

o

among others
To further boost revenue performance and mitigate revenue risks arising from the
Covid-19 Pandemic, the Government would;

1. Revamp Audit Function: Audit teams were set up in Large Taxpayers Office
(LTO) and Medium Taxpayers Office (MTO) of KRA ana would make use
of data to enhance compliance

ii.  Enhance Debt Programme: KRA was focused on reducing the collectibie
debt by.making use of the debt module-in- i-Tax, reconciliation of debt
portfolio and. 16"1°».1nb of payment plans; ,

.  Implement initiatives to boost customs revenue including: continued
implementation of Post Clearance Audits, review of the end-use of exempt
products, comprehensive audit of exemptions, profiling and targeting,
document processing centre, enhanced scanning, and conducting intelligence
led verification of cargo;

iv.  Robust intelligence collection, utilization and investigation;
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v.  Aid the resolution of tax disputes through the Alternative dispute resolution
(ADR) within the statutory timeline of 90 days;
vi. Independent Review of Objections (IRO) to issue objection decisions within
the statutory timeline of 60 days; o
i “noage the Tax Appeals Tubunal and the Jud1c1a1y to fast -Lar’ conclusmn
. rKRA cases. - . oy
20. Fiscal Consolxdatlon Fiscal deficit as percent of GDP was projected to decllne
from at 8.7% in FY2020/21 to 7.5% of GDP in FY 2021/22 and 3.6% of GDP in FY
2024/25
21.Budget Allocations for the FY 2021/22 — 2023/24 (Ksh Million): Total Budget
allocation for FY 2021/22 was Ksh 3,018.0 billion comprising Ksh 1,950.4 billion
.( 6_4.6%) for National Government, Ksh 697.6 billion (23. 1%) fo1 .Consolidated '

Funds;Services and Ksh 370.0 biliion (12:3%) for the Cow:lyf3overnments. .

22, Equitable revenue share for FY 2"2 1/22 would rise to Ksh 370 0 billion froim Ksh
316.5 billion in the FY 2020/21 31: icai -011 Condmonal g1ams amount to Ksh 39.8,
therefore, in FY 2021/22, the Coum es Nnmd share an estimated Ksh 409.8 billion.

N
(O8]

3. Criteria for Resource Allecaticn: ahucauon of resources would be guided by
Linkage of Prograjnmes o Pbét—Covid;l.Q Economic S'Lnnusus Programme (PC- )
ESP), the Big four Plan either as drivers or enablers, objectives of Third Medium-
Term Plan of Vision 2030; Degree to which the programme was addressing the core
mandate of the MDAs; cost effectiveness and sustainability of the programme;
requirements for furtherance and implementation of the Constitution and meeting”
debt servics obligations as a first charge. o . -

24. Potential risks to the macroeconomic outlook included surge of the covid 19 virus,

policy measures being adopted by ihe new US administration, weaker external . .

demand, reduced tcurist arrivals, unfavourable weather among others.

Division of Kevenue Bili (DoRBj, 2621 and the County Allocation of Revenue Bill,
2021 ‘
The Division of Revenue Bill (DORB), 2021
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25.

' tolthefinancial year 2020721 allocation, reflected an increase ot K§h.53.5 billion.or” & - -

26.

The Division of Revenue Bill (DoRB), 2021 proposed to allocate to County

Governments K:50.409.88 billion in the financial year (FY) 2021/22, which relative; :

16.9 %. This allocation comprised; equitable share of Ksh.370 billion; additionai'
conditional allocations from the share of National Government revenue amounting
to Ksh.7.53 billion; and additional conditional allocations from proceeds of loans
and grants by development partners amounting to Ksh.32.34 billion.

County Governments’ Equitable Share- The bill proposed to allocate County

Governments’ an equitable share of revenue raised nationally for the financial year

2921722 ioff-Ksh.37O bil hon This was. plemlsed on Parliament ‘Mvmg approved the
third basis for allocation of the share of nanonal revcnue amon0 the County

‘Govemnments in September, 2020 on condition that the forfuia’s unplememal.lon

- would be preceded by a Ksh.53.5 billion iricrease in "i’hc'_ Counties’ equitable revenue

27.

N
1.

11

share. °
The proposed County Governments™ equitable-share cf revenue raised nationally for
the fipancial year 2021/22 was arrived.atby:-.- , . ‘

4 adjusting the Coun’ﬁes’ FY 2020/21 alloé)ation (ie, Ksh. 3 163 billion) by Ksh
36.1 billion or 11.4 percent. This growth derived from anticipated improvement
in revenues raised nationally in FY 2021/22 when the effects of Covid-19
pandemic were expected to ease. This increase was expected to facilitate post
covid-19 econonic recovery at the counties as well as ensure sustained service -

delivery by the devolved governments; and, - *r
converting four existing conditional granis to County Governments into
unconditional grants, ani allocating the ,!.'espective amounts totaling Ksh. 17.4
billion towards the Cou ities’ FV 2021/?4 equ1 able' evenue share. The fou1
condmona; auocaﬂono are: Roaa I‘v’r aintenance Lev y me (RMLF ); the level- S |
hospitai grant; the compensation for user fees foregone; and, the grant funding
rehabilitation of village polytechnics grants. Among other benefits, the National
Treasury anticipated that the proposed conversion of conditional grants will

afford the Counties more autonomy to budget and prioritize allocation of

resources.
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28. Conversion of the four conditional allocations to Counties’ equitable revenue share

as proposed above had several advantages. Firstly, it would afford the Counties
more autonomy to budget and prioritize allocation of resources. Secondly, it would

achieve a mcre consolidated approach to funding of devolved functions, while also

. .
. enablmg ‘)f>tte1 tlacklng of performance and attribution of outcomes ,Wnrdly it

would- hed n to: add1ess a number of challeng\,s that were expenenue(- sncluding: -+ -,

suboptimal absorptlon of conditional allocations (which arose primarily due to
difficulties faced by many Counties in adhering to the underlying conditions); and
failure by Counties to allocate sufficient resources in areas receiving supplemental

funding by the National Government through conditional allocations.

29. Moreover, the fact that the approved third basis for allocation of the share of national

revenue among the County Governments was now effectlvely linked to devolved

: *n‘lctvons (spemﬁcally -with weighted pammetms ior ut‘ath “0osdls and agucultme) _

meant tha[. it was now possible to achieve policy C-.)_]@Ctl"f:(] ff some conditional

m'arﬁ* directly through the equitable share. Inx health: and ag1-cultu e, {or instance,

ihP new parameters 1o be used in distributing the eqLutable revenue shace among

i Cohm;w ciosely resemble those currently being used Lo cjstu'me sectoral

aopdmoual alocations. In addmon the approved revenue dlmu‘ltmh criteria

*Baln a par ameter, pO})ulaUOI'l with a wugm of 18% = h1cb was apecifically

designed to reflect costs of ‘other County Services’ including village polylechmcs.

30. Currently, besides the composite of equal share, the allocation criteria for the

31

rehabilitation of village polytechnics conditional grant is also based on total trainee
enrolment in the respectivo county govanmen‘cs wh1c¥ was similar to the use of
population pzrameter in the Third Basis for Revenue Shauno ameng Counties. That

meant that village polytechnics being a devolved functlon, and also a coinposite of

‘the population parameter of ihe formuia should be directly financed from each -

County’s equitable share of revenue. o _
After makmg the - above adlustment County Governments cqul'rable share of

revenue in the ﬁnanmal year 2021/22 was estlmated to be Ksh 370 billion as below

Table 1: Equitabie Revenue Share Allocation o County Governments F. )’2021/2.4_

S/N

Budget Item
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Amount in

: oy’ Lt Ksh, Million

i A County Equitable Revenue Share "ox FY 2 G/21 (dase) o a 316,30C | -
" Add: ' g - ]
5 Adjustment based on fiscal framework (Revenue Growth to county 36,103
governments in FY 2021/22)
Add:
Converted Conditional allocations (previously financed from National
Governments share of Equitable Revenue) to County Equitable share...of 17,397
which: -
C la UserFee TEE ’ T R o 900
I borevels T e I et T o anT| .
s‘c. R:oéxd-‘\/.[aivn'tenaﬁce‘Levy Ffund B ‘. 1 5 | N 9,7.70.
d. Village Polytechnics IR i - T 2000
D | Equitable Revenue Share allocation for FY 202‘1/2?,;‘.]‘1:)::A+B+C 370,000

“Source of data: National Treasury
32. The above proposed Equlfable Shaze. for I’ Y /L 1/22 oi Ksh.370 billion was
" equivalent to 27.3 percent of the last a‘L}ldlth accounts (Ksh. 1,358 billion for FY'
2016/17) and as approved by Parliament. The proposed allocation met the
requirement of Article 203(2) of the Constitution that equitable share allocation to
counties should not be less than 15 per cent of the last audlter‘ revenue raised
ﬂdthI‘la]l}: as approved by the Nutional Aﬁsembly '
The County Allocztion of Revenue Biﬂ 2021 .
32. The County All acation ¢f Revenue Bill, 2020 was mepaued based on the apploved~
- Third Ba31s ful Revenue Aliocation among Pounty govcmmemo pursuant to Alllcle_ .
'71 7/ of tihe Constltuvon whe' eby in Septembe1 x_u,lo Parliament approved the Thir d'i
Basis for allocation of the share of national revenue among the County Governments
on condition that the formula’s implementation_would be preceded by a Ksh. 53.5
billion increase in the Counties’ equitable revenue share.
34.The Third Basis formula which should be applicable from FY 2020/21 to FY
2024/25 took into account the following parameters; (i) Population (18%); (ii)
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Health Index (17%); (iii) Agriculture Index (10%); (iii) Urban Index (5%); (iv)
Poverty Index (14%); (v) Land Area Index (8%); (vi) Roads Index (8%), and; (vi1)
Basic Share index (20%). The horizontal distribution of County Governments’
equitab‘e revenue share allocation of Ksh.370 billion for FY 2021/22 should be

_b asc’ on the Third Basis Formula Lk

w -/
L

:Thii Ba51s fm shaung 1evenue 1alsed natlonally among county g« /emments had,- |
two components namely Allocation Ratio which relates to appllcatlon of 1atlos:
used in FY 2019/20 to one-half of the equitable share allocated to county
governments in FY 2019/20; and the Formula which relates to application of the
difference between the determined equitable share and the amount allocated using
the Allocation Ratio to the parameters approved in the basis.

36 Aocmdmgly, h0117onta1 distribution of the Ksh 370 b1ll1on Equltable Share to

(“ounty Govmnmems for ¥ 2021722 Qhoulu be as 1011““’ 3 —Total Equltable Sheue

FANT

o1 county Allocat,z,o_n = 9.5 {Allocation I‘.ano ) ((Tfuuable Shalp (0.5 f liocation
Raﬁf ¥ “(Formula) whereby: -

‘l) Allocation Ratio: - This refers to the Sha1able Revenue allocated to counties in the
financial 'year 2019/ 20 of Ksh. 316.5 billion. Thus, the alloca‘uru to county
'gow, nrnents vinder this component was one half of ihe Mul?aol shate zilocated

)

b) Equitable Share: - This was the equitable sha1e of revenues raised nationally

to county govemrr)ents in Y 2019/20 a511o4,1n11 ng to Ksh. 156) 25 billio: n;

allocated to county governments in FY 2021/22 amounting to Ksh. 370 billion.
Once you net out one-half of the amounts of Allocation Ratio or Ksh.158.25
billion from the Equitable share of Ksh. 370 billicz, the u,sultmg balance of Ksh.
211.75 billicu was allocated among county govermnents us ‘15 thc Formule; and
¢) Formula= 0.18*Population Indexi+ ©.17° Health Inde\l H0.10%  Agriculture
Indexi+0.05*Urban  I[ndexi+6.14%*  Poverty Indexi+0.08*Land-  Area

Indexil+0.08*Roads Indexi +0.20% Basic Share Index

2021 Medinm Term Debt Strategy
37.The 2021 debt strategy provided guidance on how 0: -

e refinance maturing public debt; and
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38.In addition, the 2021 débt strategy outlined some key reforms to promote the

e finance fiscal deficit outlined in the 2021 Budget Policy Statement at the

lowest cost and mmlmum risks while ensurmg debt remained w1thln

" sustainabie 1evel

development of government debt securities market.

39.The strategy covered the period FY2021/22 to FY2023/24 over which the desired

optimal debt portfolio was to be achieved.

40.The 2021 debt Strategy was prepared against the backdrop of the COVID 19 shock

41.

42.

44.

... relatively high interéest cost of domestic debt, saf@uard crédit flow (o the orivqte o

45.

which led to slowdown in economic activity adversely affecting the fiscal position.

The 2020 c1ean rating by major sovereign 1a1mg agencies Standard fzrri Poors and .

Fitch /mm,gs placed Xepya at B+ wnh a nega‘rwe ouflook that 31ga1f ied (he effer 5

of the C'ovid-19 pandsmic on the econom; Y-

The following were taken into consider ation in acswnmo the debt strategy
1. the size andstructare of the existing public debt;
i. non-per fonn ‘Dg guarantees;

. - mn size, of fhe fizcal deficti; s
iv?  macro-economic osumpuons in the ”O')l BPS. )

As at the end of December 2020, public debt stood at Kshs 7.28 trillion or US$ 65.6

billion, equivalent to 65.6 percent of GDP. The debt level was sustainable but

classified as high risk.

2. Given the structure of public debt and the path of fiscal deficit ovei the medium

terny, the optimal strategy that minimized costs and risks of pubiic debt was a mix

ratio of 57:43 in external and domestic borrowing on 2 niet ‘basis.

The 2021 debt strategy was underpinned by the need to move away from the

sector and rely morc on long-t'erm external Lmanclub plu er ably concessional | loans.
The stfeitegy assumed continued access to the international financial market and
diversification of debt financing instruments.

Further, the 2021 debt strategy entailed active debt management operations to

lengthen the maturity structure of domestic debt by issuing more Treasury Bonds

30

P



and less Treasury Bills and replacing external commercial short-term debts with
longer dated debt instruments to smoothen the debt service maturity structure.

46. While the domestic debt market was the major source of funding of the fiscal deficits
p1ov1d1ng about a half of the financing needs, the market 1ema1ned shallow and
dorm~1¢*=d by commelv1al banks The lefmms to deepen the domes wmvbt market
includethe enhancement of market inf astructure thr ough automation's f processes
at both the primary and secondary market, restructuring of interbank repo anci setting
up of Over-the-Counter (OTC) trading platform to complement the Nairobi
Securities Exchange.

47. The office further stated that reporting on public debt and borrowing would continue
to be enhanced in accordance with the Constitution of Kenya and international best
pract_ice. In addition, the capacity in the Public Debt Management Office would be

strengthened.

pandemic with adverse effects on econoniic and fi mmncnal environment that derailed
“fiscal and structural reforms to s umh.: ize growth of debt to , GDP. The strategy would
be adjusted to align to any policy changes as and when they occur to ensure debt

remains within sustainable P'q.'

Submission“by the Commissien ‘{m Revenue Aliocatién )
The Chairperson, Commission on Revenue Allocation (CRA) submitted to the as

follows-

Overview of 2021 BPS

49.Recent lrMonomlc Development ‘md Outloc,{n Economy- giowth for ’){.)2'0 was
estimated at 0.6%. The 2021 BPS projected ar: economic growth of 3.8 percent in
2020/21 and about 6.1 p¢1'celat over the medium term, on aécount of recovergl of the
services: sector. This growth i)}‘ojpctiéh has ot factored in expected shocks that
swould have an et on Economic pelfoma“ce surh as contraction of the OIOb
economy, exchange rate variability, high debt, the proxonged effects of COVID-19,
the BBI referendum and the 2022 general elections. All these factors are likely to

slow down economic growth in the medium term.
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50. Expected low economic growth rates would have an effect on other macro-economic

variables such as 1nﬂat10:1 as well as revenue peuounance In the last four years, :

es orrevenues substantially pelfounea below target "This - af "eci d development
eﬁpendmnes at both leve is of oovemment D1OJecuon of mdmary revenue of Ksh
2,033.9 billion (16.4 percent of GDP) on account of on-going reforms in tax policy
and revenue administration was at variance with the government policy to support
business recovery post COVID-19 slump. The CRA therefore submitted that it was
important that realistic revenue projections are made taking into account all the risks
to the economic performance of the economy.
51. Strategy for res*llem and susfamablo or‘nnomlc recover y- The BPS 7’)21 nofed‘

~

that Jlnpelucn[auox of the blg 10u1 Acenda Would unlork be‘fte1 gwwm and"‘,
posmve:y 1mpact o the lives of peopie [nrougujoos C)'b"dthP -1d pO"ul"_/ reductic o
implementaticn !f some of the Big Four agenda priority areas were- coulmeﬂced
over the last thres j ars and it was not clear what remained to be done' curmg th‘e-‘.ﬂ
next two years. 1’11\ CRA  therefore submitted that the BPS she: lld p1o fie anv
ac-éountabi'u‘: wawix of the implementation status of p101Pcfs and plomm LS

) under the Big boul M ganda: what neededo be achieved in the I)emammg two years,
a breakdown of the resources needed, what had been achieved and its impact.

52.BPS 2021 only mentioned expenditure rationalization and revenue enhancement as
a means to achieving fiscal consolidation. Specific policy measures were not
outiined iowards rationalizing expendituie and enhancing reveme.

53. Fiscal consolidation efforts seemed elusive as debt keptaccumu ing. The absoiute .
debt threshold as approved by Parliament is Kshs. 9,000 biliion by June 2024,
however the threshold was likely to he met earlier b FY 2027/20”3 as debt levels

L (WErR prod ted to get to Kshs. 9, 365 tallion as shown in the_ taole below (I gurc 1).

There was therefore need for raticnalisation of the pu;‘olié debt to ensure mLu—ﬁ' |

generational equity.

Figure 1: Public debt stock for the FYs 2015/16 to 2024/25 —Kshs. Billion . ;

Source of data: The National Treasury, 2021 BPS
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54. County Financial Management and Division of Revenue- County disbursement

55.

57,

.SIorizontal allocatiozj of revenue among

for the FY 2020/2021 as at February 2021 was Kshs. 147.9 billion, the remaining
balance of Kshs. 168.6 billion was likely to be disbursed to the counties during the
remaining four months of the financial year. Although 01d1na1y revenues were

un:*ﬂpexfmmmg and therefore necessitated the slow dlbbUlSel" ent of funds to the

‘ceonties, too late: d1sbu1semem of flllluS closer to the end of he frs qnc1al yea1 often

led to over commitment towards the end of the financial year, in addltlon to openmg ‘
loopholes for funds mismanagement.

The trend in county actual county Own Source Revenue (OSR) collections over
the last six years showed sporadic high and Jow actual collection. This posed a risk
in county budgeting and eventual service delivery as counties continued to

accumulate pendlng bllls The Third Basis 1ecommendat10n as submrﬂed to

'Pa1hament by the CRA nad provided for a fiscal affa 1t mcentwe parameter ic

encouracfe revenue co rxef‘tl(““ by ca u11t1e< i ihe palamCIP was ..-bsequenﬂ y dropped
follow1n0 appuuval of the fo1mula The CRA thus Suomrrted that to encourage
consistent revenue 01owth in 1l‘c C(‘U”ulba Palhament ueedb to come up W1th a
legislation for uniform dutml f1on ol :cvf‘nues at the county level to seal revenue
leakages. |

)caunty govemmént%— Table 12 of the
BPS provided information on the revenue allocation for each county government
based on the third revenue sharing basis. Whereas:

Equalisation Fund - Following the court ruling on petition No. 272/2016 on 5th
November 2019, the: National Treasurv’ in corsuitation W1th other stakeholders
de\/duDPd the draft Public Finance Manaﬂemem (EquahS“t on Furd ) L(egu‘ tions,

2020. The draft regulations were submuwd to Cabmet for app10val in Novembe1

2020. It was thus in the interest of Palhamem that the marginalised arcas accessed '

»Eouahsa‘uon Pm!f‘k L)elayed m"bulaemen. of funds to malomahsed areas on

- account of Iack of’ lemslatlon had de_,,jed the 1eahsauon of the core objectn,e of

estabhshmmt of the Equalisation Fund of enhancing services in areas identified as

marginalised.
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58.Budgets for the Medium Term/Details on Sector Priorities- CRA provided

details of the sector aachievement detailing somie functions that could -effectivelv . . -

o, oo and efficiently . be undertaken b ¥ county governments. They also submitied: that it. -«

was important that ircre was equity even where the MDAs were conducting projects °

and programmes on behalf of government.

Sector Issue/Recommendation

Agriculture, The Sector undertook the following activities which should have been
rural and urban | undertaken by county governments: Installation of milk bulking and cooling

Development | equipment; development of small-scale irrigation infrastructure in counties; roll

Sector . outiofcrop insurance in countics; p ov1s on of subsidized fertiiizer beneﬁtm0
i farmers and enrolment r‘»fsmallholdex f'umels unde: the e-vou hcl mput aceess |
| . ;
-system. The budget of this ac: xtIGS shouid  be h’anfucrz'-r:u to county

sovernments in FY 2021/22.

' Health The budget for the health sector was pm;t“t"a o increase to Ksh. 119.9 billion

in FY 2021/22. Within the goverament poiicy on K':::’ovi.sicm of UHC, that budget

should be rationalised and shared between the rmu'm(u and county governmeiits,
'3 A
especially now that the piloting of the Uhé scheme in four counties at a cost of

3.9 billion was complete.

Environmental | The sector had budgets to undertake several activities including the following

Protection. that should be undertaken by couniy governments: Producﬁon'of -seedlings;

Water . and | provision of waier to households; urban sewerage; constn;ctiori.,.of water 'pal)s
Natuiai and drilling of boreholes. i 4
Resources

| 2021 Medium Term Debt Mahagexnent Strategy
59.Review of actual costs and risks characteristics against 2019 and 2020 Debt
Management Strategies- Table 2 on review of costs and risk indicators provided
data on debt as a percentage of GDP. However, CRA noted that proportions hid a
lot of information. There was therefore merit in presenting the absolute figures

implied in Table 2, given that the revised debt ceiling of Ksh. 9,000 billion was an
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60.¢

61.

absolute amount, before the presentation of the proportions. The Table was also
inconsistent with paragraph 8 on the figure for nominal debt to GDP, which
indicated that the debt to GDP was equivalent to 65.5 percent, whereas Table 2
p1esem<>d the figure at 63.3 percent of uDP

,o-t and Risk ‘lndlySlS of the existing Publlc Debt Por tfoho— f,rlﬂ 6 on domest c

dewt. by maturity: p1esented in US DOual should have been’ pres: "\ted in Ksh. for

ease of comparison to the debt ceiling.

Debt Sustainability -External debt sustainability relating to debt to exports ratio
and debt service to exports ratio were breached, showing the pressure on external
income (Table 1). Further the current weakening of the Kshs. against the US Dollar

continued to put pressure on dollar denominated debt servicing. The MTDS did not

. address itself to expected shocks that would likely arise from currency depreciation,

Ta bié 1: Kenya's

especially-taking iiio accoum that

66.percent of Kenye. £=bt was in Dollars.

Fyternai Debt Sustainability

Indicatsrs

Thresholds 2020 2072 | 5@23 |

|

| PV of debt-to-=xports ratio

FPG

j \CbL Servive-to-exports ratio

2602 | 258:5 | 2

o
55.2

N
J\I/

240 288.1

21 314

P ) )

[N
~
wn

A

o

|
!
|
i

62.

63.

CRA stated that it was the government policy to contain the debt within the EAC
thresholds. The 2021 DMS anticipated another revision of the debt ceiling beyond
the Ksh. 9,000 billion. In effect, the DMS was at variance with th(" BPS 2021
stateinent on fiscal consolidation as it antlbmated “nochm review of i the PFMA Act
to expand the statutory. debt limit \

Other concerﬁs by CRA-The MTDS presented various .in.consistencies in the usage
of Palendal year and financial ygar. For consis t"ncv and ease of comparisen the

MTDS should harmonize and use either financial or calendar year.

35



Submission by the Council of Governors

The Governor, Laikipia Coz‘ y Cov ‘\Iduzm Muzriithi a 1Jpeaued before the committee on

behcuf of the Cnn: Lie s’rated as follows

64. County Governments 1'1“01)(,531— (‘o‘uu‘y Govemments ag1eed to the proposed

..;'

e, . - s a ',
- 4

increase of Ksh 36.1 B by The National Treasury as a result of Revenue growth. The
Council also agreed to the proposal by both The National Treasury and Commission
on Revenue Allocation to convert four Conditional Grants to Equitable Share., that
is Road Maintenance Levy Fund (Ksh 9.8b), Level 5 Hospitals (Ksh 4.32 B),
Compensation for User fees foregone (Ksh 0.9B), and Rehabilitation of Vlllage

r*olytca‘mlcs sh (2.0 B)

. Further, me Councii duunfJ thie Inte1g0vo1r1fne‘n+al Buv.bu and Ee onC)mié C ounci’i_

adopted the resclution: of the pre-IBL meelmg wvu The Nati oncu 1leasu and

Commission on Revenue Allocation Ior a’._iCii.?'ICI’;al allocation to County

Vear 2021/2022.

Governments amounting to Ksh. 53B f01 the Fi 1sca

. County Governments agreed to the pinlicy p1‘=31:;psa:1 &y both the National Treasury

and 0 "ﬂmiss" on Revenue Allccation to convesrt w'ldm\)nal grants-from GCK to
) ) @ : )
u1table share for the following reasons:
a. The architecture of Fiscal decentralization in Federalism theory envisage for
allocation of funds to the level of Government to whom a function belongs

te without condition.

=N

and set prioritics for their funds, p1ov1d1ng a great scurce of motivation.

c. Guarantee that all funds will reach |he Countizs avoiding instances where
such may be reallecated at national Level- ov withheld to create fiscal space
during emergencies as experienced in FY 201 9/70.40

d. Funds would uot be subsjected to higher/further bureaucracy through’ line
Ministries enabling smeoth flow and/or very stringent conditionality’s that

reduses flexibilities in allocation and reallocation.

County Governments Compliance with Fiscal Responsibility
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67.

Enhancement on Own Source Revenue- The County Governments’ actual Own
Source Revenue (OSR) collection for FY 2019/20 was Ksh. 35.8 billion against a
target of Ksh. 54.9 billion representing 65.2 percent of the annual target. This was a

drop in absolute terms from Ksh. 40.3.billion collecied in FY2018/19 that was 74.8

, _-Delcent of the annual OSR target v the Counties. This was attributable to Covid-

68.

69.

v T

19 pancM“ »

Further, National Government remained to be the main defaulter on property taxes
which was the major source of County revenue. There was therefore need for
Legislation of enforcement mechanism where the defaulter of county taxes is a
government agency. The National Government also continued to collect catering
levy on food businesses essentially belonging to County Governments.

Pending Bills- A spemal audit by Office of the Auditor General (OAG) verified
eiigible pc,udm ths ¢ Dounfy Goveﬂnﬂel‘m unLOJI’ILlllg w0 Ksh. 51.2 billion as at“

30th June, 2018 Angthe: Ksh. 37.7 billion worth of pending bills was found to be

2 1»1#1101'\, - #or payment. Of the eligible bills 76.6% (Ksh. 39.3 Billion} vwwere settled -

1

and 27 4 5 (Ksh. 11. 98 bllhon) remained unsettled. 23 counties 1d’] fl\,'cu\,d their

"‘eholblc pending bills in full while 5 counties disputed'a pomo ofthp bills however

siid communicated to Office of the Auditor General for inv crﬂcatwn arn d gul d'mce

) ¥

: A§a- 20th Fane 7010 Co‘}mtv Governments ICBC]TCJ pendmg Bills arb ounting to Ksh.

113.6 Billion. Of this, Ksh. 78.8 Billion belonged to Nairobi City County. The
Council proposed therefore that the Office of the Auditor General to conduct a
special audit for verification of the pending bills before payment. Verification

should be applicabie to the following; e

8

i isputed eligible pending oiils as per the Special Audit of OAG—
i llglble pendmg bills as pc1 the Special Audit of OAG
i, Repoued pendmg bills as pe1 Circular.AG.3/88/Vol.7{1 1)‘

Fus chel, for a more efficient verif: catlon and io aveid 16— audlt { :stablm‘mm of

'1nehm‘:!° pendlng bllls commmce) it will be 1m1301fan1 f01 OAG fo engage a

reputable institution for the special audit and widen the scope of verification to

incorporate forensic audit other than desktop analysis as earlier applied.
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72.The county governments closed the Financial year with Ksh 26 B of equitable share

not disbursed.

Intergovernmental Fiscel Transfer '_ - o A

73.Borrowing framework- Section 140 of the PFM, Act 2012 authorizes a County
Executive Committee Member for finance to borrow on behalf of the County
Government only if the terms and conditions for the loan are set out in writing and
are in accordance to Article 212 of the Constitution and Sections 58 and 142 of the
PFM, Act 2012 among other conditions.

74.The Natlonal Jreasury v1de Circular 1/2021 provided 0u1de‘mes for: .County
C‘J veinment Bcnowmg ' _

75. The (“f‘w {11418 propose d that ‘rlf mfnu, ex cent .Ju“/\ or tbe ;121 au\ ited 1evefuc

baseline: for ourn 7y buhr‘wmc to be ¢ aolwﬂa in Medium Term Debi S‘] a*wv an'*

the nominal 10‘1(, U (“r‘unly guarantee out of the total applovcd puohc ch K S ¥

9 fu‘hon g fcnc‘m (Punc*n_tly 1s Ksh 80B).

76. Dlsb:r;'s_cznla':;aa' g,n; _u_.:‘guxm!_)le Shave aliocation to Counﬁy Ggyernmcnj{s - C.ocmy
Goveiilrb.erii haﬁ not- 'aéce‘iiifed funds for the Mbnths of November,)December,
January and February 2020/2021 amounting to Ksh 81.8 B.

77. Balance outstanding consisted of Ksh.18.4 owed to 15 County Governments for the
month of November; Ksh.9.6 B owed to 33 County Governments for the month of
secember; Ksh.26 B owed to 47 County Governments, for the mmth of J anua1y and
Ksh.26 B owed tc 47 County Governments for February.

78.They therefore. proposed that the National Treasury should fést—track equitabie share
disbursement to County Governments as delayed disbursement led to disruption in

service delivery, budget abscrption and delayed submission of statutory deduchons

Submission by the International Budget PartnershiP -Kenya (IBP)

Dr. Abraham Rugo, Country Manager IBP-Kenya presented a memorandum on behalf of
17 Civil Society Organizations working in different sectors at national and county levels.

In their submission, they raised the following issues and recommendations:
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79.

Unrealistic revenue targets contributed to the underperformance of revenue
sources over the years. Each year, the National Treasury revised the revenue
projections downwards during the budget implementation stage (supplementary
budgets). This was an indication that the oovefriment had continuously set targets

That we1e too ambltlous -hele was need f01 a 1eahst1c way of pr olectmg 1evenues,

' based on mstoneal pe1101mance T2 pr OJeeted g1owth should be w1thm a-set limit

80.

of the average revenue performance in the past three years.

Kenya’s budget deficit numbers remained very erratic, which was indicative of
challenges with revenue and expenditure targets. However, one consistent trend
was the growth in the deficit between the final approved deficit ceiling in the BPS
and the deficit in the final actual budget. This raises question on the deficit numbers

provided in the BPS and whether they were a true reflection of the fiscal funding

7 gap each year.

(O

83.

Pablic debt. remained a cenéval but key determinant of gur fiseal policy.
Although, significant transparency issics iernained on Kernya’s debt stock but also.
its repayment: For instance, Public debt annual reports for 2018/19 and 2019/20
were significantly different figures for the funds spent by government in settling
debt obligations in 2018/12 going back to 2013/14. In addition, the Controller of
Budget I}eport for 2019/20 hgd debt service 10\1135 that were ditferent )ﬁom the

annual debt reports by National Treasury.

. There was no clear approach to guide the growth in reveuue that was allocated

to the county equitable share of revenue. This made it difficult for counties to
prepare multi-year budget projections -as requirc-'j under the mediam—fenr
expenditure framework used to prepared buugets in Kenya. This challenge was

equally alive in the national government. The IBP thus 1ecommendeo that thele-

should be a constant growth factor for both ]e'/els of Govemmw it such that when

there-isvan increase in the national government s!'xare of reyenue,,-. = similar growth

factor was witnessed for county gevernments. .
The just’ifications to convert most conditional grants into the equitable share
needed further interregation. Conve1s1on of those glanls into equitable share

would not only disadvantage the services supported by those grants but also overall
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counties ‘share given the shift in allocation criteria. The IBP 1ecommended that the

zrants to be converted into equitable share bf’ o Lamﬁd as conditional 013.1’13 and

&k gmwtn adjustmen S m dhOCa[l"\P be inc Leased

Submission by the Kenya Paediatric Research Consortium (KEPRECON)

The KEPRECON submitted a memorandum indicating as follows-

84.Budgetary Allocations- In the BPS, Economic Recovery Strategy of 2020 pointed

out the health sector as a key pillar towards enhancing the health care system. To

effectively finance the budget priorities of the health sector, Ksh.195 billion was

submuitted as the sector requirement i+ Lie Scctor Repord, while the ceiling allocatea" :

ouly mwet 47 percent of that budgst. The BPS reveals 2 Ksb 42. 6 bil i gap in

financing of the ;r-,‘c.;A,L.:f,m expeudmde of the’ health sector and Ksh. 33.3 billion gagj

for developuient budge

85.On that note there i vie KEPRECON recommended that:

a)
)

b)

The s sotor ought to adopt the resource allocation oiieria outlined in ,tha.:ccto:

report i ensure tha services directiy linked to strengthmiing af ‘heélfhvsy'stems
are allocated resources first. The Ministry of Health (MoH) could also consider
rescheduling capital expenditure such ‘as construction of a Kidney Institute to
free-up resources that would revamp the health sector following the COVID-19
pandemic that has strained 52 health facilities and the humas resource across
the country. '

With the anticipated roil out of COVID 19 vaccine, the BPS cught to also outline -

_ the policy imperatives that the ministry would consider ensuring coordinated

intetventions, with * 11‘3 county governments & 1at p10v1de i iunization services
to a larger exteht. : ‘ ' ‘ ‘ |

The Health Sector Report 2020 in addition, showed that the sector had Ksh49
billion on pending bills  despite spending 114 percent of its overall budget
allocation in 2019-20, seemingly illustrating the fiscal constraints facing the
sector and the need for the MoH to consider more deliberate expenditure

prioritization criteria for the sector and for Parliament to increase the ceiling for
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the sector and expand budgetary allocations in real terms to reduce out of pocket
spending by citizens.
86.Management of Equipment Services- The Leasing of Medical Equipment

. expenditure was expected to increase by Kshl bﬂhon to KES7.2 billion in 2021/22.

A The agreement that was slnouded 1n op?\ Ui d01eements aud deblted on county_

..~.,zgovemments allobatmn would see each couriy, deducted KshlSS 3 million. And -
although the of the MES was to ease the burden to counties on provision of
specialized services and ensure that the cost of health care for patients was kept low,
the allocation criteria revealed that the project was not informed by the disease
burden and health infrastructure needs of different counties. In some counties, the
equipment remained unused due to lack of trained personnel or failure to replenish
supphes to keep them functlonmg The Senate Report on the 2019 BPS also called
o sus pulslon of further paymeni “= the L. easm0 of M edm& qulpmcm untii thete
was full disclosurc of its costs,

87.In that regérd the organization thus 1P,J,1-.aeﬂied that Palhumem suspends further
expenditure on the ploglamme vrfu the ISSUCS raised on its conﬁgmatlon and
transparency, are addressed to ensure rhm c.tlzens receive better health outcomes
from expenditure incurred cn thi S DICETANE.

86. FUITSIGI the Health (“onm}xt'm in Pariiamert ssnuld task thP lnlnlsu}/ o provide a
report on how this project sought to support the reahzauon of UHC as currently
structured, seeing that in most facilities, the equipment was -underutilized but
continued to consume the limited resources available.

89.Laiversal Hezith Coverage In isurance Schemlv and NHI¥ schemes- NHIF
reforms sought to ensure that as a social hcaith insurer, it was 1esponswe to the needs

of the people. However,

2

there have been inequalities in services and i'ac1ht1.es access
across different regions with statistics indicating that the're\are dniy 16 pe"a:éni of
the I“\e‘lyan pcpul?tmn reg Nf’leu under the scheme. However, “'he detalls ¢f the
UHC scheme p1onosed in the BPS 1emamed unclea1 on how it was hnked to thp_‘..
current NHIF scheme

90. They therefere recommended that
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a) More information should be provided by MoH with regard to establishment of

the UHC insurance scheme. This include ho“ vulne1able groups, who are key

>

'.:-ta1gets to this Qf‘h::me sha‘J be identified to’ Gualantee equﬂy and sustamablht'_ .

O il
'

of the scheme.
b) It was also critical for the ministry to consider dissemination of clear and
adequate communication of the benefits package across different citizens’
groups before the scheme is rolled out.
¢) The new UHC scheme and NHIF should align the design and implementation
with strategic purchasing actions such as contributions and benefits package that
strengthensthe health system m-j increase cxt Zens ACCess to SJ"
d) It would also bcneﬁt the entire qpanh oystcm ifa rey; ort on the pllot phase of thct .
| :UT—L(.,:"-Nas availed ic redesign the sca; no up o nl) .ou:ﬂ‘ties :;rgd ,i._dclzl'tiﬁ,' the
services that have been mostly souoht n L‘n-‘: increased hospital visits.

1

11, ed curative services other

LE

e) Whe current UHC model was more target ed on spéc

than preventive and promotive hew l "elv-\\:. and there was need to focus on

leve) one '1c“‘t‘1 care servic plcwsu‘“"lar‘get’r__nghwséholds and ¢ornmunities.

- Multi sgctox*al dimension tm%'ards achievement 0% Universal Health 80verage-

Policy imperative under the UHC sought a Health approach including water,
agriculture, education, housing, environment and infrastructure. Thé BPS however
does not =xplicitly demonstrate this interconnectedness and as such its rzalization
rermains a burden to the health secior only. There is als: no précise role of the private
sector in UHC roil out mentioned in mc docuxﬁr;nt; that could play a big role in
supporting deliverg' of health services ﬂn‘ough supply of health commodities and

mcucal SLleLPb

. They Ihexef@e recommended that arliament éhould task ’c'qe goverpment to’

COM&.J'HafC more w.th e puvate sector and auemat'v\, ulealcal p itioners to
strengthen provision of health services especially in hard-to-reach areas. They -
should also second criticai public healih staff to non-swate facilities in specific cases,
especially in under-served areas. Additionally, Parliament should ensure that the
National Treasury and MoH, provide a multisectoral approach to realization of UHC

in respect to social determinants of health in
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Submission by Oxfam in Kenya and Institute for Public Finance-Kenya

The Institute for Public Finance — Kenya (IPFK) together with Oxfam in Kenya made the

- following submissizn on the Budget Policy Statement i felai1on t6 social protectica:

The:. 2021/2022 QPS lepouc,a having suppon:ed 1233 1’79 household= and

93

94.

1nd1v1duals annually with cash transfers (833, 129 Oider Persons 353 000, OVC &
47,000 Person with Severe Disabilities) in the previous financial year and proposed
to support 1,817,500 individuals annually with cash transfers (1,183,000 Older
Persons 540,500, Orphans and Vulnerable Children & 94,000 Person with Severe
Disabilities) in the FY 2021/2022.

The baseline last year (2020/21) was Ksh 70,089.80 million for the whole sector

{with an absorption rate of 96.2 %) and Lhe p1oposud resowce reguirement for

2021/2022 was Ksh. 127,104.06 mllhon 1.hOL10h on ly FLS 71 ,316.8 mlllvm WJQ

designaied as Ll 1e resource celling.

. The departent for Social Protection, Pensions & Senior Citizens At 3'18 b ad s

budget cetiicg for FY2021/22 reduced by Ksh.331.7 million frora ;\a,n' 53,604:.40
mitiion in 1:"{:29 0/21 to KES 33,272.7 million in FY2021/22 » ‘

beris i

.The siakenclders thus sought the following clarifications:

‘a) How f}he Government plo)posed to provide f%n more cash translfms to

beneficiaries (from 1,123,129 to 1,817,500) when the proposed allocation to the
department for Social Protection, Pensions & Senior Citizens Affairs had been
cut bv Ksh. 331.7 million.

b) Asthe identification of beneficiari ies was moblf‘m tic for the Mnnstrv of Laboul

and Social Protection ( M1SP), how did the MLSP propose-to ident ify additional .

beneficiaries? And especially people living with dfsabiiities- (47-,000) 'wlm__i}:}_dwv

received nluc less than the elderly (833, 129) and the’ OV S (33? bOO\

. Given that the. seciol d1d not get as muc h resources as it needed they 1Pcommer1ded

that bOCIal Plotec‘uon (cash t1ansfe1s) was, pnoutlzed and 1nc1eaae'1 1nst»ad 01

reduced.
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Submission by the Institute of Certified Public Accountants of Kenya (ICPAK)
1) The Institute of sztmed Public Accountanis of Kenya (ICPAK) appea1ed befow

. the-Commiitte e and gave thei: views and 1e;ommen_d-=twns astollows:

344

PARAGRAPH

ICPAK Recommendation

Para 9 and 10:
Domestic
Economic

Development

Although this projection is consistent with World Bank’s data of 5.9% in 2020 and
6.0% in 2021, the challenge of this growth premise is that it doesn’t seem to
adequately incorporate the impact of the COVID crisis and the post COVID
economic recovery strategy remains unclear. There was need to lower expectations
based on impact of locust invasion, political environment, weather patterns among
otiers.

Tiie Institute thus re commended that;’ Rl K - W

&) Boostlocal production and manufl-::;tu,u‘ing industries: for ~AS‘dl. ,.nam'am‘mn_

‘manufacturers including SMEs in the Tex S and " Apparel spctm naw taken to
producing fabric masks and PPFb to chl with the pandelmc Notably

RIVATEX in Eldoret and KICOTEC in Kml

|| Para 11: value
‘~-:,:_f rer Layna
Income and Job

creation

“recommended:

Since majority of Kenyans are amplayed in- the infarmal sector, the Institute

AT |
a) Improved regulatory environment for the informal sector to support stability
and growth of MSMEs to overcome start-up challenges and contribute to

economic development.

b) Consider iimiting cash-based iransactions as a means to capture all business

activitie: in the ecounny.

KEA 15 device mechanism to capture data on informal sector fox ,J-u posss of

o
R

tax revenue given that so many jobs are created in this SCC;EOl‘, yet it isn’t
' considered in the expansion of tax base.

d) Since;the informa! qcctor Is growing'ai a"repi idly fasior rate than the omh’al
‘sector, more reseaich ne ed s to be doqe to.cstablish feasible data the sector’s
potential can be harnessed for econoimic growth.

e¢) Need to address MSMEs(firms) liquidity pressures by continued eiforts to
accelerate VAT refunds _ .

f) Ensure prompt payment of pending bills by Ministries, Departments, A-_gencie's

and County Governments to MSMEs to boost growth.

44




Para 41-43
Revenue

Performance

The Institute recommended the following:

a) Predictable Tax Regime through an overarching tax policy: for
sustained revenue collection

b)

Revenue collection: there was need for Stl’OI’IUCF stratecries 9] enhance

revenue collection such as sealing existing tax 10 ;s loophofes and W1denm0 ‘

the-tax base This may ensure that thmf‘oumxv can con'nforlably be able to

service its public debt as well as meet the revenue tan gets.
“Green” the Tax System: Use the tax system to promote sustainable and
equitable growth especially in the context of the COVID-19 crisis and

increased impact of global warming and climate change

Para 47-55: | The Institute supported the proposals contained in the World Bank’s Economic
Fiscal Policy Update that:
a) There was need to re- 10r11te pr lvate sector led Gxowth and ensure that fiscal
© consoiidation was arowth frigndly - R
b} Fiscal consolication weeded to'be recalibrated towards recurrent spensding such |
‘ as - lowering of transfers to state owned enterprises, ¢ jcaning and reg u*al audit |
"ot the payroll =edi‘ster' keeping wages, salaries and allowance aJ,_xst'ncnts in
: ¥ e with recommendations from the Salaries and Remnneration Ceininission
{SRC)
.o | o) Tiere'was need for Parliament to assess the ‘upiake and impact of already
4 established a.ust'srity measures by the Nidtional Tréasﬁry in 2019 '
Modernized The Institute proposed the following:

Income Tax Bill

The Bill was at an advanced staged and therefore efforts should be made to
expedite tabling of the Income Tax Bill to Parliament.

_omience initiatives to finaliz=.2n overarching tax policy for Kenys. .

Para 193: Food
and Nutrition

Security

The Institute recommendgd that: -

a)

The sector legal, policy and. institutionial capacity should be stréngthened in
realization of core mandates.

“0

Access {0 agriculturai financing and affordable credit- Lack o

i finance. for -

.: v agriculture compromises. increasing plOdUCUC“ and ipvestinent .;i value
The Government . . ) :
addition activities in agriculture.,
will continue to
implement
measures in the
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agricultural

sector irr sider to

ensure vood:and.

nutritici,

security.

d)

B

Continuous training and research in the field of agriculture- Facilitate Refresher
iraining for extension officers/ CPD programmes for staff anc farmers

supervised by departments of agriculture and coopératives. -

Diversification of Aouuuuual Production: Nan\,. “base of agricultiral

products, especially exports lead to high vulnerability of incomes to the
international market trends. Farmers should therefore be educated on urban
farming and support services for agricultural exports.

Specialization in areas of comparative and competitive advantage: County
specialization in areas of comparative advantage for example Narok specializes

on wheat production while Trans-Nzoia on maize farming.

R

iinproving rural inf"" triucture: Pmmmal.ce of the sector was affecied right

from. modr' *tion 1o m’ul\etmc fiomesllcally a'wd mtm'nationally by rural roads :

-markets an transport sysie 'r.s that 1P~ Ut n kgl transaction ¢ _/.:t" r01 f'lrm ers,

A

AT iLAse uss"nmy to input nnd output markets.

u.-ﬂmu levels especially to the sectors that contribute to food szcur uy

ey ~..aS»\.~

cach as Agricultuie and manufacturing. Exchequer releases chould be thhm

e oreseribed ‘cime’iée to fac-uta_:\, nmplcmc“mlon -fdeveloumcu programs.

Agi"i_'iulmre"éhu...lc' e at least 10% as per Mpputo Declaration ')'-»

Para
Universal
Health

Coverage

115:

o
(9=

d)

The government needs to supplement the treatment of COVID-19 for all patients
to ensure the most vulnerable members of societies such as slum dwellers and

low-income earners were guaranteed treatment. The cost of treating COVID-19

waz extremely expensive, furtherriore, the economic fhsmptlon due io the

lockdowr: ineasures had interfered with the i mco:‘nes of v*'-srly peosnle.

Ensuur-g that at least 70% of NHIF disbursements went to public hezith
institutions and service plOVldL‘lS with 30% going to the puvate sec101 This
would help build (apam iy of public health msututlons as opposm o util mg

Hublic funds to Supporl private eniities.’

Thetw was need 6 incréase the Lmautn budcelal y a lg ation to ths recommended

15% of the total annual budget as :'6001nmend°.d by the AU under the auspices

of Abuja declaration. This would h(’,lr. 1ecxultment of more personnel and

address the frequent industrial actions as well as equip the medical workers.
Strengthen accountability in the utilization of funds and resources allocated in
the health sector. The perpetrators of mismanagement of healthcare funds should

be brought to book and such funds recovered.

_ |
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e) Invest in Medical Research: Counties should support medical research such as

Cancer research and studies on NCDs.

Para 208: | ICPAK proposed that a clear, consistent and standard forecasting model should be
Realism of | adopted by the country as a basis for delelmm,nc revenue projections. based on

revenue forecast | either mﬂallonaly adjustmen‘f or the average levenue perforinance over the yeals

L,
'

- 1t is ambitious ‘ ' )

In ordei-io enhance tax admm;u,. ation and seal leakages the Insutute plopo;ed the
a'ld leads to
following:
budget deficit

a) proper controls and monitoring of taxpayer activities through a single
identifier would lead to enhanced efficiency in tax administration.

b) Review of the penalty system on tax evasion

¢) Develop a change management strategy to address income tax matters

d) Levelage on simpli ﬁed technolomcal solutlons to enhance 1nteg1at10n of

v B s C s s ..

taxpayer ir:Srmnation syatems,;

i

T‘x"fﬂd tnre The Instituie recemmended that:

! projections:
Para 249

a) While the COVID-19 crisis persisicd, the Govemmént of Kenya (GoK) should

continue to provide an adeguate bul emporary expenditure surge to the health

secior ic meet increased demand for health services and Lo contain the spread of

EOVID-19 2 - ' )

Y

b) Wage Bill Management- Improved wage bill management and allowances could
yield 0.2 percent of GDP in expenditure savings. This included regular cleaning
of the payroll to eliminate ghost workers, a review and rationalization of the
number i allowances, and improved fun «ctivnality of government pz lel ;
management systems coulu make a significant contribution to reducing

‘expenditure in this area. , R

¢) A review of numerous personal allowances, ‘plcvmltmg ove1 use of travel 1elated

++.| . allowances, as well as dlscontmuatlon of. unnece&axy allom ces formed the |-
bulk of these savings. ' _ ‘ B
'd) Framework agreements —and B céxn’tl'aliz\éd/éaxlso}idated' procurémenf foi‘
homocreneous goods and services in government procurement coulﬂ also deliver

apploxlmately 0.9 percent 'of GDP in fiscal savings. This strategy optimizes

' government’s purchasing power and could deliver massive expenditure savings
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Para 210 and
211 Lk el

financing

The Institute proposed the following measures:;

a) Implement—a ion of the budget taking into considération financ:zl and
mnformation re unem nis roquired for 2 ouccvsuf:n mcdlum-texm fisg

: 1mpIementat10n ,

b) Enhanced accountability in public and private sectors to free more resources to
development. The government must decisively deal with wastages in utilization
of public resources and reign in on corruption that threaten service delivery and
could derail realization of the Big Four Agenda.

¢) Kenya should diversify its exports and the market for the same to increase its

foreign exchange reserves and hence minimize on the exchange rate risk.

loans .that are. nun-concessional thus reduce hloh injcerest rates payments,

averting posrhlhtv \)1 deht.ove 1hauo

e) fmplement government-to- gover mm,m DaltHSJShlpS and other Pub"c T"r @

=

;Pd"fi'lel";?"}:T)S {PPP) models based on mdepcndent cost- beneff (,Uﬂ

1ef‘twer iess and value-for-money studies, to prevent e\penq've 10\\ arior 113/ :

piareral donor lf;"' investments funded by debt

to foreign exchange risks.
g) Enhance debt transparency and accountability in order to enhance management
of public debt in Kenya
h) An a:dit of current projects was critical to wipe out white 'élephant- projects. A
ciear framework for tracing and audititg debt.finenced proizcts was nceded for
equity ' -~ :
1) The government shouid aiso consider the following measures to enhance public.
énc'al management. .
I Expenditure Vs Révem’tc—‘;~ (.)ji_'l_‘.ii expenditure has been growing‘.atl
. faster pace than revenue over the past fow y'ea‘rs. The major
outcome has been huge budget deficits. There is need to cut
wasteful expenditure, increase the efficiency of spending, and free

up resources that could be redirected to where they are most needed

to combat the crisis and protect livelihoods

f) Diveis .fvmg thp currency mix in whichy deb is denominaied togeduce exposure

~d) Rely incie on concessiona. loans and gram’srafher than on expensive Bitarerai:r
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ii.  Implementation of budget monitoring reports: Act on Auditor
General and Controller of Budget recommendations in respect to
public debt

iii.  Audit of the Pubhc Debi Registér: Establishing the authenticity of
the public = i xeglstel including the true. debt sustainability
nosition -Was '.crltxcal..‘Govern‘ment sourc_es and mg‘,'world-bam('-
continued to give conflicting statistics of Kenya’s debt situation.

iv.  Accounting for debt: The public was not sure of the accuracy and
completeness of the debt register. National Treasury and Central Bank
of Kenya presented conflicting statistics on national public debt. The
Auditor General in its Report for the Financial Year 2017/18 pointed
out misstatements and differences between the financial statements and

the confirmed balances.

["Paragraph 249.

! Education

sector

County

Government’s

Own

Revenue

Source

“T'he Tastitute o omirended the fi l‘ow ng:
a) increased capitation fo'r ECDE twachers .« .. - -
b) Employment of skilled: an'-."l.lfuifieci_ ins.ﬂ:uctofs: in pol}f'tc:chnics;
c) put in place monitoring ard asscssment of.perforn 1ahce (quality assurance)
to ensure there was ino la (itv on tiie part of those employed to offer services

to the learness.

The Insiituiz recommiended tne- fol Howing 1o suppurt “Trant Source Revenue:
P ' b _ P

a) Revenue forecasting and mapping: a clear, consistent and standard forecasting

model need to be adopted by the country as a basis for determining revenue
projections. There was further need for a comprehensive analysis and mapping
of ccunties’ revenue potenl‘ia.l.. . '

B) Revesue collection systen:s: There was.need to s dndaldlle revenue coileciion
management systcmé across counties for umlonmfy and eas sy reporting.
addition, counties should strive to automate revc;nue collection systems to seal
loophbles and leakages. The standéfdived ICT-based system prescribed should

2

,",‘-IO"‘\LC 1cal time IGVCI]UC lllfOIll.LlL on Ill a (‘OK‘lSlSLCl’lt lﬂdmlCI to eunable

T din o

consoiidation and aralysis, as wm as p\n"\,\“u r°p0 ts-for use by the National

Treasury, the Controller of Budget, the CRA and the Office of the Auditor

General, 2nd also easily accessible by the auditor general.
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c) Collaboration with KRA: To enhance efficiency and effectiveness in revenue
collection and administration, county units shoud consider engaging KRA for

d) Public Participation in Ré‘;ema-;- .-:A‘r‘_lllec_ti.o.n:‘ Com-lties shduld empower cﬁiiehs
with revenue information through revenue clinics- for citizens to understand the
importance of taxes and charges to county service delivery.

e) County Treasuries should continuously review the performance of revenue
collection vis-a vis targets and shall include a status report in the Quarterly and

Annual reports which shall be published in various media.

.. techaical support.. ... - - ’ R R I e

Para 278: | The Institute recommended the following:
- Ponding Bills ~ ay .The National Treasury should consider accruaj agcousting as onposed to ~ash

accounting which. presented challenges in terms of monthly and annual

financial reporting on pending bills and other liabitities.:
i B} There was need to develop a databasc of ¢i!. ewed dues to counties.and MDAs,

and assess the multiplier cffect/impact 16 il economy -

NG B

e 1 ¢ T'he Institute supported recent ctforis by the Tational Assembly to amend the
§ . ‘ Public Procurement and As:;;igs_‘Di::.pCF;é;'VA-.‘:‘. 2613, corpelling the National |
) s Jand County Goverameis to pay suppliers andiconuactors within 30 days.

d) Legislative Proposals »
The Institute proposed Amendment to Sectionl7 of Public Finance Management
Act 2012.

Amend 8(b) to rezd “by inserting the tollowing new iizbé(:(:ﬁ()n immediately after
subsection {7} |

"(&) (c} six months prior to a general election, no procurement shail be carried out
i by the national and county governments, or their respe.tive en%z‘t,z}?.s, in respect oj"|’

dielr respective development votes unless with ithe approval of ike Notional

Treasury",

(8) (b) All pendiing bills incurred by the national and county governments, or their
respective entities, in rzspect of their respective deveiopment votes, shall be cleared

not later six months prior to a general election
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This amendment would help curb pilferage of public resources during an election

year and increase pending bills during the same period.

Para 285:
County
governments

~i-FEquitable Share

1)

L

a)

l aud:ied financial statements as submitted by the Auditor General

ICPAK urged parliament to consider amendment to Section 37 (9) of the PFM
Act2012 to enable prior enactment of DORA before Approprial"ions Bill.

The Naticnal Assziabiy to consider, expedite scrutiny and adoption. of reports

- from the Auditor Genezal. This would enable not only the revenue share to rely

on the most recent and approved financial statements, but also enhance
accountability of public funds in a timely manner.

The Institute recommended further amendment to Section 191 of the Public
Finance Management Act

The National Assembly shall within three months after receiving an audit

report adopt and approve the report;

Ir the ¢.:.:f that the audit report is not ‘adopted and zpproved by i~ :

National Assembly within three months, it shall be decemed as the most

- recent avdited accounts for purposes of determining sharable vevenue.

Therefore, the National Assembly must expedite its process oi corsidering the
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V. COMMITTEE OBSERVATICNS AND RECOMMENDATIONS 4

Observations

The Committee observed the fbllowing—

L.

(V8]

been plOpOSCd which mgbde sueno

The BPS 2021 projects that economic growth will bounce back to 7% in 2021 due
to recovery after reopening of the economy. The significant jump in growth partly
reflects the lower base in 2020 when most service sectors especially accommodation
and restaurant, education as well as transport services contracted in the second and

’L’hii‘d quarters ¢f 2020 with huge marging.

. That Kcy revenue adnnmshaﬂon 1111t1atrv\,u to oolstcx [fevenue collechon that have

Department, enhanccd scanning, .csoluuon of tax disputes through alternative
dispute resolution and fast- Uacmno ‘Lb conclus1on of cases before the Tax Appeal

Tubunal The measures are smn@ to wnat was p1 LVIOUSIy ploposcd n thc pr e\floucu_

""BPSS wlnch begs the quCSHOH as to wh&hm the nwcmal 'lmasmy has thouoht

throUgh in dgtermining a realistic 1)evenue forecast.

Diaspora remittances performed better than expected during the Covid-19
pandemic. The remittances contributed to the contracting current account deficit and
served as a major source of foreign exchange. However, the continued reliance on
remittances rather than exports poses a 'l'i'Sk. due to their ‘qraﬁé ‘natute and.
susceptibiiity to global shocks beyond I\enya - Dolivy control. ‘
County governments’ OSR coilection -has substantially fallen below targets since
the start of devolutica. The und&r-perfo; mance of County OSR can be attrlbuted to
inadequate ‘capaeity in counties {o fmecasl xevenuc lack of b.ldget challenge
function, and the utmzmg of revenue at sovirce comlmy to- Section 1G9 ( )Lof the - -
PEM.

Despite the Senate approving a cash disbursement schedule, ihe National Treasm'y
seldom complies with the schedule and the disbursement of county equitable share

and conditional grants have fallen short of the approved allocations which hinder

service delivery.
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The National Treasury in compliance with the high court ruling of developing a new
statutory instrument on administration of the Equalization Fund, constituted a multi-
agency committee, which has developed the draft public finance management

(equalization fund) regulations, 2020 which Lave been submitted to the Cabinet for

appmval and will subsequcitiy be submlﬁed to the Parliament for appmval Thc

Na 1nnal T1easu1y has Leuom...”*ended an allocahon of Kshs. 6. 83 billion for the FY
2021/22.

County Governments’ only comply to fiscal responsibility principle of allocating a
minimum of thirty percent of their budget over the medium term to development
expenditure during budget approvals, however, actual expenditures reported by the
Controller of Budget (CoB) indicate that this principle is not complied with by all

the counties du1 ing bud get implementation.

- That tnere is now mnpﬂance by Counties to ihe mquupmcn[ for expen\u’aue g

authorities are still not con‘;plﬁng with Regulatinr 25(1) (b) of the PFM (County
Governments) Regulations, 2015 that requires that County Governments’ wage bill
shall not exceed 35 percent of their total revenue.

As at 31st December 2020, County Governments owed Kshs. 26.02 billion to the
various _b:ension funds (LAP}’RUST, LAPFUND )and CPF). These f‘djlds have
accumulated over the years. Non-remittance of pension contributions would likely

lead to expending the funds on other uses and when they are required the funds may

not be available thereby adversely affecting the retired county staff.

10. That the equitable share to county governments as 2 share of ordinary revenvs has

consistently dropped and it is further projected to go down in the IY 2023/24. The |
overall resource scarcity as well as the rise of nen-discretionary expenditures have -

created inflexibility in the overall resource envelo pe ard-the concern is that there is

- ne clear up*noach to guide the growth in Levr—'nLe all¢eated 10 the \"ounty

11

govemmems which makes the countics’ nable to prepare I‘!_’.!"lfl yea1 budget’
projections
That since the beginning of devolution, the national Govmnment has contmuec to

perform functions that are devolved in accordance with the foulth schedule
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12.In the cenversion of conditional grants to unconditional grants, there is no evidence
that the objectives of the conditional graits have been ar‘hmved and whether the

+ Counties. wili allocate the same disbursement cr iteria which was being usad.:

13. As at November 2020, the counties had seitled Kshs. 39 07 b1lhon (76.2% of the
eligible pending bills) leaving an outstanding balance of Kshs. 12.22 billion.
Pending Bills result in the collapse of the small and medium enterprises that offer
services in the counties, late settlement of debt attracts more interest and payments,

and constrained liquidity in the economy among others.

14. The conditional grant for leasing of medical equipment has been maintained as a
sonditicnal: grant in *he budeat for FY 1011/27 1n which it Hes been allocated: an
_additicual allocation of Kshs. 1. l*1111011 Tl“ele is no adequate B xsuﬁm{aon or the

annua: changes in allocation isr a p'O]GCf \Nthh is on contr act.
Medium-Term Debt Managcment Strategy

15. As at the end of December 2020 guarantees worth Kshs 171.73 hllhon had been
p1ov‘ded to ﬁve msutuuons compaled to Kshs: 1381 pxov1d§a as at end of

)
Igecembc—n 2019.

16. Total national debt is at Kshs. 7.28 trillion, which is within the Kshs. 9 trillion ceiling
approved by Parliament however, projections indicate that given the current growth

rate of the fiscal deficit, this threshold i is likely ‘Lo be br chhcd oy niid- 2022/23.

17. Most of ihe debt sustainability indicators indicate that there is inherent risk theJ may

plunge the country in to a fiscal crisis.

Recommendations

A. Policy Recommendations
1) The National Treasury should not use the base effect economic growth to project
high revenue collection and the resultant increased spending neither should it be

interpreted to mean an improvement in the living standards of Kenyans.
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2)

The National Treasury should develop realistic ways of projecting revenues based
on historical performance and using an average of the past three years revenue
performance.

In order to curb the potential effects of reliance on diaspora remittances to sustain

the country’s cunem account balancs, the National Treasury should invest in the

4)

6)

7)

9

. promotion and malketmg of exports of s oucultmal products, and cneatmo access to

new export markets and value addition by small and medium-sized farmers to
promote diversification of agricultural exports and improve living standards in rural
areas.

That in order to help counties enhance revenue collection, the multi-agency team
comprising the CRA, KRA and National Treasury should carry out capacity building

to enforce the policy on own source revenue as well as work with counhes to harness

L7 o

county 1evenue potential. The r*appmg of revenue ]JO»CI’lhal coupled with collection
efficiency would ultimately help boost the collection of OSRK and cventually ease
pressure on demand for equitable sharc.

The National Treasury should adhere to the cash disbursement schedule approved
by the Senate.

The National Treasury should ensure that a statement of actual disbursements of
conditional grants from GOK and loans and giants from donors is published on a
. ) )

monthly basis.

The National Treasury should fast-track processing and submission of the Public
Finance Management (equalization fund) regulations, 2020 to Parliament for
zpproval to ensure that the marginalized areas access: -equaiization funda as there. is
a danger of the fund lapsing having not achicved its ob_Ject1V¢. -

Lack of compliance to the requirement for development spending allocations should

be an indicator which qualifies as serious or persistent. breach which can. result in

stoppage’ of funds to the entity under section 94 of the PFM Act. The National

Treasury shonld consider implementing the same.
Each County Gover nments should take stock of all the pension liabilities and ensure
proper recording in the stock of County pending bilis for consideration in allocation

of resources subsequent financial years.
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B.

10) The Commission on Revenue Allocation shouid map out projects and Programmes
in the national budget which are devolves functions as stated in the fourth schedule.

11) The,National Treasury. shouid furiter come up with a plan to trarsfer, the-functions .
and their resources to the County Governmesiits. | : N

12)The National Treasury should carry out an evaluation in 2021/2022 FY of the
performance and achievements of the conditional grants financed from the National
Government share of revenue to determine whether the intended policy objective
has been achieved.

13)In order to ensure there is no further accumulation of pending Bills, CoB should
provide updatcs in quartm ly 1cpo ‘s on the mogv‘ss mad bv Pountms on seﬁlemenl )

of endmo bllls n 01dex tu take actuﬂ on counhcs not 11011t17m0 avmcnls of
t=3

pcr ding bills. The couiily governments should also provide monthl; paymcm planJ ot

which aim at settling the pending bills on a Firsi-In Firsl‘-Out;ba;s:

14)The allocation to Managed Equipment Service (MES) ijf;‘d sb,éuld be Kshs.6.2
billion since this is a contract with fixed terms and therefore, the c'ésts should not be
fluctuating dnnuall _ ;

15) The Miyistry of Fereign Affairs should cstabhsh a fully-fledged department/
division which will have a facilitative role for Kenyans living/ working in the

diaspora.

Medium Tern: Debt Management Strategy- Rewmmenr[attor _

16)The Auditor General should conduct a pe"‘fmmancc audit on debt to establish the
economy efficiency and effectiveness of the pﬁblic debl‘inciudino“.the true’ debig
sustainzbility position since there is conﬂlctmg staustlcs of Kenya’s debt situation.

17)The National Treasury should submit an updatcd Debt Zegister as an annex when

submlalng the Medlum 161 m Debt Str dtegy 1o "axham 1.

Financial Recommendaticns

The Commuttee recommends the following financial recornmendations: -

() That the proposed allocation of shareable revenue to County Governments for FY

2021/22 be as follows—
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Total County Allocation be Xshs. 408.88 Billion of which;

e County Equitable share be Kshs. 370 Billion

o County Conditional Grants be Kshs. 38.88 Billion which comprises of the
following- _ ' '

© . Supplement for Construction of County HQs- Kshs G 3:: biliion

v Leasing of Medical Buipment- Kshs. 6.21 billion .

v Allocation from Development Partners as Loans and Grants-Kshs. 32.34 Billion

(if) The National Treasury should adhere to the cash disbursement schedule approved
by the Senate in disbursing funds to the counties.
(iii) The Kshs. 1billion saving from the allocation to Managed Equipment Service
(MTQ) shouid be redirected to 1edum the f scal deﬁcn
(lv) lha1 the Fiscal Deficit (on commltlncnl ba31s e\cludmo 01ants) rol tlic rY 704 122
be binding st Kshs. 976G billion. ’
(v) That Net Domestic borrowing and Net Foreign Financing be set at Kshs. 661 killisn
and Kshs. 267.3 billicn, respectively.
(vi) That the allocation to the Equalization Fund of Kshs. 6.83 billion be approved as
provided in ihe Budg=t Policy Statement.
(vii) To achievg the optimal conmosmon of debt portfoligy the strategy proposeg in ihe
Medium Term Debt Management Strategy of external debt at 51 percent and
domestic debt at 49 percent should be adopted and be binding as it minimizes the

refinancing and the interest rate risk.
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" APPENDIXES

1. Minutes of the Committee

2. Submission from stakeholders
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MINUTES OF THE 1915T MEETING OF THE SENATE STANDING
COMMITTEE ON FINANCE AND BUDGET HELD ON THURSDAY, 18™
FEBRUARY, 2021 AT 9:00 AM VIA ZOOM ONLINE PLATFORM.

PRESENT :
1. Sen. Charles Kibiru, MP - Chairperson
24+ Sen. Mutula Kilonzo Junicr, CBS, MP - o > Member
2. =Sen:.Rose Nyamunga, MP" - = - et s Memberi
4. Sen.~Wetang‘ula Moses Masika, EGH MP - Member
5. Sen. CPA Farhiya Haji, MP - Member
ABSENT WITH APOLOGY
6. Sen. (Dr.) Ochillo Ayacko, MP - Vice- Chairperson
7. Sen. Aaron Cheruiyot, MP - Member
8. Sen. Kimani Wamatangi, MP - Member
- .9, Sen Mllhcem Omanga MP . - .- Member
" SECRETARIAT -
i.. Mr. Christopher Gitonga ' ‘ - Clerk Assistant -
2. Ms. Lucy Radoli - Legul Counsel
3. Ms. Yunis Amran - Fiscal Analyst
4. Mr. Ian Otieno - Audic Officer
IN ATTENDANCE
COMMISSION ON REVENUE ALLOCATION (CRA) )
1. Dr. Jane Kiringai - Chairperson
2. Dr. Moses Sichei - Commission Scmeteuy
3. Ms. Linet Oyugi
4. Ms. Keziah Miexrl

"\/1'c Jecinter Hezron

h

INSTITUTE OF CERTIFIED- *’UBLIC ACCOUNTANTS OF KENYA (ICPAK)
1. CPA Edwin Makori —

2....CPA Hilary Onami

2. -CPA Elias Wakhisi

INTERNATIONAL BUDGET PARTNERSHIP — Ix"*‘NYA CHAPTER
I. Dr. Abrahams Rugo
2.  Mr. John Kinuthia



MIN. NO. 1003/02/2021: PRELIMINARIES
The Chairperson called the meeting fo order at 9.13 am and thereafter followed a word of
prayer. The Chairperson welcomed the Members and stakeholders to the meeting znd noted

- importance of the business before the Commiittee. .

MIN. NO. 1004/02/2021: | AD.OPTION OF THE AGENDA

The agenda of the meeting was adopted with amendments as indicated below after it was
proposed by Sen. CPA Farhiya Haji, MP and seconded by Sen. Rose Nyamunga, MP.

MIN. NO. 1005/02/2021: MEETING WITH STAKEHOLDERS TO DELIBERATE
ON THE 2021 BUDGET POLICY STATEMENT AND 2021
MEDIUM TERM DEBT STRATEGY

The Chair person made remarks regarding the need to expedite the deliberations on the

- BPS 1o ensure adhelencc to timelines provided in the Publiv Fifiancé Ma nagement Act,

2012. Ther caﬁm he welcomed the stakeholders to make their sL1b1n1531011°

1. Instlt'lto of Certified Public Accountants of Kenya \1(,PAK)

Upon Invi tauou, the representative made their submission as follows-

a) Domestic Fconomic Development- the economy is ‘expected to recover from the
clfects of Covid 19 and grow by about 6%. There is need to Inwer the expected
growth due to- Impact of locu‘:} invasion to food security, Continued ;charoed )
pohhcal chmate unpredictable weather patterns and global financial conditions and
a plunge in commodity demand and prices. Recommended the need to boost local
production and manufacturing.

b) Value of Per Capita Income and Job creation- there was evidence that informal

ctor is the greatest employer. However, there was no cle: 7 regulatory framesvork
to govern this sezéor. Recommended- Improve the reguiatory envircnment ior the
informal sector to support stability and growth of MSMEs. - KRA 1o device
mechanism to capture data on informal sector for purposes of tax revenue. There
was need for research to be done to estabiish feasible data so the sector’s potential

__can be harnessed.for econormic growth.

';:C.)L;;Revonue Pex*otmance— This was greatly. ﬂffected by’ the ’“ovm 19 p andemlr
Lower corporate profits, declining consumption & i increases in unemployment will
cause declines in revenue from corporate income taxes, goods and services taxes -
and personal income taxes. Recommended- Predictable Tax Reeime through an
overarching tax policy for sustained revenue collection, strategies to widen tax base
and seal existing tax loss loopholes.

d) Fiscal Policy - noted that reduction in the fiscal deficit will reduce the pace of
growth of the public debt. However, efforts towards fiscal consolidation should be
growth friendly (should be recalibrated towards recurrent spending). There was

2



o

g)

need to assess the uptake and impact of already established austerity measures n
2019.

Modernized Income Tax Bill- review of the Income Tax Act should be predicated
on an overarching Tax policy. The current policy was developed in 1975. There was

“need to review it since the economy had diversified. Recommended that initiatives
.be put in place to finalize an overarching tax policy for Konya..

Food and -Nutrition Security- “to_achieve these the institute recommended
strengthening:*: of" agriculturalwiristitutions’ capacify, E'f}on1_:11;1}1ou's traih'i‘ng'» and
research, diversification of agricultural production, specialization‘in areas of
comparative and competitive advantage, Improving rural infrastructure, Increase
funding levels

Universal Health Coverage- government has plausible steps towards Universal
healthcare (UHC). However, it’s at nascent stage since only 11% of Kenyans are
covered by the NHIF insurance program. Recommended- increase the health

budgetary allocation to the recommended 15%, strengthen accountability in the

- utilization of funds and resources that are ailocated in the health sectar. invest in

D}

medical research.

Realism of revenue forecast -it is ambiticus and leads to budget deficit hence
leading to huge debts. #ccommended enhanced tax administration and sealing cf
leakages through - proper controls and monitoring of taxpayer activities through &
single identifier will lead to enhanced efficiency in tax administration, review the
penalty system on tax evasion, develop a change management strategy 1o address
income tax mariers and leverage on simplified technological solutions to enhance
integration of ia?jipayer information systems. ) ,
Expenditure projections- the overall nominal expenditure and net lending is
projected at Ksh 3,010.0 billion from an estimated Ksh 2,864.5 billion in FY
2020/21. There is need to improve on expenditure efficiency measures,
complemented by additional revenue mobilization and strengthened d=bt
menagerment. ' Pt . .
Deficit financing- is projected at Ksh'930.0 ‘billion (7.5% of GDP) in FY 2021/22
against the estimated overall fiscal balance of Ksh 966.6 billion (8.7%t of GDP) in
FY 2020/21. Recommended- enhance accountability, diversification of expdrts,
reliance on concessional loans and grants in case of financing deficit, diversifying

“".rthe currency mix in case of debts and enhance debt transparency and actountability.

.

Efforts should ba put in place to ensure expenditure is matching the revenues.

Education sector- ECD and polytechnics have -suffered from inadequate
infrastructure to support the learning of children living with disability, high turnover -
rates of teachers, inadequate number of trained instructors in most polytechnics.
Recommended- increasing capitation for ECDE teachers, Employment of skilled



D

and qualified instructors in polytechnics, putting in place monitoring and assessment
of performance (qualitv assurance).’
County” Covernment’s Own Source Revenue- Countles cr)llect nnich Ies> revenup

“thanthe estimated revenue base giving ‘hem less resotrees fo dehver on 1equued" ‘

services. Recommended- clear, consistent and standard forecasting ‘model for -
revenue forecasting and mapping. Establishment of standardize revenue collection

systems, involvement of public in revenue collection and continuous review of
revenue targets.

m) Pending Bills- this formed a significant bottleneck facing various sectors of the

economy especially SMEs. There is need for the government to continue with the
efforts of clearing the legitimate pending bills that were accrued over the years. The
government should consider adopting accrual accounting reperting as opposed to
cash-accounfing which presents challenges in terms of mos hly and annual financial -
reporting on pending bills and other liabilities. ' ' :
Couxnty governments Equitabie Share - The Third Rasis for the allocation of the
Nziional Revenue to the County Governmen: was approved by Parliament in
September 2020 on condition that its implementation would only be for counties’
equhdl e share of Kshs. 370 billion. Noted that all involved parties had unammousl}
agreed w1th e Parliament resolution.

)y ) - ' : )

2. International Budget Partnership (IBP)
Upon invitation, the representatives informed the Committee that the submission had
been prepared by IBP and 17 other partners. The submission was made as follows-

2)

b)

Unrealistic revenue preiscticas- this has contribute2 to the underperformance of . .|

revenue soures over the years. The National Treastiry ias been revisip Zihe revenue
projecticns downwards during the budget 1mnlen" cntation stage. This isan eviderice
that the government has continuously set tar gets that are too zmbitious. There is -
need for a realistic way of projecting, revenues based on historical performance. The
projected growth should be within a sei Hwif of the 2verage revenue.performance it -
the past three years. e e Bl Ge | s
Budget deficit - the numbers presented remain very erratic indicating Challénges n
revenue and expenditure targets. However, one cori'sis{:;nt trend has been the growth

. in the deficit between the final approved deficit ceiling in the BPS and the deficit in

the final actual budget. This raises question on the deficit numbers provided in the
BPS and whether they are a true reflection of the fiscal funding gap each year.

Public debt remains a central but key determinant of our fiscal policy.
Significant transparency issues remain on Kenya’s debt stock as well as its
repayment. For instance, Public debt annual reports for 2018/19 and 2019/20 have

4



d)

significantly different figures for the funds spent by government in settling debt
obligations in 2018/19 going back to 2013/14. In addition, the Controller of Budget
Report for 2019/20 has debt service figures that are different from the annual debt
reports by National Treasury.

Growth factor in county equitable share- There is still no clear approach to 0u1de
the increment/ growth on she county equitable-share of revenue. This makes it

- difficultfor ecunties 19 prepare multi-year budget pIOJCC'EIO 15-as requnpd under thé

medium-term expenditure framework that is ‘used to prepare budgets in Kenya.
Conversion of conditional grants into the equitable share - The justifications for
this approach needs further interrogation. Conversion of these grants into equitable
share will not only disadvantage the services supported by these grants but also
overall counties ‘share given the shift in allocation criteria.

Pension obligation - The total payments from the pensions account as part of ‘Lhe
Consolidated Fund Services has been growing over the last six years and
pr ogresswely taking up a larger share of ordinary revenue. Ther efore taken together,

with: public. deby, ;- msions are a. 910111]" hant budgei line in crovemmen. 6Xpti’”’ dure -

each year.

Made the foliowing recommendations-

a)

b

o -
~—

)

Parliament must reduce the deficit approved in the 2021 BPS and hence tame the
increment in debt in the medium term.

Governmernt should implement balanced budgets with very well-defined budget
deficit limits if necessary, to achieve a lower deficit.

Governmeni should slow doyn investment in gxpensive large infrastrcture
¥ &

projects.

Work with realistic economic scenarios that do not underestimate the negative
impact of Kenya’s debt, and of the COVID-19 crisis.

Merge resource-consuming parastatals and state « orpm ations to Iedqu’ excessive
spending. '

3. Co ramission on Revenue Allocatlon (CRA) .
Upoen 1nv1tat1on the representative made their submission as : “ollows-

a) Lconomlc Develepment & Outlook .
~The estimated e econory growth for 2020 was etimated at 0:6 %; in 2020/’) 1 at3.8%

Tpen . s

and at about 6.1 percent over the m sedium term. This growth vrojection had not.
factered in expected shocks which may include- contraction ot I the global economy,

exchange rate variability, high debt, the prolonged effects of COVID-19, the BBI
referendum and the 2022 general clections.



11.

Low economic growth rate effects other macro-economic variables such as inflation
and revenuc performance. Over the years revenues have substantially performed
below. targets- ;and this has affected development expenditures &i bdth levels of B
government.. It:is important that realistic revenue projeciions are mede faking into
account all the risk to the economic performance of the economy. '

b) Strategy for resilient and sustainable economic recovery

j

11.

il

The BPS 2021 notes that Implementation of the Big Four Agenda will unlock better
growth, and positively impact on the lives of people through jobs creation and
poverty reduction. Implementation of the Big Four agenda has been ongoing over
the last three years, however, the BPS does not provide an accountability matrix of
the implementation status of projects and programmes.

BPS-2021 only mentions expenditure rationalization and revenue.enhancement as a
means to .achieving fiscai consolidaiion. Specific policy weasutes have not been
outlined towards rationalizing expendiiure and enhancmg revenue.

Fiscal consolidation efforts seem to Le elusive as debt keeps accumulating. The

- absolute debt thresiold as approved by Parliament is Kshs. 9,000 billion by June

2024, however the threshold is likely to be met earlier by FY 2022/2023 as debt
levels are projected to get to Kshs. $.365 billion in the same FY..

c¢) Budgets for the Medium Term/Details on Sector Priorities

PO

It is notable that some of the sub-sectors undertake functions that should be
éffectively ang cfficiently undertalten by county govesnments as provided®under
the Constitution. These sub-sectors are in Agriculture, rural and urban
Development Sector, Health, Environmental Protection, Water and Natural
Resources.

d:sunty FlnancmE Ma -.;(; #ot and Division of Ré-.venu.z

1.

1.

1il.

at Febuzar" 2021 Kshs 147.9 billion: had been d‘SJLllSEd Tne 1emdm1n0 balance of
Kshs. 168.6 billion is likely tc be disbursed to the counties during the remaining

period of the financial year. Too late disbursement of funds closer to the end of the
ﬁnan01al year often leads to over commitmen: towards th he uld of the hna"lclal yea1

further, opening loepholes for funds mismanagement.

The trend in county actual county Own Source Revenue (OSR) collections over the
last six years shows sporadic high and low actual collection. To encourage
consistent revenue growth in the counties, Parliament should enact a law for uniform
automation of revenues system to seal revenue leakages. ;
The Commission was in agreement with the National Treasury that the County
Equitable share be Kshs. 370 billion. this is obtained by adjusting the baseline of
Kshs. 316. 5 by an increase of KSh. 53.5 billion. This additional allocation is
obtained by converting conditional grant from National government revenues

A



amounting to Kshs. 17.4 billion to equitable share. The Commission proposed that
the additional Xsh 36.1 billion be a reallocation from the MDAs which perform
devolved functions. This would reduce the fiscal deficit proposed in BPS.

e) Equalisation Fund

.- The ﬁmd had an accumulaticn G- .~ about Ksh 50 Billion with only Kshs 8 billion having
been spont. 'Following the court lmg on Petition No. 272/2016 6 S November 2019,
the National Treasury in consultation with other stakeholders developed the draft Public
Finance Management (Equalisation Fund) Regulations, 2020 which were submitted to
Cabinet for approval in November 2020. It is in the interest of Parliament that the
marginalised areas access Equalisation Funds. Delayed disbursement of funds to
marginalised areas on account of lack of legislation has delayed the realisation of the
core objective of establishment of the Fund.

f) DEBT SUSTAINABILITY _
External ¢ debt sustainability. relating to debt to °‘<r;o*‘r".1a110 and dcbt service 10 exports
ratio havé been breached, showing the pressure on external i income.

ndicatoxs - Thresholds | 2619 | 2020 | 2021% 022 | 2023
PV of debt-to-exports ratio | 240 225. | 288: |260. }258. |255.
- 2 1 5 2
PPG  Debt Service-to- | 21 314 1275 1259 [25.5 |24.4

1 exports ratio i

) ) ) ) )
Further the current weakening of the Kshs. against the US Dollar continues to put

pressure on dollar denominated debt servicing. The MTDS does not address the
expected shocks that are likely to arise from currency depreciation, especially taking
into account that 66 percent of Kenya debt is in Dollars . [tis the 0ovemment policy
to contain the dest within the EAC threshoids. - | :

The Committee noted the feliowing concerns-

a) Debt servicing and payment of pension-(non-giiécretional‘j.f payment) were taking
huge percentage of ordinary revenue. S ,

b) The was no implementation suiafr ix for “Big Four Agenda™ it was dlfilcu‘x‘ fo indicate
‘the-success/ milestone made or the praportion of the project which is yet to be done

c) There was still duplication of roles between national and county level of govemmcnt
Some ministries and MDAs like . Agriculture, Health Environmental Protection,
Water and Natural Resources were performing devolved funetions.

d) Delayed disbursement to counties due to poor revenue performance and also huge
balances in CRF.



¢) The expected increase in inflation may affect fuel and consumer goods thus makmv
life more difficult for common Mwananc’: .

[) There was need to fast-track ‘the antgeiation of integrated revenue. management

oo System for the counties.' This would. 0rea‘dy 1mp10ve oni:owh Source revenue
performance.

MIN. NO. 1006/02/2021 ANY OTHER BUSINESS AND ADJOURNMENT
There being no other business the Chairperson adjourned the meeting at 11.45 am.

SIGNATURE:
(CHAIRPERSON: SEN. CHARE LS KIBIRU, MP.)

DATE: (A!vﬁ u]»/ﬂ, 2 (




MINUTES OF THE 192" MEETING OF THE SENATE STANDING
COMMITTEE ON FINANCE AND BUDGET HELD ON FRIDAY, 19™
FEBRUARY, 2021 AT 9:00 AM VIA ZOOM ONLINE PLATFORM.

PRESENT

1. Sen. Charles Kibiru, MP - Chairperson

2. Sen. (Dr.) Ochillo Ayacko, MP o ' - Vice- Chairperson

3. ?~S‘¢n,ﬁl\/’u11,]a Kilonzo Jumfu,-\ BS, MP o Mcmb_e_r_ )

4 SenrRose Nyamunga, MP- -~~~ " - Member - "

5. Sen. Aaron Cheruiyot, MP : : - Member

6. Sen. Millicent Omanga, MP - Member

ABSENT WITH APOLOGY

7. Sen. Wetang‘ula Moses Masika, EGH, MP - Member

8. Sen. CPA Farhiya Haji, MP - Member

9. Sen. Kimani Wamatangi, MP - Member
SECKRETARIAT

1. Mr. Christophesr Gitonga , -+ . Clerk Assistant

2. Ms. Sharon Rotino ‘ - Researcn Officer

2. Ms. Yunis Amran - - Fiscal Analyst

IN ATTENDANCE: COUNCIL OF GOVERNCRS

1. Hon. Muriithi Ndiritu - Chairpersor: COG Techaical Commiftee on
' | % | j Finance and Ecoz‘lo}ﬁic Affairs "

2. Ms. Mercy Wangui - Secretariat

3. Mr. Stephen Momanyi - Secretariat

4. Mr. Eugene Lawi - Secretariat
MIN. NO. 1007/02/2321: PRELIMIMARIES

The Chairperson called the mesting te crder at ' $.07 am and. thereaftér followed a w01d of
prayer. The Chairperson welcom ed the Members and the lepleseruatwc» from the Louncﬂ
of Governors to the meeting.

- - MIN. N O 1008 42/2021: | ADOIT}ON ')I‘ TH‘E AGENDA

The agendﬂ of the meetmg was adopted with amendments as 1nd1cated below aﬁe1 it was.
proposed by Sen. Rose Nyamunga MP and seconded by Sen. Mutula Kilonzo Tunior, CBS, _
MP. :

'



MIN. NO. 1009/02/2021: MEETING WITH THE COUNCIL OF GOVERNORS TO
DELIBERATE ON THE 2021 BUDGET POLICY
STATEMENT AND 2021 MEDIUM TERM DEBT
STRATEGY

g Lhe Chairperson welcomed the representativés fom:COG andnoted-that the Cammittee =~

~was receiving submissions from stakeholders ir regards to the 2021 Budget Policy

[

Statement and 2021 Medium Term Debt Management Strategy.

Upon invitation, the COG representative informed the Committee as follows-

1) The Council was in agreement with the proposed county equitable share of Kshs.
370 billion as proposed by CRA, the National Treasury and the IBEC. The Council
was in agreement with the policy provision that the Conditional grant from National

.. Government be converted. o equitable share. This is because conditional grants are

for a limited time frame. Secuidly, equitabie share is more preferred because of the
autonomy in budgeting and implementation of projects. ot iy,

2) The performance of the Own Source Revenue has been very lovr. The key reason

= leading tc decrease in Own Source Revenue is the Covid-19 pandemic, in which the

o Natiz;»nal Government through Ministry of Health in effort tg contain the spread of

the virus instituted measures which included; closure of socizi places, social

- distancing, dawn to dusk curfew and closure of inter-couty movements. Further,

Nat‘ibnai € iuven}men‘t reinained the main defaulter on pyoperty taxes which js the |
major source of County revenue. Secondly, the National Government continue to
collect catering levy on food businesses essentially belonging to County
Governments. The Council proposed a legislation for enforcement mechanism
where the defaulter of county taxes is a government agency. '

.23 Pending Bills- As at 30" Fune 2020 Couhty,Gove_,'mmc%_z_zs reported pending bills -
amounting to Ksh. 113.¢ Billion of this, ¥.ch. 78.2 Billion beiong to Nairobi City
County. During the special audit of the pending bills there was a proposal for

- creation of Jueligible pending bills Committee- these committees were formed but
were not effective. The Council proposed that the Cffice of the Auditor General
should corduct 2 special andit for verification- disputpﬁ eligible pendiiig bills as per.

thei‘_S'pieciaAl;A_udit of 0AG-2019, ineligible pending, bills as.per.the Special-Audit .

and Reported pending bills. Further, for a more efficient verification and to avoid
re- audit the OAG should widen the scope of veritication to incorporéte~forensic
audit. : _

4) Borrowing framework- Section 140 of the PFM, Act 2012 authorizes a County
Executive Committee Member for finance to borrow on behalf of the County
Government only if the terms and conditions for the loan are set out in writing and
are in accordance to Article 212 of the Constitution and Sections 58 and 142 of the

PFM, Act 2012 among other conditions. The Council proposed that in the Medium

2



term Debt Strategy, the twenty per cent (20%) of the total audited revenue baseline
for County borrowing should be ring-fenced. The nominal figure allowed for
Counties should be guaranteed out of the total approved public debt of Ksh 9
Trillion.

5) Disbursement of equitable share- County Government were yet to receive funds for
the Month of November, December, January and February 2020/2021 amounting to
Ksh 81.8 B. Proposed that National Treasury should fast-track equitable share

disbursement to Couriy Governments as delayed disbursement leads to disruptior.

- sérvice. delivery, . budget absorption and delays submission of statutory

T deductions. P P R

6) Disbursement of conditional grants- the was delay in disbarment of Conditional
grants on KDSP- level 2 and Kenya Urban Support programine. The benefiting
Counties had fulfilled all the conditions and the World Bank released the funding,
however, the National treasury has failed to disburse the funds to the Counties.

7) Revenue collection system- there were ongoing consultation between the National
Treasury and the Counties to ensure the system being developed would incorporate
the investments that counties had done in revenue collection and management.

After delibetatiors, it was resclved as follows-

2) The Committee would engzge the Natiorai Treasury for way forward on the issues’
that had been raised by ‘ce Council.

b) It was resolved that in the month of March, the Committee will hold a retreat with
the COG Technical Corr.imitice on Finance and Economic Affairs.

MIN. NO. 1010/02/292 } SUBMISSION B}/ STANDING COI)/IMITTEES REPORTS
ON 2021 BUDGET POLICY STATEMENT AND 5021
MEDIUM TERM DEBT MANAGEMENT STRATEGY

After deliberations, it was resolved that the secretariat compiles all reports from Standing

Committees for presentation in the next meeting,.

MIN. NO. 1611/02/2021 ANY OTHER BUSINESS AND _ADJOURNMENT
There being no other business the Chairperson adjourned the meeting at 9.59 am.
| SIGNATURE: - _ [9/1G

(CHAIRPERSON: SEN. CHARLES KIBIRU, MP.)
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MINUTES OF THE 193%° MEETING OF THE SENATE STANDING
COMMITTEE ON FINANCE AND BUDGET HELD ON MONDAY, 22N
FEBRUARY, 2021 AT 9:00 AM VIA ZOOM ONLINE PLATFORM.

PRESENT
1. Sen. Charles Kibiru, MP - - Chairperson
2. .Sens (Dr.).C Qghillo Aya:ko, MIP L - =Vice- f‘hﬂlmersor\
3. Sen. Wetang‘ula Moses M :sika, EGH MP - - Mémber
4. Sen. CPA Farhiya Haji, MP - - Member
5. Sen. Mutula Kilonzo Junior, CBS, MP - Member
6. Sen. Rose Nyamunga, MP - Member
7. Sen. Millicent Omanga, MP - Member
ABSENT WITH APOLOGY
8. Sen. Aaron Cheruiyot, MP - Member
9. Sen. Kimani Wamatangi, MP . --Member
SECRETARIAT ‘
1. Mr. Christopher Gitong: A - Clerk Assistant
2. Ms. Lucy Makara - Deputy Director, PBO
3. Ms. Lucy Radoli . . - Legal Counsel
4. Ms. Sharon Rotino - - Research Officer
5. Ms. Yunis Aimran - Fiscal Analyst
) ) .
IN ATTENDANCE: THE NATIONAL TREASURY) )
1. Hon. Nelson Gaichuhie - Chief Administrative Secretary
2. Mr. Albert Mwenda
3. Dr. Haron Sirma
4. Mr. Musa Kzthanje
5. Ms. Josephine Kanyi
6. Mr. John Njera

MIN. NO. 1012/02/2021: PRELIMINARIES "
The Chairperson called the meeting to order at 9.12 am and thes eafter followed a word of .

ko - .pl.ayer.. “The Chaiiperson welcomed the Me mbma cmd t‘ie 1epresentat1ves from tiie lJaﬁonal ey

" Treasuty to the meeting. B ,
MIN. NO. 1013/02/2021: ADOPTION OF THE AGLNDA

The agenda of the meeting was adopted with amendments as md1cated belov~ after it was
_proposed by Sen. CPA Farhiya Haji, MP and seconded by Sen. (Dr.) Ochillo Ayacko, MP.



MIN. NO. 1014/02/2021: MEETING WITH THE NATIONAL TREASURY TO

‘ DELIBERATE ON THE 2021 BUDGET POLICY
STATEMENT = AND 2021 MEDIUM TERM. . DEBT
STRA’IFGY ' L e

The Chairperson welcomed the representatives from the National Treasury. He noted that
the purpose of the meeting was for the National Treasury to brief the Committee on the

2021 Budget Policy Statement and 2021 Medium Term Debt Management Strategy which
had been submitted to Parliament for consideration.

The Committee noted that the Cabinet Secretary has not been honoring most of its
invitations. Instead he has been sending representatives which is contr ary to thc prowslons
Article 15% of the Constitution. - : - -

After the CAS conveyzd the apology of the S, the Committe allowed the meeting to
Jr,wce:c:c‘ but noted that the its dxsatjpomtmr* nt raust be conveyed to the CS.

Upon invitation, the representative informed the Committee as follows-

1. The 2021 BPS for FY 2021/22 and medium term budget was set against outbreal

d effects COVID-19 Pandemic. The effects have | ceen enormous however, there

) has been an imprdvement in economit activity in the thné and fourth quarters of
2020, albeit at a slow pace, following reopening of the economy.

2. The economic growth was projected to grow by 7.0% in 2021 reflecting recovery
due to reopening after the closure associated with the Covid-19 Pandemic. That also
in part reflected tiie lower base in 2520 when most service sectors especially.

5. The growth outleck would be supported by a stable MECTHECoNOMIC enviroi ! ient,
turn around in frade as economies recover from Covid-19 T Pandemic, 6}\pected
favorable weather and ongoing  investments 'in_‘ strategic pricrities of the
Government. ‘ ' :

4. Global Economie¢ Highiights: The glekal, e-“onmﬂ was estunated to have

atracted by-3.5% in 2020 from a bu)w’fb of/. 8% in.2019. However, the growth . .

Mas pT‘O_]uCI":d {0 pick upto 5.5%% in 202

5. Domestic Economic Highlights: 1he economy contracted by 5.5% in the second
quarter of 2020 from a growth of 5.2% in the first quarter of 2019. The cconomy
contracted by 1.1 % in the third quarter of 2020, which was an improvement
compared to the contraction of 5.5 % in the second quarter of 2020.

6. Taking into account the contraction of 5.5% in Q2 0f 2020 and 1.1% in Q3 0f 2020
economic growth was revised downwards to 0.6% in 2020 from 5.4% in 20109.
Economy was expected to recover to 7.0% in 2021 partly due the lower 2020 base
effect.



7.

co

Inflation: Year-on-year overall inflation rate remained low, stable and within the
Government target range of 5+/-2.5 % since end 2017 demonstrating prudent
monetary policies. The inflation rate stood at 5.7 % in January 2021 from 5.8 % in
January 2020.

Interest rates were fairly low and stable (below 10% from 2016), due to prudent
monetary and fiscal =taiice. The CBR stood at 7.0% to maintain lower lending rnfes

that would support credit access by .borrowers espec: ally the SMEs distre essed by

10

COVID-19 pandemic wiiereas the Interbank rate was 0enerally low at 5.2 % in
January 2021 from 4.4 % in January 2020.

. Balance of Payments - Overall Balance of Payments improved from a deficit of

1.1% of GDP in September 2019 to a surplus of 1.5% of GDP in the year to
December 2020 mainly due to an improvement in the current account. The current
account improved to a deficit of (4.9 % of GDP) in December 2020 from (5.8 % of
GDP) in December 2019

Foreign reserve - Official foreign exchange reserves held by CBK remained at
USD 8,2973 xmlhon (5.1 months of impeit cover) in December 2020 f‘ompaled
with USD 9, 115.8 million (5 5 months of import cove1) in December 2019

,«

.The foreign exchiange market largelv remained stable but was parily ai cted by 2

significant strengthening of the US Dollar n the glohal marksts and unce1ta1nty.

.Annual growth rates in total revenue- declined by 11.7 % by January 2021 down

from 14.8 % growth in January 2020 as a result of the impact of Covid-19.

.Ordinary Revenue- Trend in ordinary revenue was similar to that of total revenue.

|r\9/

By January 2021, ennual decline rate was 14.2 from a Ur‘owth' of 15.5 % in
January 2020. All thg main tax heads cogtracted in January ZP21. 1. Total revenue fy
end of January 2021 was Ksh 937.0 billion against a target of Ksh 1,059.3 billion
representing a shortfall of Ksh 122.3 billion. On the other hand, total expenditure
by end January 2021 was Ksh 1,347.1 billion. This was below target of Ksh 1,522.7

- billion by Ksh 175.6 billion which affected develomnent expenditure (Ksh 72.7
- biliion) and recurrent expenditure (Ksh 80.0 bﬂhon) '

14.

Medium Term Fiscal Framework FY 2021/22 2024/25 (% of GDP)- in the FY ..
2021/22, total revenue inclusive of grants asa % of GDP was projected at 16 8%
and expenditures at 24.3% of GDP which glves a deficit of 7.5%. The deficit would

‘ ‘deciine to 3.6% over the medium ferim.
IR ¥

Budget for FY 2021/22 and The Viedium Term- The FY202i/22-and the medium

- term budget framework would continue with the fiscal consolidation policy critical

to strengthening the debt sustainability. Revenue collection including
Appropriation-in-Aid (A.1.A) was projected to increase to Ksh 2,033.9 billion (16.4
% of GDP).up from the estimated Ksh. 1,849.2 billion (16.6 % of GDP) ) in the FY



2020/21. Revenue was projected to improve to Ksh 3,099.8 billion in the med1um
term.

16. Reveine enhancement measures-. Revenue pelfonnam e wetiv-be. suppo1ted by
the_on- -going’ leforms in tax policy an d_revenué ‘administs ation measures which ’
includes; reversal of tax cut measures from Januar y 2021 and in addition, in the FY
2020721, the Government was implementing a number of tax policy measures
through the Finance Act, 2020 including;

a. Introduction of a minimum tax payable at 1 % of gross turnover;

b. introduction of a digital services tax on income from services provided
through a digital marketplace in Kenya at the rate of 1.5 % on the gross
transactional value;

~¢.. increase of income threshold quahfym for residential rental income tax

among othess. T et e T S B R e

©

d. Revamp Audit Function: Audit tearns were set up in Lar ge Taxpayers Office
- (LT9) and Mediuvm 1 axpayers Office ’M f(J) o1 KRA and wouid make use
of data to enhance compliancc. ‘
e. Robust intelligence collec,e,idn, atilization and investigation;
f. Aid the resolution of tax disputes through the Alternative dispute resolution
(ADR) within the statutory timeline ot 90 days; ,

1'7. ¥iscal Consclidation: Fiscal deficit-as % of GIE was projecied to decline from at
8.7% 1n FY2020/21 to 7.5% of {GDP i FY 2021/2% and 3.6% of GDP in Y
2024/25.

18. Criteria for Resource Allocation: allocation of resources would be guided by
Linkage of Programmes to Post-Covid-19 Economic Stimulus P1ogramme (PC-
ESP), the Big four Plan either as drivers or enablerz, objectives of Third Medium-
Term Plan ¢ Vision 2450; Degree to which ihe programnie was Elddlf)Sunb the care
mandate of the MDAs; cost effectiveness and su stainability of ‘the programme;
requirements for furtherance and 1molmmp tation of thie Constitution and meeting
debt service obligations zs a first charge.

19. Potentijal risks to the macroeconownic outlook inchided surge of the ccv1d 10 ‘/JfU“
~policy -measures. bei ng adoptea by the new Uo admmISIratlun weal er, exte Ln_al
demand, reduced tourist arrivals S, umfavomaole weathm among otnelu '

DIVISION OF REVENUE BIlLI, (DoRB), 2021 AND - THE COUNTY
ALLOCATION OF REVENUE BILL, 2021 ' .

20.The Division of Revenue Bill (DoRB), 2021 proposed an alloccmon to County
Governments amounting to Ksh.409.88 billion in the financial year (FY) 2021/22.
Equitable share amounting to Kshs. 370 billion, reflecting an increase of Ksh.53.5
billion or 16.9 % and additional conditional allocations from proceeds of loans and



grants by development partners amounting to Ksh.32.34 billion. This allocation was

premised on Parliament having approved the third basis for allocation of the share

of national revenue among the County Governments on condition that the formula’s

implementation is subject to Ksh.53.5 billion increase in the Counties’ equitable
 share.

:21.The proposed County Govemments equltable sharr’ m revenue ralced natlonall y for
- the financial year 2021/22 was arrived a: by:-. g e ikt
- i:  adjusting the Counties’ FY 2020/21 allocation (1 .. T<Zsh 310 5 b11Lon) by Ksh

36.1 billion or 11.4 %,

ii. converting four existing conditional grants to County Governments into
unconditional grants, and allocating the respective amounts totaling Ksh. 17.4
billion. The four conditional allocations are: Road Maintenance Levy Fund
(RMLF); the level-5 hospital grant; the compensation for user fees foregone;
and, the grant funding rehabilitation of village polytechnics grants.

22 The above ploposed Equitable Share for FY 2021/22 of Ksh. 370 billion was
L eequivalent to 27 3 % of the Jasi aud: ted acemm smts (Ksh. 1 358 billion: fr rFY- 2016/17)
and as apploved by Parliament.

;'?321 Medium Term Debt Strategy
23 Tb 2021 debt strategy provided guidance on how to:

e refinance maturing public debt; and

e finance fiscal deficit outlined in the 2021 Dudtut Policy Statement at the
lowest cost and minimum  risks wmle ensuring dcbt reruained witlin
sustainab'ﬁe level. 4 ) o )

24.1n addition, the 2021 debt strategy outlined some key reforms to promote the
development of government debt securities market.

25.The strategy covered the period FY2021/22 to FY?2023/24 over which the desired
optimal debt portfolio was to be achieved.

+6.The 2021 debt Strategy was prepared against the backdrap. ofthe COV ID 19 shock
which led to slowdows in economic activity adversely affecting the ﬁscal position.
The 2020 credit rating by major sovereign-rating agencies Standard and Poors and
Fitch Ratings placed Kenya at B+ with a negative outlook that significd the effects

of the Cavid-19 pandemic on the cconomy.

1 27. The followinig-were taken into corsidération in designing the deht strategy:

i.  the size and structure of the existing public debt;
ii.  non-performing guarantees;
iii.  the size of the fiscal deficit;
iv. macro-economic assumptions in the 2021 BPS.



28. As at the end of December 2020, public debt stood at Kshs 7.28 trillion or USS 65.6
billion, equivalent to 65.6 % of GDP. The debt leve] was sustainable bur classified
as high ;isk. e A

25. Given. tke :stri_iqt;q‘r,‘e; of public debt and {ie. path of fiscai ‘deficit ovﬂ’}j‘:thc medium:
term, the 'opt‘im‘af Strategy that minimized costs and risks of public debt was a mix
ratio of 57:43 in external and domestic borrowing on a net basis.

30.The 2021 debt strategy was underpinned by the need to move away from the
relatively high interest cost of domestic debt, safeguard credit flow to the private
sector and rely more on long term external financing, preferably concessional loans.
The strategy assumed continued access to the international financial market and
diversification of debt financing instruments.

31.Further, the 2021 debt strategy entailed active debt management operations to
Jngfhen the maturity siructure of domestic debt by: issui;;g;f-_norfa Treasury Bords
and- less Treasury Bills and replacing external ,cummez'rja; Short-'i;é.r:m debts with-

o longer d ated debt instruments to smoothen the debt service maturity strncture.

o
[\

. While the domestic debt market was the major source of fundirg of the fiscal deficits

.'p'rmfidmg about a half of the financing needs, the market remained.shallow and

dominated by commercial banks. The reforms to deepen the domestic debt market

incinde: the enhancement of market infrastructure throvgh sutomation of processes

- at both the primary and 'secohdary market, i‘e_ﬁruc:‘tﬁring of*interbank repo g'nd'

) setting up of Overibihe-Counter (OTC) trading platform to complement the Nairobi
Securities Exchange.

33. The office further stated that reporting on public debt-and borrowing would continue
to be enhanced in accordance with the Constitution of Kenya and international best
practice. In addition, the capacity in the Public Debt Marnagement Office would be
strengthened. - , . .

34.The risk to the 2021 debt strategy included uncertzinties related tc the COVID

pandemic with adverse effects on economic and finahcial environtent that derailed

fiscal and structural reforms to stabilize growth of debt to GDP. The strategy would
be adjusted to align to any policy chanjges.as and when they occur to-ensure debt -

- remains within sustainable levels,

The Committee noted the presentations by the National Treasury and raised the following
concerns- ‘

a) There was need to establish possible mechanism which would enable improvement
of debt standings (debt stabilisation) and sustainability.



b) The debt register is critical for the information of public. The National Treasury
should be submitting the updated register to Parliament as annexure to the Medium
Term Debt Strategy.

¢) The mechanism been proposed for improvement on revenue performance were
inadequate. Similar proposals have been earlier mace and the revenue target was
not achieved. ; ' o :

-.d)-Government should endeavour and preinote PPP 1°01 major infrastructural projects.. .
these would significantly reduce the expenditures. '

e) In spirit of fiscal consolidation, the additional allocation to the county equitable
share should have been a reallocation of resources from the ministries and MDAs
which are still performing devolved function. This would enable reduce fiscal
deficit.

f) Disbursements of funds to the counties was not in adherence to the cash
disbursement schedule. The tendency of disbursing funds depending on CRF
balances was not right. Most of the balances in CRI were for condmonal grants yet

- -they may not ve it lised for wny cther PUTDOSES.. - -,k

MIN. NO. 1015/02/2621 ~ ANY OTHER BUSINESS AND ADJ OURNMENT

There being no other businiess ilie Chairperson adjourned the meeting at 12.15 pm.
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MINUTES OF THE 194 MEETING OF THE SENATE STANDING
COMMITTEE ON FINANCE AND BUDGET HELD ON TUESDAY, 23RD
FEBRUARY, 2021 AT 9:00 AM VIA ZOOM ONLINE PLATFORM.

PRESENT
1. Seén. Charles Kibiru, MP - Chairperson )
. 2. Sen.( Dr) Ochillo A¥yacko, MP - Vice- Chairperson -
"3 Sen. Wetarigeula Moses Masika, EGH MP * Member
4. Sen. CPA Farhiya Haji, MP - - Member
5. Sen. Mutula Kilonzo Junior, CBS, MP - Member
6. Sen. Rose Nyamunga, MP - Member
7. Sen. Millicent Omanga, MP - Member
ABSENT WITH APOLOGY
8. Sen. Aaron Cheruiyot, MP - Member
9 Sen Kll‘ﬂ?l‘ll W?mamflgl MP - Member
SECRI‘TAR IAT
1. IMr. Christopher Gitonga - Cletk Assisiant -
2. Ms. Lucy Makara . - Deputy Director, PBO
3. Ms. Lucy Radoli - Legal Counsel
4. Ms. Sharon Rotino - Research Officer
S. Ms. Yunis Armyar; ' | - Fiscal Analyst
MIN. NO. 1016/02/2023: PRELIMINARIES & . )

The Chairperson called the meeting to order at 9.17 am and thereafter followed a word of
prayer.

MIN. NO. 1017/02/2021: ADOPTION OF THE AGENDA

The agenda of tiie meeting was acopted with amendments as ﬂ(hcated bu swafter it was, .
proposed by Sen. CPA Farhiya Haji, MP and seconded by Sen Mu‘fu-a 1<‘IOHZO Jumor
CBS, MP. : ‘

MIN. NO. 1018/02/2021: CONSIDERATION' - OF STAKEHOLDERS’
' ' SUBMISSIONS ON THE 2821 "BUDGET POLICY
 STATEMENT AND MEDIUM TERM DEBT & STRATEGY .

The Committee considered-

a) various provisions proposals on the 2021 Budget Poliey Statement and Medium-
Term Debt Management Strategy.



b) Standing Committees’ submissions on the 2021 Budget Policy Statement and
Medium Term Deb! Management Strategy. '

‘Sorne of'the issues highlighted inciude- - .

i)  Overreliance on diaspora remittances for improvement on current account
balances.

i)  Agricultural sector contributing a major percentage to GDP but very little on
revenues. There was need for further investment in agriculture sector specially
to boost value addition and improve on exports.

iii) The approved debt ceiling may need review if national government expenditure
is implemented as proposed in the BPS.

A "_i"'y)‘-: - The projected eccnomic growth was very ambitious g1c§tin§.j:11e spi}lf over effects .

“of Covid 19 and invasion of locusts.
vj  Op global economic cutiock, the p*::bjected» infiation rate wonld affect the costs- -
of fuei and basic cominodities. ‘ :
vi) There is a tendency for the governmenti to commence new projects whereas the
ongoing ones are far from completion.
vii) The allocation on conditional graist on Mianaged Equipment Service (MES) was
increased annually yet the project ought to be a contract with fixed terms and

costings. ) g ) =T )

<

The Co1ﬁmittee resolved to consider and adopt the report during the next meeting.
MIN. NO. 1019/02/2021 ANY OTHER BUSINESS AND ADJOURNMENT

There being no ¢ther business the Chairperson adiourned ‘-L‘ge/meeting at 10.24 am.

/l ;
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MINUTES OF THE 195™ MEETING OF THE SENATE STANDING
COMMITTEE ON FINANCE AND BUDGET HELD ON WEDNESDAY, 24™
FEBRUARY, 2021 AT 9:00 AM VIA ZOOM ONLINE PLATFORM.

PRESENT
1. Sen. Charles Kibiru, MP - Chairperson
2. Sen. (Dr.) Ochillo Ayacko, MP - Vice- Chairperson
3. Sen. Wetang‘uia Moses Masﬂ\a EGH MP - -Member
4. Sen..CPA Farhiya Faji, MP : " - - Member
" 5. Sen.Mutula Kilonzo Junior, CBS, MP R Mf_:mbéf
6. Sen. Rose Nyamunga, MP - Member
7. Sen. Millicent Omanga, MP - Member
8. Sen. Aaron Cheruiyot, MP - Member
ABSENT WITH APOLOGY
9. Sen. Kimani Wamatangi, MP - Member
SECRETARIAT -
1. Mr. Christopher Gitonga . - Clerk Assistant
2. Ms: Lucy Makara - Tieputy Director, PRO
5. Ms. Lucy Radoli - Legal Counsel
4. Ms. Sharon Rotino - Researci Gificer
5. Ms. Yunis Amran - Fiscal Analyst
6. M. Ian Otieno - Audio Ofiicer
7 MIN. NO.,1020/02/2021: PRELIMINARIES

The Chairperson called the meeting to order at 9.07 am and thereafter follov«ed a word of )
prayer.
MIN. NO. 1021/02/2021: ADOPTION OF THE AGENDA

The agenda of the meeting was adopted with amendments as indicated below after it was .
preposed Jy Sen. Mutula Kilonzo Junior, CBS, MP and sec«,u(,'-‘d by Sen. Roce Jyafnunga
MP.

MIN. NO. 1022/02/2021‘: ' CONFIRMATION-OF MINUTES

" The minutes of thé 1915 méeting pei' on Thmsday 18" February, 2021 at 9 00 ami were

. eonfirmed as & truetecord of the ploceeumgu of the \,ommlt*eP having heen propos ed by

Sen. CPA Farhiya Haji, MP and seconded by Sen. Mutula Kilonzo Junior, CBS, MP.



i

The minutes of the 192" meeting held on Friday, 19t February, 2021 at 9:00 am were
confirmed as a true record of the proceedings of the Committee having been proposed by

Sen. Mutuia Kilonzo Junior, CBS, MP and seconded by Sen. Rose Nyamunga, MP.

' +/The minutes of the:193™ meciing held cn Menday, 227 February, 2021 at'9:00"am were
‘confirmed as a true record of the proceedings of the Committee having been proposed by

Sen. Mutula Kilonzo Junior, CBS, MP and seconded by Sen. CPA Farhiya Haji, MP.

The minutes of the 194" meeting held on Tuesday, 23" February, 2021 at 9:00 am were
confirmed as a true record of the proceedings of the Committee having been proposed by

Sen. (Dr.) Ochillo Ayacko, MP and seconded by Sen. Mutula Kilonzo J unior, CBS, MP.

Niti<: NOG. 1023/62/202i: COMSIDERATION AND Ai)()i’llul\ OF THE REFORT ™
ON THF 2021 BUDGET POLI"Y cerATEI\/P“NT AND :
MEDIUM TERM BLL STRATEGY ‘

The Committee considered the report aid made hs following financial recommendation-
(i) That the proposed allocation of shares *:,L,elc./enuc to County Governments for FY

2021/22 be as follows—
rotat County MlocaL ion e Kshs. 408.88 311110 o7 wlnch oo S
Py ) b by p)
County Equitable share be Kshs. 370 Billion

®

¢ County Conditional Grants be Xshs. 38.88 Billion which comprises of the
following-

v" Supplement for Construction of County. HEs- Kshs.-0. 33 ullllOIl '

AN
.

easing of Medical Equipment- Kshs. 6.21 billion

v Allox cation from Development Paltnels as Loans and Glants Kshs. 32.34 Bllhon |

(11) Tm« wlatnc »al Treasuvy bhOUld adhere to the cqs dlsbu1<emem achbaule approved d

<; #1 C‘
L] j’ 1< He

te in d1suulslng funds to the counties.
(iif) The Kshs. 1billion saving from the allocation to Manaaed Equipmeént Service
(MES) should be redirected to reduce the fiscal deficit. .
(iv) That the Fiscal Deficit (on commitment basis excluding grants) for the FY 2021/22
be binding at Kshs. 970 billion.
(v) That Net Domestic borrowing and Net Foreign F inancing be set at Kshs. 661 billion

and Kshs. 267.3 billion, respectively.



(vi) That the allocation to the Equalization Fund of Kshs. 6.83 billion be approved as

provided in the Budget Policy Statement.

(vii) To achieve the optimal composition of debt portfolio, the strategy proposed in the
Medium Term Debt Management Strategy of external debt at 51 percent and
domestic debt at 49 percent should be adopted and be binding as it minimizes the
refinancing and the interest rate risk. |

The Corrinittee 'unanimou'sly adopted its report on the 2021 Bll'lbdgeta.P-.olicy S'tateirllént ar;d
Medium Term Debt Strategy having been proposed by Sen. (Dr.) Ochillo Ayacko, MP
and seconded by Sen. Wetang‘ula Moses Masika, EGH, MP.

MIN. NO. 1024/02/2021 ANY OTHER BUSINESS

a) The Committee noted that some county governments were requesting to be allowed
‘to borrnw funds with aim of ﬁnancmg development projects. However, there was no
clear borrowing framework for the counties. Tt was résolved that the National
Treasury shouid fumish the Committee with th( Jmeasure put in place to ensure the
'mpmtumty was utilised appropriately. -

b} The Committee note that some counties were hiring inoie staff whereas their wage
il is above the recommended threshold in PFM (County Government Regulations).
The Comnrnitiee resolved to enquive from the TOB on the progress ma-‘w n

4 implementing Sendte resolution on raﬂonalisaﬁoh 6f Stafﬂng levels in coun qés in
adherence to the provision of the regulations.

¢) The Committee noted the request for a meeting by SOCATT. The Committee

resolved to kold a virtual meeting on Wednesday, 3™ March, 2021 at9. 00am.

MIN. NO. 1025/02/2021 ADJOURNMENT

~ The Chal'pcrson adjoumbd the meeting at 10.45 am."

| SIGNATURL | ’%f f ﬁ‘%"

\CHAIRPERSOI\ SEN CHA ES KIBIRU MP)

DATE: VJ{/{/ 6’79«{/ ROA, |
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STATEMENT AND TT1H MEDIUM TERM DEBT STR 'EEGY

Reference is made to the Senate Letter, Ref: SEN /Df‘C, SCF&B/2021/004,
daL ed 16TH Fepruary 2021 on the above captioned ruatter. '
) ) p)

T he Commission has considered the contents of the BPS 2021 and the 2021
Medivm Term Debt Strategy (DMS). The Commiission submits the attached
memoranda on the BPS (attachment/ 01) and the DMS (attachment /02)
for Committee consideration. The Commission is available for any further
engagement should you need any further Lla] mcatlom on the comments
provided. 5 s
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Attachment o1

e~ COMMENTS ON THE 2021
WCRA. BUDGET POLICY
STATEMENT

Promoting an Equitable Society

o e S R A S B e P oSk i i e A ot L S e e En e B oS g i R A s e SO SN S et

S

Section I: Recent Economic Development & Outlook

1.  Economy growth for 2020 is estimated at 0.6%. The 2021 BPS projects an
economic growth of 3.8 percent in 2020/21 and about 6.1 percent over the
medium term, on account of recovery of the services sector. This growth
projection has not factored in expected shocks that will have an effect on
economic performance. This will include: contraction of the global economy,
exchange rate variability, high debt, the prolonged effects of COVID-19, the
BBI r-ferendum and the 2022 general eiections: All these factors are likely
to slow down economic growth in the medium term.

it Bxpected low economic giowth rates will have an efiect on ciher macro-
economic variables.such as inflation as well revenue performance. in the last
four years, revenues hav: substantially performed below targets. This affects
development expenditures at-both levels of government. Projection of
ordinary revenue of Ksh. 2,033.6 billion (16.4 percent of GDP) on account

o1 on-going reforms in tax policy and revenue adminmstration is at variance
with the governmegnt policy to suppprt business recovery post COVID-1p
slump. It is important that realistic revenue projections are made taking
into account all the risk to the economic performance of the economy.

Section II: Strategy for resilient and sustainable economic recovery

i. © The BPS 2021 notes that Implementation of the Big Four Agenda will unlsck
better growth, and positively impact on the lives of people through jobs
creation and poverty reduction. Implementation of some of the Big Four
agenda priority areas were commenced over the last three years and it’s not
clear what remains to be done during the next twa years. The BPS should

... provide an accountability matrix of the implementation status of projects
and pregrammesiunder the Big Four Agenda: what needs to be achieved for
the remaining two years, a breakdown of the resources need, what has been
achieved and the impact of what has already been achieved under the Big

Four.
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ii. BPS 2021 only mentions expenditure rationalization and revenue
enhancement as a means to achieving fiscal consolidation. Specific policy
measures have not been ouilined towarr‘s 1dt10nallz1n<f expendlture and
enhancing revenue. coe :

i, Fiscal consolidation efforts scem to bP e1u51ve as aebt keeps accumulatmg
The absolute debt threshold as approved by Parliament is Kshs. 9,000
billion by June 2024, however the threshold is likely to be met earlier by FY
2022/2023 as debt levels are projected to get to Kshs. 9,365 billion as shown
in Figure 1. There is need for rationalisation of the public debt to ensure
inter-generational equity.

Figure 1: Public debt stock for the FYs 2015/16 to 2024/25 —
Kshs. Billion

Source of data: The National Treasury, 2021 BPS
Section I1I: Budgets for the Medium Term/Details on Sector Priorities

This section provides details on of sertcr achievement. Some of the sector, as can
been seen from the examples below, undertake functions that should be effectivels y
and eificiently undertaken by county governments. It is important that there be
equity even where the MDAs are COIldLCl ing projects and pregrammes on behalf
of goverr.ment.

A&thdlU re, rural and urban uc"eiopmenr Sector:
a. The Sector undertook the following activities which ‘should be
undertaken by county governments: Installation of milk bulking and
cooling equipmente; development of small-scale irrigation infrastructure
counties; roll out of crop insurance in counties; provision of subsidized
fertilizer benefiting farmers and enrolment of smallholder farmers under
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1.

11.

EEUVIRBE

" 147.¢ billion, the remazining balance of Kshs.
~ disburs
" wear Aithough ordinary revenues have been uine

the e-voucher input access system. The budget of this activities should be
transferred to county governmentsin FY 2021/ 29
Health

a. The budget for the health sector is projected to increase to Ksh. 119.9
billion in FY 2021/22. Within the government policy on provision of
UHC, this budget should be ratiogalised and shared between the nat: anal
.governmeni and:the county government, especi ially now that the piloting
“of the UHT scheme in four counties ata cost of 3.9 billion has been
completed . '
Environmental Protection, Water and Natural Resources
a. The sector has budgets to undertakes several activities to include the
following that should be undertaken by county governments: Production
of seedlings; provision of water to households; urban sewerage;
construction of water pans; drilling of boreholes

Section IV: County Financial Manaﬂement and Divisicn of Revenue _

County di >‘7Luc'n at for the FY 2020/2021 as at Fem uar* o2t wae L‘\Sllb

168 6 billion is likely to be
ed to the countles during the remainicg fow ‘r-on'hs of the financial
ernerforming and therefore

'S

ussz*atmg the slow disbursement of funds %o '-‘:he‘. counties, too late

. distursement of funds closer to the end of the fimancial yezr often leads to over

comraitment towards the end of the financial yea:, in-addifion to opening
lgophcles for funds mismanageinent : ’ o

i ) ) | )
The trend in county actual county Own Source Revenue (OSR) collections over

“the last six years shows sporadic high and low actual collection. This poses a

risk in county budgeting and eventual service delivery as counties continue to
accumulate pending bills. The Third Basis recommendation as submitted- to
Parjiament by the CRA had provided for a fiscal effort i incentive parametel to
f'courage revenue collection by. counties.. The paramcr - was Shuseqvcnﬂy
¢ropped following approval of the formula. To encourage. consistent revenue
growth in the counties, Parliament need tc Zome up with a legislation for

unn"orm automation of revenues at the cou’"tv level to seal revenue 1eakaco°

‘-.hor17onta1 dllocatlon of revenue among co unty gover nments

PR T

Table 12 of the BPS pr ov1des information on thc revenue allmahon for each Lounty
government that is based on the third revenue sharing basis. Whereas:
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iv.

CRA interpreted the approved basis as “County Allocation=
(50%*Equitable Share to_  counties*Allocation Ratio)
+(50%*equitable share to counties *Fornzala),

the-National Treasury has 'interpreted the ‘approved basis as
County Allocation = ((50%(2019/20 eqﬁitable share) * 2019/20
allocation Index) + Third Formula Index*(Equitable share
2021/22- (50%(2019/20 equitable share))

The Senate should provide clarity on the interpretation of the approved basis.

-Eqgualisation Fund

Following the court ruling on petition No. 272/2016 on 5% November 2019, the

National Treasury in consultation with ofher stakeholders developed the draft

- Public Finance Management (Equalisation Funa) Regulations, 2020. The draft

| 2 G Sy S T oy
U reguisfions were submitied to Cabinet fo

approval in Noveraber 2020, Itis in
the interest of Parliament that the .nareinalised areas access Equalisation

o

rfunds. Delayed disbursement of funds o marginalised areas on account of lack

- of Jegislation has delayed the realisation of the core objective of establishment

of the Equalisation Fund of enhanciag services in areas identified as

ST
Marginsgsed.

. ) I o i
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Attachment o2

o= COMMENTS ON THE 2021
WCRA MEDIUM TERM DEBT
MANAGEMENT STRATEGY:,;

Promoting an Equitable Socizty

SECTION II: REVIEW OF ACTUAL COSTS AND RISKS
CHARACTERISTICS AGAINST 2019 AND 2020 DEBT MANAGEMENT
STRATEGIES

Table 2 on review of costs and risk indicators provides data on debt as a percentage
of GDP. Proportions hide a lot of information. There is merit in presenting the
absolute figures implied in Table 2, given that the revised debt ceiling of Ksh. 9,000
billion is.an absolizte amount, before the presentation of the preportions. The Table
" is also inconsistent +ith the paragraph 8 on the figure for mominal debt ¢ -SDF,
which indicate that.the debt to GDP was equivalent tu 65.5 perc ult wherezas Table
2 presenis thc figure at 63.3 percent of GDY. ' .

:SE ’“TLON IV: COST AND RISK ANALYSIS OF IHE }‘ *{lSTI’\TG PUBLI(,
- DEBT BORTFOLIO : TS

Teble ¢ on domestic debt by maturity should be prese nte(i in Ksh. for ease of
compariscn to the debt ceiling. Currently the L‘-l) e presents the amount in US
Doilar. ) ; b ) b : )

SECTION VIII: DEBT SUSTAINABILITY
External debt sustainability relating to debt to exports ratio and debt service to.

exports ratio have been breached, shcwing the pressure on external income (Table
1). Further the current weakening of the Kshs agzinst the US Dollar continues to
put pressure on dollar denominrated debt servicing. The MTDS does niot address -
itself to expected shocks that are likely to arise from currency depreciation, -
especially taking into account that 66 percent of Kenya debt is in Dollars. . .

Table 1: I\enya External Debt Sustaulalyhty

~ ‘:‘FIn:di(':atOI‘Sif BT ' Threshoms_ 2019 ' 2ogq 2021 '2022 2023 ‘
PV of debt-to-exports ratio 240 295.2 288.1 | 260.2° 258.5 | 255.2
PPG Debt Service-to-exports ratio | 21 ' 314 27:.5» | 25.9 | 255 |[24.4
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Itis the government policy to contain the debt within the EAC thresholds. The 2021
DMS anticipates another revision of the debt ceiling beyond the Ksh. 9,000 billion.
In effect, the DMS is at variamce with the -BPS 2021 statement on fiscal
- consolidation as it anticipates another review of the PFMA. Act to expand the
statutory debt limit. ' ' S ' SRR S

OTHER CONCERNS

The MTDS presents various inconsistencies in the usage of calendar year and
financial year. For consistency and ease of comparison the MTDS should
harmonise and use either financial year or calendar year.
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Introduction

This memorandum was prepared by the International Budget Partnership together with 17 of its’

partners and their full list is provided in the annex. The submission is primarily focused matters related

to Division of Revenue and national revenue performance and projections.

Submission Summary

1.

b

(5]

o

-Kenya’s budget deficit nui
y g ; .

Unrealistic revenue targets have contributed to the underperformance of revenue
soutrces over the years. Bach year, rhe National Treasury.revises the revenue projections

downware, during the budget implementation stage (supplementary budget:. This is an’

mdlc'mon [h'lt the gf)velmnent has, continuously set targets that are too ambitious. There is

neéd fora ie AIISL\ Wy cf pleCC*] '“ revenuces L:“ =d on insto j.lCEh per fortna nce. FI i D!f‘](\,[u‘ )

gLO\V th ‘ahOULd 53¢ \\'li.lllfl J. set I ;L vt the average revenue.per formance in UR. p’lsl three Vedrs.

ags rernain very erratic and that is indicative of challenges
with revenue and expend@-m:'1"atgef:;. However, one.consistent trend has bccn the grow rh
in the deficit between the final approved deficit ceiling in the BPS 'md the deficit in the finai
actual budget. This raises guestion en the deticit numbers prov ided in the BPS and whether
ther are 2 tme reflectior of the fiscal funding gap each vear.

Public debt remains a ceniral but key determingnt of our fiscal -,ohcy ‘Although,
significant transparency issues remain on Keunya’s de{;t stock but also its repayment. For
instance, Public debt annual reports for 2018/19 and 2019/20 have significantly different
figures for the funds spent by government in settling debt obligations in 2018 /19 going back
to 2013/14. In addition, the Controller of Budget Report for 2019/20 has debt service figures

that are different from the annual debt reports by National Treasury.

Therz is still no clear approach to guide the growth in revenue that ¢ 2liocated to the
county equitable shate of revenue. This makes it difficult for FOl,nties to prepare multl—he'u
budget projections as required under the medium- term e\oendltmc framework that is used to
prepared budgets in Kenya. This challenge is equally alive in the national govemment There
should be a constant growth factor for both levels of Government such that when there is an
ircrease in the national goxfjemn{ent share of revenue, a similar growth factor is witnessed for

B

county gOVCL‘anlCﬂtS. 0 : . ! PR

“The. justifications to-convert most. condltlonal grants.into the equltable share needs

further  interrogatio:n. Conversion of ihwse grants into cquuable share will not oniy
disadvantage the services suppotted by these grants but also overall counties ‘share given the )
shift in allocation ciiteria. The grants to be converted into equitable share to be retained as
conditional grants and growth adjustments in allocatiod to be increased. ' :



DETAILED AN ALYSIS.

REVENUE PERFORMANCE

Unrealistic revenue targets have been contributing towards the poor revenue performance

experienced over the years. Revenue targeting seems to be inconsistent with historical performance

and therefore, too ambitious. As seen in the table below, revenue performance has consistently fallen

short in terms of the actual revenue achieved compared to the targets set.

Table 1: Revenue Performance

Source: Budget Review and Qutlook Papers

Reven:ie underpe

point, ordina

(argets

*the likelihood of achie

2ese revisions shon

LN

o

inability

(¢}

the ;arget projected might bf far-fetched.

a financial year and even then, targets are still not attained.

7 revehue performance as shown in Table 2 below. Whit informs the

»

Table 2: Ordinary revenue targets are constantly chaneine with the various budget decisions within
R S 7 t=3 b= o

Revenue Performance
) Value
. Import  !Excise Income  |Added ~!Total Tax [Non-Tax |Ordinary | Tesal
. Financial Yzar Buty- ' |Duty Tax; | Tax (VA'F)[Revenue " iRevenae [Revenue la-l-A

2015/16 Sl 102%| © 97% 96% 97% 98% 97%

2016/17 R 101%) _ _°7%I_ 160%|  100%|  100%| . 96%|  100%

2017718 5. 7 96%! S| 90wl - 94% 92%:  '88Y% 92%

2018/1% . D 99%! 8%  9z%|  100% 96% es%| 5%
112019/20% (Sotired: 5PS 1021 | 102%| - 97% 98% 96% 98%|  “95%| 9%

ttormance is evident even with the targets being revized within-year, case in

2 seetuingly high

T

fthe country o achieve its ordinary revenues targets and,

ORDINARY REVENUE PERFORMANCE (Kshs Billion)
Target/Estimate
Approved Y% of Actual | % change
Targetin Revised Target Revenue to from Y% clange
Proposed the . Final . " Final teérgetin from izrgetin
Target in Approved Revised Revised Suplemencary| . . Revised | budges te
the BPS Budget Targec - BROP | Tarsoc - BPS | Budget Actual Target final target target
iy 2015/15 : ~ N
BPS‘15 Budzcc 15 _ . _[BROP 15 BP3'16 I BROP 16 (BPS '18) . [ -
- 1,254.9 - 2.202.0 § 1,184.4 1.1.53.0 97% -6%|
I |
—_— 2016/17
BPS ‘16 Budget'16 BROP ‘16 BPS‘17 BROP "17 . . |(BPS"19)
| .3.280.2 1,376.4 1,318.0 1,374.5 1,311.3 1,306.6 _.99.6% -5% -5%
| o 2017/18 o N
BPS'17 Budget'17 3RQP 1% BPS'18 .__|BRCP 18 (BPS '23; | ~ _
1,494 1,549.4 1.490.4 1.4€6.3 1.,489.6 1,.365.1 92% -49%! 4%|
g 5 i G - SRR S . e, | B
. 2018/19 ~ = !
BPS'18 _luaget 18 BROP"18 BPS ‘19 'BROP 19 e HBPS 21
1,688.5 | 1,769.2 1,672.6 1,651 | 1,588.1 1.499.2 94%) -10% -6%
[ 1 :
2013/20
BP1'19 Budger 19 BRO{ 19 BPS 'z0 [BROP ‘20 {BROP 20)
1.877.2 1.877.2 1.851.8 1,843.6 } 1;615.4 1,573.4 97% _-14% -14%
i
2020/21
BPS ‘20 Budget 20 BROP 20 IBPS '21 BROS ‘21
1,856.7 1,633.8 1,601.4 | 1,574.0
[
2021/22
BPS 21 | | | | |
1,764.7 | [ | [ |
Source: BROP and BPS, 2015 - 2021
’ ’ ’ y



The BPS shows a significant drop in Revenue collection performance by 4.2% between December
2019 and December 2020 from 17.1% in 2019 to 12.9% in 2020. The report further provides that

~ the country did not achieve its revenue targets with a shoxtf'lll of up o 97.1 billion. The BPS

-acknowledges that the drop in the revenue collection was majorts aitributed to Covid-19 pandernic
that attributed to. the difficult.operations environment.. Now th’lt COVID-19 pandemic is still ‘Vlth e
us; the revenues projections by the BPS should put into considers: #on the possible underlying etfects
of COVID-19 moving forward. This however is not the case as the plopoa.cd revenue has been
projected upwards.

Revenue Performance

41. Revenue collection to December 2020 declined by 12.9 percent compared
to a growth of 17.1 percent in December 2019. This decline 1s attributed to the
difficult operating environment due to the Covid-19 pandemic which has adversely
affected revenue performance from March 2020. As at end December 2020. the
cnnulatve deral revenue - inclusis Ve ct- \111111<tc311a1 Appr oynntmn i Aid (A1A)
amounted to Ksh'810.6 billion again sfof sh )O 7.7 bll‘ on. \\ 1th shmthlls
recorded in both or dllldl“ reveizues (I
"7

1.3 pillion).

P

Recommendations: The trends of non-aitaiament of the revenue targets before covid-19 period
show a gap in. With all factors put into cousideiations, there is need for a realistic way of projecting -
revenues to avoid instances of borrowi ing o finance b'udgu deficits. The BPS proposes the
following as measures to improve rétcave performance.

Recov eny Strategy. In par: u)ul r. the veversal of tax cut measures which took effect -
from January 2021, will enhance revenue collection. In addition, in the FY
2020/21, the Government is implementing a raft of tax policy measures through
the Finance Act, 2020 that will boost revenue performance. The measures include:
introduction of a minimum tax pavable at 1 percent of gross turnover; introduction
of a digital services tax on income from services provided through a <igital
narketplace in Kenya at the rate of 1.5 percent on the gizes transactional value:
:

imcrease of income threshold oua':h.na for resldcn ial rental income tax: 'and
abolishment 0* mcentives under Home Ow nersh;-, Savings Plans (HOSP).

The government. taxation'plas: of 1% will aftect businesses especially those operating in the SMEs.
The taxation be revised to 0.2V The introduction of f digital serv 1C€b tax on income from services

4 _PLOVIded through a digital marketplace in Kenya ut che rate of 1, b pelcent on the gross transactional
value: The move will affect the youtlis who are mostly unemplo ved and dcm nd mt on the social
market for their livelihoods. The 1.5 % to be revised down to at least i between 0.5-1%. This will help
to cushion the youth from the high taxations and at the same rime I\eep them in job.



- deficit celhng in the BPS and actual budget that inelin

:‘t&m s gl NN R

With the economic challenges faced due to the impact of COVID-19, introduction of more/higher
taxation is not - sistainable measure to raise re venue. M’ljoury of business have clcsed § )hops already

as well as the unemplovment levels increased where- the majority affected are youths. A more
sustainable mezs :re needs to be taken to realize a win-winsituation. A o

DEFICIT AND PUBLIC DEBT
Deficit

55. Given the expenditure rationalization and the revenue recovery measures
putin place. fiscal deticit inclusive of grants is projected 1o decline from Ksh 966.6
billion (8.7 percent of GDP) in the FY 2020721 to I\sh 930.0 billion (7.5 percent

- of GB3R)in the FY 2021/22 and further to Ksh 613.8 billior-(3.6 perceiit of GDP)
1 rhe BY 2024725 (l"“.ulc 5). In the medium term, debt 5% siected to remain
suxtaumble :

The above projection in the BPS is not realistic giver that deficit numbers have been growing over

the years. In addition to this there has also I; *"‘:‘"'l suistantial deviations betweéen the final approved

. towards widening the budget deficit. It mavy,
therefore, take longer for the governmen: to achice a lower deficit duc o this trend of the actual deficir being

lughu rhan the esumated amount in the BPS

Table 3: Deﬁc}t growth over the ,‘.'eai‘s)an-:i within-vear ﬁxcu:n&s - )
R z s g S )
: Deficit in
the Deficit in :
3 Proposed the Deficitin fthe deficit Deficit in
Year Budget in Approved [the Revisedfwithin the the Actual
(Billions) the BPS Budget Budget fyear Budget
2014/15 -367 -417 -732 )
2015/16 -533.2 -640:.5 -732.6 A
2016/17 -555.4 -775 . -871.6
203.7/18 E -£62.4 -594.3 -670.4 % F
2018/15 f  -638.2 -608.1 ~760.6 25%  f. ' -724.9F
20i9/206 -629.9 -673.6 -789.9 17 % -828.5F
2020/21 :
(Current -614.1 -898 -1048.9 17%
FY)
ZU . j -983'7 B = . i .‘"-v‘},‘, - b _ >- i A R » -_> il S '..

The BPS 2021 speaks to expenditure rationalization measures, however, this has been highiighted in

previous Budget Policy Statements, since 2018, with the aim of getting fiscal deficit to 3 percent of
the GDP over the medium term. Even then, th\. 2020/21 fiscal deficit projection according to the
BPS is 9 percent of the GDP.

Recommendation




a. Parliament must reduce the deficit approved in the 2021 BPS and hence tame the increment
in debt in the medium term.

b. Government should implement balanced budgets with very well- deﬁned budget deficit limits
if IlCCCobﬂ.J.y .to achieve a lower deficit.

c. Government should slow dewn inv estment n. C\pen<'v5 i _,':ae infrastructure projects. .

d. \'\’OLk with realistic economic scenarios that do not underestimate the negative impact of
Kenya’s debt, and of the COVID-19 crisis. '

e. Merge resource-consuming parastatals and state corporations to reduce excessive spending.

Public Debt

Kenya’s public debt stock (which amounted to Kshs. 7.2 Trillion as of December 20201) will continue
to rise as long as the government runs a deficit, worsening the unsustainable public debt situation.

J"ubllc debit annual ILI\OI‘[b for 2018/1Y and 7019/ 28 have mgmﬁcantly d1ffcrent ngurea for-
the funds spent by government in settling debt obligations. The main difference between the
two reports is related o a new line added uader domestic debr on rreas sury beads Ledcm' don. This

: has mere than doubled the size of domestic debt service and also 'th:cts the percentage share of

seveune faken up by debt repayment. What is more contusing is thar ihe - ‘._“:E'l'-]'fu hudget

implementation report from the Office of Controller of Budget for e year 2019/20 has a debt
tepayment figure that is different from what is presented by National Treasu:y in the Annual Debt

Report for the same year.

This :s an-examp: of the transparency chalflenge in the presentation ol “public debt numbers
and even rhe argount spent to serviceydebt is not spared. Wiy would two official goyernment
agencies have different debt service figure when the source is the same. This then raises the question
on what are the right numbers that the public and National Assembly should rely on when
interrogating public debt? : -

As such Parliament shouid demand for clarity on the funds spent on public debt service and aiso
ask the Public Dzbt Gffice to provide a clear register that is publicly available on the dzbt repayment
obligations that is then approved together with the BPS and the Debt Management Strategy Paper.

. Pension Cbligation

The total payments from the pensions'account as ‘patt of the Consohdated Fund Setvices

"has been § growing over the last six years and progresswely taklncr up.a larger share of
ordinary reveouie. Therefore, tiken together with prhc debt, pensions are a swruf'cz'n badgut line
in govemment expenditure mch year.



Year. Amount Pension Ordinary Revenue |% Share of Pension
(Billicwus) ' - .___|to Ordinary Revenus-
K 2014/15 3750 L3182 3w
zoi5/16) 53.49 1,152.54  4.6%]
2016/17 64.00 1,306.57 4.9%
2017/18 65.10 1,362.06 4.8%
2018/19 66.40 1,499.76 ' 4.4%
2019/20 87.00 1,573.42 5.5%
2020/21% 111.10 1,594.00 7.0%
2021/22%%* 132.80 1,775.60 7.5%

Source: Budget Policy Statements 2017-2021, National Treasury
*Revised Estimate Figure -

## Projected Estimates

- The projected expenditure ox pensicas will be Ksh 132.8 biliion.-hewever, there is 1o
information on the spread and derail of that spending. rarliament should ask the National

Treasury to provide derails of the main recipients of peasions in terms of MDAs. the numbers of
J L . 5 2

beneficiaries under each and the allocadons. This. shiould go turther than the current pension detail
provided in the National Treasury website.

.. There is need for justifications for sfrategios on managmg public debt.The BPS is oace again
) Shun'érg 550\-’idi1§g adequate reasons for the deficir and l)()l.jj:pi\-'1111g f)mp()énl& Inadditor, the
govemménr seems to have reveed a policy on reducing’the proportion of its dSmestic borrowing.

The projected tinancing of the deficit in 2021/22 is heavily made up of domestic debt. However,
this is not explained and the implicatior of this change in approach is not provided.

Lasdy, the BPS still carties a language that Kenya’s public debt remains sustainable even when some
indicators have breached the set benciimark. For example, debt service to ordinary revenue has been
over the 30 perceat beachmark for number of yvears now. However,-as shown in the snipper bejow;. "
the language ' e BPS does not recognize that problem nos provide a clear strate 5y o ensure there
Is a move i change the upward trajectory in debt LEPAYICOT O ECVEnUE. '

d) The PFM Aci aiso requires that public delst and obligations remain. zt
sustainable levels. The Government is commifted tﬁadhéring to- this. at- ail
ames. Kenya's overall debt ratios compared with internationally recognized
threshold continues to show that debt level remains sustainable.

e) Kenya's risk remains high in the context of the ongoing global Covid-19 shock.
However, this is expected to be temporary as implementation of fiscal
consolidation reforms continue and also the debt indicators are expected to
improve when the zlobal economy rebounds from the Covid-19 crisis.




DIVISION OF REVENUE

Vertical sharing of revenue: Lack of predictability and revenue shortfalls

P’uaqmph 988 of the. BPS preroses to allocate countes Ksh.370 billion in 7071/2’7 froms 316.5in+;
.’7090/71 Leplebpr_tx ag Xsh. 53.5 bllhon or 16.9 percent. The amouat is artived at, by adjusting the,
3165 in 2019/20, equitable shaie o a growth rate of Ksh.36.1 Lepleﬁentmg 11.4 percent revenue’
growth and converting four (4) condmoxml grants amounting to Ksh.17.02 billion, into equitable share.

There is a clear lack of predictability in the amount allocated to the county governments from the
total sharable revenue. This challenge is equally alive in the national government. The following table
lustrates the revenue growth rate at the national and county governments.

Table 1: Nanional Vs, County Government absolute grewth of total shacable revenue from 2013- Guraphical presentation on national vs. (:mmly Govemments absolute growth nite of
2021 shamble revenue.
bilfions billions 2s
YEAR  NATIONALGVT ABSOLUTEGROWTH% GROWTH COUNTIES ABSOLUTE GROW/TH % GROWTH .
2013/14 3.3 o c’ l 150 | [ =
2014/15 793.65 .27 9 2558 3665 193 1s i
2015115 48293 18323 j ‘258.70) - 331 wg i8. 2 : J
2016/17 Casedl . - o I T o TG TaenaLe
2017/18 ‘ w7 73 R T s
2018/19 | 3 2 § 5
| |owsiza | [ ks Bl o
HraT | 55 A g |, =%
202/2 | | i . 53 sl 185 o L
Source.

The geaph and table 1 show a consistent decline in revenue growth fram vear o year for counties
starting {rosa 2014/15. However, for the National government, theze is a ceneial decline but with
“sinall spikes in some vears. This shows that for example in q()15/16 revenue growth for the
11 ,.,onai governument was from 9.5% to 7? 9% whereas in counties the growth was from 19.3%
to 14, ‘) in the ¢ame period. , .y ;

There should be 4 cosnstant growiﬁ factor for both levels l))f Government such thft wheu there is
an Increase in the national government share of revenue, a similar growth factor is witnessed for

county governments.
Conversion of conditional grants to equitable share

Cn Conditional grants, the BPS proposes io convert four (4) conditional grante, (Level 5 hospital-
‘grants, User fee foregone, RMLF and Rehabilitation of V illage’ poI\ technics), into equitable Rb‘ue

amounting to Ksh.17.04 billicn

" The allocation trend of the grants indicates a stagnant grbwth’ oi munimal growth of these grants. For
instance, the allocation of user fee forgone grant has beaﬁ constant averaging to Ksh.0.9 billion from
2015/16 o 2029/21. Similarly, the level 5 hos-ﬂ*al Orr'mr s aLocquon grew with 2.4 percent betweeny
7017/18 'md 2018/19, and a constant allocation. oFI\_sh.4 bﬂhon from. ’)018/19 Stagnated growth
and or mmm‘nl growth of conditional grants disadvantages the services supported by these grants,

whose demand is usually on rise from one year to the other.



The justiﬁc'ltiorv that the parameters in the distribution of equitable share are more aligned to the
devolves < b ﬂCthﬂb does not snmsf'lctoulv capture eqmty in dlsmbumon of these grants. For instance,
. only 13 count1e< with level 5 hospltals receive rhe Level '5 5 grant .vhlu is qLocated bqsed on bed

occupancy raiz and the number of referrals, and again to note the criteria is not taiv. Conversion of =

these grants into equitable share will not only disadvantage the services supported by these grants but

also overall counties ‘share given the shift in allocation criteria.

Recommendation: The grants to be converted into equitable share to be retained as conditional
grants and growth adjustments in allocation to be increased.

Conditional allocations to countics in Billion shillings from 2015/16 10 2021;22

CRA :
allocation  BPS allocation |
201516 201617 201718 201819 2019;20 2020721 2021722 2021722
Grants from National :
Government E.S 13.3 13.7 15.6 29.9 27.a 27.4 23.6 24.9;
Free. Maternu! Healthcare 3.2 3 a3 Ao w3 o :
leasing of medical cqguipmicns T a5 4.5 4.5 i 9.4 6.2 6.2 6.1 . 7.2
el Shaspital . 3.0 ’ 4 4D 3.3 BT | ‘a3 .. 4.2
Jici fec forgone . o 0.9 0.9 0.5 0.9 - 0.9 " oy 0.9
Special grant for emergency. B4 . . :
hecith services . T, B o2 . . S !
L Constroet courty bz, . - [0 © 5.6 0.8 v oolE 0.3
Rehabilitstior of village pols-. . ot vl =i TV 2 2 # !
Read i~vy Fund 3.3 &5 11.09 £.3 2 9.4 i
Total Grants converted tc E.S 17.4!
Seirees 8RS 2021,CRA 2021, Bespective DORA it s, W }
Graphical presenation »f L3H, RMLF, User fee forgone, and rcha bilitation ot Jﬂagc. pclyicchnics
grants '1110('1L, ons and /,r:owth mend from 2015/16 to 2020/21 L s e L

Linno 2guitaible sihase

~

Condivional gz ts (Lo

i b " B ¢
xa
Annex
Contributing (‘sgam?atio'lc I AESRETY O 5 e
i { Caritas Meru ‘
2 | CEDC
3 | CEDGG
4 | Declares Kenya . | .
6 | IBP Kenya B
9 | Institute of Public Finance Kenya
10 | Justice and Peace Centre
11 | Justice, Advocacy and Empowerment Center
12 | Kenya FIA




13 | Mandera county human rights network

14 | Mothers of tomorrow

15 | NRG

16 [ NYERI CBEF

17 | Open Governance Institute

18 | Slums Information Develoment and Resource Centers (SIDAREC)

19 | Team

T

20 | TISA s
21 | Violet Mbiti Foundation
22 | PATH

Main Contact

Dr. Abraham Rugo Muriu

Country Manager .

International Bu;’iget Partnership-Kenya
Email: arugo@internatuonalbudgerore

Phone: +254721431083
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KENYA PAEDIATRIC RESEARCH CONSORTIUM (KEPRECON)

2021 Budget Policy Statement Analvsis of the Health Sector

1. Budgetary Allocations

Econor.ic Recovery Strategy of 2020 poiats out the health sector as a key pillar zsiwards enhancing the health

f‘are system. It projects increased budgetary al! Oudion for fecruitimen t"of 5G00 health workers zih’d expansion

of bed capxdity in: hOSpn:als at.a total cost of KESl 7 billion. In addmon the ER3

geted tc expand and

upgrade the existing level 4 and level 5 hospitals to provide specialized treatment and ease the pressure in the

existing facilities that provide similar services. In addition, the BPS expresses the intention of the government

to roll out Universal Health Coverage (UHC) drawing from lessons learnt from the pilot counties.

Source: 2021, BPS

With the mflatdon estimated 2+ 5 péréent as indicated in the BPS, itis unlikely

2020-21 2021-22 Growth % growth'
Sub Total 111,702.70 119,855.50 8,152.80 7%
Rec Gross 64,450.70 70,686.50 6,235.80 10%
[ Dev Gross 47.252.00 49.165.00 ~1,917.00 T 4% E
f . . : _ ' i ]

ithat the plans

sutlined in the BRS

and the BPS will be ¢ eahzed and eauaﬂv maintain the same level of basic services i itie se~tor. The oveLall

budget grows by 7 percent as indicated the table above, with recurrent and developmeni budgets growing by :

10 percent and 4 percent, respectively.

[ i Allocation Resource Requirement | F;ancmg Gap
i Toul LY E T TP B e Ty RPN
R oc Gross +55686.50 113257 - @2570508
Dev Gross 49,169.00 82,461 (33,292.00)

Source: Health Sector Report 2020, BPS 2021

To effectively finance the budget priorities of the health sector, KES195 billion was submitted as the sector

requirement 13 the

sector Rep

ort, while the ceiling aliocated oniy meets 61 percent of ti-at budget. The aualysis

above reveals a KES42.6 billion gap in ﬁnanéing of the recusrent r::\pend.tuLe of the sector and KES33.3 bﬂhor

gap for development budget.

Recommendations

e The sector ought to come adopt the

~esource aliocation criteria outlined in the secitor report to ensure

- thatservices that are direcdy linked to strengthening of health systems are'aﬂocated resources first. The

Ministry of Health (MoH) could also consider rescheduling capital 'expcndit-ure such as construction

of a Kidney Institute to free-up resources that will revamp the healti: sector following the COVID-19

pandemic that has strained the health facilities and the human resource across the country.



e With the anticipated roll out of COVID-19 vaccine, the Budget Policy Statement ought to also outline

the policy imperative: chat the minissy will consider ensuring coordinated interventions

T- . couaty gOveinmients ;hat'provides iimuu;f" n services to & lmgeL \.\reul 5 o B .' LAY T

° The Health Sector kepost 2020 in addition, shows that the sector has KES49 bilhon on pendmg bills

despite spending 114 percent of its overall budget allocation in 2019-20, seemingly illustrating the fiscal
constraints facing the sector and the need for the MoH to consider more deliberate expenditure
prioritization criteria for the sector and for the Parliament to increase the ceiling for the sector and

expand budgetary allocations in real terms to reduce out of pocket spending by citizens.

2. Management of Equipment Services

-Table 16: vision of Revenue Raised Nation 20y FY 20i17/18
\nmen) ) )

(Twvpe! ]etel of ailocation . - ' .l ze17ac _:’2_1.2519 203122
[ Natioial Soveraieur_ . R i i X L 1367,069 _ 1.398,799
Ofwirich: g b L . G B
Frae inaieriai b ) # - i f
Leasing of Medical 4.500 9.400 7.000
_Suppiemen: for conssiuciio GOS i GOS
Equalizaton Fund _— . . F.727 4.700
County equitable share o e 302.000 314.000 3 3
Total shareable revetice - e 1.549.412 1,681.069 1.877.176 1.856.,700 o) !.73'75.6247

Source: 2021, BPS .

I'he Leasing of M. edicai }A{uJP'nf'm cXPCﬂd.lf'ULt, 15 ’~\prLea tc increase by 1\}33 bnhou to KE bﬂ.LSlJ m
2021-22. The agreement that is shrouded in opaque agreements and debited on county governments allocation
will see each county deducted KES153.3 million. The intention of the MES was to ease the burden to counties
on provision of specialized services and ensure that the cost of health care for patients was kept low. The
allocation pattern to MES however reveals that the de51gr) >f this project is not informed on the disease burdr:g
and health . irastructure needs of different countizs. Itis further notea that w hi e MES was supposed to insta’,

train users and provide maintenance, in soine counties thls equipment is un used due to lch of train ed personnel

L0 opers ate them or semeone to replenish supplies needed to keep them functioning. '1_"he Senate Report on the

2019 BPS had also called for suspension of further payment (o the Leasing of Medical Equipment uritil there

15 full discinsure of its costs. ) . &%

Recommendations
Parliament chould move to suspend further expenditure on this programme until the issues raised on its
configuration an transparency, ate addressed to ensure that citizens receive better heaith outcomes from

expenditure incurred on this programime.




The Health Committee in Parliament should task the ministry to provide a report on how this project seeks to
support the realization of UHC as currently structured, seeing that in most facilities, the equipment is

underutilized but continues to consume the limited resources available.

3. . ancrsal Health Covcragc Irourance Scheme and NHIF scheme

. '\ll—LIF 'efoxxns sought to ensuxe that as a social health, insures;.it is- 16°")OﬂSlVP 'to the reeds of me,people, :
However these have been’ mCUUAllUCS in services and facilities access across differes r°mons \\71th statistics”
indicating that there are only 16 percent of the Kenyan population registered under the scheme. The details of
the UHC scheme proposed in the BPS remain unclear on how it is linked to the current NHIF scheme. As
studied have shown, the reforms of NHIF towards achieving UHC are well intentioned but the design attributes
of how the reforms are structure could compromise the achievement of providing universal financing risk
protection to citizens.
Recommendations

48 More mforr“ation should be provided.i b) the MJH Leuudmg estabhshmerf of the Uh\_, insugaiice

scheme. This mcludes how vulnerable gLoups \vho are key mrgets to this scheme shall be identified to

Vol the scherme.

guaraistee equity and sustainak
s Itis also critical for the ministry fo considen dissernination of clear and adequate communication of
the beneﬁts package across different ciit o 3 groups before this scheme is rolled out.
‘e The new UHC scheme ana NHIF shouid align the demgn and implementation with suategm
puarchasing actions such as contributions end benefits package that strengthen the health systern: and

increase citizens access to seivice
3
e It would also benefit the enme health system, 1f a report on the pllot phé’se of the UHC is avaﬂed’ to
redesign the scaling up to other counties and identify the services that have been mostly sought in the
increased hospital visits.

e The current UHC model is more targeted on specialized curative services ot};cr than preventive anc
- promotive Taealth szivices and there is need to "qus on lével one health care service mSvisi-:;n facgeting
households and communities. CO’nmumty heal th i isa ruuc'\l driver of UHC! and without pleventleu

interventions UHC is not attainable as ihére will be increased disease burden thus overwhelming the

health care system.




4. Multi sectoral dimension towards achievement of Universal Health Coverage
Policy imperative under the, UHC seeks a Health approach including water, agriculture educszun, housing;

RRRy]

A --snviranp_cnt-a. d mftastructure. The BPS hqovever does not exp.licitiy'demcnstfate this ‘intaco;iﬁéct@dn’ess and’
- as such its reaﬁzatioﬁ izmains a burden to the healih sector oxﬂy. ‘There 1s also no precise rolé 5% the private-
sector in UHC roll out mentioned in the document, that could play a big role in supporting delivery of health
services through supply of health commodities and medical supplies.

Recommendations

e Parliament should task the MoH government to collaborate more with the private sector and
alternative medical practitioners to strengthen provision of health services especially in hard-to-reach
areas. also seconds critical public health staff to nonstate facilities in specific cases, especially in under-

served areas. ‘ ) . o .

° - Yaritament should also ensure that the National Treasury and the MioH, provide a multisectoral

- rapproach icsealizaticn of UHC in resieer socui determinants of health ihattaiivia: e overall health

GOS. L ' - %
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REPUBLIC OF KENYA
THE NATIONAL TREASURY & PLANNING

e BRIEF BY THE CABIT LT QECRETAJ i TO THE S""‘IATE STANDING
COVIMITTFE N FINANCE AND BUDGET MONDAY 72ND FF‘BRUARV
' 2021 o

THE DIVISION OF REVENUE BILL (DoRB), 2021 -AND THE COUNTY
ALLOCATION OF REVENUE BILL, 2021



THE DIVISION OF REVENUE BILL, 2021

1. The Division of Revenue Bill (DoRB), 2021 proposes to allocate to County
Governments Ksh.409.88 billion in the financial year (FY) 202122, which relative to the

financial year 2023/21 allocation, reflects an increase u* Kéh.SB.S billicn or 16.9 %. This.

- -allocation- comprises; equitabie share of KsB.37G billior: ‘additional conditional allocations
‘ from.the share of National Government revenue amounting 16 sh.7.53 billion; and additional

conditional allocations from proceeds of loans and grants by development pariners amounting
to Ksh.32.34 billion.

County Governments’ Equitable Share

2, The bill proposes to allocate County Governments’ an equitable share of revenue raised
nationally for the financial year 2021/22 of Ksh.370 billion. This is premised on Parliament
having approved the third basis for allocation of the share of national revenue among the
County Govemments in September, 2020 on ceadition that the formmla’s implementation
would be pr'e@déd by a Ksh.53.5 oillicn incre.c: in the Counties’ equitable revenue share.

3. . The yropoasd County Governinents™ equitetle ihare of veienue rajged nationally for
the financial year 2021722 is arrived at by: ' ‘

i adjusting the Counties’ FY 2020/21 allocation (i,c., Ksh 316.5 billion) by Ksh 36.1
~ billion or 11.4 percent. This growth derived from anticipetad Linprovement in revenues
raised nationally in FY 2021/22 when the effectis of Covid-19 pandemic are expected
to ease. This increase is expected to fucriitaie post covid-19 cxorbz-r_s:ic_ recovery at the
© couniizs as well as ensure suetained service delivery by the dsve’iye({l governments; and,
. ) L ~
i1 converting four existing conditional grants to County Governments into unconditional
grants, and allocating the respective amounts totaling Ksh. 17.4 billion towards the
Counties’ FY 2021/22 equitable revenue share. The four conditional allocations are:
Road Maintenance Levy Fund (RMLF); the level-5 hospital grant; the compensation
fsr user fees foregone:; and, the izt funding rehabilitation of village polytechnics

-

grants. Among other benefits, ‘he National Treasurj, anticipaies that the proposed
conversion of corditiona] grants will afford the Counties more autonomy to budget and
pricritize ailocation of resources. '

4, Conversion of the four conditional allocations to Counties’ equitable revenie share as |
propoesed aboﬁe(b@s_semz’éi advantages. Firstly, it will afford the Counties JOre aufonomy to
_.-budzzt and pri'c_)ri‘ﬁge allocation of resources. Secondly, it will achieve a maors consolidated
" approach to funding of devolved functions, while also enabling better tracking of performance
and attribution of outcomes. Thirdly, it will help to address a number of challenges which are
currently being experienced including suboptiinal absorption of conditional allocations (which
arises due primarily to difficulties faced by many Counties in adhering to the underlying
conditions); and failure by Counties to allocate sufficient resources in areas receiving

supplemental funding by the National Government through conditional allocations.



5. Moreover, the fact that the approved third basis for allocation of the share of national
revenue among the County Governments is now effectively linked to devolved functions
(specifically with wei ghted parameters for health, roads and agriculture) means that it is now
possible to achieve policy objectives of some conditional grants directly through the equitable
share. In health and agriculture, for instance, the new parameters to be used in distributing the

equitable revenue share »mong Counties closely reseinble these currently being used to ey

_distribute sentoral ‘conditional allocations. in addition, the approved revenus Hstribiition

‘criferia contain a parameter; ‘population’ with a weight of 18% which is specifically designed

to reflect costs of ‘other County Services’ including village polytechnics.

6. Currently, besides the composite of equal share, the allocation. criteria for the
rehabilitation of village polytechnics conditional grant is also based on total trainee enrolment
in the respective county governments, which is similar to the use of population parameter in
the Third Basis for Revenue Sharing among Counties. This means that village polytechnics
being a devolved function, and also a composite of the population parameter of the formula
should be directly financed from each County’s equitable share of revenue.

7. After ..-&ing *he above adjustmerit, County Governments’ equitable share .l raverue
in the financial year 2071/22 is-estimated to be Ksh. 370 billion {see Table 1).

Tabie i: Equitabic Revenue Share Allocation to County Governments FY 2021/22

o % i ﬁ\-m-:!a:m: in
S/N Budget Tien ) o 8 : : -] Ksk. Million
A Couuty Equitaniz Revenue Share for FY 2020/21 (Base) . 316,500 |
’ -—E_"__-—Tnjlt‘;—é.__:lsed -::;:_f—'x_s-_t‘:_‘nhi}j—.‘\ig_ awork {Revenie Growth to covnty g;\:ernm_(i;xt: _rl—:?:’ 2!_'\21."2_’_“:}_:-___ __3__6,13_«— i
) Add: - ) ) -
Converted Conditional allocations (previously financed from National Governments share of 17.397
Equitable Revenue) 1o County Equitable share...of which: - !
c a. User Fee 900
b. Level 5 4.727
¢. Road Maintenance Levy Fund ) 9.770
d. Villege Polytechnics _ 2,000
D ___[_,_J-J..';-‘.able Revenue Share all(\f:_@tion for F\f}ﬁ?,?!ZE; D=A+B+C i ‘ S 370,000
Source of data: National Treasury ' :
8. The above preposed Equitable Share for FY 2021/22 of Ksh.370 biilion is equivalest

to 27.3 percent of the last audited accounts (Ksh. 1,358 billion i FY 2016/17) and as approved
by Parliament. The proposed allocatior: meets the requirement of Arlicie 203(2) of the

1

‘Constitution that equitable share allocation tc counties should not be less than 15 per cent of

« the-last audited revenue raised nationally, as approved by the National Assembly.



THE COUNTY ALLOCATION OF REVENUE BILL, 2021

L. The County Allocation of Revenue Bill, 2020 is prepared based on the approved Third
Basis for Revenue Allocation among county governments pursuant to Article 217 of the
Constitution; whereby in September 2020, Parliament aporaved the third basis for aliocation
of the share of rational revenue among the County iﬁﬁi!éhlh@ﬂtg, or. condition that the »
- formula’s implementatis:: would be preceded by 2 Ksh! 53.5 billion incredse in'the Couities’ -
E equtable revenue share. o L

2, The Third Basis formula which should be applicable from FY 2020/21 to FY 2024/25
has taken into account the following parameters; (i) Population (18%); (ii) Health Index (17%);
(ii1) Agriculture Index (10%); (iii) Urban Index (5%); (iv) Poverty Index (14%); (v) Land Area
Index (8%); (vi) Roads Index (8%), and; (vii) Basic Share index (20%). The horizontal
distribution of County Governments’ equitable revenue share allocation of Ksh.370 billion for
FY 2021/22 shall be based on the Third Basis Formula

3. . Third Basis for sharing revenue rai.ed na :"onally.a_m,n.g_cov.int_y~g(rV¢;’:zi‘ygx&gﬁ's has two
cotiponents nameiy: i) Aijocation Ratio whie relates to application of ratios used in FY
2019720 to one-half of the equitabic share allocated to county governmests in FY 201 9/290; and
) the Formula wizich relates o application of Hie difference beiweer the determine:d equitable
share and ‘f’c amount alleeated neing the Allocation Ratio to the parameiers approved in rhe
basis. '

4. Accordingly, horizoniz distribution of the Ksh. 370 billion Equitable Shars to County
Governments for FY 2072 1/22 Sha!l be as follows: -T. otal Equitable Share or cosaty Allscstion
= 8.5 (dllocaiion Raiio! + {{Equitable Share-¢¢ 5 Aliocarion Katio)} *(Formula) whereby: -

a) )Allocation Ratio: - Th'ibs refers to the Sharable Revenue allocated to counties in the
financial year 2019/ 20 of Ksh. 316.5 billion. Thus, the allocation to county
governments under this’component is one half of the equitable share allocated to
county governments in FY 2019/20 amounting to Ksh. 158. 25 billion;

b} Fquitable Share: - Thisis the equitable share of revenues izised riatio'nally allgcated
to county governmenis in FY 2(021/22 an’zouritiﬁg to ¥sh. 376 billion. Once you net.
out one-half of the amounts of Aliocation Ratis or Ksh.158.25 ‘billion from the
Equitable share of Ksh. 370 billion, the resulting balance of Ksh. 211.75 billion sha!
be allocated among county governments using the Formulz; and o

¢ Formula= U.i8*Populaticn  Indexi+ 0.17*Health Incexi+0.10*  Agriculture -
. Indexit0.05%Urban  Indexi+0.14* Poverty  Indexit008%Laud  Area
Indexil+0.08*Roads Indexi +0.20* Basic Share Index.

See Taole 2 on what each County Government is expected fto be allocated as

Equitable share in FY 2021/22 using the Third Basis as approved by Parliament on
20t September, 2020, pursuant to Article 217 of the Constitution.
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