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PRELIMINARIES

ESTABLISHMENT AND MANDATE OF THE COMMITTEE

Article 124 (l) of thc Constitution of Kenya provides that each housc of Parliament may

establish committces and shall make Standing Orders for thc ordcrly conduct of its

, including thc procccdings of its committecs

Parliamentary committees consider policy issues, scrutinize the workings and

expenditures of the National and County Governments, and examine proposals for

legislation. The end result of any process in Committees is a rcport, which is tablcd in thc

for considcration.

The Scnate Standing Committce on Finance and Budget is establishcd undcr Scction 8(l)

of the Public l"inance Managemcnt (PFM) Act,2012 and standing ordcr 228 of thc Scnatc

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 and examine -

(i) the Iludgct Policy Statement presented to the Scnate;

(ii) the report on the budget allocated to constitutional Commissions and

indepcndcnt offices;

(iii) thc Division of Revcnue Bill, the County Allocation of Itevcnuc Ilill,

the County Governments Additional Allocations Bill, and the cash

disbursement schedules for county governmcnts;

(iv) all matters related to resolutions and Bills for appropriations, the

sharc of national rcvcnuc amongst the countics, mattcrs conccrning thc

national budgct, including public financc and monctary policics and

public dcbt, planning, and development policy; and

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

Controllcr of Budgct on the implementation of thc budgcts of county

governments.
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MEMBERSHIP OF THE COMMITTEE

Following the constitution of the Standing Committees of the Senate of the 'I'hirteenth

(l3th) Parliament on Thursday, l3th October, 2022, the Senatc Standing Committcc on

Finance and Budgct as currently constituted comprises the lollowing Members-

l) Sen. (Capt.) Ali Ibrahim Roba, EGH, MP - Chairperson

2) Sen. Maurcen Tabitha Mutinda, MP - Vice-Chairperson

3) Scn. (Dr.) Boni Khalwale, CIIS, MP - Mcmbcr

4) Sen. Joyce Chepkoech Korir, MP - Mcmbcr

5) Sen. Tabitha Karanja Kerochc, MP - Membcr

6) Sen. Mohamed Iraki Mwinyihaji, MP - Mcmber

7) Scn. Richard Momoima Onyonka, MP - Mcmbcr

8) Sen. Shakila Abdalla Mohamed, MP - Member

9) Sen. Eddy Gicheru Oketch, MP - Mcmbcr
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CHAIRPERSON'S FOREWOITD

The National Trcasury submitted to Parliament thc 2023 Budgct Policy Statcment (BPS)

on l4th lrebruary, 2023 pursuant to section 25 of the Public Finance Management Act

20t2.

Subsequently, the 2023 BPS was tabled in the Senate at its sitting hcld on l5th l,-cbruary,

2023. Subsequently and pursuant to standing orders 186 (4), of the Senate Standing

Orders, the 2023 Budget Policy Statcment was committcd to each Standing Committce to

consider and submit its recommendations to thc Standing Committec on Finance and

Budget within sevcn days.

BPS is a government policy document that must be considered and approvcd by

Parliament within 14 days after tabling. It sets out thc broad stratcgic prioritics and policy

goals that guides thc national and county govcrnments in the prcparation of budgcts. It

entails-

a) an assessmcnt of the current state ol'the economy and the financial outlook ovcr

the medium term, including thc macro-economic lorecasts;

b) the financial outlook with respect to Govemment revenues, expenditurcs, and

borrowing for the next financial ycar and over the medium term;

c) the proposcd cxpenditure limits for the national government, including thosc of

Parliament, and thc Judiciary and thc indicative translcrs to the county

governments;

d) the fiscal rcsponsibility principles and the financial objectivcs over the mcdium

tcrm including limits on total annual debt; and

e) the proposcd division of rcvcnue, raised nationally, bctwecn the National

Government and county governments including proposed conditional grants.

In compliance with the provisions of standing order 186 (6) of the Senate Standing Orders,

the Committee procceded to undertakc consultativc mectings on thc 2023 Budgct Policy

Statement. The Committee sent invitations to kcy stakeholders inviting them to its

meetings and further submitting thcir written comments on the 2023 BPS.
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The Committee held meetings and received written submissions from the following seven

(7) stakeholders-

With regard to thc Macro-Iiiscal Iiramework, the cconomy is expectcd to grow by 5.5

pcrcent in 2022 and 6. 1 perccnt in 2023. This growth will be supported by private sector

growth, recovery in agriculture and implernentation of the government's development

agenda such as the I-Iustlers'Iiund which is expected to increasc access of the privatc sector

to crcdit. Iirom an cxpenditurc perspcctive. private consumption is cxpccted to support

aggrcgate dcmand, ongoing labour market recovery, improved consumcr confidcnce and

resilicnt remittanccs.

The outlook of key macro variables has also been reviewed. Inflation is projected to

average 5.8 percent in 202312024 supported by a tight monetary policy stance which is

expected to anchor inflation expectations.

With regard to the cxchange rate, thc Kenya shilling has wcakcned significantly against

the US dollar but remains stable; supported by increased remittances, adequatc foreign

exchange rcserves and improved exports receipts. Indeed, it is reported that as at

November 2022, exports grew by 12.4 percent driven by incrcascd reccipts from tca and

manufacturcd goods cven as reccipts from horticulturc dcclincd. C)n thc othcr hand,

imports increased by 1 1.7 pcrccnt in the samc period mainly duc to increased imports of

oil and othcr intermcdiate goods.

In terms of the fiscal framcwork, the National 'l'reasury projccts an ordinary rcvenuc

collection o1' Ksh.2.511.2 trillion against recurrent and dcvclopmcnt expenditure of

8

a) thc National'l'reasury and Economic Planning;

b) the Commission on Revenue Allocation (CRA);

c) The Council of Govcrnors (CoG);

d) Thc Institute of Cerlified Accountants of Kenya (ICPAK);

c) I'he International Budget Partncrship-Kenya Chapter;

0 The Institute of Economic Affairs (IIIA); and

g) l'he Institute for Social Accountability (TISA);



Ksh.2.459.3 trillion and Ksh.744.2 billion, respectivcly. 'I'o this cxtcnt, therc is a projected

fiscal deficit of Ksh.720.l billion in F-Y 202312024 translating to 4.4oh of GDP.

'I'o meet this deficit, the National Treasury proposes to borrow Ksh.521.5 billion from the

domestic markct and net foreign financing of Ksh.l98.6 billion in FY 2023124.'I'his

additional forcign debt is expected to incrcase futurc statutory expcnditures.

Committee Observations

The Committec has considered the 2023 BPS and made the following observations-

a) The National'freasury commits to ensure that there is a complcte transfcr of county

functions within six months. Flowever, it has not provided a comprehcnsive list of

county functions that are still being performed by the national governmcnt and the

framcwork of transfcr.

b) The proposed equitable share allocation to county governments is based on the last

audited accounts of 201912020 which havc bcen audited and approved by the

National Assembly. 'l'he Committee notes that the auditcd and approvcd amount

for IiY 201912020 is Ksh.l.730 trillion and not Ksh.l.573 billion as indicatcd in

the BPS. Similarly, the allocation to the cqualization fund is based on the last

audited accounts of IrY 201912020 whose amount is erroneously indicated.

c) There is an inequitable sharing of revenue bctwccn thc two levels of govcrnment

given that the national government proposed allocation lor thc ItY 2023124 has

increascd by 23 percent while the County allocation has increased by only 4.2

percent.

d) The BPS has not given any policy guidelines on measures to be taken to unlock

arrears in allocation to the Equalization Fund for the previous financial years.

e) The leasing of mcdical equipment continues to receivc funding despite unclear

reporting on the progress made in the programme and the fact that somc contracts

have expired. Indced, at the time of execution of the contracts, the counties werc

not fully appraiscd on the contents of the contracts. 'I'hc Medical Equipment

Serviccs (MES) programme was also not well aligned to county specific needs and

some counties' requircments were not adcquately met.
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0 County governments are accumulating pending bills at a fast rate and are not fully

adhering to the mcasures put in place to clear them. It is noted that of the total

outstanding Ksh.131.35 billion pending bills in county governmcnts, Ksh.84.78

billion is owed by Nairobi City County.

g) While the BPS 2023 proposes an unconditional allocation of Ksh.108.7 million to

ten county govcrnments as procceds from court fines collected in the enforcement

of county legislation, thcse funds are actually county rcvenuc collcctcd by thc

Judiciary on behalf of thc respective counties and require a framework for their

direct rcmittancc to the respective county governments by the Judiciary.

h) 'l'he inclusion of Ksh.425 million allocation to library scrvices undcr the equitable

share to countics prcsents a legal concern given that thc cquitable share allocation

already has a prcdetermined formula for disbursement among counties which

cannot be altered.

i) Whcrcas thc Ilustlcrs Irund mccts a critical gap in tcrms of privatc scctor crcdit

access, thcre arc othcr existing funds such as the Biashara liund, [Jwczo liund,

Womcn Ilnterprisc l]und and Youth Enterprise Fund which were established to

meet similar objectives.'l'here is need to streamline these funds to avoid duplication

of eflort and rcducc opcrational costs.

Committee Recom mcndations

'l'he Committcc has considcrcd the 2023IIPS, and recommends that thc Scnate procecds

to consider and pass thc Policy with the following recommendations-

Policy Rccommendations
a) l'he Ksh.385.4 billion proposcd equitable share includes Ksh.425 million

carmarked for salaries of respectivc staff of the 55 libraries transferred to 33

counties. The funds should be transferred to the counties as a conditional allooation

under the County Governments Additional Allocations Bill as opposed to being

included in the county govcrnmcnts share of nationally raised revcnuc undcr thc

Division of Rcvcnuc Bill.
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b) The National Treasury should not translcr funds to thc Mcdical Equipment

Services (MES) project for the FY 2023124 and should furnish thc Senate with

copics of the Intergovernmental Partnership Agreements that were executed

bctwecn the Ministry of Ilealth (MoH) and the County Governments and copies of

the contractual agrecments with the MIIS scrvicc providers by March, 2023.

c) Drought has become cyclic in nature and givcn the intensity of the prevailing

drought crisis, the National 'Ireasury should fast-track the financing and

implcmentation of projccts rclated to drought mitigation.

d) 'I'hc National Treasury in collaboration with Kcnya Roads lloard should put in

place necessary mechanisms to ensure thc Road Maintenancc I,'uel Levy Fund is

disburscd to counties as an additional allocation to counties.

e) The National Treasury must comply with the constitutional requircmcnts related to

the Equalization Fund and submit to the Senate, within thirty days of approval of

BPS 2023, a framework on how they intend to clear the arrears of monies due to

the Fund.

f) Fast-tracking of the devclopment and cnactmcnt of a legal lramcwork to enable the

direct rcmittance to countics of court fine s collected in the enforcement of county

legislation.

g) 'I'he computation for the total amount to bc set aside for thc liqualization Fund

undcr Article 204(1) of thc Constitution must bc onc half pcrccnt of all the revenuc

collected by the national govcrnment calculated on the basis of rcvenue received,

as approved by the National Assembly.

h) The growth in county equitable share should be at least 8.402 of thc projected

revcnuc growlh from IrY 2022123 to 2023/24. 'l-his will takc into account inflation

and increased demand in investment in agriculture and watcr as a response to the

drought situation.

Financial Recommendations

'fhe Committee made the following financial rccommcndations-

(l) Ihe proposed allocation of shareable rcvenue to County Governments for

FY 2023124 should bc Ksh.407.0 Billion.

(2) I'hc County Additional Allocations should be Ksh.44.3 Ilillion of which-
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(a) Supplement for Construction of County I{Qs- Ksh. 454 million

(b) Road Maintenance [,cvy Fund -Ksh.l0 billion
(c) I'ransfer of I.ibrary Scrvices - Ksh.425 million

(d) Aggregated industrial parks programme - Ksh.4.7 billion

(e) Allocation from Development Partners in the form of Loans and

Grants-Ksh .33.192 Billion

(3)'Ihat, the Fiscal Dcficit (on commitmcnt basis including grants) for thc FY

2023124 be binding at Ksh.720.l billion (4.4% of GDI'>).

(a) The National 'l-rcasury should adopt the balanced domestic-external

financing strategy as contained in the MTDS of 50%o nct domcstic

borrowing and 50Yo nct cxtcrnal borrowing for FY 2023/24.

(5) I'hat the allocation to thc Iiqualization liund for liY 202312024 bc sct at

Ksh.8.65 billion in linc with the most recent audited accounts, approvcd by

the National Asscmbly (Ksh.1.730 trillion, FY 2019120)
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CHAI'TER ONE

BRIEF ON THE 2023 I}UDGET I'OLICY STATEMENT

1.0 Policy priorities for FY 202312024 and the Medium Term
l. 'l'he llPS is anchored on 5 kcy pillars and 12 cnablers that are broadly expectcd to

contributc to the following six objcctives: lowcring the cost of living, crcating

cmploymcnt opportunities, eradicating hungcr, improving fiscal spacc, incrcascd

Ibrcign cxchangc camings, and inclusivc growth. 'l'hc kcy pillars arc Agriculturc,

MSMII Iiconomy, Ilousing and Settlcment, Ilealthcarc, and Digital and Crcativc

Ijconomy. Additionally, there arc cnablcrs which arc expected to facilitatc thc

govcrnmcnt to achicve thc k"y pillars. 'l'hcsc arc as follows: Infrastructurc;

Manufacturing; Illue Ilconomy; thc Scrviccs llconomy, Iinvironmcnt and Climatc

Changc; Irducation and'I-raining; Womcn Agcnda; Social Protcction; Sports, Oulturc

and Arts; and Govemance.

2. 'l'hc government intcnds to implcmcnt thc projccts under thc pillars and cnablcrs

through a scquencing criterion ranging lrom quick wins (up to six months), short-tcrm

(up to l8 months), medium-term (up to 36 months), and long-term (ovcr 36 months).

3. Somc policy intcrvcntions touch on county spccific functions. 'fhcsc inclurJc thc

lollowing-

a) rccruitment of community hcalth workers;

b) conditional grants to county govcrnmcnts for establishment of aggrcgatcd

industrial parks;

c) conditional grants lbr cxpansion of thc school fceding programmc to

primary and ECD schools;

d) provision of conditional grants to county governments on grassroots

developmcnt programmcs ;

c) expansion of thc national youth talcnt acadcmy to includc sporls and

dcvolve it to the county lcvel including introduction of a county sports talcnt

academy; and

D cstablishmcnt of a centralizcd systcm of human resourcc managcmcnt lbr

healthcare professionals similar to thc 'l'cachers Servicc Commission.
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4. Additionally, thc IIPS has made commitments to-

(a) ensurc thc county cquitable sharc is transferrcd to countics in a timcly

manncr in accordance with thc law;

(b) cnsurc that thcre is a completc transfer of all county functions to countics

within six months;

(c) devclop a lramework to cnsurc statc owncd programmcs that carry out

devolvcd/sharcd functions adhcrc to thc principlcs ofgood governancc; and

(d) cnsurc that lunding follows functions.

5. In order to mitigatc the fiscal risks from State corporations, the national govcrnment

proposes to restructurc thc State corporations through amendment to the Statc owned

Enterprises (SoIl) privatization Act 2005 aimed at reducing demand for government

rcsources and facilitale privalization of SoDs. 'l-he governmcnt has cstablished a [Jigh-

Lcvcl Risk Committcc (IrRC) at the National'l'rcasury to identify, evaluate and rcport and

also propose strategies for mitigating the fiscal risks. I'he govemmcnt also intends to

strcngthen corporate governance of State Corporations through thc Mwongozo guidelincs

and subsequent training in govcrnance. Iiurthcr, thc govcrnmcnt will utilizc thc

Govcrnmcnt Information Managemcnt Information Systcm (GIMIS) to ovcrsight Solis by

ensuring thc Government has comprehensivc and consolidated data on Solls to ensure

timely identification, monitoring, mitigation and reporting of fiscal risks from SoEs.

l.l The Macro-Fiscal Framework

5. 'l'he economy is cxpected to grow by 5.5 pcrccnt in2022 and 6.1 pcrccnt in 2023. This

growth will bc supportcd by private scctor growth, rccovcry in agriculture and

implemcntation o{'the govcrnmcnt's dcvclopmcnt agcnda such as thc I{ustlcrs fund

which is cxpectcd 1o incrcasc acccss of thc privatc scctor to crcdit. From an cxpcnditurc

pcrspective, privatc consumption is cxpcctcd to supporl aggrcgatc demand, ongoing

labour markct rccovcry, improved consumcr confidencc and rcsilicnt rcmittanccs.

6. 'l'hc outlook of kcy macro variables has also bccn rcvicwcd. Inflation is projccted to

avcragc 5.8 perccnt in202312024 supportcd by a tight monctary policy stancc which is

expected to anchor inflation cxpectations. With rcgard to thc cxchangc rate, thc Kenya

shilling has weakcncd significantly against the US dollar but rcmains stablc; supportcd
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7

by increascd remittances, adcquatc foreign cxchange rcscrvcs and improved cxports

receipts. Indeed, it is reported that as at November 2022, exports grew by 12.4 perccnt

driven by increased reccipts from tea and manufacturcd goods even as receipts from

horticulture declined. C)n the other hand, imports incrcascd by I 1.7 pcrccnt in thc samc

period mainly due to increased imports of oil and othcr intcrmediate goods.

In terms of the fiscal framework, the National 'freasury projects an ordinary rcvcnuc

collection of Ksh.2, 571.2 billion against recurrcnt and developmcnt cxpenditurc of

Ksh.2, 459.3 billion and Ksh.744.2 billion respcctivcly. 'I'o this extent, thcrc is a

projccted fiscal dcficit of Ksh.720.l billion in IrY 202312024 translating to 4.4o/o of

GDP. 'I'o mcct this deficit, the National 'frcasury proposes to borrow Ksh.521.5 billion

from the domcstic markct and nct lbrcign financing of Ksh.198.6 billion in IrY 2023124.

I'his additional lorcign dcbt is expected to increase future statutory cxpcnditures.

1.2 Adherence of Counties to Fiscal Responsibility Principlcs

8. In tcrms of County financial management, many county govcrnments have been trnablc

to mcet the fiscal responsibility principlc of allocating a minimum 30 pcrcent of thcir

total budget towards development. [t was noted that this could partly be attributed to

delaycd exchequcr issucs which prevent counties lrom fully implementing their

dcvclopment budgct.

9. Many County governments havc bcen unablc to mcct thc fiscal responsibility principlc

of capping county government's cxpenditure on wages and bcncfits at 35 pcrcent of thc

county government's total revenue. Indecd, majority ol'thc counties are above the

thrcshold with lcss than ten counties having mel this thrcshold.

1.3 Own Source Revenue Collection in Counties

10. Counties have continually recordcd low collection of own-source rcvcnuc (OSR) over

thc ycars. 'I'o this extcnt, thc Nalional 'I'rcasury has committcd to assist countics to boost

their own source revcnuc collcction. 'l'his is to bc achicvcd through thc following:

adoption of automatic and cashlcss payment systems; streamlining of taxation fccs and

structure; strengthening collaboration on data sharing betwccn diflerent organizations

and departmcnts; dcveloping thc National Rating llill and thc County Govcnrmcnl

(Revcnue Itaising Proccss) Ilill; paymcnts of Contribution in Lieu of l{ates (CILOR)
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due to countics and laying legal framework for claiming CILOR; and dcvcloping a

modcl tariffs and pricing policy.

I 1. The National 'l'reasury commits to dcvelop an Integrated County (iovernments

Revenuc Managcment Systcm: a uniform system that seals rcvcnue leakagcs and

providcs valuc lor money. 'l'his systcm will enable countics to migratc from thc

unintcgratcd rcvcnuc managcmcnt systcm which has high administrativc costs and

revenuc lcakages.

12. Ihe National government also commits to operationalize section 183(5) of the Mining

Act 2016.'I'he Act providcs lor sharing of revcnucs lrom mincral royaltics. 'l'hc law

requircs that thc bcncfits bc distributcd as fiollows: scventy porccnt to thc National

Govcrnment; twcnty perccnt to the County Govcrnmcnt; and ten percent to thc

community wherc the mining opcrations occur.

1.4 Pending Bills in Counties

13. 'Ihe llPS has providcd a detailed list of pcnding bills in thc counties, with a total

outstanding amount of Ksh.l3l.35 billion. in ordcr to control the accumulation of

pending bills, countics arc rcquircd to comply with thc communication in Circular

No.212022 dated 24th March 2022; to rcgularly report on pending bills in accordancc

with thc I'rnancial rcporting tcmplate by thc Public Seotor Accounting Standards Board

(PSASI]) and put in place monthly paymcnt plans lor outstanding pending bills.

14. County governmcnts are also rcquircd to scttlc all cligiblc pcnding bills as a first chargc

in the ltY 2023124 in linc with l{egulation 4l(2) of thc Public Financc Managemcnt

(County Governments) Regulations 2015 or risk sanctions lrom the National 'freasury

as providcd in Arriclc 225 ol thc Constitution and Seclion 96 of thc PIiM Act.

1.5 Division of Revenue for FY 202312024

15. With rcgard to thc Division of Revenuc for I;Y 202312024, there is a proposcd

allocation of Ksh.385.4 billion to countics. Ihc amount has incrcascd by Ksh.15

billion from the bascline of Ksh.370 billion due to adjustmcnt to rcvenuc growth; and

an allocation of Ksh.425 million towards translcr of library lunctions to thc countics.

It is indicatcd that thc proposcd cquitablc share allocation is 24.5 perccnt of the last

18
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audited accounts (Ksh.l, 573.42 billion for FY 2019120) and l5 percent of projccted

revenuc in IrY 2023124.

16. Ihc Ksh.425 million sct asidc from the county cquitable share lor library serviccs will

bc sharcd among 33 county Govcmments which have library scrvices. The lunds will

be administered through equitable share of allocation in thrcc phases. In 202312024,

only thc 33 counties with library services will rcceive the allocation. In 202412025,75oA

of thc 425 million will bc sharcd among the 33 countics whcrcas thc remaining25Yo

will bc allocated as equitable share. In202512026,25yo of thc allocation will bc sharcd

among thc 33 countics andT5Yo will bc disburscd as equitablc share. In the lourth ycar,

the entirc Ksh.425 million QrY 2026127) will be included in cquitablc share and thc 33

countics with library scrviccs are cxpectcd to havc intcgratcd salaries ol' staff and

opcrations of the library into their payroll systcms.

17. 'fo justify the proposed county equitable share allocation, the National Trcasury argues

that thc national govcrnmcnt continues to expcricnce a high level of debt in thc context

of limitcd avenucs to financing lrom domcstic and intcrnational financial markcts.

Sccondly, thcre are incrcased govcrnment cxpenditurc nceds relating to drought

intervention, fertilizer subsidy and thc Ilustlcrs Irund among othcrs which havc to be

mct.

18. 'l'hc III'S also indicatcs that in thc mcdium tcrm, sharing of rcsourccs will bc pcggcd on

thc financing constraints and not on the budget. l'his is bccausc thc national govcrnmcnt

continucs to solely bcar shortfalls in rcvcnue in any given financial year, hcncc

effecting cuts in national government budgets.

1.6 Additional Allocation to counties

19. County Govemments will rcccive additional allocations amounting to Ksh.44.3 billion

in IrY 2023124. 'I'his comprises Ksh.l l.l billion lirom the National Government's sharc

of rcvenuc and Ksh.33.l9 billion from procccds of extcmal loans and grants. 'l'hus, thc

aggrcgate allocation to county governments in FY 2023/24 amounts Lo Ksh.429.7

billion.

20. Conditional grants from thc National Govcmmcnt's sharc ol'rcvcnue arc towards thc

following: Ksh.5.86 billion lor lcasing of mcdical cquipmcnt; Ksh.4.7 billion lor

operationalization of the national governmcnt's programmc on aggregatcd industrial
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parks and Ksh.454 million for the construction of headquarters. Therc is also an

unconditional allocation of Ksh.l08.7 million as remittanccs from court fines gcncratcd

from county legislation. 'I'his amount accrued from IiY 2019/20,2020121 and 2021122

from ten county govemments.

1.7 Equalization Fund 202312024

, The Equalization Irund has been allocated Ksh.7.9 billion in IrY 2023/24. l'his is

equivalent to 0.5 pcrccnt of last audited accounts (Ksh.|,573.42 billion for FY

2019120).It is noted that total Statutory entitlement to the Iiund as per the Constitution

is Kshs.55.3 billion but actual transfers amount to Ksh.l2.4 billion, hence a shortfall of

Kshs.42.9 billion as at IiY 2022123.

CHAPTER TWO

SUIIMISSIONS BY STAKI.IHOLD I,I,RS

Ihis Chapter entails a summary of stakeholders comments on the BPS as received from

the following -

a) The National Treasury;

b) the Commission on I{cvcnue Allocation;

c) the Council of Govemors (CoG);

d) The Institute of Certified Public Accountants of Kcnya(ICPAK);
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e)'l'he International Iludgct Partncrship, Kcnya(Illl'-K);

0 'l'he Institute of Social Accountability (TISA); and

g) 'l'he Institute of Ilconomic Affairs (IEA).

2.0 Submissions by The National Treasury

'l-he Cabinet Secretary for National Treasury and Ilconomic Planning appeared before thc

Committee and submittcd as follows-

23. 'lhc 2023 IIPS comcs at a timc whcn the Govcrnment is finalizing thc preparation ol

the Irourth Medium 'l'erm Plan (2023-2021) of the Kenya Vision 2030 that will

prioritizc implementation of economic recovery stratcgies of the ncw Administration

to reposition thc cconomy on a stcady, inclusivc and suslainablc growth trajcctory.

24. 'l'hc llPS is framcd against a backdrop of global economic slowdown undcrpinncd by

the ongoing Itussia-Ukraine conflict, clevated global inflation, the lingcring cffccts of

the COVID-19 pandcmic, and persistcnt supply chain disruptions and thc drought

cffccts that havc creatcd urgcncy on lood sccurity and climatc changc cllccts. 'l'his calls

lor rcfocus invcstmcnts on mitigation, adaptation and firm rcsilicnce

Theme and focus of thc 2023 Budgct Policy Statcment

25. 'l'his is the first Policy statemcnt undcr the Kcnya Kwanza (iovcrnmcnt. It scts out thc

Administrations priority programs, policies and rclorms for implcmcntations in thc

medium-'I'erm lixpcnditure Framework.

26. 'l'he 2023 IIPS is bascd on thc Ilottom-Up Irconomic 'l'ransformation Agenda gearcd

towards economic turnaround and inclusivc growth. Spccial Ibcus will bc placcd on

increascd employment, more cquitablc distribution of incomc, social sccurity while also

cxpanding the tax revcnuc basc, and increased lbreign cxchangc carnings.

27. 'l'he BI'}S focuscs priority undcrlwo catcgorics which arc corc pillars and thc cnablcrs

which aim to creatc a conducivc busincss cnvironmcnt for socio- cconomic

transformation.

28. Undcr core pillars thc Govcrnment seeks to incrcasc invcstmcnts in fivc sectors

cnvisagcd to havc thc biggest impact on thc cconomy as wcll as on houschold wclfarc.

'l'hcse includc: Agricultural 'l'ransformation; Micro, Small and Mcdium Irntcrprisc
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(MSME) Iiconomy; Ilousing and Scttlement; I-Icalthcarc; and Digital Superhighway

and Creative Industry.

Strategic interventions under key enablers need to be made for the economy to work

regressively these enablcrs include; Infrastructure; Manufacturing; Blue Economy; the

Services Ilconomy, Ilnvironment and Climate Change; Education and Training;

Women Agenda; Youth Empowerment and I)evclopment Agcnda; Social Protection;

Sports, Culture and Arts; and Governance.

Implementation Framework

The policy priority arcas in thc Ilottom Up Ilconomic'I'ransformation Agenda will bc

implementcd through a framework anchorcd on thrce pillars which are; prioritization,

sequencing and financing.

Prioritization is based on the largest impact on six objectives which are-

(a) Lowcring thc cost of living;

(b) Eradicating hunger;

(c) Expanding the tax base;

(d) Forcign exchange generation;

(c) Creating jobs; and

(f) Achicving inclusive gromh.

Sequencing is based on four time-frames namely; quick wins, short term, medium term

and long tcrm.

Financing principlcs and Iiramcwork- Ilinancial consolidation being a priority, the plan

must be financed within a budget deficit of 3Yo by financial year 2026127 . To achieve

this, we need to ensure that rcvenue projection will not exceed the average growth in

prcceding 3 years and expenditure growth capped at75o/o of thc rcvcnuc growth ratc.

2022123 Budget Execution

I'he first half of liinancial ycar 2022123 budget exccution recorded positivc growth

slowly bclow target performance. In the second half of thc l;Y 2022/23 revenue

performance is expected to improve.
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35. 'l'otal revenuc collcctcd grcw at ll.2Yo with all tax revcnue catcgorics recording

positive growths, this is a clcar indication on thc recovcry of rcvcnue collcction.

I{owever, this was bclow target by Ksh.l 1.2 billion on account of shortfalls in ordinary

rcvcnue ol'Ksh 43.2 billion as Ministcrial A-i-A was abovc target by Ksh.32.0 billion.

Expenditure Performance

36. l'he total amount for cxpenditure for thc pcriod cnding Deccmber 2022 was at Ksh.1.4

trillion which was above the projccted amount of Ksh.l.4 trillion by Ksh.19.9 billion.

37 . Recurrent expenditurc was above projectcd targct by Ksh.106.8 billion mainly bccausc

ol'cxpenditurc on opcrations and maintcnance. Devclopmcnt expcnditure was bclow

targct by Ksh.28.4 billion.

38. By the cnd of Decembcr 2022thcrc was an ovcralldcllcit including grants of Ksh.2l9.3

billion against a projected dcficit of Ksh.285.l billion. 'l'his deficit was financcd

through net domestic borrowing of Ksh.l24.1 billion.

Fiscal l'olicy for FY 2023124

39. Thc fiscal I'olicy stancc over the medium term supports thc Bottom Up Ilconomic

'l'ransformation Agcnda. It shows a dclibcratc convergcncc path towards thc fiscal

targcts undcr the IIAC monctary lJnion Protocol which scts a cciling of fiscal dcficit

including grants of 3oh of GDP and deficit cxcluding grants of 6%o of GDP.

40. Thc fiscal policy will target to grow tax revenues above 17.8 pcrcent ol GDP in thc IrY

2023/24 and abovc 18.0 perccnt of GDP ovcrthc mcdium tcrm.'fhc governmcnt has

planncd to scale up rcvcnuc collcction cfforts by KI{A to Ksh.3 trillion in thc FY

2023124 and Ksh.4 trillion over the medium term.

41. 'I'hcrc will be improvcment on cxpcnditurcs by: climinating non priority cxpcnditures,

reducing tax cxemptions and waivcrs, and scaling up thc use o1' public privatc

partncrships.

42. 1'otal cxpenditures arc expectcd to declinc as a share of GDP from 23.4Yo (Ksh.3.4

trillion) in the I;Y 2022123 to 22.5Yo (Ksh.3.7 trillion) in the FY 2023124 and furthcr to

21.8% (Ksh.4.5 trillion) in thc ltY 2025126.
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Budgct for FY 2023124

43. 'l'he total budget ceiling lor FY 2023124 is Ksh.3, 628.8 billion. 'l'hc National

Government will rcceive Ksh.2, 252.1 blllion, county governments Ksh.385.4 billion

and Ksh.99l.3 billion for consolidatcd Funds.

44. 'l'he National 'Ircasury requested thc committcc to adopt and support the proposcd

policy to push thc cconomy to a recovcry path.

2.1 Submissions by The Commission on Revenue Allocation (CRA)

The Commission on Rcvenuc Allocation appearcd belorc thc committec and presented as

follows. That-

45. 'fhc 2023 BPS purposes to providc support and capacity building to women through

thc hustlcr fund to hclp thcm evadc the prcdatory intcrcst ratcs chargcd by moncy

lcndcrs, thc commission suggcstcd that intercst ratcs all'cct both mcn and womcn and a

solution should bc put in placc in that both men and womcn will bcncfit from the hustler

lund initiativc-

a) thc govcrnment should work on curbing duplication of funds sincc thcrc arc many

typcs oI funds that arc availablc in thc country that is, therc is ]Jiashara Fund that

alrcady cxists and works;

b) cquitablc sharc allocation to thc national governmcnt riscs by Ksh. 133.818 billion

lrom Ksh.2.199,258 trillion and that to countics by Ksh.15.425 billion lrom

Ksh.370.0 billion to Ksh.385.425 billion. CI{A opined that adjusting the county

allocation by only Ksh.l5.4 billion amounts to incquitablc sharing of rcvcnue

betwcen thc two lcvcls of govcrnments.

46. CItA rccommendcd that county governmcnts cquitablc sharc bc incrcascd by Ksh.37.4

billion lrom Ksh.370 billion 1o Ksh.407 billion in thc financial ycar 2023124.

47. IIPS proposes to increasc allocation on hcalthcarc liom Ksh.122.5 billion in IrY

2022/23 to Ksh.l54.2 billion in l;Y 2023124.'l'hc Commission suggcstcd that thc

rcsourccs given to thc national govornmcnt should bc rcallocatcd to thc county

governmcnt sincc I Icalth carc systcm is a devolved function and thc counties should be

lcll to perform their tasks.
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48. Contribution in Licu of Itatcs- before dcvolution defunct local authorities receivcd

CILOR from Csntral Bank of Kenya. Sincc dcvolution, only Laikipia county has

reccived this moncy lrom the National (iovcrnmcnt, this has happcned duc to lack of

lcgal lramcwork to cnablc thc roll out of this moncy.

a) Countics are unablc to raisc OSI{ due to thc non-paymcnts.

b) CI{A recommended that Parliamcnt should last track the dcvclopmcnt of a legal

framcwork to cnable county govcrnmcnts to rcccivc CILOR paymcnts.

49. Pcnding llills-'l'hc summary of pending bills by thc county govcrnmcnts as at 2lst

Dcccmbcr 2022 and as prcsentcd in thc BPS is at Ksh. 13 I .35 billion. 'l'hc Ill'}S did not

prcscnt National Govcmmcnt Pcnding Bills which makcs it difficult to assess financial

managemcnt status in the national govcrnment.

50. Ilqualization liund- Ill'}S allocatcs for Ksh.7.9 billion to thc lund, Articlc204 (1) of thc

Constitution providcs lor allocation of one half of all thc rcvcnuc by national

governmcnt which is calculatcd on the basis of the most rcccnt audited accounts ol

rcvcnue rcccivcd.

51. CRA statcd that thc lll'}S allocatcs thc Kshs.7.9 billion bascd on thc FY 2019120 ol
Ksh.l.573 trillion whereas thc last audited accounts lbr IrY 2019120 amounts to

Ksh.l .1309 trillion.

52. 'l'hcrc is missing data on thc printcd budgct cstimates lbr thc l;Y 2022123 and IIPS

ccilings of some MDAs. CI{A rccommendcd that thc documcnt should prescnt

complete data budgct cstimatcs and for l;Y 2022123 and I]I'S ceilings for some MDAs.

2.2 Submissions by Council of Governors (CoG)

'Ihc Council ol'Govcrnors appearcd befiorc the Committcc and madc thc following

submissions-

53. 'l'hc Council did not agree on thc allocation of Ksh.385 billion lor thc l;Y 2022123 as

cquitable sharc of rcvcnue- 'l'hcy nolcd that sharing of resourccs is sharcd according to

financial constraints instead of a budget, this gocs contrary to thc constitution undcr

Articlc 203 (lXi).

54. 'l'hcy also suggcstcd that thcrc is nccd for adjustmcnt on thc rcvcnuc growth from

Ksh. 15 billion with county govcrnment allocations of Ksh.379 billion lor IrY 20231244
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to Ksh.55 billion which makes county govcrnments allocations to bc a minimum of

Ksh.425 billion lor FY 2023124.It was suggcstcd that 'fhe National 'l'reasury should

make adjustmcnts considering the ratc of inflation in thc country, considcring that

equitable share for l;Y 2022123 was maintained at Ksh.370 billion despite inflation

which makes county governments unable to provide scrviccs cfficicntly.

55. 'fhe council also suggcsted restructuring expcnditurc prioritics by thc govcrnmcnl to

enablc cconomic recovcry and groMh due to the Covid l9 Pandemic and inflation from

the Russia vs l]krainc war.

56. 'fhe Council also sharcd that thcre is need lbr amcndment for county governmcnts

cxpenditurc to drought intcrvcntion, thcy lurthcr statcd that thc fcrtilizcr subsidy

program should be implementcd by the county government given that Agriculture is a

devolved function.

57. 'fhey also suggcsted that thcrc is nccd to rcvicw allocation of various MDAs so that

they cxcludc thc allocations to pcrform functions that arc dcvolvcd, the allocations

should bc madc to county govcrnments in the l;Y 2023//24. Counties should bc able to

perfbrm the lunctions that havc bcen assigncd to thcm.

2.3 Submissions by Institute of Certified Public Accountants- Kenya (ICPAK)

The Institute of Ccrtified Public Accountants in Kcnya appcared beforc thc Committee

and made thc following submissions-

58. 'l'he govcrnmcnt projccts that thc total expcnditurc will amount 1o about Ksh.3.64

trillion and total revcnue will bc approximatcly Ksh.2.89 trillion, ICPAK opined that

thc iiscal gap is likcly to incrcasc the current public dcbt becausc it would rcquirc dcbt

financing to actualizc thc budgct.

59. ICPAK further statcd that duc to thc govcrnmcnt prcparing supplcmcntary budgets

there is an incrcase in cxpenditurc and rcduccd revenucs which has incrcased borrowing

or rcduced scrvicc dclivcry or both. 'l'hcy rccommcndcd that supplcmcntary budgcts

should only bc prcparcd and approvcd within thc PIiM rcgulations.

60. 'l'here is no inclusivity in dealing with the food sccurity challcnge- 'l'hc govcrnment is

to devclop policy, legal and institutional reforms that providc for agriculturc without
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putting to account thc lood insecurity in thc country, ICPAK rccommcndcd that thc

government should also prioritize agriculturc by-

(a) Enhancing the practice of large scale water harvesting;

(b) Importcd agricultural products that are available locally to bc taxcd highly;

(c) 'the govcrnmcnt is to establish Agricultural insurancc through collaboration

with stakcholders to protcct farmers from economical and naturalrisks.

(d) Inccntivrzing agriculture to be more lucrativc by cxploring thc option of

commodity cxchangc which will cnsurc all agricultural playcrs have acccss

to pricc inlbrmation and rcducc markct intervcntion costs.

61- Rclorms in thc banking industry- ICPAK obscrvcd that thcrc is nccd to considcr

relorms in thc banking sector and thcy lurther rccommcndcd considcration of ncw

tcchnologics, this can be done by allowing Kenya to improvc and rctain its status as a

financial tech hub which will encourage rapid adoption of the 4th rcvolution to diversily

beyond mobile moncy.

62. T'ransformation of MSMIIs- With MSMEs bcing vital to thc growth of most cconomics,

thcy lacc ccrtain problcms such as; rapid tcchnological changes, low l-rnancial literacy,

ncw laws and rcgulations, ICPAK suggested that thcre is a necd to-

(a) makc paymcnt of taxes easicr by optimizing tax collcctions while minimizing

thc burdcn on taxpayers to comply with tax laws.

(b) cngagc MSMIis and creatc a dedicated channcl of communication to support

tax compliance, KIIA should consider having a dcsk dedicated to MSMII

related conccrns, challcngcs and qucrics.

(c) cnsurc that clforts to improve formality should be bascd on corrcsponding

investmcnts in valuc crcation for MSIIMs such as the provision of basic

serviccs, improved market arcas, provision of lunding.

(d) introducc Ilawkers idcntification cards and tax compliancc certiflcates to

cnhancc smooth opcrations and rcduccs criminal activitics

63. ICPAK obscrvcd that the allocation for hcalth care had stagnated at9Yo dcspitc signing

of the Abuja declaration, which requires signatorics to allocate 15% budgctary

allocation for hcalth. Most of this is absorbcd as rccurrcnt cxpcnditurc leaving littlc
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room for thc dcvclopmcnt of health facilities and the acquisilion of mcdicinc and

equipment. ICPAK madc the following recommendations-

(a) there is nccd to increase budgetary allocation recommcnded for hcalth to

l5%of the total annual budget as rccommcnded by thc AU undcr thc Abuja

dcclaration. 'l'his will rcducc the risks of strikcs and brain drain among

hcalth workers by ensuring they are wcll paid and more workcrs are

recruited

(b) Ensuring accountability in the utilization of funds and resourccs that arc

allocated in thc hcalth scctor.

(c) Olfcring tax rclief on mcdical facilitics and inputs, this allows mcdical

hcalth facilities to be availablc thus avoiding peoplc traveling ovcrscas for

treatment.

64. Pcnding tlills-As al2l'L I)cccmbcr thc controllcr of Iludgct indicatcd that countics had

scttled Ksh.22.9 billion of thc pcnding bills leaving a balance of Ksh.25.1 billion, it was

lurther statcd that thc National Govcrnmcnt rclcascd rcsources to counties to help with

thc pending bills paymcnt. MDAs pcnding bills as at 30th Septembcr 2022 amounted to

Ksh.82.35 billion which comprises Ksh.61.l5 billion for rccurrcnt cxpcnditure and

Ksh.2 l.2 billion for development cxpcnditure.

65. 'fhc continucd dclay of paymcnt makcs dclivery of goods and scrviccs in both lcvcls of

govcrnmcnt difficult. 'I'hc institutc suggcsted that-

(a) Nccd for a database of all ducs owed to counties and MDAs to fast track

thc paymcnt proccss.

(b)'l'hc National 'l'rcasury should considcr accrual accounting as opposcd to

cash accounting which prcscnts challcngcs in tcrms of monthly and annual

rcporting on pcnding bills and other liabilities.

(c)'l'he National 'l'rcasury should lollow up and cnsurc strict compliance to

Circular AG.3l83lllVol.VII (22) datcd I lth May 2022 to all CIICMs lor

liinance on Ycar lind Closing Procedurcs for Iiinancial Ycar 2021/2022.

66. 'fhe Institutc observed that Kenya is at a high risk of dcbt distress. As at 30th Junc2022

gross public dcbt incrcascd by Ksh.882.5 billion to Ksh.8.579.1 trillion comparcd to
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Ksh.7.696 trillion at the end of June 2021.'l'otal public dcbt is projccted to reach

Ksh.l1.5 trillion by Junc, 2025.

67. Itisks to thc Ilconomy-'l'hc rising inllation risks could impact thc purchasing powcr of

the population and impact domestic growth ncgativcly. Further, therc is a possiblc

resurgencc of ncw Covid-19 variants that may rcquirc broadcr policics on tradc and

exports bctwcen Kcnya and other countrics. 'l'he Institutc thcrclbre rccommcndcd thc

lollowing-

(a) the national govcrnment should maintain cxchangc rate flcxibilities to dcal

with thc capital outflows from thc privatc scctor that could hamper capital

markct access ol- thc sovcrcign. 'l'his will in turn hclp the cconomy absorb

potential shocks.

(b) the national governmcnt to reducc dcbt and substitute commercial loans

with conccssional debt that reducc dcficit and expand fiscal space.

2.4 Submissions by International Budget Partnership, Kenya (IBP-K)

The International Budgct Pa(nership appeared beforc thc committcc and madc the

following submissions-

68. Rcvcnuc and Public Dcbt -'l'hc position of whcrc thc country stands in dcbt varics lrom

onc document to another, this means that thcrc are transparency issues.

(a) Thc dcbt distrcss has movcd from low as at20l7 to high, thc debt carrying capacity

has also movcd lrom Strong to mcdium.

(b) IBP also stated that thcrc is a dcllcit in thc IIPS ol'Ksh.720 billion which is 4.4Yo

of thc GDP.

(c) It was noted that therc is also mcntion of dcparting liom comme rcial dcbt, howcver

thcre is no clcar indication of this in thc llPS, in lacl thcrc is an increasc liom

Ksh.l l0 billion to Ksh.270 billion in thc currcnt IIPS.

69. 'l'ransfcr ol'liunctions- IIIP obscrvcd that IIis llxccllcncy the Prcsident acknowlcdgcd

that certain lunctions havc not yet bccn dcvolvcd as pcr thc liourth Schcdule to the

Constitution. IBP rccommcndcd that these lunctions bc idcntificd and a lramcwork for

thcir full transfer to counties be put in place.
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70. Division of Ii.evcnuc- IBP suggcsted that division ol'rcvcnuc rcquircs to bc a priority

in this country. 'Ihc governmcnt needs to cmphasize on how rcvcnuc is sharcd with thc

counties.

(a) Convcrsations on division of Itevenue need to start in ordcr to progrcssively

influcnce thc lourth gcneration formula.

(b) Revcnue Growth Iractor lor County Iiquitable Sharc- the Institute gathered that

therc are no predictable basis on revenuc growth lactor lor equitable share and

adviscd the Senatc that thcy should propose spccific paramctcrs that would bc used

whcn it comes to thc proposcd rcvcnuc growth.

(c) Ihcrc was nccd lor prioritization of the criteria to usc depcnding on thc cconomic

position. IIIP advised that thcy should considcr rcvcnuc growth and cconomic

growth as this will assist thc governmcnt in pcrlbrming its lunctions.

71. Equalization Fund- Ilven though the llqualization liund is fully operational and thc

Board fully constituted IBP rccommended that thc BPS should clcarly outline the total

amount that is in thc fund and that the Scnate should cnsurc that the allocations arc

propcrly placed and implcmcntcd.

72. Supplcmcnt for construction of county hcadquartcrs- I[]P notcd that therc has bcen a

significant increase in the allocation of funds towards construction of County

Ileadquarters evcn though thcrc havc been Governors who havc scrvcd for two tcrms

in thc samc officc. IllP thcrclorc recommcnds thc submission of rcports indicating

which counties have bcnefitcd from thc supplemcnt on county hcadquartcrs, which

countics arc donc with their constructions and to what cxtent the countics that are not

done with the construction rcmain to be dcvcloped.

73. Leasing of Medical liquipmcnt-'l'his was initiatcd in 2015 to cnsurc countics havc

better healthcare, Illl'} noted that the cost of the program has bcen incrcasing even

though somc counties have thc cquipment but nevcr makc usc ol thcm or others havc

the cquipmcnt but still ask for morc.

(a) 'I'hey also noted that hcalth carc nccds vary in countics and it should not be

assumcd that all counties have the same hcalthcare needs.
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(b) The BPS is also unclear on whether the costs of leasing medical equipment

includes the related costs which include: maintenance, training and

insurance.

(c) They recommended that the Senate requires to be critically involved in this

matter considering that Ksh.5.86 billion has been set asidc for the program

in the IIPS.

2.5 Submissions by The Institute for Social Accountability (TISA)

The Institute for Social Accountability appeared before the Committee and made the

following submissions ;

74. Public Participation- 'l'ISA observes that under Articlc 174 of the Constitution citizens

should participate in arcas that affcct them dircctly including thc budget making

proccss.

(a)'l'lSA acknowledges that thcrc was a noticc inviting mcmbcrs of thc public to

lorward thcir submissions on thc IIPS, but thcy furthcr state that thc timclincs are

not adequatc as per thc principlcs of public participation.

(b)'t'hc timclincs required to proccss the IIPS do not allow citizcns to internalizc and

provide comments and further cvcn whcn thcy sharc comments thcy rarcly gct any

feedback.

(c) 'l'lSA recommcndcd that Parliamcnt dcmands from National'l'rcasury thc issuancc

of proper noticc for submission of mcmoranda on issucs of high public intcrcst.

'l'he National 'l'reasury should issue a noticc at lcast two wccks in ordcr to get

mcaningful and extcnsivc submissions.

75. Pending Ilills-With thc issuc of pending bills bcing a critical problcm in thc country,

thc IIPS proposcs measurcs such as adhcrcncc to Circular No 212022 datcd 24th March

2022, which was issued by the National lreasury to Govcrnors and County lixccutive

Committcc Membcrs lor lrinance to cnsure that pending bills arc paid as soon as

possiblc as per PFM Act. Cognizant of thc risks that pending bill posc to thc cconomy,

TISA made thc lollowing proposals-
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(a)'l'he National Governmcnt should incrcase allocations to county

governments thus helping in clearing of pcnding bills.

(b) Reforms made by the PFM reform secretariat need to be implementcd, this

ensurcs cfficiency and accountability.

76. Own Sourcc ltevcnuc- I'hc IIPS outlines the nccd to incrcase county govcrnmcnts OSR,

thc revenue potential lor all county govcrnmcnts is at Ksh.215.6 billion against thc

current OSR collections of KSh.35.9 billion as pcr a rcport submitted by the

Commission on Itcvcnuc allocation in Junc 2022. 'l'o improvc on OSI{ thc rcport

rccommcndcd that countics should adopt automatic and cashlcss paymcnt systcms.

77 . With thc governmcnt relying on tax as its main source of revcnuc 1'lSA notes that the

mcasures put in placc on VA'I' have been regressive and havc caused thc price of basic

commoditics to risc. 1'lSA thcrefore rccommcnds a rcvicw and rcduction of VA'l' on

LPG and cnergy products. 'l'hcy further recommend a clarillcation on the assignment

of revenue raising powers at the two levels of governmcnt.

7E. 1'lSA also reiteratcd the nced for a lcgal framework, policics and guidclines on own

source rcvenue in order to guide thc operations of thc countics in raising rcvenuc.

79. Protection of Dcvolution- 'l'lSA recommendcd an increasc in the pcrcentagc of

allocations to countics to at lcast 30o/o of thc most rcccnt auditcd accounts of rcvcnue

received and approvcd by the National Assembly.

2.6 Submissions by The Institute of Economic Affairs (IEA)

Institute of Ilconomic Aflairs appcarcd bcfore thc Committee and submitted as follows-

80. Rcvcnue collcction and pcrlormancc for I,'Y 2022123 - With the exccption of liY

2021122, thcre has becn an underpcrformance of rcvcnuc in prcvious financial ycars. In

thc first half of the IrY 2022/23 the revenue collectcd has fallen short by Ksh.l l.l
billion. It was noted that rcvenuc collection picks as lrom quartcr 3 and 4 of cvery

financial year and this confirms thc Ill'>S asscrtion of thc anticipatcd improved rcvcnue

perlbrmancc. IEA howcvcr noted that the sccond half of thc financial ycar may facc

some challcnges including rising cost of living, intcrcst ratcs which may affcct thc

revcnue collccted.
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'fhe Cash Disbursement Schedule is misaligncd comparcd to rcvcnues collectcd at the

national lcvel leading to delayed disbursement of funds to the county governments. 'I'he

IllA advised the Scnate to question the National 'I'rcasury to cnsure realistic ration in

the disbursement schedules. Further, the National Treasury should enhance its accuracy

in the estimation of the ordinary revenue. IEA added that the first quarter being the most

affected there is need for enhancement on the accuracy of revenue forecasting so as to

inform prcdictability of funds, the accountability tool will also help thc Scnate track the

National Treasury's adhercnce to the cash disbursement schedules.

Strengthcning Dcvolution-The BPS highlights initiatives towards strengthening

devolution, this includes transferring all functions to thc counties within six months and

ensuring that sharcable revenue is transferred to counties. IEA cautions that the transfer

of functions could negatively aflbct service delivery if revenuc allocation does not

match increased functions.

CIIAPTER TTIREE

SUI}MISSIONS I}Y STANDING COMMITTEES
Senate Standing Committees considered their scctor spccific arcas and made

sions as follows-

.I STANDING COMMITTEE ON TRADE, INDUSTRIALIZATION& TOURISM

'l'hc Committee noted that IIPS 2023 did not clarify on thc disburscment of aggrcgatcd

industrial parks grant. I'he BPS 2023 also had advcrse budgct cuts forthc construction
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84

of Constituency Industrial Dcvclopment Centcrs (CIDCs). l'hc Committce

recommended that the Ksh.4.7 billion grants to counties for thcir Aggregatcd Parks to

include a provision that counties are to provide the land upon which the parks will be

developed.

The Committee noted that therc is a decrcase in the percentagc of allocation towards

development expenditurc. 'l'he Committee recommended rcclassification of some

expcnditures that are categorized as recurrent expenditure to relievc the burden placed

on recurrent expenditure for County Governments.

BPS indicates that the State Department for Cooperatives will havc a rcduction in

allocation amounting to Ksh.2 billion, putting its allocation for FY 2023124 at Ksh.6.38

billion. I'he Committee recommends fast-tracking of the enactmcnt of the Cooperatives

(Amendment) Bill, with a view to cmpowcring counties to promote thcir ovcrsight of

SACCO's.

BPS 2023 shows that the State Department of Industry will also face a drastic cut in its

allocations by Ksh.1.6 billion affccting both recurrent and development expenditure.

The Committee rccommends a downward review of dcvclopmcntal cxpcnditurc in the

Statc Department for Industry to reallocate resources towards drought mitigation

85

86

mcasurcs

87. 'l'hc Statc Departmcnt lor Invcstmcnt Promotion has bccn allocatcd Ksh.6.96 billion in

thc l;Y 2023124.'I'hcrcforc, thc proccss of idcntification and gazcltcmcnt of special

cconomic zones should be fast trackcd.

88. 'l'hc Statc Department for'I'ourism has bccn allocated Ksh.8.43 billion, a dccrcasc from

thc Ksh.9.02 billion allocatcd in FY 2022123. While the sub-program lor tourism and

marketing gets an additional Ksh.153 million.'l'hc Committcc rccommcnds that thc

National'freasury should allocate morc funds to the State Departmcnt lor'l'ourism and

rcview policies to allow Kenyan banks to directly receive monies gencratcd lrom the

scctor as a way of strengthcning thc Kcnyan shilling.

3.2 STANDING COMMITTEE ON LABOUR AND SOCIAL WELFARE

89. BPS 2023 programs havc not catcrcd for all persons with disabilitics. 'l'hc Committce

also notcd that thcrc is no accuratc data on pcrsons with disabilitics' thcrcby allccting
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thcir budgetary allocation. 'l'hc Committce, further, observcs that therc arc challcnges

in thc implcmentation of laws passed by Parliament cnsuring thcre is casc of

acccssibility to public scrviccs, education and inclusivity in Sports lbr PWDs. 'l'he

Committee made the following recommendations-

a) Additional budgctary allocations to bc made to the National Council for Pcrsons

with Disabilitics (NCPWD) to cnsurc thcy arc ablc to conduct a spccial ccnsus lor

PWDs through Kcnya National Bureau of statistics (KNIIS);

b) Sufficient funding to ensure that all PWDs arc cnrollcd in NI-IIF to facilitate their

access to medical scrviccs;

c) Facilitatc implemcntation of laws passcd to casc thc livcs of PWI)s; and

d) Revicw policics to cnsurc inclusivity of pcrsons with disabilitics in sports

managemcnt as wcll targctcd talent nurturing.

90. BPS 2023 has allocated less lunds to thc program targcting access to free sanitary

towcls for girls in Primary and Sccondary Schools. 'l'he Committce rccommcnds that

thc National'l'rcasury should incrcase allocations to rclevant authoritics that deal with

thc allocation of thc lrcc sanitary towcls to cnsurc all girls acccss them.

91. 'l'hc Committce notcd that the Govcrnment has policics in placc that put much cmphasis

and focus on football only as compared to other gamcs. 'I'hc sports inliastructurc such

as stadiums also takc a long timc to be completed. On this, thc committcc recommcnds

that;

a) 'l'he Statc Departmcnt for Sports and Arts to comc up with policics and stratcgics

to ensurc thal Sports infrastructure arc complctcd within thc stipulatcd timc;

b) 'l-he Statc Departmcnt for Sports to comc up with adaptivc policics and programs

that support diverse types ofsports; and

c) 'l'he National'I'rcasury should allocatc morc lunds to support thc "l'alanta IIcla'

program to be ablc to incorporate as many youths as possiblc.

3.3 STANDING COMMITTEE ON LANDS, ENVIRONMENT AND NATURAL
RESOURCES

92. IIPS is not clear in budgcting for human-wildlile conllict compcnsations, compcnsating

persons displaccd through govcrnment projccts, realization of the 30%o lorcst covcr by

planting l5 billion trccs, solid waste managcmcnt, construction of dams, and
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digitization of land rcgistrics as wcll as rcposscssion o['public land. 'l'hc Committcc

proposes the following-

a) Additional allocations to the State Department lor Wildlife to cnsure human-

wildlife conflict compensation claims arc paid;

b) Additional lunds to catcr lbr thc targct ol 30oh lorcst covcr by planting l5 billion

trces;

c) fhe Committee rccommends a policy to zcro-ratc rccycling machincry as a way of

solid wastc managcment;

d) Incrcasc funds to thc Statc I)cpartment for Watcr and Watcr I{esourcc Managemcnt

for the construction of dams and for compensation to pcrsons aflected by such

projects; and

c) Allocation of additional lunds to the statc dcpartmcnt of lands and physical

planning lor survcy and rcposscssion of public land and digitization of land

rcgistries.

93. Thc Committcc notcd that a taskforcc to devclop thc rcgulations that will unlock thc

disburscment of rcvonuc lrom mincral royaltics to thc communitics and county

governments as cnvisaged by thc Mining Act,2016 has bccn constituted. It thereforc

recommends last-tracking of the finalization, submission to Parliamcnt and approval.

3.4 STANDING COMMITTEE
I NTERGOVERNMENTAL RELATIONS

ON DEVOLUTION AND

94. 'l'herc is lack of a policy and legal framework that rccognizes thc functions and

structures of thc Council of Govcrnors and thc County Asscmblics Forum. 'l'hc

Committcc rccommcnds thc rcview of thc Intcrgovcrnmcntal ltclations Act,2012 to

anchor the Council of Govcrnors and County Asscmblics Forum in law, dcfine thcir

lunctions and cnhancc thcir budgetary allocations so as to adcquatcly carry out thcir

lunctions.

95. 'l'he National Governmcnt and statc corporations arc still holding onto functions and

rcsourccs that should bc devolvcd, and flagship Programs of thc National Government

largely touch on dcvolved functions. l'hc Committec rccommcnds that tho

Intergovcrnmcntal Itclations 'l'cchnical Committce (lGItI'C) should fast-track thc
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process of unbundling, dclineation, costing and transfcr o1' functions to County

Governmcnts and submit a report to thc Senatc by June, 2023.

96. BPS 2023 plans to extcnd the school lbcding program to bcncfit 8 million pupils in both

primary and llarly Child Developmcnt (lJCDs). 'l'he Committcc, further, notcs that the

Ilducation Scctor Irund was retaining payments to be madc in tcrms of rcmuncrating

IICD tcachcrs. In linc with this thc Committee rccommcnds that:

a) l'hc National 1'rcasury should provide additional allocation lbr the IrY 2023124 to

finance the school {'ccding program across lhc 47 countics; and

b) County Govcrnmcnts nccd to allocate sufficicnt lunds to catcr lor thc payment of

the I]CD tcachcr salarics.

97. 'fhe Committee observcd that County Governmcnts have not reccivcd monics in thc

last threc months resulting in arrears with chargcd intercsts as a burdcn on County

Govcrnmcnts.'l'he Committee, thcrclbre, rccommcnds thc Ibllowing-

a) l-imcly disburscmcnt of funds from National 'l'rcasury; and

b) County Governmcnts must deduct and submit thc statutory rcmittanccs; counties

which Iail to translcr employccs statutory dcductions to relcvant institutions should

bc subjcctcd to a pcnalty.

98. IIPS 2023 proposes translcr of Ksh.425 million as cquitablc sharc to Countics to cater

lor the salarics of the staff at the 55 libraries transfcrrcd to 33 Counties. fhc Committec

rccommcnds that IGItl'C to cost this function, so that thc l4 Counties that do not havc

Iibrarics be allocatcd monies to build thcir librarics.

99. 'I'he framcwork for the idcntification, implementation and ovcrsight of thc additional

allocations to Countics is inadequatc lcading to uncvcn distribution of resourccs and

possiblc misappropriation of County rcvcnucs. 'l'hc Committcc rccommcnds that thc

National'freasury should provide a list of the conditional allocations to countics since

devolution, its allocations and outputs to the Senatc by May 2023.

100.'fhc llqualization Fund is sct at Ksh.55.3 billion. Ilowcvcr, total approvcd allocation

amountcd to Ksh.33 billion as pcr l;Y 2022123. Subscquenlly, actual transl'crs to thc

liund account amountcd to Ksh.l2.4 billion, rcsulting in a total shortfall of Ksh.42.9

billion as pcr FY 2022/23. 'the Committee recommcnds that thc National 'l'reasury

37



should comply with thc Constitution on rcquircmcnts around thc Iiqualization lrund,

and to allocate additional funds to the Equalization liund for l;Y 2023124 to reducc thc

arrears arising from FY 202212023.

l0l. Thc County Governmcnts arc not complying with thc PFM Act of 2012 which requires

thcm to allocatc a minimum of 30 percent of cach County (iovcrnmcnts budget to

development expenditure and county governmcnts' wage bill not cxcccding 35 perccnt

of total rcvcnue. The Commitlee recommends that thc Controllcr of Budget should

cnforcc budgctary ccilings as approved by Parliamcnt

3.5 STANDING COMMITTEE ON EDUCATION

102. Thc cciling for devclopment cxpcnditure in thc Statc Dcpartmcnt lor Iligher Education

and rcscarch indicatcs a projoctcd rcduction in thc rcsourcc allocation by Ksh.1.6 billion

despitc the cxistence of ongoing or stallcd dcvelopmcnt projccts.'l'hc scctors of focus

for private capital through thc Public Privatc Partncrship mentioned in thc BPS 2023,

excludcs univcrsity education. 'l'he PPP modcl may address thc lunding gap in thc

expcnditurc requiremcnt lor dcvelopmcnt at thc lJnivcrsitics. 'l'hc committcc

recommcnds that, The Ministry o1'llducation in collaboration with thc Directoratc of

Public Privatc Partncrships, National frcasury should develop a PPP framework lor

dcvclopmcnt projccts at public univcrsitics to avoid ovcrdependencs on the cxchcqucr.

103. Despitc IlCDll teachcr recruitmcnt being a dcvolvcd function, thcrc has bccn conccrns

regarding their remuneration and career progrcssion. 'Ihe BPS nccds to have includcd

a policy on collaboration bctwccn counties, SI{C and the TSC in rcgards to the policy

on IICDII tcachcr's remuncration to ensure standardization across countics. On this, thc

Committcc rccommends that thc Council of Govcrnors in collaboration with thc

Teachers Servicc Commission and thc Salarics and Remuneration Commission should

hasten thc development of a policy on the IICDII tcacher's rcmuncration and carecr

progrcssion. 'l'he policy should standardize IICDII management across counties.

104. BPS 2023 plans to extcnd the school feeding program to bencfit 8 million pupils in both

Primary and Ilarly Child Dcvclopment (ECDs). 'l'hc Committee recommends that thc

National 'l'reasury includc a conditional allocation for IICDE School lccding program

in thc County Govcrnmcnts Additional Allocations Ilill, 2023.
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105. 'l'he Committce noted that public univcrsitics havc huge dcbts and rccommendcd that

the Govcrnment should writc ofl-part of thc Ksh.56 billion pcnding bills owed by thc

public to case thc financial burdcn as the univcrsitics continuc to implcment relorms

aimed at long-term financial sustainability.

3.6 STANDING COMMITTEE ON INFORMATION COMMUNICATION&
TECHOLOGY (rCT)

106. f'here is a hugc funding gap estimated at Ksh.3.4 billion as rcflectcd by thc differcncc

between thc approvcd cstimatcs for FY 2022123 and the proposcd ceilings, this

thcrefbrc calls for reprioritization of programmcs and projccts to minimizc misscd

oppo(unitics in public servicc dclivery. 'I'hc committcc rccommcnds that Semi-

Autonomous Govcrnmcnt Agcncics (SAGAs) are advised to submit their stratcgic

plans to support thc ncccssity for additional {unding. I'his is following an obscrvation

that somc SAGAs rcccivc financcs yet they havc stallcd projccts. 'l'hcre is also a

conccrn on whethcr there is nccd to continuc with thc said projccts.

107. 'l'hc Committee also notcd that thcrc is a proposcd 100,000 km additional fibre lor Non

Optical |ibre Nctwork Ilackhaul Initiative (NOFBI) conncctivity which will bc laid

during thc financial ycar 2023/24. 'l'hc Committce also rccommcnds that thcre is a nccd

to improve collaboration betwecn private sector investors and the government through

ICT projccts. 'Ihc committee noted that there arc some projccts with low

implementation evcn though thcy are continuously bcing Iundcd by thc governmcnt.

108.'l'he Committcc obscrvcd that allocations proposed lor statc dcpartmcnts catcrcd lor

rscurrcnt expenditurc. [ndicating that some of the corporations undcr the sector are

opcrating undcr high wage bill and other pcnding bills. 'l'hc Committcc also notcd that

KBC has bccn leasing land and such funds may bc uscd in rcvamping thc corporation.

109. 'l'he Committee rccommcnds budgct culs for projccts with lowcr implcmcntation such

as conncctivity to leathcr industrial park and special economic zoncs to pave way lbr

other kcy projects. 'l'he committcc also wants the National 'freasury to clarily thc

ownership of 'l'llI-KOM Kcnya.
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3.7 STANDING COMMITTEE ON ROADS, TRANSPORTATION AND
HOUSING

110. 'l'he Committec notes the undcrfunding of thc various State Dcpartmcnts comparcd to

overall rcsourcc rcquircmcnls which is likcly to allcct thc priority projccts and policics

in the roads, lransport, housing and urban devclopment, public works and shipping and

maritimc. For instancc, the roads subscctor has becn allocatcd Kshs.220.28 billion

while it has pcnding bills amounting Kshs.l44 billion which pauses significant fiscal

risks. 'l hc Committec proposcs that thc National 1'reasury should givc priority to

ongoing projccts. 'fhc Scnatc should also bc furnishcd with thc statc of compliancc of

ongoing projccts regularly to chcck on thc accumulation of pcnding bills.

I I l. 'l'he Iload Maintcnancc Lcvy liund (ltMLF) is kcy in cnsuring routinc maintcnancc of

various road asscts. IIowever, there is nced lbr comprchensivc legislation to amcnd

existing laws to ensurc ellective use of the fund. 'fhc Committcc recommends that the

State I)epartmcnt for Itoads submits to the Senate legislativc proposals for clfectivc

managcmcnt of the I{oad Maintcnancc Lcvy liund.

112. 'l'hc Committcc noted that thcrc is an increasc in the number of road accidcnts in thc

country despitc an increase in funds towards road safcty activitics. 'fhis raised concerns

over poor road designs and poor cnforcemcnt of traffic laws. 'l'hc Committcc

rccommcnds that the Statc Dcpartmcnt lbr Roads and'l'ransport should cnsurc cI'fcctivc

usc of road accidcnt statistics to dcsign and redcsign roads to minimizc latalities in the

sub-scctor.

113.'l'he Committcc notcd that fast tracking of ncccssary laws, rcgulations and policics is

kcy in dclivcry of the allordablc housing agenda by closing thc housing gap.Dclivery

of 250,000 houscs pcr year through private scctor involvemcnt and incrcasing thc

numbcr of mortgages from 30,000 to 1,000,000 by cnabling low-cost mortgagcs of

Ksh.l0, 000 and bclow lor uptakc of housing units. Statc Dcpartmcnt of Ilousing and

Urban Dcvelopmcnt to submit to thc Scnatc all ncccssary laws and rcgulations to

support and facilitate thc delivcry of the targeted units.

114. Construction of 5 county headquartcrs is taking long pcriods dcspitc continuous

allocation of funds.'l'his continucs to afl-cct scrvicc dclivcry as wcll as wastc ol'public

rcsourccs through rcnting of spaccs for county staff. l'hc Committee rccommcnds that
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the 5 County Governments should submit to the Senatc the status and the reasons for

delay in the completion of the County headquartcrs.

3.8 STANDING COMMITTEE ON HEALTH

115. 'l'he Constitution clcarly distinguishcs the lunction of both National and County

Govcrnments. Schedulc 4 assigns hcalth functions to both lcvels of governmcnt. fhe

national govemment gives policy dircctions, capacity building and tcchnical support.

ll6. Ihe National Governmcnt is also in charge of National Referral Flospitals while the

County Governments is in charge of hcalth scrvice dclivery. IIowevcr, the 2023 BPS

allocatcd morc rcsourccs to the Ministry of Ilcalth as comparcd to allocations to all thc

47 counties combincd. 'I'he Committee recommends that thc National 'l'reasury should

appropriate conditional Grants for County Governmcnts for the implementation of

primary hcalthcarc intcrventions through provisions of additional rcsourccs undcr

County Govcrnmcnt Additional Allocation Act. 'fhc Committcc rcsolvcd to proposc

convcrsion of a total of Ksh.26 billion in proposcd budgctary allocations to the MoH to

conditional grants for thc counties as follows-

a) [,casing of Mcdical Ijquipment (MI1S Program);

b) Irmploymcnt of 20,000 hcalthcare workcrs and Community I{calth Voluntccrs

(CIIVs); and

c) purchasc of 25000 CIIV kits.

117.'l'he Committcc furthcr resolvcd to identify and isolatc lunding allocatcd to thc Moll

for thc delivery of primary health interventions and translcr thcm to County

governments.

118. On thc proposal lor thc employment of 20,000 healthcarc workcrs and CHWs by thc

National Govcrnment as containcd in thc IIPS, thc Committcc notcd that thc

implcmcntation of similar programs in thc past had lcfl County Govcrnments in thc

position of having to absorb thc staff at the end of their contractual period with the

National Government, without the translbr of rcquisite rcsources. Iror instance , whereas

the IIPS was making provision for thc cmploymcnt of additional hcalth workcrs, thc

late o1 5500 hcalth workers who werc cmploycd under thc UIIC program rcmained

unclcar. National treasury should allocate funds to counties for the cmploymcnt of
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Community Llealth Workers (CFIWs)I'he Committce also rcsolvcd to develop a legal

framcwork that would provide for thc ring-fcncing across the 4l counties through thc

establishment of I-Icalth Facility Boards, and the designation of Accounting Officcrs at

hcalth facility lcvel, in accordance with Articlc 207(l) of thc Constitution.

119. l'he Committee furthcr observed that the proposed cstablishmcnt of a l-Iealth Servicc

Commission (IISC) is not recognized under Articlc 248 of thc Constitution and may

undcrmine thc spirit of devolution.

120. 'l'he Committcc furthcr took notc that, whcrcas thc contractual pcriod of thc Managed

IJquipment Scrvice (MES) program had lapscd in2022, thc llPS 2023 had allocated a

budgct of Ksh.5.8 billion (approx. Ksh.124.4 million/county) for its cxtcnsion. 'l'hc

Committce recommends the following-

a) Submission of the'l'askforce Itcport that rccommcnded thc cxtcnsion of thc

MIIS Project to the Senatc;

b) Submission of copics of thc Intergovernmcntal Partnership Agrecments that

wcrc exccutcd betwccn thc MoII and thc County Governmcnts; and

c) Availing Copies of thc contractual agrccments with thc MIJS servicc

providers.

3.9 STANDING COMMITTEE ON AGRICULTURE, LIVESTOCK ANI)
FISHERIES

l2l. The Committec noted that the Agriculturc Scctor has a total allocation of Ksh.75.6

billion, Ksh.85.6 billion and Ksh.91.6 billion for I.'Y 2023124,[tY 2024/25 and IrY

2025/26 respcctively.'l'his compriscs Ksh.32.2 billion, Kshs.34.5 billion and Ksh.36.5

billion lor rccurrcnt cxpenditurc and Ksh.43.4 billion, Ksh.5l.l billion and Ksh.55.0

billion for developmcnt expcnditure for the samc period.

122.'l'he Committec also notcd that countics bcncfit from additional allocations from thc

dcvclopment partncrs in form of loans and grants to support agriculturc, livcslock and

fishcrics scctor as conditional allocations. 'l'hc Committcc rccommends that thc

National Treasury should provide additional lunding to reduce thc lunding gap on thc

budgct to the state dcpartments. 'this is becausc thc policies undcr thc scctor are dircct

drivors in thc achicvcment of thc llollom- Up'l'ranslormation Agenda.
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123. 'l'hc Committcc noted that thc 2023 IIPS has bccn prepared against a backdrop of global

cconomic slowdown occasioncd by a numbcr of factors including; thc ongoing Itussia-

Ukraine conflict, high global inflation, lingering eflccts of thc COVID-19 pandcmic,

and drought. I'he Committcc recommends that, arising from the worscning drought

conditions, thc national governmcnt should facilitatc morc lood supply in Northern

Kcnya and other rcgions that arc advcrscly affcctcd by drought. 'l'hc National

govcrnmcnt should have plans and stratcgies in place and wcll cspoused in thc budgct

policy statement with the objcctivc of making the country food and nutrition securc.

124.'fhe Committcc notcd that the Kcnyan cconomy rcmains highly dependent on the

agriculture sector, contributing on averagc 21.4 pcrccnt of thc GI)I'} dircctly, lorming

approximatcly 65 pcrccnt of Kenya's total exports and has thc highest cmployment

multiplicr in the cconomy. The Committcc recommends that the National Government

should provide a conditional grant to county govcrnments towards thc extonsion

scrvices program to cnsurc farmers gct appropriatc production tcchniques.

125. fhe Committee notcd that the agriculture sector is a dcvolvcd function as per Schcdule

4 of thc Constitution and counties are not allocating adequatc resourccs to the sector

yct it is thc highcst contributor to GDP. 'l'he Committcc rccommcnds that the County

Governmcnts should allocatc resources in support of thc National (iovernment I'olicy

of reducing post-harvcst losses in the agriculture scctor. 'l'he County Govcrnments need

to havc adata bank of farmers to cnsure thc intcnded bcneficiarics rcceivc the support

to avoid mismanagemcnt of thc subsidy. 'l'hc Committce furthcr recommcnds provision

ol'watcr Ibr irrigation in addition to thc provision of subsidizcd inputs and extcnsion

services that can spur agricultural productivity.

3.IO STANDING COMMITTEE ON ENERGY
126.'l'hc Committcc notes that thcre is a nccd for lucl subsidics/luel priccs stabilization

fund. I'hc Committec furthcr notes that there is need lor fast tracking of geothcrmal

plants by GDC and addressing pcrsistcnt high cost of elcctricity. 'l'hc Committec

rccommcnds that thc Ministry ol' Ilncrgy should dcvelop policics and thc lcgal

framework for the cstablishmcnt of the said Irund. 'I'hcrc is also nccd to lollow up and

implemcnt the recommendations of thc Presidcntial 'l'asklbrce lteport which was
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envisagcd to crcate a pathway for the reduction o1'elcctricity priccs as wcll as fast track

utilization of already developed gcothermal steams.

l2l.'l'hc Statc Department of Pctroleum has sct a targct of I)istribution of 100,000 6kg LPG

cylinders. The Committee notes that National Oil of Kcnya pilotcd thc samc project

undcr a project know us Mwanachi Gas Projcct. 'l'hc Projcct was suspcndcd aftcr

Consumcr Federation of Kcnya (COIrllK) wcnt to court citing that the cylinders

procurcd wcrc substandard. 'l'hc Committcc rccommcnds that prior to thc

commenccmcnt of this new projcct, an audit is donc on the Mwananchi Gas projcct.

128. l'he Committce notes that thc PIiM Act mandates thc National Treasury to disclose in

thc annual BPS, thc fiscal risks and contingent liabilitics arising lrom PPPs including

IPPS and terms of cngagcment. 'l'he Committcc Iurthcr obscrvcs that 'Ihc Statc

Dcpartmcnt of petrolcum nccds to submit nccessary laws and rcgulations to govcrn thc

cmerging IIV subsector to ensure proactive govcrnancc of thc sector and also submit

thc status of thc regulations undcr the Pctroleum Act, 2019.

129. 'l'hc proposed allocations to thc Statc Dcpartmcnt havc rcduccd by 1 8%o, rclativc to thc

allocations in the currcnt budgct (IlY 2022/23) including a rcduction of 13o/o in

dcvclopment allocations. 'l'hc Committcc rccommcnds that thc national treasury

allocatcs additional funds to the State Dcpartment.

130. I'hc Committcc recommends that KII'II{ACO should utilizc thc I'}PP proccss to build

additional transmission lines to ensure powcr stability in thc country.

l3l. IIPI{A as the rcgulator of thc cncrgy and Petrolcum subsector to cnsure compliance to

thc policy mcasurc of publishing quarterly systcm, financial and operational

pcrlormance rcports bcginning ncxt month March, 2023.Iiurlhcr, a copy of a rcport on

thc status of thc compliancc be submitted to the Senatc and thc rclcvant committcc ol'

thc Senatc on bi-annual basis highlighting actions taken in compliancc to abovc

rcsolution.

132.'|hat EPI{A, prior to increasing thc cost of clcctricity in thc country, should have a

consultative mccting with the Parliamcnt, to get thcir input and guidance on

mcchanisms or solutions of lowcr costs rather than incrcasing cost.
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133. Ihc Committcc notcd that thc govcrnment intcnds to pilot transmission lines through

PPPs. According to thc BPS, the spccilic projccts to bc undcrtakcn in partncrship with

the private sector through a PI'}P liamework are-

a) l65km - Loosuk - Lessos'fransmission Line, and

b) 72km - Kisumu-Musaga'l'ransmission Linc (and associatcd substations).

3.I1 STANDING COMMITTBE ON NATIONAL SBCURITY, DEFENCE AND
FOREIGN RELATIONS

134. The IIPS 2023 has not indicated any policy thrust relating to sccurity despite bcing

identificd as a kcy enabler in thc stratcgic prioritics arcas.

135. Iludgct allocation to National Govcrnment rcpresentativcs at the County is inadcquatc

despite having huge rcsponsibilitics on matters of security. Thc Committce furthcr

noted that County Commissioners and Deputy County Commissioncrs lacc financial

constraints in discharging their mandatcs, l'hc Committce rccommcnds that thc national

treasury should allocatc additional funds in thc FY 2023124 to reprcsentatives of thc

national govcrnment in counties cspccially those serving counties and sub-countics

with sccurity challengcs to cnablc thcm to dischargcs their mandatcs cffectively.

136. 'fhc Committcc notcd thc payroll managcmcnt of Policc is domicilcd undcr thc National

Police Servicc. 'l-his hampers the constitutional mandate of thc National Policc Scrvicc

Commission (NPSC) in acting on officcrs with disciplinary cascs. On this, the

Committee rccommcnds that the payroll ol'thc National Policc Scrvicc should bc

translbrrcd to the National Policc Scrvicc Commission as thc body in chargc ol'

recruitment and appointment within the National Police Scrvice within six (6) months

from thc adoption of this report.

137. 'l'hc Commitlcc obscrvcd that many ol gazelted policc stations and sub-county

headquarters arc yet to operationalizc; this is adverscly aflccting scrvice dclivcry to thc

peoplc. I'he Committcc recommends that thc National'frcasury should allocate funds

in thc l;Y 2023124 to cnsure full opcrationalization o1'the ncwly gazctted police stations

and sub-county headquartcrs.
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3.I2 STANDING COMMITTBE ON JUSTICE, LBGAL AFFAIRS, AND
HUMAN RIGHTS

138. The Committee observcd that most Counties owe money to various pension funds,

and thcse funds arc not being rcflccted in their pcnding bills stock, hencc posing a

great risk that thcsc liabilitics may not bc prioritizcd for payment. The Committee

rccommcnds that thc County governments should fast-track on thc unremittcd

pcnsion dcductions, and cnsurc that all thc accumulated deductions arc rcmitted

to thc rcspcctive pcnsion schcmcs.

139. The Committcc notcs that thc proposcd budget for the Office of thc Registrar of

I'>olitical Partics has bccn reduccd by Ksh.26.9 million from Ksh.2.126 billion

approvcd for FY 2022123 which compriscd Ksh.651 million for office opcrations

and Ksh.l.475 billion for Political Partics Fund (which is sharcd amongst the

political parties as per thc provisions of Scction 25 of the Political Partics Act). On this,

thc Committee rccommends that; 'l'he proposed budget lor the Rcgistrar of I'olitical

Partics bc incrcascd so that thc planncd programs and activitics arc implcmcntcd

accordingly. Additionally, this will facilitatc thc govcrnment's policy towards

strengthcning thc Olficc of the Rcgistrar ol-Political Partics (ORPP) by opening county

olfices as proposcd in the Iludgct policy statcmcnt.

140.'l'hc 2023 IIPS also proposes a dccreasc in budgctary allocation lbr thc ongoing

dcvelopmcnt projccts undcr thc State law olficc and thc Dcpartmcnt of Justicc and

llthics and Anli-Corruption Con-rmission. 'fhis will advcrscly allcct thc ongoing

rcfurbishment of rcgional officcs in Machakos, Kisii, Kisumu and Malindi, Installaticln

of Local Area Nctwork LAN at thc I lcadquartcrs, and thc I)rogram lbr Lcgal

Iimpowcrmcnt and Aid Dclivcry in Kcnya (PLllAD) and rclurbishment of IIACC

hcadquartcrs. 'l'his will adverscly affect thc implcmentation of thc aforemcntioncd

projects. 'l'here is also a need for incrcascd budgctary allocation lor thc aflectcd

dcvelopmcnt projccts undcr the Statc Law olficc and thc I)cpartmcnt of Justice, and

Ethics and Anti-Corruption Commission, to specd up thcir complction.
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l4l. l'hc Committcc observcd that Countics do not adhcre to thc financial objcctivc

principles, thus lacing fiscal risks such as high expcnditure on pcrsonncl cmolumcnts,

high levels o1'pcnding bills, and low actual dcvclopmcnt expenditures. 'l'hc Committec

rccommends that all County govcrnments should adhcrc to thc lcgal rcquiremcnts on

financial objcctives to ensure prudcnt usc of public rcsources so that citizcns canrealize

valuc {br moncy.

142.'fhe Committcc obscrvcd that the 2023 Iludgct Policy Statcmcnt rccommcnds

allocation o1'108 million arising from court lines as rcsult of contravention of county

lcgislations in the FY 2019120,2020121 and 2021122.'l'hc amount is duc to tcn (10)

countics and thc proposcd allocation is unconditional to boost thc rcvcnuc amounts of

the said counties (Kiambu, Nakuru, Nyeri, [,aikipia, Nairobi, Mombasa, Machakos,

Kitui, Kisumu and Migori). On this, the committce rccommcnds that the revcnucs

raised as a rcsult of contravcntion of County lcgislations in thc albrcmcntioncd financial

ycars should bc translcrrcd to thc respcctive county govcrnments to boost thcir

operations.

143. 'l'hc following salient issucs wcrc also brought to thc attcntion of thc committee:

a) Court Awards.

'I'he Committee observed that according to thc State of thc Judiciary and Administration

of Justice (SOJAR rcport) for FY 202112022, thc court awards stood at Kshs.l.08 trillion

and thcse bills continue to grow owing to intcrcst accruing ovcr thc pcriod thcy remain

unpaid. 'I-hc Committee rcsolved that Judiciary should givc updatcs and thc status of thc

Court Awards, how such court awards arose, particulars of the bcncficiarics and Court

rulings leading to the Awards.

b) Court Dcposits

'l'hc Committcc observcd that Judiciary held court dcposits and othcr funds held in trust

for third parties amounting to Ksh.6.69 billion by Junc 2022, and Ksh.362 million was

raised in the last lour financialyears (2019120-2022123) as intcrcst lrom court dcposits

held in commercial banks. 'l'he Committee raiscd conccrns on thc low amount received
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as interest and resolvcd that thc Judiciary should provide an update on thc intercst rate

charged and the expenditures associatcd with the amounts received.

3.13 STANDING COMMITTEE NATIONAL
OPPORTUNITY AND REGIONAL INTEGRATION

coHESION, EQUAL

The Committee obscrved the following in regard to the BPS 2023 and camc up with

the following-

a) Revicw the rolc of thc National Cohcsion and Intcgration Commission with a vicw

to repealing the NCIC Act.

b) Legislate an affirmative action framcwork to implemcnt Article 56 of the

Constitution regarding minorities and marginalized groups- The Committee should

be actively involved.

c) The Government to work with County Governments to provide one-street trading

premises for every 50 urban residents, with a view to increasing average daily

income of informal traders by Ksh.200 in line with thc Committee's objective of

ensuring improvement of quality of life and status of all pcrsons.

d) Climate change management- Climate change managcment instrumental in

management of conflicts. There are policies in the BPS in Environment sector that

are in line with this.

e) The issue of benefits because of hosting the UN-bodies in Nairobi and ways of

promoting international relations.

0 Operationalizc the Public Bcnefits Organizations Act and expand space for

Govcrnment-NGO partnerships and collaborations.
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CHAPTER 4

COMMITTEE, OI}SEIIVATIONS AND FINDINGS
145. Following discussions with kcy stakcholders, thc Committce made thc following

observations-

j) Dcspitc somc policy intcrvcntions al-lccting devolved and concurrcnt functions

such as in agriculturc, hcalth and watcr, thc National 'l'rcasury has not provided a

clcar lramework for collaboration with counties. A lack of clcar lramcwork ol'

collaboration bctwccn the two levels of govcrnment in thcse arcas contravencs thc

provisions of Articlc 6(2) of thc Constitution and may advcrscly alfcct thc ability

of countics to cfficicntly plan for thc cfficicnt delivcry of scrviccs in contravcntion

ol'Article 175 of thc Constitution.

k) Countics arc in thc proccss of linalizing thcir County Integrated I)evelopment

Plans yct the lburth Medium 'l'crm Plan is not yct in placc. As a rcsult, county

governmcnt dcvclopment plans risk not bcing anchorcd fully to the national

dcvclopmcnt agenda.

l) Implemcntation of conditional grants is not wcll structurcd as thcy arc

characlcrized by arbitrary introduction and do not havc a clcar monitoring and

evaluation mcchanism to determine whethcr the rcsourccs allocatcd through the

conditional grants aohievcd the intendcd objectivcs.

m) 'l'hc National'l'rcasury commits to ensurc that thcrc is a complctc transl'cr of county

lunctions within six months. IIowcvcr, it has not providcd a comprchcnsivc list of

county Iunctions that are still bcing pcrlormcd by thc national governmcnt and thc

framework of transfcr.

n) Dcspitc thc indication that thc national govcrnmcnt will providc a conditional grant

to countics {br purposcs of expansion ol thc school lbcding programmc, thc

National 'l'reasury has neithcr providcd any rcsourccs ftir this grant nor indicatcd

thc lramework of opcration.

o) 'l'hc additional conditional allocation lor construclion ol- counly headquartcrs has

been in placc since IrY 2017118 but continues to bc allocatcd rcsourccs.'l'hc

Committce is conccrned that this projcct is taking too long to complctc.
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p) The revenue projection is anchored on a high growth projection of 6.1 percent.

'I-here are many risks to this growth including internal shocks such as drought and

high cost of living; and extcrnal shocks such as the rising global inflation, thc

I{ussia-Ukraine conflict and projcctcd low global economic growth. l'hc

Committee notes, with concern, that if this growth is not achieved, the revenuc

projection will not be achieved which may lead to delayed release of funds to

county governments thereby undermining servicc dclivery.

q) 'l'he proposed equitablc share allocation to county govcrnmcnts is based on the last

audited accounts of 2019/2020 which have been audited and approved by thc

National Assembly. The Committee notcs that thc audited and approved amount

for FY 201912020 is Ksh.l.730 trillion and not Ksh.l.573 billion as indicated in

the BPS. Similarly, the allocation to the equalization fund is based on the last

audited accounts of FY 201912020 whosc amount is erroneously indicated.

r) 'I'hcre is an inequitable sharing of revenuc betwcen the two lcvcls of government

given that the national government proposed allocation for the IrY 2023/24 has

increased by 23 percent whilc the County allocation has increased by only 4.2

pcrcent.

s) l'he indication in the IIPS that in the mcdium term thc sharing of resourccs will bc

pcgged on financing constraints and not on thc budget may lead to countics

routinely being denicd resources especially givcn the tendency of the National

Treasury to overestimate revenues which then underperform in the course of the

ycar. Indccd, Article 219 of thc Constitution provides that rcsourccs to counties

should be released without delay and without deduction.

0 'I'he BPS has not given any policy guidclines on measures to be taken to unlock

arrears in allocation to the Equalization Iiund for thc previous financial years.

u) 'l'hc leasing of medical equipment continucs to rcccivc funding despite unclear

reporting on the progress made in the programme and the fact that some contracts

have expired. Indeed, at the time of execution of the contracts, the counties were

not fully appraised on the contents of thc contracts. 'l'he MES programme was also

not well aligned to county spccific needs and somc countics' rcquircmcnts werc

not adequately met.
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v) Ihe BPS has focused on pending bills to county governmcnts but not much

information is provided on pending bills under thc national govcrnmcnt and how

these will be addressed.

w) County governments are accumulating pending bills at a fast ratc and are not fully

adhering to the measures put in place to clear them. It is noted that of thc total

outstanding Ksh.l3l.35 billion pending bills in county govcrnments, Ksh.84.78

billion is owed by Nairobi City County.

x) With regard to the schedule provided indicating thc proposed transfer of library

services to counties, [,amu County has bccn allocated Ksh.20.2 million in FY

2023124 for library services yet it does not have a library. On the othcr hand,

Makueni county has not been allocated resources yet it has library services. This is

as per information carlier providcd to the committee by thc National'frcasury.

y) 'l'he BPS has not clcarly sequcnced the spccific programmcs and projects in line

with its implcmentation framework to determine which ones will be implemcnted

within which timeframe.

z) As of l4th January 2023, thcrc is a balance of Ksh.53, 296,105,826.76 in the

amount collccted for Fucl subsidy. 'I'he Committee further notes that oil marketing

companies are owed over Ksh.50 Billion in subsidies which has affected their

operations significantly. The Committee is aware that the govcrnment is in the

process minimizing the reliancc of subsidics on fuel.

aa)'l he State Dcpartment of Petroleum has set a target ol Distribution of 100,000 6kg

LPG cylinders. The National Oil Corporation of Kenya piloted a similar project

under thc Mwananchi gas project. The Project was suspendcd after Consumer

liederation of Kenya (COITEK) went to court becausc the cylindcrs procured were

substandard.

bb)'l'he Tullow Oil license for exploration has expired and they arc currently awaiting

the approval of thc field dcvelopment plan for South Lokichar. 'I'he field

dcvelopmcnt plan submitted by I'ullow was howevcr dcclincd.

cc) The fiscal responsibility principle requiring counties not to usc more than 35o/o of

their total revenue on wages and salaries requires a critical review and streamlining

of the county workforce to ensure this principle is met.
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dd)While the BPS 2023 proposes an unconditional allocation of ksh.l08.7 million to

ten county governments as proceeds from court fines collccted in the enforcement

of county legislation, these funds are actually county revenue collected by the

Judiciary on behalf of the rcspective counties and requirc a framcwork for their

direct remittance to the respective county govemments by the Judiciary.

ee) The inclusion of Ksh.425 million allocation to library services undcr the cquitable

sharc to countics prescnts a legal conccrn given that the equitablc share allocation

alrcady has a predetermined formula for disburscment among countics which

cannot be altered.

fl) the finalization and submission to Parliament lor approval of the "frameworkfor

sharing of mineral royalties' revenue among the nalional, county governments and

communities " under 'l'he Mining Act, 2016 is taking too long and this has lcd to a

delay in the sharing of revenue from mineral royalties betwccn the national

government, the county governmcnts and respective communities.

gg)Somc state corporations/state owned cntcrprises pcrform county/sharcd functions.

'Ihe lramework for privatization of these cntcrpriscs should bc undertakcn in a

manner that does not disrupt service delivcry to the citizcns.

hh)Whercas the Ilustlers fund meets a critical gap in terms of privatc sector credit

access, therc arc othcr existing funds such as thc Biashara Fund, Uwezo Fund,

Women Enterprise Fund and Youth Entcrprise Fund which were cstablished to

meet similar objectives. 'I'here is need to streamline these funds to avoid duplication

of cflort and rcducc opcrational costs.

ii) In order to incrcase private sector credit access, the govcrnment should target to

reduce domcstic borrowing in order to enable commercial banks to lend to the

private sector. 'l'his complementary effort will ensure that the provision of credit to

the private scctor is undertaken in a sustainablc manner.
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CHAPTER 5

COMMITTEE RE,COMMENDATIONS

146. 'l'he Committce made thc lollowing policy recommcndations-

Policy Recomnrendations
i) With thc flagship Programmes of thc national governmcnt largely touching on

dcvolvcd functions, the National Treasury should put in placc intcrgovcrnmental

agrcemcnts and collaborative lramcworks which clcarly state thc rolc of thc

countics to avoid duplication and cnsurc that thc national priority programmcs arc

implcmcntcd without intcrfcring with the opcrations of thc county govcrnments.

j) 'l'hc Intcrgovcrnmcntal Itclations l'cchnical Committcc should fast-track thc

process of unbundling, dclincation, costing and translcr of lunctions to County

Governments and submit a report to thc Scnate by April, 2023.

k) 1'hc National 'l'reasury should strictly adherc to the cash disburscmcnt schedulc

approvcd by thc Scnate to rcducc the creation of pcnding bills and intcrest chargcd

duc to dclay in contributions to thc pcnsion lunds.

l) 'l'he Kshs.385.4 billion proposed cquitablc share includcs Ksh.425 million

earmarkcd for salarics of respective staff of the 55 librarics transfcrrcd to 33

countics. 'l'hc funds should be transfcrred to the countics as a conditional allocation

undcr thc County Govcrnments Additional Allocations llill as opposcd to bcing

includcd in thc county govcrnmcnts sharc of nationally raiscd revcnuc undcr the

Division of Rcvenuc Bill.

m) Ihe National 'l'reasury should provide a list of the conditional allocations to

countics sincc dcvolution, its allocations and outpuls to the Scnatc by May, 2023.

n) In ordcr to achicvc the Universal Ilealth Covcragc, which is a priority programmc

lor national govcrnment, the national govemment should last traok thc adoption of

a liamcwork agrccmcnt on how thc targcted 20,000 healthcare workcrs and

Community Ilcalth Workcrs would be rccruitcd, rctaincd and the rcsourccs

rcquired to support this framework be availcd.

o) Io accommodatc thc plans by the National Govcmmcnt to cxtcnd thc school

lccding programmc in primary and liarly Child Dcvclopmcnt (liCD), thc National
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Treasury should include a conditional allocation for ECDE School feeding

programme in the County Additional Allocation 8111,2023 as envisaged in the

Budget Policy Statement.

p) Following conccrns rcgarding thc ECDE tcachcrs' rcmuneration and career

progression in the counties, the Council of Governors in collaboration with the

Teachers Service Commission and the Salarics and Remuneration Commission

should, within six months, develop a policy to standardizc lhe remuneration and

career progression of ECDE across counties.

q) Thc National 'Ireasury should not transfer funds to thc Mcdical Equipment

Services (MES) project for the I;Y 2023124 and should furnish the Senate with

copics of thc Intergovernmental Partncrship Agrccments that werc executed

between the MoII and the County Governments and copies of the contractual

agreements with the MES service providers by March,2023.

r) Drought has bccomc cyclic in nature and givcn thc intcnsity of the prcvailing

drought crisis, the National 'l'rcasury should fast-track thc financing and

implementation of projects related to drought mitigation.

s) That, within six months after approval of the 2023 BPS by Parliament, the State

Department for Roads should submit to the Scnate lcgislative proposals,

Regulations and Guidelines for the clfcctivc management and usc of the Road

Maintenance Levy lrund in compliance with the primary objectives of devolved

functions towards roads and transportation. This will promotc accountable and

effectivc use of the liund.

0 The National 'I'reasury in collaboration with Kenya Roads Iloard should put in

place necessary mechanisms to ensure the Road Maintenance Irucl Lcvy fund is

disbursed to counties as an additional allocation to counties.

u) That the State Dcpartment lor Public Works should submit to thc Scnate, within

six months of the approval of the BPS 2023, a status report on the delaycd

construction of the 5 county headquarters highlighting the funding and

implementation status as well as the causs of the delays in completion of the

projccts.
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v) The Committee recommends that while the government rcduccs subsidics on fuel,

the State Department for Petroleum should comc up with mechanisms which

include reviving National Oil Corporation of Kenya (NOCK) for importing fuel for

the Country. Additionally, the Committee recommcnds that Oil Marketing

Companies should be paid what is owed in ordcr to avoid a fuel crisis similar to the

one that occurred.

w) Prior to commencement of thc distribution of the 6kg I-PG gas cylinders which is

a new projcct, an audit should be done on the Mwananchi Gas Projcct.

x) 'l'he Statc Department for Petrolcum has sct a targct of approving the Iricld

Development Plan for South Lokichar, Tullow Oil should therefore submit the

required field development plan by May,2023 to enable Kenya to fulfill its goal of

being an oil producing country.

y) 'I'he National Treasury must comply with the constitutional rcquiremcnts rclated to

the Equalization Fund and submit to the Senate, within thirty days of approval of

IIPS 2023, a framework on how they intend to clcar thc arrears of monies due to

thc Fund.

z) l.'ast-tracking of the development and enactment of a legal lramcwork to cnable the

direct remittance to counties of court fines collectcd in the enforccment of county

legislation.

aa)'l'he National'I'rcasury should put in placc mechanisms to scnsitize mcmbcrs of the

public on the bencfits of the Ifustler Fund. Further, the National 'I'reasury should

harmonize all Funds cstablished to promote financial inclusion under the PFM Act

in order to ensure the Irunds achieve their purpose and avoid duplication.

bb)'fhe National l'rcasury to develop guidclincs to cnablc county governments to

benefit from the Contribution in Lieu of Itates (CILOR) payments.

cc)'fhe National 'freasury should develop a policy dctailing measures on stabilization

of thc pricc of common consumer goods.

dd)'l'he computation for thc total amount to bc sct asidc for thc liqualization Iiund

under Article 204(l) of the Constitution must be onc half percent of all the revenue

collected by the national government calculated on the basis of revenue received,

as approved by thc National Assembly.
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ee) The growth in county cquitable share should bc at least 8.4% of the projected

revcnue growth from IrY 2022123 to 2023124. This will take into account inflation

and increased demand in invcstment in agriculturc and watcr as a rcsponse to the

drought situation.

ff) The proposed programme under which the Ministry of Ilealth in collaboration with

counties intends to employ 20,000 healthcare workers should be supported through

a conditional addition to counties.

Financial Recom mendations

139.'Ihe Committee made the following financial recommendations-

(6) fhc proposcd allocation of shareablc revcnue to County (iovcrnmcnts lor

FY 2023/24 should be Ksh.407.0 Billion.

(7) Thc County Additional Allocations should be Ksh.48.5 Ilillion of which-

a) Supplement for Construction of County I{Qs- Ksh.454

million

b) Road Maintenance Levy Fund - Ksh.10 billion

c) Transfer of Library Services - Ksh.425 million

d) Aggregated industrial parks programme - Ksh.4.7 billion

e) Allocation from Devclopment Partncrs in the form of Loans

and Grants-Ksh.33. 192 Billion

(8) That, thc lriscal Deficit (on commitment basis including grants) for the FY

2023124 bc binding at Ksh.720.l billion (4.4o of GDI').
(9)'Ihc National 'l'rcasury should adopt thc balanccd domcstic-cxtcrnal

financing strategy as contained in the M'IDS of 50o/o net domestic

borrowing and 50o/o net external borrowing for the I:Y 2023124.

(10) That the allocation to the Equalization F-und for FY 2023/2024 be set at

Ksh.8.65 billion in line with the most reccnt auditcd accounts, approved by the

National Asscmbly (Ksh.1.730 trillion, [iY 2019120)
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M I N/SF]N/SCF&I}/It4l2023 PII EI,IMINARIES

'l'hc Chairpcrson callcd thc rnccting to ordcr a1 9.30 a.m. 'l'his was lirllowcd by a word

ol'praycr.
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M T N/S EN/SC F'& I}/It5/2023 ADOPTION OI.' TI II.] A(}I]NDA
'l'hc agcnda was adoptcd altcr it was proposcd by Scn. (l)r.) Iloni Khalwalc, CIIS, MP

and secondcd by Scn. 'l'abitha Karanja Kcrochc, MP as listcd bclow-

l. Praycr;

2. Adoption of thc Agcnda;

3. Confirmation of Minutes of thc 7'n,8tn,gth, 10th, llth, l2tl', l3th, 14th, l5th and l6th

sitting;

4. Matters arising from the Minutcs of thc prcvious sittings;

5. Consideration and adoption of the rcport on the 2023 l\udgct Policy Statcmcnt

and thc Medium-'l'crm Dcbt Management Strategy (Committee Paper No. l5);
6. Any Othcr Ilusiness; and

7. Ncxt Mccting and Adjournmcnt.

MIN/SEN/SCF&I}/II612023 CONFIRMATION O MINUTE,S OFTHE
PREVIOUS SI'I'TIN(;S

'l'hc Committcc confirmcd thc minutcs of thc prcvious mcctings as lollows-

a) 'l'hc Minutcs of thc Scvcnth sitting hcld on Wcdncsday, 8th licbruary, 2023 al

9.00 a.m. wcrc confirmcd as a true rccord of thc proccedings of the committcc
having bccn proposcd by Sen. Maurccn Tabitha Mutinda, MP, and sccondcd by
Scn. Shakila Abdalla Mohamed, MP;

b) 'l'hc Minutcs of thc Ilighth sitting hcld on Wcdncsday, 8tr'Fcbruary,2023 at2.00

p.m. wcrc confirmcd as a truc rccord of tho procecdings of thc committcc having

bccn proposed by Scn. Shakila Abdalla Mohamcd, MP, and secondcd by Scn.

Maurccn'fabitha Mutinda, MP;

c) 'l'hc Minutcs o1'ths Ninth sitting hcld on Wcdncsday, Srl'licbruary,2023 at 4.00

p.m. wcrc conl'irmcd as a truc rccord of thc procccdings of thc committec having

bccn proposcd by Scn. Shakila Abdalla Mohamcd, MP, and secondcd by Scn.

Maurccn'fabitha Mutinda, MP;

d) 'l'hc Minutcs ol'thc'l'wclfth sitting hcld on Wcdncsday, l5tl'I;ebruary,2023 at

10.00 a.m. wcrc confirmed as a true rccord of tho procccdings of thc committcc

having bcen proposcd by Scn. (Dr.) Iloni Khalwalc, CIIS, MP, and secondcd by

Scn. Shakila Abdalla Mohamcd, MP;

c) 'l'hc Minutcs of thc 'l'hirtccnth sitting hcld on'l'ucsday, 2l't l;cbruary,2023 at

8.00 a.m. wcrc confirmcd as a true record of thc procccdings of thc committcc

having bccn proposcd by Scn. Shakila Abdalla Mohamcd, MP, and sccondcd by

Scn. Maurcen'l'abitha Mutinda, MP;
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l) 'l'hc Minutcs of thc liourtccnth,sitting hcld on Wcdncsday, 22nd l;ebruary, 2023

at 9.00 a.m. wcrc confirmcd as a true rccord of thc procccdings of thc committec

having bccn proposcd by Sen. 'l'abitha Karanja Kcroche, MP, and sccondcd by

Scn. Maurccn'l'abitha Mutinda, MP;

g) 'l'hc Minutcs ol'thc Fiflecnth sitting hcld on 'l'hursday, 23'd licbruary, 2023at

9.00 a.m. wcrc confirmed as a true rccord of thc procccdings of thc committec

having bccn proposed by Scn. (Dr.) Iloni Khalwalc, CIJS, MP, and sccondcd by

Scn. Shakila Abdalla Mohamcd, MP;

h) 'l'hc Minutcs of thc Sixtccnth sitting hcld on l;riday, 24tr' l;cbruary,2023 at 10.00

a.m. wcrc conllrmcd as a true rccord of the procecdings of the committcc having

bccn proposed by Scn. Shakila Abdalla Mohamcd, MP, and sccondcd by Scn.

Maureen 'l'abitha Mutinda, MP; and

i) Confirmation o1'minutcs o[ 10tl'and I ltl'mccling was dcl-crrcd.

M I N/S I,l N/S C F'& I]/8 7/2 023 C ONS I D E RAT I ON O I,' TII I,l DRA I,'T lt I,ll'OItT
()N TIIE 2023 IIUDGI,I'I I'OLICY STA 'I'EMI,lN'I'

PAPER NO. I

'l'hc Committcc was takcn through Committcc Papcr No. 15. 'l'ho Committcc notcd thc

contcnts of thc Papcr.

'l'hc Committcc procccded to considcr thc drafl rcport on thc 2023 Budgct Policy

Statomcnt. 'l'hc Committcc was takcn through thc ovcrvicw ol' thc 2023 llPS and a

summary of submissions from thc lollowing stakeholdcrs-

a)'l'hc National'l'rcasury;
b) 'l'hc Commission on Revcnue Allocation;
c) 'l'hc Council ol'Govcmors (CoG);

d) 'l'hc Institutc ol'Ccrtificd I'ublic Accountants ol'Kcnya (ICI'AK);
c) 1'hc Intcrnational Iludgct I)artncrship, Kcnya(lllP-f),
{) 'l'hc Institute of Social Accountability ('l'lSA); and

g) 1'hc Institutc of Ilconomic Affairs (IIIA).

M I N/S I,l N/SC l'& B/tltt/2 023 AD.IOT]RNMT]N'I'

'l'hcrc bcing no clthcr busincss lor considcration, thc mccting was adjourncd at 13.35

p.m. 'l'hc Ncxt mccting on Monday, 27tl' l;cbruary,2023 at 2: 30 p.m.

D A r E, . a81 p.?*.aare-S. .SIGNA

sEN. (CAPI'.) ALI IIIRAIIIM llOIlA, EGI'I, Ml'>.

(cIIATRPFIRSON)
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Clcrk Assistant

Deputy Director, PIIO
liiscal Analyst
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Rcscarcher

Itcsearchcr

Scrjcant-at-Arms
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AT}S E,N'I' WITH AI'OI,OGY
9. Scn. Mohamcd lakiMwinyihaji. MP

SECRI,I'I'AIUAT
1. Mr. Ilonifacc Lcnairoshi

2. Mr. Christopher Gitonga

3. Ms. Beverlync Chivadika

4. Ms. [.ucy Makara

5. Ms. Amran Mursal
6. Ms. Milliccnt Makina
l. Mr. Kioko Kiminza
8. Ms. Joan Mahinda

9. Mr. Sckento'l'onkci
10. Mr. Abdallah Mborc
I l. Ms. Iilijah Ichwara

MIN/SEN/SCl-&t]/89/2023 I'}ItELIMINARII,IS

Thc Chairpcrson called thc mccting to ordcr at 3.30 p.m. 'l'his was lollowcd by a word

ofpraycr.
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FEI}RUARY. 2023 A'I' F'OUR I'OINTS I}Y SIIERA'TON. AITII'OITT IN
RWENZOIII CONFEIIENCI,I IIALL I'ltOM 2.30 l'.M.



MIN/ST]N/SCF& I}/90/2023 ADOPTION OI.' THE, AGENDA
'l'hc agcnda was adoptcd altcr it was proposed by Sen. (Dr.) Iloni Khalwale, CIIS, MP
and sccondcd by Scn. Maurccn 'I abitha Mutinda, MP as listcd bclow-

1. Praycr;

2. Adoption ol-thc Agcnda;

3. I{csumption of thc considcration and adoption of thc rcport on thc 2023 I}udgel
Policy Statcmcnt;

4. Any Othcr lJusincss; and

5. Ncxt Mceting and Adjournmcnt.

MINiSEN/SCF&I}/9Il2023 RESUMPTIONOFCONSIDERATIONOI.-TIIE
DRAIIT llEPOIrT ON TTIE 2023 I}UDGE,T
POLICY S'IA'I'EMI.]NT

'l'hc Committcc rcsumcd considcration of thc dralt rcport on the 2023 IIPS on
submissions from othcr Scnatc Standing Committees, Committcc observations, and

rccommcndations.

'I'hc Committcc unanimously adoptcd thc rcporl having bccn proposcd by Scn. Iiddy
(iichcru Okctch, MP, and sccondcd by Scn. 'l'abitha Karanja Kcrochc, MI), with among
othcrs, thc lollowing financial recommcndations-

Financial Recommcndation
a) 1'hc proposcd allocation of sharcablc rcvcnue 1o County (iovcmmcnts lor l;Y

2023/24 should bc Kshs. 407.0llillion.
b) 'l'hc County Additional Allocations should bc Kshs.48.5 Ilillion of which-

i. Supplcmcnt lor Construction of County IIQs- Kshs. 454 million
ii. Road Maintcnancc l.cvy Fund - Kshs. 10 billion
iii. 'l'ransfcr of Library Scrviccs - Kshs. 425 million
iv. Aggrcgatcd industrial parks programmc - Kshs. 4.7 billion
v. Allocation from I)cvclopment Partncrs in the form of Loans and

Grants-Kshs. 33.192 llillion
c) 'l'hat, thc Iriscal Dcficit (on commitmcnt basis including grants) lor thc FY

2023/24 bc binding at Kshs. 720.1billion (4.4oh of GDI').
d) 'l'hc Nalional 'l'rcasury should adopt thc balanccd domcstic-cxtcrnal

financing stratcgy as containcd in the MI'DS ol 50Yo net domcstic borrowing
and 50o/o net cxtcrnal borrowing for thc I;Y 2023/24.

c) 'l'hat thc allocation to thc Ilqualization liund lor liY 202312024 bc sct at

Kshs. tt.65 billion in linc with thc most rccent auditcd accounts, approvcd by
thc National Asscmbly (Ksh. 1.130 trillion, I;Y 2019/20)
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N/SCF&ri 19212023 AD.IOUITNMEN'I'

bcing no othcr busincss for consideration, thc mccting was adjourncd at 5:30

m. 'l'he Next on Monday, 27th Fcbruary,2023 at 5:40 p.m.

^rEAd)E.aJa*.>B
SIGNA

sEN. (CAI'T.) ALI IBRAHIM ROtlA, IIGIT, Mt.

(cTTATRPERSON)
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Illc lnslilulr lor Social Accorrntlrbilitr

SUBMISSIONS BY INSTITUTE FOR SOCIAL ACCO ABILITY (TISA) ON
THE BUDGET POLICY STATEMENT AND THE MEDIUM TERM DEBT

STRATEGY PAPER 2023124

22ND FEBRUARY 2023

INTRODUCTION

Pursuant to the call for public pafticipation and submissions by the National Treasury on 18tl'
January 2023, the following are submissions by The Institute for Social Accountability
(TISA) towards the draft 2023 Budget Policy Statement (BPS) for the MTEF 202312024 to
2025/26 budget. The submissions have been updated to respond to the call for public
participation for the budget policy paper 2023 submitted to the parliament made on 15th
February 2023. Budget preparation kicks off as the govefflment rolls out the fourth medium
terms plan for the country. The submission is based on the need for prudence, transparency,
accountability, protection of a devolved system of governance and public participation in
managing Kenya's public finance and fiscal priorities and policy goals.

TISA commends the tax measures and policy positions proposed in the BPS to shore up
revenue collection efforts by the Kenya Revenue Authority (KRA) to Kshs.3 trillion in the
financial year 202312024 and Kshs.4 trillion in the medium term. The improved revenue
performance will lower the budget deficit, reducing the public debt required to meet the budget
deficit. Acknowledging the government's need for friendly fiscal consolidation measures is
also welcome. Still, it should be accompanied by demonstrating how it intends to improve
transparency and accountability and the measures it will take to cushion the public against the
harmful effects of fiscal consolidation. Additionally lauds the BPS for adhering to the rule of
law, including the commitment to support independence and resourcing of independent
institutions and offices and continued adherence to the constitutional budget procedure in
dividing revenue between the national and county governments.

TISA seeks to provide general recommendations for improvement of the BPS around the
following areas:

A. Adherence to the public participation guidelines to enable effcctive stakeholder
engagement as the budget-making process is a matter of national importance and create
a mechanism for feedback to all actors who submit proposals.

B. Respect for the rule of law and a commitment to the devolved system of government .

C. Adoption of alternative revenue-raising measures like the wealth tax alluded to by the
president as a way of raising more revenue and reducing inequality.rl
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D. Provision of robust fi'ameworks around the accountability of the proposed public-
private partnerships and feasibility assessment for the proposed irrigation projects to
provide a value-for-money assessment before investing taxpayer's money.

E. Increased social spending investment towards pro-poor sectors such as health,
agriculture, and education, which have the most effect on the poor and vulnerable and
address inequalities.

F. Enhanced budget allocation to the Governance, Justice, and Law Organizations
(GJLOs) discussed under the governance proviso in the BPS to enhance adherence to
the rule of law and protection of the values and resources of the Kenyan people in line
with the constitution of Kenya (2010)

G. Striking an equitable balance between domestic resource mobilisation and addressing
the high cost of living for all, especially those below the poverty line.

H. Prudent debt acquisition, utilization, and analysis of the Medium Term Debt Strategy
Paper.

PROPOSED AREAS OF IMPROVEMENT TO THE BPS

l. Public Participation

Public participation allows citizens to get involved in government issues that concern them,
including the budget-making process, and it ensures that citizens are heard and can actively
participate in decisions that impact theirneeds. It is one of the national principles andvalues
of governance that allows citizens to get involved in government issues that concem them, per
article 10 of the constitution. Additionally, it allows citizens to get involved in government
issues that concern allows citizens to get involved in govemment issues that concern allows
citizens to get involved in government issues that conceln one of the key objectives of
devolution to ensure that powers of self-governance are given to the people to enhance their
participation in the exercise of the powers of the state and in making decisions affecting them
as stated in Article 774c, Constitution of Kenya.

Although the government, thlough the treasury, issued a notice inviting members of the public
to submit comments to the Budget Policy Statement, the notice only provided for a meagre
period of four working days seeing as the notice was issued on l Stl' January 2023 with the
subrnissions expected by 24tt' January 2023. The same trend appears to have recurred with a
short notioe issued by Senate on 1Stl' February, with submission deadline capped at 22,d
February 2023. The principles of public participation state that there should be provision of
timely and relevant information and that the information should be accessible to all members
of the public so that they are aware and can engage in decisions that affect them. The BPS is a
critical yet complex document whose participation would require adequate time to engage most
people in the language they understand. The principles also state that it should be a two-way
process with feedback given to citizens on decisions, actions taken, and results achieved by the
courty government. Currently, the notice provided may lock out some citizens from sharing
subrnissions given that the budget policy statement is technical and may require more time for
members of the public to internalize and provide comments and proposals to inform the final
budget 2023124. In addition, citizens rarely get feedback on the number of adopted proposalsc!
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and justification for not adopting other proposals, as there is no feedback mechanism between
the National Treasury and citizens.

Proposals

The short notice violates the meaningful public participation requirement by the constitution
and a means of achieving a tokenistic approach to public participation. We propose that
Parliament demands from national treasury issuance of proper notice for memoranda towards
issues of high public interest, like the budget-making process, which determines priorities for
budgetary allocations. The short notice given for proposal consolidation and submission from
the public needs to be longer, given the sensitivity and severity of the issue and the social
contract considered. National Treasury should issue enough notice of at least two weeks to
allow for consultation among stakeholders to give meaningful submissions.

2. Pending Bills

Pending bills and delayed payments are now a critical problem in all government tenders.
Research indicates that procurement entities should be more careful with the guidelines of the
Public Procurement and Asset Disposal regulations on the need to pay for the supply of goods
and services after thirty days. Currently, most counties do not prioritize the payment of debt,
unlike the case of the national goverrunent, which performs better. This is largely a political
issue that requires political accountability to resolve. The exchequer releases most of the time
are irregular and make it difficult for county governments to meet their obligations.
Comparatively, the National Government entities are prioritized in exchequer releases and
would prioritize their payments. The county governments are adversely affected because of
late disbursements of financing. At times the National Treasury is not able to raise enough
money to pay for work done because the payments are only budgeted for after the completion
of work

The budget policy statement notes the pending bills as one of the bottlenecks confronting the
Kenyan economy and even proposes measures to address pending bills. These include a
Circular No.2/2022 dated 24th March 2022, issued by the National Treasury informing all
Governors and County Executive Committee Members (CECMs) for Finance to urgently
ensure outstanding pending bills are paid as soon as possible to cornply with the PFM act and,
most importantly, avoid disrupting the operations and other financial obligations of the county
government due to stoppage of monthly disbursements. Despite these measures, county
governments continue to report many pending bills that still need to be paid, negatively
impacting the business community and the economy. They also affect people who engage in
business with the government. In particular, they have dealt a blow to the effectiveness of
Access to Government Procurement Opportunities (AGPO) which seeks to foster the inclusion
of marginalized groups like women, youth and persons with disability by delaying payment
hence keeping most of them in debt and not able to raise money to continue engaging in
business. This has pushed these marginalized deeper into poverty and debt.

Pending bills are a liability to counties and weaken general county economic activities since
suppliers need to be paid to manage day-to-day operations. A report by the Controller of Budget
(CoB) indicates that by 2lst December 2022, Counties had settled Ksh. 22.9 billion (47.6% of
the eligible pending bills), leaving an outstanding balance of Kshs. 25.1 billion and a total of



Ksh. 1.8 billion of the ineligible pending bills had been paid by the County Governments
simultaneously, leaving a balance of Ksh. 106.2 billion. To this end, the President in June 2019
directed that county governments clear existing pending bills that had been approved for
payment, reiterated by the National Treasury. Still, the level of compliance could be higher in
most counties. The recent directive is that Counties should treat pending bill as a first charge
on the County Revenue Fund and fast-track its clearance.

Although there are commitments to ensuring pending bills are prioritized in the budget policy
statement 2023124, implementation of the previous commitments to settle pending bills as a
priority often has yet to be seen given the year in year out pending bills accumulation. As
explained by counties, the problem is often linked to delayed disbursements by the treasury.
This inevitably increases the cost of business with the government, where suppliers quote a

high price to cover the inordinate delay.

Proposal

In ensuring pending bills are cleared, the National Government should increase allocations for
County Governments to clear pending bills and peg future disbursement to counties based on
evidence of paid-up pending bills as outlined in the County Government Payment Plans, which
counties are to submit to the National Treasury and the Controller of Budget.

According to Section 94 (1) (a) of the PFM Act,2012, failure to make any paymentsas and
uzhen due by a State organ or a public entity may indicate a serious material breach or a

persistent material breach of measures established under the Act. In this context, Article 225
of the Constitution, together with Section 96 of the PFM Act, gives the Cabinet Secretary
responsible for Finance powers to stop the transfer of funds to the concerned State organ.
However, the same may not be viable to the cyclical nature of the problem. We propose that
the public finance actors commit to implementing the reforms made by the public finance
management reform secretariat and ensure efficiency in all stages of public finance from
planning to implementing and discharging liability. We also recommend that a mechanism for
holding all actors who breach their liabilities when it comes to pending bills is developed for
national government and county governments bills to deter the accumulation of pending bills.

3. Own Source of Revenue

Under Devolution, the BPS outlines the need to increase County Governments' own source
revenue. A report of the County Governments by the Commission on Revenue Allocation on
Comprehensive Own Source Revenue Potential and Tax Gap published in June2022 estimates
the revenue potential of all47 County Governments at Ksh. 215.6 billion against the current
owrl source revenue collections of Kshs 35.9 billion in FY 2021122. To improve their OSR
(Ovn Source Revenue) collections, the report recommends adopting automatic and cashless
payment systems and streamlining taxation and fees structure by the County Governments. In
addition, the report recommends strengthening collaboration and data sharing between
different organizations and departments within and outside the County Governments to enable
the Counties to monitor their revenue base, evaluate their revenue-raising activities, and adopt
an evidence-based approach to OSR policy decision-making.
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In the wake of the current fiscal landscape, there is a need for effective and efficient domestic
revenue mobilization. With tax being the main source of government revenue, it is laudable
that the government has put in an array of tax measures and policy positions in a bid to shore
up revenue collection efforts by the Kenya Revenue Authority to Kshs.3 trillion in the financial
year 202312024 and Kshs.4 trillion in the medium term.

In the recent past, the measures put in place have been regressive and punitive, especially to
ordinary citizens, as they have mostly targeted consumption taxes such as VAT that apply
uniformly across the board. Consumers continue to decry the high cost of living as a result of
the high cost of basic commodities which is directly linked to the high cost of production due
to the high LPG and energy costs.

We take note of that the proposals made in the draft BPS are progressive as they involve
bolstering efficiency in revenue collection by reducing taxation gaps as well as growing the tax
base, targeting the informal sector. Most of the proposals align with the recommendations of
the lirir tax monitot'report released in2022 by Oxfam and Tax Justice Network Africa (TJNA).

Proposal

There is a need for the government to review and reduce VAT of LPG and Energy products
that have a direct effect on the cost of production in order to bring down the overall cost of
living.

Under own source revenue, there is the need to clarifu the assignment of revenue-raising
powers between the two levels of Govemment and among Counties: County Governments are
entrusted with fiscal powers to raise revenue to finance their functions, but there are overlaps
and duplications between the two levels of Government. Disputes have arisen between the two
levels of Government and among the Counties regarding who should collect certain types of
revenue (e.g., for outdoor advertising and cess) and how revenue should be shared, where a
revenue base sits between two or more Counties.

Also, there is a need for a proper legal framework, policies, and guidelines on own-source
revenue and the operationalization of the County Revenue Bills to guide this process. Finally,
county govemments should prioritize identifying opportunities for optimizing Counties' own
source revenue and examining possibilities of increasing efficiency through a resource audit
that will inform the expansion of the base for the imposition of assigned taxes, fees, and
clurges.

5. Protection of Devolution

Division of Revenue, which ensures division revenue raised by the national government among
the national and county levels of government in accordance with the Constitution has been well
captured in the BPS. Despite devolution being a key aspect of service delivery in Kenya, the
allocations to county government have been declining. The provisions stand at 24.5 percent of
the last audited accounts (1573.42 billion for FY20l 9120) which is on the lower side.

The County governments have also in the recent past complained about disbursement delays
and called on the national government to put in place mechanisms that will ensure swift
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disbursement of funds to the devolved units. We join these calls in urging that Parliament
supports counties in timely disbursement, which has previously affected county operations.

On the audited accounts to be used as the basis for the FY 2023124 division of revenue
allocation the BPS uses the accounts of FY 2Ol9/20 as the basis. The question of whether
audited accounts older than two financial years could be used to determine the revenue
allocation still stands. l'he Court held that considering the 9-month audit timeline in Articles
229(4) and (8), "the most recent audited accounts of revenue received as approved by the
National Assembly' must be the audited accounts for the preceding year".

The BPS commits to operationalizing the Equalization Fund, which was first operationalized
using guidelines on its administration published in gazette notice No. 171 1 of 13th March ZOl5.
However, the High Court ruling on petition No.27212016 on 5th November 2019 quashed the
guidelines. This, in effect, disbanded the Equalization Fund Advisory Board (EFAB) and
stopped any further expenditures from the Equalization Fund.

The BPS proposes to focus on the agricultural, MSMES and health sectors as areas of focus
for the current government and the same is evidenced in the BPS. We take note that health and
agriculture are primarily devolved functions which would be implemented best by county
governments.

Proposal

On the division of revenue, there is need to progressively increase the percentage of the
allocation made to the counties. The allocation to the counties should be at least 30 percent of
the audited accounts set aside for revenue allocation to counties. This will reflect the increased
growth in demand for services at that level of governance. Allocation of more resources to the
counties should be addressed so as to maintain the gains already made through devolution of
public services. Revenue projections should be realistic since the ambitious nature of National
Treasury's revenue projections negatively affect revenlle sharing between the national and
county governments. The Commission on Revenue Allocatiorr (CRA) for instance
recommended that based on a revenue projection of Ksh. 2,142 billion for the financial year
2022/23, the national government be allocated Ksh. 1,765.2 billion, county government Ksh.
370 billion and Equalisation Fund Ksh. 6.8 billion. The Commission further recommends that
the projected revenue increase of Ksh.366.4 billion above the financial year 2O2l/22 estimate
of Ksh.1,775.6 billion if realised, be used to reduce the national government's fiscal deficit as
a matter of national interest.

l'he audited accounts for FY2020l2l approved by the Parliament should be used as a basis for
the 2023/24 FY revenue division. These are yet to be approved by parliament and it is
imperative that parliament works to improve this and ensure that we comply in adhering to this
legal requirement.

There is also need for legislative clarity on explicit timelines for the approval of the Division
of Revenue Bill and County Allocation of Revenue Bill as they have been tabled in Parliament
to address delays in release of funds to counties

On the Equalization Fund, there is the need to expedite the operationalisation of the fund as the
Board has been properly constituted to enable the marginalised counties to reap the benefits
enshrined in the constitution. The implementation must, however ensure that roles by the board
for devolved functions are defined and do not encroach on the role of the county governments.
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We also call on the Senate to create a mechanism to ensure the intended inclusion of the
marginalised groups is attained. In addition, the National Government needs to create
awareness of the administration of the fund and ensure the participation of the marginalised
communities in the identification, implementation, monitoring and evaluation of the projects
to be implemented through the fund. We hope that the implementation can help with lessons
of how best to ensure the parlicipation of the people, including the most vulnerable and
marginalised in government processes even after the equalisation fund is wound up by the
sunset clause of20 years.

On devolved functions, we note the steps proposed to cancel the contract to lease rnedical
equipment, which was conducted against the principles ol'public finance and devolution of
power. We urge that the senate takes measures to guard against the agriculture and health
sectors which are largely devolved. The distribution of agricultural inputs like lertilizer seem
to be residing with the

6. Dcbt Strategl,

TISA takes note of the proposals made by the National 1'reasury to improve Kenya's debt
status. We note that the strategy makes proposals for: reducing the overall fiscal deficit;
increasing the national exporl capacity; strengthening the capacity for domestic and
concessional borrowing; and establishing the sinking fund, among others. These proposals are
in line with a TISA repoft released rn2022 titled, "Transporency ond Accountability in Public
Debt Management: Afocus on Kenya's Past Eurobonds. 'l'l-re report is available ircle.

Transparcncy & Accountability in Sovereign Bonds

The MTDSP (Medium Term Debt Strategy Paper) needs to include important commitments by
the National Treasury on Transparency and accountability in sovereign bonds that will be

floated in the medium term. We take note that Eurobond issuance has been a significant
component of Kenya's national debt, with about four (4) Eurobonds so far issued between 2014
and 202I. However, there have been concerns with the manner in which the Kenyan
government has handled these sovereign bonds, including limited information available that
indicates that the funds were used to finance budget deficit, repay maturing loans, and finance
infrastructure projects that don't have any immediate returns. Considering the maturity profile
of Eurobonds, which is relatively short, it is clear that the manner in which the Eurobond
proceeds have been used in Kenya rneans that the debt cannot repay itself hence may be

unsustainable in the long term.

Due to the short maturity profile of Eurobonds, Kenya will be faced with a concentration of
maturing Eurobond obligations between 2024 and 20281, which the MTDSP notes, but fails to
provide detailed commitments on the mitigation risks that this will have on public service
delivery. Coupled with this, is the observation (section 36), that the average time to maturity
of debt reduced to 8.8 years compared to 9 years in202l.

Given the current high debt levels, enhancement of debt transparency and accountability
initiatives in line with the constitution in Article 201 is paramount. ln line with this, the
National Treasury ought to ensure that the public debt register is availed to Parliament with
full quantification of Kenya's Public debt stock as defined under Article 274, which includes
debt disbursed and debt commitments already entered.

1 Fllrobond-Stucll,-Report. pcl I ( t i sa. co. kc)
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Analysis on Key Sections within the MTDSP

1. Section 40 - About 49o/o of Kenya's public debt is held in foreign currencies, which exposes
the ecouomy to higli foreign exchange rate volatility risks. Major currencies include the US
dollar at 68.10/o, Euro at 19.8o/o, Chinese Yuan at 5.4%. The National Treasury could
consider pursuing aggressive debt restructuring efforts both in the shorl and medium tenn
to alleviate the ongoing interest rate hike on the dollar especially.

2. Section 43 -Kenya's Debt Canying Capacity (DCC) was downgraded from Strongin}}l9

to Medium in 2022, and Kenya is ranked as being in risk of debt distress. Linked to the

BPS, concrete efforts to enhance Kenya's exports need to be seen, which are lacking in the

BPS. Instead, the policy alludes in Section 51that Kenya's public debt is at sustainable

levels, which is not accurate.

3. Section 48 - The National Treasury commits to maintain debt at sustainable levels through
minimizing non-priority expenditures, yet the Budget Policy Statement has had a marginal
reduction in the fiscal deficilto 5.7yo of GDP down from 6.2Yoin2022. Additionally, the
MTDS makes no mention of debt restructuring elforts focused on current expensive loans,
whose fiscal risk is high.

4. Section 71 - The National Treasury has listed plans to float a syndicated loan domestically.
We urge that this process follows the transparency and accountability mechanisms spelt
out in the constitution, as well the PFM Act, which have previously been disregarded.

5. Section 77 - The National Treasury does not appear to give a deliberate commitment to
have green and blue bonds as part of development financing going forward, yet
commitments have previously been made on the needed reafforestation, as part of climate
change mitigation. The green bond market offers market offers opportunities for national
and subnational government to invest in climate change related projects, while contributing
towards climate resilience and sustainable development.

6. Section 113 - TISA welcomes the move by the National Treasury to replace the cun'ent
debt ceiling with a debt anchor hinged on Gross Domestic Product as a desired level of
public debt as a ratio of GDP, as this allows for more flexibility on tlie periodic impact of
unforeseen shocks on debt and GDP.

7. Section ll4 - We equally welcome the move by the National Treasury to develop
guideiines for the operationalization of a sinking fund in conformity with Regulation 206(1)
of PFM Qrlational Government) Regulations of 2015. The sinking fund will help stem
default in times of economic distress, such as the ongoing global financial crisis, as well as
the current drought focing most Kenyan counties. The distress tends to affect most of the
devolved functions and services. As this is developed, it must entrench the principles of
devolved government.

SUBMITTED I}Y
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Promoting an Equitable Society

COMMENTS ONTHE zoz.3
BUDGET POLICY STATEMENT

\

ParatTt
(Table

3.1) p
47

Para Issue Recommendation

Para
65, p rB

The zoz3 BPS strategy regarding
the women agenda proposes to
provide financial and capacity
building support for women
through the Hustler Fund for
women-led co-operative
societies, chamas, merry-go
rounds and table banking
initiatives to protect them from
predatory interest ,rates^charged 

by unscrupulous' *rro.r.y
lenders.

Predatory Interest rates affect both men
and women. A strategy should be put in
place to ensure for both men and women
access the funding from the Hustler Fund
equitably.

2. The Biashara Fund still exists. Parliament
to align the Hustler Fund and Btashara
Kenya Fund to avoid duplication, noting
that Biasharc Kcnya Fund already has an
existing framework

1

The BPS adjusts upwards the
equitable share allocation to
national government by
Ksh.r33,8r8 million from
Ksh.z,tt9,z58.8 million to Ksh.
2,252,077.2 and that to county by
rS,42S million Ksh.37o,ooo
million to Ksh.38S,42S million

Table 4.3 on page 7L uses a base
of Ksh.z14r.6 billion for FY
2o22f 23 as the total shareable
revenue while Annex Table z on
Page roo uses a different base of
Ksh. zrgz billion

1. The projected absolute ordinary revenue
growth between FYs 2o22l2g and
zoz3lz4 is Ksh. 379.2 billion. Adjusting
the county allocation by only Ksh. r5.4
billion amounts to inequitable sharing of
revenues between the two levels of
government. The five priorities of
governments, namely; agricultural
Transformation, Micr<1, Small and
Medium Enterprise; Housing and
Settlement; Ilealthcare and Digital
Superhighway and Creative Industry are
either county government functions and/
or concurrent functions.

2. Parliament to cconsider adopting the
Commission's recommendation to
increase the county governments'
allocation by IGh. gZ.+ billion from Ksh
g8o billion to Ksh. 4oZ billion in the
financial year 2o2yl 24.

Page 1 of 3
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Para Issue Recommend.ation

Table
3'2, P
49

The BPS proposes to increase the
allocation to the health sector
from Ksh. 122.5 billion in I.Y
2022123 to Ksh. t54.2 billion in
FY 2c23124. Indeed, the
allocation to the health sector at
thc national level has consistently
increased from IGh. 3o billion at
thc beginning of devolution in FY
2o8l14.

1 I Iealthcare provision is largely a devolved
function. Preventive and promotive
healthcare is the mandate of county
governments. The national government
seeks to ensure Universal Health
Coverage through recruitment of
community health workers who will form
part of primary health care system.
Resources should therefore be reallocated
from the national health sector to county
governments to perform the function

Para
257, P
66

Prior to devolution, the defunct
local authorities received
Contribution in Lieu of Rates
(CILOR) from the Central
Government for public land
within their jurisdictions. Since
devolution, only one county
(Laikipia) has received CILOR
from the National Government.
This is mainly due to inadequate
legal framework for claiming
CILOR, widespread lack of up-to-
date valuation rolls to support
imposition of property rates and
counties being unfamiliar with
par,rment of CILOR procedures.

1. The nonpayment of CILOR by the
National Treasury over the years has
compromised county governments ability
to raise OSR. Parliament should fast-
track the development of a legal
framework to enable county governments
to benefit from the CILOR payments

Table
4'L, P
6B

Pending bills: A summary of the
outstanding pending bills by the
county governments is presented
as at 21st December 2022.

L. The BPS did not present a similar table of
outstanding pending bills for the national
government which makes it difficult to
assess the national government's
hdherence to prudent financial
management

259,p
6g

The BPS allocates IGh. Z.q billion
to Equalisation Fund in the
financial year 2o2yl24

1. Art. 2o{ (t) provides for an allocation of
one half of all the revenue collected by
the national government each year
calculated on the basis of the most recent
audited accounts ofrevenue received, as
approved by the national Assembly

2. The BPS, however, allocates IGh.Z.g
billion to Equalisation Fund based on the
last audited accounts for FY zorglzo of
Ksh. r,573.4 billion

Page 2 of 3
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Para Issue Recornrnendation

l,

3. 'fhe Commission notes that the last
audited accounts for FY 2ot9l20
amounts to Ksh. t,77o.g billion

Annexl,
Table r
o\p 79

The BPS has over time
misreported the proportion of
development expenditure to the
total national government
budget.
o Section tS(z) (a) and Section

rS(S) of the Public Finance
Management (PFM) Act,
2ot2, and the PFM (National
Government) Regulations,
zor5 provides that the over
the medium term a minimum
of thirty percent of the
national governments budget
shall be allocated tb the
development expenditure.

. The BPS has, however,
rendered the interpretation of
Section tS(z) (a) and Section
15(5) of the PFMA, 2ot2 Io
mean total national
government development
expenditure (ministries,
Parliament, Judiciary) as a
proportion of the ministerial
national government
expenditures.

1. 'fhe use of a lower denominator in
deriving the proportion of the
development expenditure to the national
government budget has continued to
over report the proportion of
development expenditures of the
national government.

2. Parliament to ensure the adherence by
the National Treasury on Section 15(2)
(a) and Section tS(S) of the PFMA, zorz

Annex
Table
4a

a The BPS presents Annex
Table 4a with missing.{ata
on the printed budget
estimates for the FY zozzlzg
and BPS ceilings for some
MDAs.

1. The BPS should present complete data
on printed budget estimates and for the
FY zozzf z3 and IIPS ceilings for some
MDAs

c
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1.0 INTRODUCTION

lnstitute of Certified Public Accountants of Kenya (ICPAK) is a statutory body of accountants with the mandate to develop and
regulate accountancy profession in Kenya. The lnstitute is further mandated under Sec 8 of the Accountants' Act of 2008 to advise
the Cabinet Secretary for Finance on matters relating to governance and accountability in all sectors of the economy. The lnstitute is
dedicated to enhancing its contribution and that of its members to the national economic growth and development agenda. lt has
been instrumental in making contributions that shape the public financial management in Kenya. This submission is therefore in
tandem with the lnstitute's overarching advisory mandate in the realms of financial management.

The FY 2023124 budget will be implemented in a new regime and against the backdrop of sustained economic recovery from Covid
19 and other existent shocks within the micro and macroeconomic environment. lndeed, the current state of affairs has been
occasioned by the ongoing Russia-Ukraine conflict- disruption on global supply chain likely to affect incomes from exporters, higher-
than expected inflation worldwide triggered by higher global oil and food prices; climate change that has produced a severe crisis-
food insecurity, poverty, inequality and socio-conflicts; limited access to foreign finance; global tightening of monetary policy and
uncertainty on dissipation of COVID-19 if the recent upsurge in China is anything to go by.

These projections are attributed to elevated commodity prices as activity continues to rebound in the region's main trading partners
(China, the Euro area, and the United States), albeit at a slower pace than last year. The outlook is also predicated on a gradual
recovery in tourism. However, these projections could be hindered by higher food prices, supply disruptions and extreme weather
conditions as well as constraints on financing and pressures to improve debt sustainability,

The maih goal of the government is to revitalize performance in all economic sectors in order to foster growth, employment creation,
poverty reduction and ultimately improve livelihood of the economically disadvantaged group. Although Kenya's economy has in the
past remained resilient, could lead to loss of the gains that have been accumulated over the past years.

The lnstitute has reviewed the Draft Budget Policy Statement 2023 and has developed the following set of submissions for National
Treasury's consideration.

ICPAK SUBMISSION ON BPS 2023 1
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2.0 SUMMARY OF ICPAK SUBMISSION ON BPS 2023

S/NO KEY BUDGET
IMPERAT!VES

DISCUSSION & ISSUE OF CONCERN

1 Budget for FY
2023124 and
the Medium-
Term

ln the FY 2023124, the Government projects that the total Government
expenditure will amount to about Ksh. 3.64 trillion while total revenue will
be approximately Ksh. 2.89 trillion leaving a fiscal gap of about Ksh. 695
billion. The lnstitute is concerned that:
o This fiscal gap is likely to increase the current public debt because it

would require debt financing to actualize the budget.
. The Government has in the past prepared supplementary budgets

which have increased expenditures and reduced revenues. The
implication is compromised services being delivered or increased
borrowing, or both.

Paragraph I
and 10:
Agricultural
Transformation
and lnclusive
Growth

2 Over the medium term, the Government will develop policy, legal and
institutional reforms to provide an enabling environment for agricultural
productivity. However, this section is not all inclusive to deal with the
perennial challenge of food insecurity.

ICPAK RECOMMENDATIONS

1. Ensure adherence to fiscal responsibility
principles on planning and budgeting.

2. Supplementary budgets should only be
prepared and approved within the precincts of
the Public Finance Management Act and
Regulations which are: in case of;

a. Unforeseen and unavoidable, in
circumstances where no budget
provision was made; or

b. Unavoidable, in circumstances
whep there is an existing
budgetary provision which,
however, is inadequate.

This will ensure quality delivery of services,
maintain public debt within sustainable level and
align with Constitutional and PFM Act
requirement of ensuring public participation is
observed in blic finance mana ement
ln addition to the proposed policy interventions,
the Government should prioritize and implement
the following in the Agricultural sector:
1. To incentivize the sector and make the

practice of agriculture more lucrative, there is
need to explore the option of commodity
exchange which will ensure symmetric
access of price information to all agriculture
value-chain players and reduce the costly
market intervention.

ICPAK SUBMISSION ON THE BPS 2023

2. lncrease fundin levels cial to the
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S/NO KEY BUDGET
IMPERATIVES

DISCUSSION & ISSUE OF CONCERN

ICPAK Submissions on BPS 2023

ICPAK RECOMMENDATIONS

sectors that contribute to food security such
as Agriculture and manufacturing. Exchequer
releases should be within the prescribed
timeline to facilitate implementation of
development programs. Agriculture should be
at least lOo/o o'f the total National Budget as
per Maputo Declaration.

3. Build and improve rural infrastructure to open
space for movement of goods and services.
Also, revisiting policies on Trade Agreements
to boost export of some agricultural products
will boost direct foreign investment.

4. lmprove access to financial services and
credit in agriculture and rural development
and reduce taxes on agriculture that might
impede the growth of the agriculture sector.

5. Encourage growth of agribusiness and
improve regulatory services to ensg'e quality
inputs and products and conducive
environment for small business holders.

6. lnvest in locally More Agricultural research
institutions.

7. Enhance Practice of large-scale Water
Harvesting.

8. Tax highly lmported Agricultural products,
which can be available locally. Such as
maize, beans, eggs, fish, potatoes, tea,
coffee and sugar.

9. Government should establish Agricultural

ICPAK SUBMISSION ON THE BPS 2023

insurance th h collaboration with willi
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ICPAK Submissions on BPS 2023 a
S/NO KEY BUDGET DISCUSSION & ISSUE OF CONCERN

IMTEKA I tvtr,D

3. Banking Sector Consider the following reforms in the Banking industry

ICPAK RECOMMENDA TIONS

Stakeholders to mitigate and protect farmers
from Natural and Economical Risks. i.e.
Drou floods fire inflation etc

1. New Technologies Adoption : Enable Kenya
to retain and accelerate its status as a
financial and tech hub. lt is an important
policy direction and tax/non-tax incentives is
essential to encourage rapid adoption of- the
4th INDUSTRIAL REVOLUTION
(4lR) TECHNOLOGIES to diversify beyond
mobile money computing Kenya is renowned
for globally. +

2. New Business Model Adoption: Regulatory
reforms and budgetary policy alignmerrts are
critical to enable banking and financial
services institutions adoption of advanced
DIGITAL PLATFORM BUSINESS MODELS
key to positioning Kenya's financial sector
globally.

3. Key Anchor lnstitutions Reforms For Digital
Financial Services (Kenya's Silicon Savannah
lnnovation Hub & lnternational Financial
Centre). Acceleration of full roll out of the
Konza Technopolis, Nairobi lnternational
Financial Centre Authority (NIFCTA) core
mandates and competencies

4. Export Of Banking and Financial Service:
Deliberate efforts for promotion/facilitation of
exports of banking and financial services to
Sub-Sahara Africa e.9., Ethiopia via

ICPAK SUBMISSION ON THE BPS 2023

vernment-t rnment G2G
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S/NO KEY BUDGET
IMPERATIVES

DISCUSSION & ISSUE OF CONCERN !CPAK RECOMMENDATIONS

engagements for entry of Kenyan banks and
insurance companies into ETHIOPIA and vice
versa.

5. Credit Reference Bureau: Reforms to deepen
private sector credit % of GDP by deepening
the level of CRB (Credit Reference Bureau)
coverage to the level of South Africa,
Malaysia etc. is key to enhance access to
finance for households and MSMEs.
Widening the net to include more sectors of
the economy (Saccos; Telco's, Water Utilities,
Electricity utilities, Real Estate rentals etc)
provision of CRBs data will reduce
information asymmetries (adverse selection
and moral hazard) to spur growth of credit to
MSMEs and households.

ICPAK SUBMISSION ON THE BPS 2023 5
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S/NO KEY BUDGET DISCUSSION & ISSUE OF CONCERN

IMPERATIVES
6 Paragraph 10-

13:
Transforming
the Micro,
Small and
Medium
Enterprise
(MSME)
Economy

Micro, Small and Medium Enterprises popularly known as MSMEs are
engines of groMh, vital to most economies and have been recognized
by multilateral organizations, development agencies and governments
across the world as a key enabler of economic growth and
development.
A Survey by KNBS on MSME indicates that approximately 400,000
micro, small and medium enterprises do not celebrate their second
birthday. ln addition, the pilot training by ICPAK for Laikipia County
Government gave a glimpse of the challenges MSMEs face including
but not limited to:

a) Capacity gaps in managerial training: small and medium
enterprises establish managerial strategies through trial-and-
error meqhanism.

b) Low financial literacy levels among MSMEs on "r"L such as
basic record-keeping, cash management, managing customer
and supplier payments, tax, insurance and other regulatory
requirements impedes their success.

c) Rapid technology changes: Technology change poses a big
challenge to the growth of small and medium enterprises. Most
of these enterprises are not able to adopt new technology due to
its high initial and installation costs.

d) New laws and regulations: Every day, the government and other
stakeholders continue to introduce new regulations for industries
and enterprises in Kenya.

It is therefore important that MSMEs are supported for sustainability and
groMh

ICPAK RECOMMENDATIONS

Consider the following proposals.
1. Need Predictable Tax Regime for MSMEs

through an overarching tax policy: Reform
the tax policy to help in the formalization
of the informal sector for sustained
revenue collection. This can be achieved
through:

- harmonization of taxes- reduce
multiplicity of taxes both at National
and subnational levels

- Tax education for taxpayers, to
understand why they pay

- simplification of @xes- for instance,
uptake of turnover tax still low

- Link taxation to elector's 'cards-
integrate the registration systems -
taxation, identification and election.

2. Continuous Taxpayer engagement: There's
need to engage SMEs and create a dedicated
channel of communication to support tax
compliance. KRA should consider
establishing a dedicated desk for purposes of
handling SME-related concerns, challenges
and queries.

3. Make it easier to pay taxes. Enhance iTax
system to optimize tax collections while
minimizing the burden on taxpayers to comply
with tax laws.

4. Efforts to improve formality should be
based on corresponding investments in
value creation for MSEs such as the

a
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areas, provision of funding.
5. Alternative forms of collateral. Need for

collaborative efforts between financial market
participants and Government agencies
towards the identification, deployment and
maintenance of appropriate technologies that
will promote the eligibility of a wider range of
assets as loan collateral e.g social security
contributions.

6. Digital portal. Create a simplified and
responsive digital portal that enables MSME
owners to access market information that will
enhance their growth. This will be especially
useful in light of the AfCFTA agreement.

7. Reorganizing not criminalizing Hawkers
through introduction of Hawkers identification
cards and tax compliance certificate to
enhance smooth operatio4s. This will help to
deal away with criminal activities in the
hawking sector and enhance government to
collect tax easily

8. Partner with Professional Bodies such as
ICPAK to capacity build and support in
financial literacy initiatives.

a
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9 Healthcare Key concerns

Paragraph 16-
19

According to the Ministry of Health (MoH Kenya) (2019), only 11o/o of
Kenyans are covered by the NHIF insurance program leaving most of
the population (89%) without the government-subsidized health plan.
With over 70o/o o'f the Kenyan workforce working in the informal
sector, most of them are either not eligible or cannot be able to afford
the premiums set by the government to maintain health insurance
provision.

Financing management of communicable and non-communicable
diseases such as Malaria, TB, and HIV/AIDS in Kenya is largely
dependent on donor funds from international organizations, ngn-
governmental entities, ?nd contributions from other countries. This
has led to under-investment of the health sector, weakening health
systems and structures, and raising concern as to whether the public
health infrastructure can withstand a potential overburden in the wake
of the COVID-19 pandemic with the majority of Kenyans facing
uncertainty due to lack of health coverage.

Kenya's budgetary allocation to health has averagely stood al 9o/o

despite signing the Abuja declaration, which requires signatories to
allocate 15% budgetary allocation for health. Most of this is absorbed
as recurrent expenditure leaving little room for the development of
health facilities and the acquisition of medicine and equipment

ICPAK RECOMMENDATIONS

1. Ensuring that at least 70o/o of NHIF
disbursements go to public health
institutions and service providers; with
30% going to the private sector. This will
help build capacity of public health
institutions as opposed to utilizing public
funds to support private entities.
According to the Health Financing
Reforms Expert Panel (HEFREP) Report,
private hospitals received KES 22 billion
from NHIF while government and mission
hospitals received KES 7 Billion and KES
8 Billion respectively out of the*KES 37.7
billion expenditure in FY 2018119. This
implies that government health facilities
received only 18.6% allocation of NHIF
disbursement in that year.

2. There is need to increase the health
budgetary allocation to the recommended
15% of the total annual budget as
recommended by the AU under the
auspices of Abuja declaration. This will go
a long way in increasing recruitment and
welfare of health personnel to enable
efficiency in the health sector. lt will also
solve the problem of periodic strikes and
brain drain that has become a new normal
in the health sector by ensuring health
workers are well paid, offered proper
protective gear that they need to work in a
safe environment.

3

ICPAK SUBMISSION ON THE BPS 2023

n accountabil in the utilization

8



ICPAK Submissions on BPS 2023

S/NO KEY BUDGET
IMPERATIVES

DISCUSSION & ISSUE OF CONGERN

10. Electricity

Paragraph 28

Electricity is a vital economic and social good critical for production of
consumer goods and provision of essential services such as health and
security. The increasing cost of energy may hamper realization of some of
the government's growth priorities including manufacturing.

ICPAK RECOMMENDATIONS

of funds and resources that are allocated
in the health sector. The perpetrators of
mismanagement of healthcare provision
funds should be brought to book and such
funds recovered.

4. lnvest in Medical Research: Counties
should support medical research such as
Cancer research and studies in NCDs.

5. The Government should invest in
established KEMRI county units in all
counties to help in combatlng any tropical
Disease Outbreaks. This will enable to
control/contain any outbreak that may
spread easily to other counties hence
affects the economy stability.

6. Offer tax relief on Medical facilities and
inputs- To allow medical health facilities to
be available togvoid people traveling
overseas for treatment. For instance,
collaborating with lndia to establish
Cancer Centre/Hospital in Kenya, given
that over 10,000 Kenyans travel annually
to lndia for specialized treatment.

By end of 2021, the government had embarked
on a pathway for reduction of the cost of
electricity by 30%.

1 Therefore, the government should
consider reducing the cost of electricity to
spur the manufacturing sector and other

SUBMISSION ON THE BPS 2023
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11 Governance

Paragraph 57

The Judiciary notes as one of its achievements that 34 judges of the
COA, ELRC and ELC were appointed in the FY 2021122. This increased
the numbers to 173 judges against an approved establishment of 347
judges.

According to the European Judicial systems The European Commission
for the Efficiency of Justice (CEPEJ) Evaluation Report - 2020, Europe
had an average of 21.4 professional judges per 100,000 inhabitants
implying one judge serving a population of about 5,000 inhabitants. With
a population of 48M Kenyans, ln Kenya, if one judgewould serve 100,000
inhabitants, we will require an establishment of 480 Judges for enhanced
access to justice.

The USA and lndia have an aver5ge of 21 judges per 1,000,000 people
indicating service of 48,000 citizens per judge; in Germany, one judge
serves about 4,000 citizens. Case clearance rate of 72% in Kenya and
the attendant backlogs indicate a strained judiciary.

ln the period between FY 2019120 - 2022123, the Judiciary has been
receiving less than 1% of the total budget, with the other two arms
(Executive and Parliament) receiving the larger share. ln addition, this
proportion has been declining.

This has resulted in resource constraints in the Judiciary operations.

FY Total National Judiciary
Budget
(Ksh in
trillion)

(Judiciary/Tota
Budget (Ksh .l%
in trillion)

2022t23 33 0.0189 0.57%

ICPAK RECOMMENDATIONS

To ensure financial autonomy for the Judiciary as
envisaged in the Constitution and sufficient
Judicial officers to administer justice, consider:

1. revising the establishment to 480 Judges
to enhance access to justice and prompt
delivery of cases.

2. Upscale budget allocation to the Judiciary
to support the operationalization of.the
Judiciary Fund. The government should
allocate at least 1.5o/o to 2.5o/o of the total

ICPAK SUBMISSION ON THE BPS 2023
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Allocation to Judiciary:

The lnstitute notes that the Allocation for Parliament has increased by
Kshs 12,337 million from Kshs 37,883 in FY2021122 lo Kshs50,220 in
2022123 while the Allocation for Judiciary has only increased by Kshs 380
Million from Kshs 17,918 Million in FY2021122 to Kshs 18,297 Million in
2022t23

Source. Division of Revenue Bill,2022

According to the State of the Judiciary and PMMU reports, the Judiciary is
operating at about 60% of its optimal staffing levels. ln addition to this, it
faces crippling financial challenges that seriously curtail its ability to invest
in the infrastructure and activities that will enhance its efficiency and
expedite the delivery of justice.

2021t22 3.1

2020t21 2.8

2019t20 26

FY2018/19 FY2021t22FY2019t20 FY2020t21

Parliament 34,490

0.0185 0.60%

0.0171 0.61%

0.0169 0 65%

Source. BPS

Body

36,240 36,222 37,883

13,458 14,437 14,150 17,918Judiciary

12 Pending bills
Paragraph 146-
149

A report by the Controller of Budget (CoB) indicates that by 21st
December 2022, Counties had settled Ksh. 22.9 billion (47.6Yo of the
eliqible pendinq bills)

ICPAK Submissions on BPS 2023

ICPAK RECOMMENDATIONS

1. The National Treasury should consider
to cash

SUBMISSION ON THE BPS 2023
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leaving an outstanding balance of Kshs. 25.1 billion. During this period,
the National Government released to the Counties significant resources to
enable them to clear their pending bills.

The total outstanding MDAs' pending bills as of 30th September 2022,
amounted to Kshs.82.35 billion, comprising Kshs.61.15 billion (74.3 per
cent) for recurrent expenditure and Kshs.21.2 billion (25.7 per cent) for
development expenditure.

Continued delays in payment of pending bills to entities that provide
goods and services to both National and County Governments have
affected liquidity and operations of these entities. ln a number of cases,
this has led to closure of businesses, gffecting many livelihoods.

Though some progress was noted in settlement of these bills by the
National and County Governments, there are still challenges where a
number of suppliers are owed large amounts of money. The outstanding
issue of pending Bills has negative effects on the economy:

Effect on lnvestmenf- investor confidence is eroded.
Entities risk losing reliable suppliers.
Private Secfor Credit. Credit to SME's is stifled since banks cut
lending to government suppliers due to high defaults attributed to late
payments by national and county governments.
Non-payment of suppliers and contractors adversely affects other
sectors of the economy like the financial sector by increasing non-
performing loans.
Cashflow problems:Businesses face huge cashflow problems and are
gnable to pay their workers, suppliers, pay rent, and other expenses.

I

13. Paragraph 87
Private Sector
Gredit

Adequate credit to the private sector plays an important role in economic
growth by ensuring that there is efficient allocation of resources for
investment.

ICPAK RECOMMENDATIONS

accounting which presents challenges in
terms of monthly and annual financial
reporting on pending bills and other liabilities.

2. There is need to develop a database of all
owed dues to counties and MDAs and assess
the multiplier effecVimpact to the economy.

3. Closure on payments of existing pending bills
and fast-tracked implementation of the
Prompt Payment Bill, 2021 is necessary to
avert death of MSMEs engaged in public
sector supplies.

4. The National Treasury should follow up'and
e[sure strict compliance to Circular;
AG.3/83/1ruotYll (22) dated 11th May 2022
to all CECMs for Finance on Yedr End
Closing Procedures for Financial Year
2021t2022.

ln order to improve private sector credit, the
lnstitute recommends as follows;

ICPAK SUBMISSION ON THE BPS 2023
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ln Kenya, the major constituents of the private sector lending include
commercial banks, capital markets, Saccos, microfinance institutions,
finance and leasing companies, pension funds, as well as insurance
corporations.

Accessibility of credit has been a challenge especially to the SMEs,
largely attributable to high-risk perception by banks, and the high cost of
credit charged on the current available credit options.

Private sector credit improved to a growth of 12.5 percent in the 12
months to December 2Q22 compared to a growth of 8.6 percent in the
year to December 2021. The lnstitute commends the government for
these efforts. However, more measures need to be put in place to
continue in the same growth path.

ICPAK RECOMMENDATIONS

Scheme (CGS) Regulation 2020 to enhance
credit access to MSMES.

2. Alternative sources of borrowing - The
Kenyan Government should focus more on
the concessional borrowing such as soft
loans that are cheaper as compared to
commercial loans such as the Eurobonds. By
implementing alternative borrowing, the
government domestic credit from commercial
banks will reduce, and as a result, increase
the ease of credit access to the private
sector.

3. lmplementing Public-Private Partnerships
(PPP) initiatives in different sectors such as
infrastructure and housing projects to reduce
its borrowing costs and promote fiscal
consolidation efforts. The move helps in
minigizing the crowding out of the private
sector,

4. Lowering the cash reserve requirement ratio

- The CBK reviewed the cash reserve ratio in
March 2022 to 4.25o/o from the preceding
5.25% releasing Kshs 35.2 bn additional
liquidity to commercial banks. The increased
liquidity improved credit access within the
economy, and consequently to the private
sector,

5. Deepening financial inclusion through digital
integration Banks are increasing their
presence and accessibility to the private
sector through digital avenues such as apps

1

:
I
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14. fhe Hustler Fund was also launched as an jptervention to correct market
failure problems that led to predatory lending. lt aims to lift those at the
bottom of the pyramid through structured products in personnel finance
that includes savings, credit, insurance and investment.

It targets those who are seen as having entrepreneurial potential but
remain poor and excluded in the face of mushrooming unemployment,
marginalization, high poverty rates and the high cost of living.

Paragraph 88
Hustler Fund

ICPAK RECOMMENDATIONS

such as KCB and NCBA partnered with
Safaricom to offer the overdraft credit facility
of Fuliza in increasing credit lending to SMEs.

6. Adoption of risk-based pricing - 22 oul of the
38 commercial banks have adopted risk-
based pricing as a measure of tailoring loans
to a customer's financial profile while helping
banks and other lenders to manage their risk
exposure. The initiative will increase uedit
accessibility to the private sector based on an
individual financial profile in terms of
borrowi and ment hi

Hustler Furpl is a good intervention but needs
training and coaching of entrepreneurs as well as
conscious government effort to address erfierging
reg ulatory/policy bottlenecks.
1. The government should also ensure that the

Regulations governing the Fund are strictly
adhered to in tandem with the requirements
of the Public Finance Management Act to
serve the intended purpose.

2. There is need to ensure that the Hustler Fund
does not join the long list of financial digital
platforms that instead of pulling people out of
poverty, disenfranchises and mortgages their
future into more debt thereby worsening their
lives.

3. The lnstitute recommends that the
government focuses more on providing
universal and guaranteed public services
such as affordable healthcare, education,

ICPAK SUBMISSION ON THE BPS 2023
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15 Paragraph 97
Fiscal
Performance

Revenue Performance
. Revenue collection to November 2022 grew by 10.6 percent

compared to a growth of 29.5 percent in November 2021. This decline
in rate of growth is attributed to the fact that the previous FY's growth
was anchored on a lower base- a contraction recorded in the FY
2O19l2O which had the effects of COVID-19 pandemic.

. As at end November 2022, the cumulative total revenue inclusive of
Ministerial Appropriation in Aid (A-i-A) was Ksh 893.8 billion against a
target of Ksh 912.9 billion. This performance was Ksh 19.1 billion
below the set target.

. Ordinary revenue to November 2022 recorded a growth of 9.5 percent
compared to a growth of 27.2 percent in November 2021.

. ln nominal terms, ordinary revenue collection to November 2022 was
Ksh 786.5 billion against a target of Ksh 818.7 billion. This
performance was Ksh 32.2 billion below the target.

. According to the 2023 BPS, the Government will scale up revenue
collection efforts by the Kenya Revenue Authority (KRA) to Ksh 3.0
trillion in the FY 2023124 and Ksh 4.0 trillion over the medium term. ln
order to achieve this, the Government will undertake a combination of
both tax administrative and tax policy reforms.

. KRA will reduce the Value Added Tax (VAT) gap from 38.9 percent to

ICPAK RECOMMENDATIONS

4. Enhance oversight on the fund initiatives to
promote transparency - The government
needs to come up with measures that will
oversee the running of the Hustler Fund and
other Funds in terms of timely publication of
updates on amounts disbursed, disclosure of
beneficiaries already covered and
requirement regulations. This will enhance
public confidence since the Fund draws from
the Exche

For enhanced revenue performance, the
following measures could be adopted;
1. How Government will balance revenue

mobilization; expenditure rationalization;
public debt management and other
externalities will be key in achieving the
econom ic growth projected.

2. lhe government should also seek new wa6;
of increasing revenue -predictability in tax
system, tax base expansion, simplification of
the tax process among others.

3. The Government should find ways to reduce
recurrent expenditure as it could become
unsustainable in the long term.

4, Leadership and accountability ls called for.
Effective public debt management measures
should be adopted.

5. Concessionary loans and grants should be
preferred to commercial loans.

Benchmarked with Ghana's revenue mobilization

I

ICPAK SUBMISSION ON THE BPS 2023

licies Ke could ado the followi

15



ICPAK Submissions on BPS 2023

16.

S/NO KEY BUDGET DISCUSSION & ISSUE OF CONCERN
IM!-trl(A I IVEU

19.8 percent of the potential by fully rolling out electronic Tax lnvoice
Management System (eTlMS); reduction of Corporate lncome Tax
(ClT) gap from 32.2 percent to 30.0 percent of the potential as
envisaged in the KRA Corporate Plan.

Expenditu re performance
o Total expenditure and net lending for the period ending November

2022 was Ksh 1,096.6 billion which was below the projected amount
of Ksn 1J83.7 billion by Ksh 87.'1 billion. ;

. Recurrent spending amounted to Ksh 825.6 billion; Development
expenditure was Ksh 149.0 billion while Transfer to County
Governments was Ksh 122.1 billion

. The fiscal policy will target to grow tax revenues above 17.8 percent
of GDP in the FY 2023124 and above 18.0 percent of GDP over the
medium term.

. Further statistics show that public expenditure also fell slightly as a
share of GDP in 2019/20, followed by a real gradual increase in
2020121. While GDP contracted in calendar year 2020, in fiscal year
terms growth was still positive in 2019120 (2.3%) and 2020121 (3.60/o).

This means that while expenditure as a share of GDP fell in 2019120,
real expenditure almost maintained its value. Overall, this still
represents a small net fiscal stimulus (because the fiscal deficit was
larger than originally planned, driven mostly on the revenue side).

. ln addition to the government's intended Kshs 300 billion expenditures
cut, the austerity measures also come at a time when the cost of debt
service may increase, thus squeezing discretionary spending more
than is currently anticipated. ln the PS National Treasury Speech

ICPAK RECOMMENDATIONS

a. Aggressively mobilize domestic revenue.
b. Streamline and rationalize expenditures.
c. Boost local productive capacity.
d. Promote and diversify exports.
e. Protect the poor and vulnerable.
f. Expand digital and climate-responsive

physical infrastructure; and
g lmplement structural and public sector

reforms. r
1. Consider scaling down rather than

absolute suspension of some of these
"non-priority" expenditures such ' as
training sipce there is need for the
Government to continuously capacity
strengthen its new and existing offidlals.

2. There's need for a robust debate and
policy direction on implementation of
subsidies. For instance, the new
administration has given a policy direction
to substitute consumption subsidies with
production subsidies, for instance,
subsidies that touch on fuel have been
removed. This has led to increase in the
cost of production among other negative
consequences.

ICPAK SUBMISSION ON THE BPS 2023

i

16



S/NO KEY BUDGET
IMPERATIVES

DISCUSSION & ISSUE OF CONCERN

17 Paragraph 111

National Tax
Policy
Framework

The Government will implement various tax policy measures to further
boost revenue collection. ln addition, to further strengthen revenue
mobilization efforts, the Government will finalize the development of the
National Tax Policy and the Medium-Term Revenue Strategy (MTRS)for
the period FY 2023124 - 2026127.

The Government also intends to raise ordinary revenue to GDP from 15.0
percent in the FY 2021122 to 25 percent by 2030 and increase tax
compliance rate from 70 percent in the FY 2021122 to 90 percent by
2030.These tax reforms arg timely and intended to enhance tat
revenues.

18. Public Debt Kenya's debt remains sustainable but categorized as facing high risk
of debt distress (lMF Country Report No. 221383).
The Present Value (PV) of external debt{o-export and Public and
Publicly Guaranteed (PPG) of debt-service{o-exports indicators
remain above the thresholds over the mediumterm projection period.
As the economy recover from global shocks and fiscal consolidation
continues, Kenya's debt indicators are expected to improve.
The gross public debt as at 30th June,2022 increased by KSh. 882.5
billion to KSh.8,579.1 billion compared to KSh.7,696.6 billion as at
end of June 2021. The gross public debt comprised of 50 percent
external debt and 50 percent domestic debt.
Public Debt Servicing expenditures (interest payments and

a

a

a

a

a
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while officially launching the pre-budget hearing, it was indicated that
the Government will suspend expenditures in some recurrent areas
such as domestic and foreign travels, communication, printing,
training, hospitality, fuel, purchase of furniture, purchase of motor
vehicles, refurbishments and routine maintenance.
Suspending these activities, may ground government and private
sector, local tourism and auxiliary sectors dependant on government
leadin to unem ment.

ICPAK RECOMMENDATIONS

1. The National Treasury and Parliament
should expedite the finalization and
enactment of the National Tax Policy that
will help catalyze lax revenues in this
country.

1. Given that the CFS expenditures are a first
charge to the consolidated fund, their
management is critical for cash management
and creation of fiscal space to successfully
implement other budgetary activities

2. The National Treasury should consider
renegotiating the terms of current external
loans, especially those acquired from
commercial creditors.

3. Going forward, the National treasury should
conduct a thorough cost-benefit analysis of
new loans to determine the best alternative to

,

!
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redemptions), required to finance the repayment of Kshs. 8.2 trillionl3
public stock of debt, will constitute the largest share of CFS
expenditures - at 89%. The total public debt is projected to reach
Kshs. 11.5 trillion14 by June 2025 on account of expanding fiscal
deficit.

. The stock of gross domestic debt increased by KSh. 591.2 billion from
KSh.3,697.1 billion in June 2021 to KSh.4,288.3 billion in June 2022.
The net domestic debt was KSh. 3,870.2 billion by end of the period
under review.

ln dollar terms, external public debt stock declined by US$. 670.41 million
from US$. 37,084.3 million by end of June 2021 to US$. 36,413.89 million
by the end of June,2022.

19. Potential risls and uncertainties arising from both domqstic and external
sources such as;
. Possible resurgence of new COVID-19 variants that may require

broader policies on trade and exports between Kenya and other
trading partners like China could lead to renewed disruptions to trade
and tourism.

r Lower agricultural output due to potential adverse weather conditions
and continued desert locust infestation in the northern region of the
country, which could potentially reduce production of food crops and
animal feeds.

. lncreased public expenditure pressures, particularly wage and other
recurrent expenditures, would put a strain to the fiscal space.

o The Russia- Ukraine War could result to potential higher oil prices in
the international market would result in worsened terms of trade. This
could impact on domestic growth as well.

. On positive note, faster than projected rebound in economic activities
that would result in higher Government revenues providing fiscal
space that would support faster reduction in fiscal deficit and debt
accumulation.

Paragraph 120

Risks to the
Economic
Outlook

ICPAK RECOMMENDATIONS

and minimum cost for both current and future
generations.

4. The National treasury should provide training
and capacity strengthening sessions to
personnel in the public debt Management
Directorate and continuously appraise them
on emerging trends in the global markets.
The National Treasury should consider the
option of public-private-partnership (PPR) in
financing future development projects to
reduce over-reliance on loans.

{_1. Reprioritize spen{ing to support the
vulnerable .<a

2. Maintain exchange rate flexibilities fo deal
with the capital outflows from the private
sector that could hamper capital market
access of the sovereign. This will in turn help
the economy absorb potential shocks.

3. Liability management reduce expensive
debt and substitute with concessional debt
that reduce deficit and expand fiscal space

ICPAK SUBMISSION ON THE BPS 2023 18
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Rising inflation could impact the purchasing power of the population
and impact domestic growth negatively.
Global monetary policy tightening, especially in the United States,
could increase volatility in the financial markets.

a

a

20.

ICPAK RECOMMENDATIONS

Consider Other Macrgeconomic Stabilizatign Measures as follows:
1. EXGHANGE RATE - Halting Kenya shilling forex depreciation against a resurgent strong dollar and other global currencies. Whereas

Exporlers have benefited, Kenya is a net importer and importers have generally passed on the imported inflation to Mwananchi.
Policy interventions to deepen and diversify Kenya's exports base remains paramount to enhance Kenya's Forex earning capability.

2. INFLATION - lnflation is high/persistent and increasingly entrenching - it is important to slow it within the CBK range ol 5%+-2.5o/o lo
control the currenl damaging and painful erosion of Wananchi purchasing power and ensure investments have positive inflation adjusted
retums. Control of inflation is key to reducing cost of borrowing for all economic actors (Government, Households, MSlilEs & Corporates).

3. This can be pursued by instituting policy to embrace Electric Cars to reduce on fuel inflation and capital flight (l\raximizing on the
country's capability to generate power - Geo, Wnd, Solar & Hydro)

4. SOVERIGN RATING - Urgent polby interventions to quickly restore Kenya government (and by association global credil ratings of all
Kenyan l\,,lsl\rES/ Corporates) Credit Rating by Moodys/Fitch/ Standard and Pdors is paramount as the cost of borrowing ih international
flnancial markets for Government, Banks and l\rsl\rEs remains high as does domestic FCY bonowing by lrSlrEs.

il,,

t

t,

SUBMISSION ON THE BPS 2023

oo
a

ICPAK

I

19


